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{(7) Abstract:

This document reports results of our survey concerning
“on patented inventions relating to software, especlally
those relating to software featuring their applications.

There' are many patented inventions relating to software
featuring their applications also in Japan. For § years
from 1986 to 1990, patents were issued to more than 1800
inventions c¢lassified as GO0BF15/20 (digital computing sulted
to particular applications) in the international patent
classification.

~ Inventions relating to software products suited to

particular applications have been patented in most
technological fields. For instance, such software products
as an enterprise model simulation system, a method for
processing data for clerical works in medical field, an
order processing system, a convention support system have
been patented.

I. Introduction
1. Purpose of this paper

This paper is prepared to introduce the general situation
concerning patented inventions relating to software, especially
those relating to application software products in Japan to PIPA
members in the United States so that they will be able to take
into considerations the general situation when filing patent
applications in Japan.

In other words, this paper is prepared to give PIPA members i
in the United States concrete images as to what types of
inventions can be patented in Japan. For this reason, the
general contents of Japanese Patent Law or criteria for
examination of patents in Japan is not introduced in this paper.
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2. Reason why inventions relating to application software are
given attention

At first, we will discuss what is a patent for software now
gathering hot attentions in both the United States and Japan. As
for US patents, now the following topics are gathering hot
attention,

[Efficient resources allocating method]: The US Patent
No.4744028 and other 2 patents are so-called Karmarker patents.
Actually these inventions relate to a mathematical solution for a
linear planning method, but have been patented as a method for
efficiently allocating resources. [Fluid path deciding means and
manufacturing method]: The USP No0.4787421 discloses an invention
‘for determining a fluid path or a streamline shape of substance,
which can be regarded as a mathematical solution. [Call control
by graphics]: The USP No0.4653090 defines movement of an icon in
the Claims section, but the patent does not define any relation
between movement of an icon and terminals. The patent claims only
the man-machine interface section. So this 1s a patent relating
to an application of a computer software product.

- The following Japanese patents gathered attentions in .
newspapers and magazines in Japan.

[Enterprise model simulation system]: Japanese Patent
Publication No.58-51289 is a system which simulates a business
result of a designated company in a specified accounting period.
Although expression such as model file and logic section, which
apparently suggests hardware, are used in the Claims section, it
can be said that this system executes artificial conventions 1in a
computer system. This system was introduced in September 14th,
1987 issue of Nikkei Computer. [Magnetic card based transaction
point elearance system]: Japanese Patent Publication No.2-34079
proposes a P0S system in which magnetic cards are used in place
of the existing stamp service. It can be said that this
invention is for replacement of human manual works (such- as
adhering stamp seals on a ledger or counting up stamp seals with
automatic works comprising magnetic cards, terminals and a host
computer. Nikkan Kogyo Shimbun reported on March 1, 1981 that
most of the point service systems using magnetic cards infringe
this patent. {Device for financial works and stock management]:
Japanese Patent Publication No.1-23814 relates to a technology to
enter data for financial management as well as for stock
management using a common journal format. Magazines and
newspapers reported that the patentee had brought a suit against
12 computer companies asking them to stop manufacturing and
selling their software products. (Asahi Shimbun, March 26,1991;
Nikkei Electronics, November 12, 19890; Nikkei Hi-Tec Information,
April 15,1991).

~Ag-deseribed-aboves;patents-related- to-software- o
products featuring their applications are now gatherlng hot
attentions both in the United States and Japan. We have a
general impression that patentable fields have been rapidly
expanding. For this reason, we pay special attention to
-application software products and decided to make & survey
-.on patents in this field and report the results.

3. Objects'for our survey

_ It can generally be considered that inventlons relating
application software exist in a very wide area.
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The most representative one is application software for
general purpose computers, and in addition to it there are -
electric houseware controlled by a microcomputer and telephone
system. - The applications for general purpose products range from
those directly related to users' works to maker -oriented ones
implemented in computers.

In this paper, we pay spec1al attentlon to appllcatlons for
general purpose computers, because, as we described above, many
cases reported Iin newspapers and magazines in the United States
and Japan relate to this field. :

' The IPC having the closest relation with applications for :
general purpose computers is GOBF15/20. -In addition to it, .there. .

(OSNUUT  CE SUU LA S S

“"ate patents relating to user interface. ‘and classified to

GOBF3/14, those classified to GOS5B such as CIM, and those
classified to GOBFY9 such as expert systems.

This report analyzes the general situation on publlcatlon of
applications for patents which can be classified to IPC GO6F15/20
"Patents relating to digital computers -~ featuring specific

applications and relating to configuration of. the computing

sections”, and describes the trends and a range of patentable
applicaticns in this field.

Also, in order to introduce what types of invention are
patentable, we take up only applications for patents, which
passed examination and were publicized by the Japanese Patent
Office. We take up only patents and exclude utility models,
because utility models generally aim at forms, construction and

.combinations of articles and little relate to software.

The survey was performed by using PATOLIS, which is a patent
information retrieval system in Japan. :

I1I. Patented Invention

1. Application-related inventions and trend in number of
patent publlcatlons

The survey and analysis of patented inventions were made on
both macro data and individual cases:

In the field of macro data, we made a survey on a historical
trend in the number of patent publications in all
classifications, those classified to GOBF (diglital computlng)
and those classified to GO8F15/20 (relating to digital computing
suited to particular applications). The survey result shows that
the number of patent publications in GO0BF15/20 had increased
remarkably and the percentage in all all patents in G068 is more
than 40%. Also, during the period from 1988 to 1990, 1831
patents, which can be classified to G06F15/20,have been issued.
This is shown in Table 1.

2. Expansion of a range of patentable inventions and a
number of publicized patents :

Next, we made a study on expansion of a range of
applications of patents in the category of GO06F15/20 to know how
a range of patented inventions relating to application software
has been expanding, hoping that the information would be useful
for people who want to make an application for a patent in Japan.
For this purpose, we subdivided the technologies included in
GOBF15/20 according to particular applications thereof.
Technologies based on lower conception included in GOBF15/20 are
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included in the international patent classification table, the
information is inadequate to know concrete applications of the
technologies, so we classified the technologies according to
applications we defined for ourselves, taking into considerations
the international patent cla351f1catlon table as a basis. IPC
for application patents and the numbers of patent publications in
the period from 1986 to 1980 are shown in Table 2 and the
numbers of patent publications during the period from 1988 to
1990 in each application field which is originally classified is
shown in Table 3 "Patented Inventlons in Each Application in
GOBF15/20™.

Table 2 shows numbers of patent publications in each
category in IPC GO6F15/20. The search was made for only
publications of applications categorized in the major
classification, and the table shows the numbers in each year for
5 yvears from 1986 to 1990. Note that a point put on left side of
each classification item follows the notation in the IPC, and 1
point indicates the highest category and 2 indicates the second
highest category. As the point number increases, the point
indicates a lower category. Also, patents which do not
correspond to any of the lower conceptions are classified in
GOBF15/20. Data for the period from 1986 to 1989 follows the
classification in the IPC 4th edition, while data for 1990
follows classilicatlon In [ts 5th edltlon, but the nolLaltlon has
been unified according to the 4th edition. Total patents for the
5 yvears, which was analyzed in our study, are 1831 items. The
numbers in this table may include errors made during the analysis
work, and may not necessarily coincide with other statistic data.
"The classification does not differentiate hardware from software
and includes both of them, but most of the patents relate to
software.

The left column for fields and reference categorles in Table
3 follows classification In the international patent
classification system, while the right column follows our
specific classification system.

' Examples indicating expansion of a range of patentable
inventions relating to application software include word
processors, logical simulations, planning support, education
support systems, election result prediction systems, nutriticn
ingestion meters, marketing support, mailing cost computlng
"gystems, water demand estimation systems, housekeeping
management, road fee computing, reception systems in hospitals,
‘carte management systems, food nutrition computing systems, hotel
job management, order processing, card processing, medical
service support, schedule management, distribution/transport
-systems, POS systems, car parking management, tabulation,
financial work/stock management systems, ballot totaling in

“racecourses;window -machines;—ATM;—translation-systems- ;LG :
printed board layouting, image processing , and others, and these
examples show that the range of expansion is very wide. It may
be considered that patents can be given to the inventions of
virtually every application field.

3. Trends of patents in each remarkable-application field

Furthermore, we selected the following 5 fields as the most
remarkable applications in GO08F15/20; (1) filnance, (b) -
distribution and management works, (c¢)} production and designing
works, (4) clerical works for medical services, and (5) betting.
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Then, we investigated the technological trends by analyzing
publicized patents in these fields. Depending on the results, we
can understand what types of technologies and applications the
application software products relate to. The results are shown
as tendency of patents in remarkable fields.

(1)

(2)

We selected the following 5 fields as the most
remarkable application fields.

{(a)
(b}
(c)

(e)

el BB A5/ TO AR TS /T2 L)
(d)

Finance {approximately corresponding to GOSFlS/SO)
Distribution and transportation works (GOBF15/21)
Production and designing (Patents selected mainly from
those classified. to G08F15/21 15/40,15/40,15/62,

Clerical works for medical services (Patents selected
mainly from GO8F15/21) ‘
Betting (correspondlng to G06F15/28)

Content analy81s in each fleld

(a)

(b)

Finance

This field relates to money handling for flnanCLng
(in banks) and accounting works, and the number of
patent publications for these 5 years is 126 items (13%
of all patents In the entire remarkable flelds). :

Applications for patents relating to ATM
(automatic stellen machines, to satisfy needs for
automated work at windows of offices or for Sunday
banking is remarkably many, 87% of the patent '
publications in this fields. The ATM-related patents
in most cases aim at simplifying systems to handle '
money or process cards, enhancement of operability,
minimizing machines by means of, for instance,
improving the guidance display systems, space saving,
minimizing time required for processing, easily

‘recoverability from troubles caused by miss operation

or system failures, and improvement of reliability of
ATM by introducing better countermeasures for
prevention of customers’' troubles. Most of the
applications are carried out by micro-programs
incorporated in cach equipment or hardware.

In addition, there are a few patents relating to
prevention of illegal use of hankbooks or cards,

methods for automatically processing forms for paymént

of public fees, methods for issuing notes, customer
ranking, efficient recognition of individuals, firm
banking systems, inter-bank transaction systems, and
banking systems. :

Distribution and management works

Most of the patents in this field relate to
management works such as those in the distribution
service industry, and the number of patent publicatiocns
for the 5 years is 118 items {({12% of total patents in
all of the remarkable application filelds).

Of these, many patents relates to P0OS systems, and
the percentage is 33% of the patent publications in
this field.

Other patents relate to, for instance, card
processing, order processing, works for stock
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(e)
(i)

- (1ii)

(11ii)

(d)

transactions., schedule management and jobs in hotels,
and some of the remarkable examples are introduced
below.

POS-related patents range from tabulation of data
on goods sold in each store, systems for shortening
time reguired for processing accumulated data and stock
management to automatic selling machine P0OS, o0il supply

system POS and even to ordering systems in restaurant.

Patent publications relating to card processing in
most cases aim at prevention of misses in credit
verification in credit services, or reduction of time

. required for processing cards.

As for patents relating to stock transaction
works, those relating to stock price display systems
allowing direct input of stock name code or improvement
of efficiency in online equity data proce551ng systems
have been published.

In relation to jobs in hotels, information
guidance systems inside hotels, patents relating to
visitor's room management systems, and in-room beverage
and foods management systems such as refrigerator have
been published.

Preduction and de51gn1ng :
The number of patent publications in this field

‘during these 5 years is 672 items (70% of all patent

publications in the remarkable fields).

This field can be subd1v1ded to the following 3
sub~-fields.
Patents relating to system control such as FA (for
instance, robot control) or expert systems, Al-related
patents and those relating tco various types of
de51gnlng work support system

The number of patent publication in this sub-field

is only 35 of all patent publications in this field.
Patents relating to data base (or data processing)
.. - Percentage of patent publications in this sub-
field is 9% of all patent publications in this field.
Many patents in this sub-field relate to information

-retrieval from drawing or image files.

Patents relating to processing of various types of
image such as documents, maps, moving pictures and
three-dimensional images, and those relating to CAD/CAM
The number of patent publications in this sub-
field is 88% of all patent publications in this field,
and most of them relate to drawing or image processing.
There are many patents relating to object recognltlon

~object-inspection; X-ray-image-analysisy-and-various-

types of verification/recognition system. In the fleld
of CAD, there are patents relating to printed board

‘design layouting, die cast designing, architecture

designing support, and drafting.

‘Medical services

Patents in this field relate to clerical works for
medical services (especially management works), and the
number of patent publications in this field for these 5
yvears is 13 items (only 2% of all patent publications
in the remarkable fields. The patent publications
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mainly relate to processing or searching clinical
records, simplification of reception works, reduction
of time required for preparation of medicines, and
preparatlon of receipts

(e} Betting
The number of patents in this field published for
these 5 years is 32 items (only 3% of all patent
publications in the remarkable fields). Most of the
patents relate to automation of horse racing ballot
ticket issuing work and payment of dividend.

Concretely, the patents relate to-horse raging betting-.....-

b
]
i}
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ticket balloting system using public communlcatlon
network, dividend payment systems, portable balloting
systems and automatic betting-ticket selling machines.
-Also there are patent publications relating to
prevention of generation of miss calculation,
improvement of counting systems to discover 1llegal
races, and bidding systems not requiring tenkey’
operatlons

I1T. Examples of Patent Publication

We introduce below outlines of several patent publications
so that the readers will have a. concrete image on patents
relating to application software in Japan. What is common to
these examples 1s that the patents are claimed by specifying jobs
or applications performed in a computer system and defining a
method or a device for carrying out the specific processing.

Most of tasks performed by a computer system have the possibility
to be patented.

Document A introduces a summary of several examples of
patent publication.

Document B is a list of patent publlcatlons classified
according to application fields. '

These patents introduced in the two documents above were
picked up as interesting ones as patents relating to

;appllcatlons

As for applicants, there are a few cases_of joint
application by users and manufacturers and independent
applications by users. It can be considered that generally users
well know applications and are advantageous in applying patents
relatlng to application software _



Table 1 Historlcal Trend in the Number of Patent Publications

by Category

All categories {GO6F as a whole GO6F15 B/A | C/B

(A) - (B) /20; (C) | (%) (%)
1986 62,0000 | 1,687 = | 281 2.72 | 16.7
1987 62,480 1,484 | 174 | 2.38 | 12.0
1988 67,880 1,328 332 1.96 25.0-
1989 61,280 1,340 519 2.19 | 38.7
1390 63,320 1,290 525 - 2.04 | 40.9
Total 316,960 7,129 1,831 2.25 | 25.8

(1)

()

' The category GO8F includes all of hardware, systems

and applications relating to digital computer systems.
The number of patents in this category annually

‘published for these 5 years is in a range from 1,300 items
to 1,600 items. The percentage in all patents annually

published is in a range from 2 to 3%. Note that a change in

the number of patents in this category annually published is

not correlated to that in all categories.

The category GOGFlS/ZOJ(including-lower'categories) relates

" to applications of digital computer systems. The increase of

patent publications in all categories for these 5 years is

"rather flat, but that in this category 1s remarkable. The

ratio of patent publications in GOSF15/20 to patent

publications in the entire GO8F category (C/B) has been
rapidly increasing, which indicates that the category has
been becomlng 1ncrea51ng1y 1mportant '




Table 2 IPC GOBF15/20 and the Lower Categories, and thé Number
of Patent Publications (Data from IPC 4th Edition)

International patent classification Code |'86 |'87 |'88 ('8 {'90 | Total
A |# Design or configuration of compnting section appiied to 19/20 |33 291 83 | 88 { 98 | 331
a particular application
B [#* For managemenat or jobs 15/20 126 |11 |34 P31 {311 132 L
"0 Texx Preparation of siips S - - 15/22 0 5] 0 314] 0 72
D [#x# Stock management, order management jobs 15/ ] 3¢ 21 0 0] 2 7
E (sxsx Reservabion for seats 15/26 1 5] 1 0b 1] 0 7
F [22# For betting 15/28 113 | 41 71 71 1 32
G 1#x+ Accounting works {r banks or similar organlzatlons 15/30 | 27 1 11 ) 8121+ 3% 186
H %= Complex mathematical computation 15/31
1% Solving equations 15732 |
##++ Solving simultanecus equations 15/324
#e¢ Solving differential equations 15/328
[##x Solving area transformation such as Fourier (167332 61 | 11 | 26 | 15 | 51 | l&4
transformation _
#x+ Computing for correlation functions 15/336
+#¢ ¥atrix, vector computing 15/347
#x+ Functional computing by means of approx1mat10n 15/353
sx+ Statistical data computlng 15738 :
[ {#* Trasslation . 15/38 | 3|26 {123t ] 29 10l
J [#x Information retrieval o 15/40 | 2| 8] 4! 7|42 63
¥ i#¢ For pedicine - 15/42 ] 1| 2] 11 040 4
L [#* Game ‘ 1544 ] 0] 01 04 01 O 0
M i+ Industrial process control 15/46 ) 2 21 L1 01 0 5
N |+ Traffic coatrol ) 15481 0 0] 0! 1] 0 1
0 |++ Missile control . . 19/50 1 0] 041 0] 0 1
P [#» Nuclear physics ' 15/52 1 0] 0} 0 0] 0 )
Q 1+ Meteorology 5 15/54 | 0(- 0] 0] 1[0 1
R [+ Distribution network ) . 155 | 0] 0 0 0] 0 0
-8 |## Pointing _ 15/58 1 1| 1| @] 0] 0 2
T {%+ CAD . 15/66 | 15 | 11 | 38.[ 35|29 | 128
U {## image processing or image preparation ‘ 15/62 | 40| 7 (23 | 64 | 47 | 181
s [nage acquisition - |i15/64 | S| 5 13|23 |11 57
##+ [page processing 15/66 | 6| 1L [ 16 | 28 | 23 84
##+ [page emphasis 15/68 | 2|13 7]10(20 52
s++x [page analysis §5/70 | 6 | 11 | 37 {108 { 5% | 213
++¢ [mage generation : 15/72 112 | B |12 128 | 22 15
¥ [## Data collection or acqulsitlon I5/74 | 14 7/ 6] 6] 3 42
Total 281 (174 1332 1519 (525 { 1831 |

W0



Table 3 Patent Publications in Each Application in GO6F15/20

Iten No. Field and reference category ‘86 |'87 1'88 {'89 |'90 i Total
A 15/20 . Design or configuration | 10: Word processor 12126177 (82 |8 | 283
of computing section
“applied to a particular | 20: Robot 1 1
application

30: Plant control

40: Process control _ 1 1
50: Numerical/fluid 2 _ 2
_analysis
102:  ..For education or 80: CPU accounting

teaching _ : .

‘ 70: AI, expert systeam l 6 7
80: 08 ;ystem : 1 l
90: Machine designing

support

106: Planning support 1 1 I
110: Logical simulation : I 1

120: Decision making

simulation

130: Educatien support I 2 3
system

140: Election result Ty o1
prediction system -

1150¢ ﬂispiay control 1] 2 3

160: Nuiritiom ingestion | 4 §
meter '

- 1170: Data processing by -2 2
v CALAAMAGR. o e
180: Chart editing 1)1
190: Marketing support - l 1
200: Input/output device 2 2
210: Mailing charge 2 2

compnting
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Itenm Ho, Field and reference category '86 |'87 |'88 |"89 |'90 | Total
A 220: Water demand 1 1
prediction :
. 230: Housekeeping | 1
maragenent
250: Hospital receipt/ 1 1
clinical record
-management
260; Food nutrition 1 1
computing
270; Skipping/distri- 1 i
bution system
280: Railroad work 2 2
systen
290: Receipt management, | 2 2
' call
300: Time :ecorder ‘ 2 2
1310: Schedule manragement 1 |
320: Data processing 1 1
method
Total 33 129|183 (87 (98¢ 330
B 15/21: For management or jobs 10: POS 4] 5] 9137 4 45
20:-Hotel nanagement 11 3 4
30: Order processing '2 1 3 6
40: Card processing £ 118 41 a4 2l
50: Aetomatic selling l 1
machine
60: Clerical works for 51 711 13
nedical service
70: Schedule management 31 1|t 9
80: Distribution/trans- 111 2
portation systes

11




Iten No. Field and reference category 86 {87 |88 |'89 |'90 | Total
B '90: Electronic pocket- 9
book
. 100: Commenity systems 1 1
[16: Distribution 1 1
systen (excluding
Pos)
120: Work/process - 2 L 3
mailagement
130: Parking management 3 1 4
140: Office support 3 1 4
systen
150: Mailing charge 5 5
conputing
160; Copying machine i 1
control
1707 Informatior supply 3 3
system
180: Home controllér 1 L
190: Building manageaent 1 1
1200 Enitting support 1 1
210; Others 2 2 3 7
220: Market research 1 1
230: Stock transaction 2 2
Total 25 1 11| 34 {31 31| 132
¢ 15/22...For slip preparation 30; Computlng for 1 8 9
40: Application not 4. 37 9 12
specified/not clear
50: Finance/stock 1 1
" nanagement
Total 5 3] 14 22
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{tem No. Field and reference category ‘86 |'87 1'88 1'89 ['90 | Total
D |15/24... For stock management,  |20: Others 3| 2 7
or verification and :
_ guldance
101 ... For verification and
guidance
E 15/26....For seat reservation 511 L 7
F 15/28 ...For betting,
for instance, for 3 4] 7 7] 1 32
betting
Totalizeta (3)
G 10; ATM window systea
“{Antomatic transac-
tion machine, 10107 416 44 84
tellers machine)
{Those wherein an
invention is close
in a single unit)
20: Banking systea (based
on a host prograe)
- Firm banking, stamp T Lf 1| 4.8 18
registration,
bank card
30: Accoanting jobs In
organizations other 4 1 5
than banks, for
calculating business
“trip fee
40: Calenlation of
salary -
50: Others 6 3 191 19
Total 3ST11L| & 31§59 | 126
il 15/31 . .For complex
mathematical computing,
for synthesizing or 61 | 11|26 15|51 164
analyzing complex
functions
I 15/38 For language translation
: (excluding word and 3y26 1124311295 101
Kanji/Rana convention)

13




Item No. Field and reference category . '86 |'87 |'88 |'89 |'90 | Total

J 15/40  For information i0: Retrieval of drawings_
retrieval, preparation aid images 3| 3 5|11 22
of summaries, or for {(Electronic File) '
building database for it
20: Database manager 2 2
Those, applications of
which could be identified|30: Especially map 1 1
' information '
90: Others | 20 5| 1] 218| 28
Total 2| sl 4| 142 6
K |15/42.. For medicine, for biology - : 1] 2] 1 4
L 15/44.. For ganes : ' 0
| 15/46 .. For industrial process :
: control such as quality 21 21 1 : 3
coatrol
N 15/48 .. For traffic control . 1 1

] 15/5C¢ .. For guiding vekicles or
missiles to a pre-
specified orbit, such 1 . 1
as software systems

" which are-loaded:-in a
vehicle or a missile

P 15/52 ., For muclear ghysics or 0
atonic engineering

Q 15/54 .. For mefeorology, or,
for instance, for weathe 1 1
forecast

R 15/56 .. For distribution network .
{For instance, for : 0
electric clircuit setwork

—

v Gcerronne| 15/58wwre-FOT-pointing-{fo p.,,:j.,ns tan|e, . N . ]_~ FROE NEION NI RSOy N ST
for boabing)
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Iter No. " Field and reference category '86 {*87 1’88 |'89 ['90 | Total

T [15/60 .. For designing by  |Those, application of
using a computer (For  |which could be identified] 6 | 7| 10 |12 | 8 43
instance, for CAD)

10: I, printed board

iayouting
..VWHZU{MSiFuIatiOHﬁAqgwm$ﬁw;mwﬂmmlh“yv,m\#;Ngfngﬁwﬂumﬂh,wﬁhﬂTMmﬂ;;AVHmew;ww:m;;;;t

30: Knittiné machine 2 - . 2

140: Flow chart 41 ' L

90: Others | 5| a2 |2|nl s

Total 15 |11 [ 3835 |29 | 128

U |15/62 .. For Inage processiig, |10: Other than those | 26 sl16 |2 1

or for formatting shown below

20+ Document image edit . :

systen at 3| 1y 6| 3|18

. Document image
filirg system

30 Systems for proces-
sing or preparing 41 1 4 9
images for maps

40: Systems for proces-
sing or preparing - H 1
images for moving :
pictures

90: Systems for
generating three-
dimensional images, 411 5
or for generating
simulated views

60: For nedicine S5y 20 L] 5] 3 16

70: For checking IC 6| 61 3 15
or printed board

T2: Remote sensing 1 1
image processing

74: For cell identifi- 1 1
cation
76: For processing 5| 2 7

industrial images
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15/74 ..

data acquisition

11ten No. Field and reference category ‘86 |'87 ['88 {'89 |'30 | Total
U 78: For identifying 2 2
printed patterns
80: Verification system
by processing 171 2
specific pattern
images
90: Seal impression 1| 41 91 4 18
100: Finger print 311 4
verification
110: Personal verifica- 21 1 3
tion (Sign
verification)
~|Total 40| 723 64|47 18L
] 15/64... Image acquisition 120: Image acquisitiocn 50 (132311 57
U 115/65... Image processing 130: ‘Image processing 6| 11|16 2823 84
U 15/68.... Inage emphasis 140+ Image emphasis 2013 71020 52
U 15/70.... Inage qn&lysis 150: Image analysis 6t 11| 37 108 | 51§ 213
U [15/62... lnage generation 160: Image generation 12 112|822 75
¥ Data collection or 170: Data collection 43 70 6 681 8| 42
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Document A

"Enterprise model simulation system”
Patent Publication No.58-51299

Applicant: Computer manufacturer GO8F15/20

[Claims]
An enterprlse model simulation. system.ha

ing an ordinary..

CEEFR Mo del” ‘Togic section, & settlement term I

¢ section and a
totalling term logic section, wherein a trend of an enterprise is
simulated for a specified period by using a plurality of model
logic sections as described above and results of the simulation
is written in a corresponding area 1in the model data area;

characterized in that said enterprise simulation system has model

files, a model control data registration/processing section to

" register model control data such as term type of the enterprise

model, a decision term, a totalling term and a start term in said
model files, a model data area developing/processing section to
develop a model data area depending on model control data read
ocut from the aforesaid model files and term information entered
from outside, an enterprise model execution control section to
start the aforesaid ordinary term model loglic section, . settlement
term model logic section or totalling term model logic- section,
and a term control/processing section to tell the aforesaid
enterprise model execution control section which medel-logic
section to be started depending on the model control data read

out from the aforesaid model files and term control information

prepared dependlng on the aforesald term Iinformation.

{Summary of the invention]

This invention relates to a system to simulate a trend of an
enterprise for a specified accounting term.

An accounting term includes an ordinary term, a settlement
term, and a totalling term, and in order to simulate each term,
an ordinary term model logic section, a settlement term model
logic section, and a totalling term model logic section are
arranged. By entering data on a term type and a term to be
executed, each of the aforesaid logic sections can be selected
and executed to simulate a trend of the enterprise.

'-[Remarkable points]

Conventionally, an accounting period of an enterprise
comprises a settlement term such as a upper half or a lower half
period and a totalling term for totalling yearly data, and
accounting is performed for each term. For this reason, when
simulating a trend of the enterprise, naturally simulation has
been made according to the fterm type.

This invention is characterized in that each model logic
section 1s prepared for each of these terms and model setting for
each term can easily be made by selecting a necessary logic
section.
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"Vigitor Reservation Control System™: Pub. 2-18752
GOBF15/21

Applicant: User of Computer

[Claims] : o _
: A visitor reservation system comprising a computer having a
memory to store reservation information including reserved ,
visitor ID code and a door group code to reserved time and data
as well as to each visitor and a central processing unit, a card
processor connected to the aforesald computer, and a means to
check coincidence between input data and. the aforesaid
reservation Information concerning a particular visitor, and if

~ the requirements are satisfied, transfer the aforesaid ID code -
—gnd-the-aforesald -door-group-code for the verified vigTesr From "

the aforesaid memory via the aforesaid card processor to a
magnetic card.

[Summary of the invention]
‘ By controlling reservatlon by and reception of visitors with
magnetic cards and a computer system, it 1s possible te evade
increase and complication of reception works required for higher
security and to serve visitors carefully and politely

[Conflguratlon and operations]

Each department of an enterprise inputs informatlon on a
visitor including the visitor's name, name of a person for the
"visitor to call on, time and date the visit, and a range ..of the
visitor's movement (door group code) from a terminal.

A visitor list and usage of magnetic cards are dlsplayed on
a terminal in a management department. In a reception office are
installed a terminal for visitors wherein a list of information
for visitors can be displayed and a terminal for receptionist,

When a visitor comes, the name 1s input, and the name 1s verified

by referring to data stored iIn the memory. If verified, a

magnetic card for ID is issued by a card processing machine.
Returning of magnetic cards is also put under control. A

magnetic card is used to unlock a door by inserting it to the’

door, and informatlon which allows opening and closing doors in a.

specified area is recorded in the card.

o]
[
‘I Eoch 2 Managoment
department k department
1~ i ﬁﬁ
20"“ Memory ? 2a
. A L_—‘J Computer | 12 | ™1
] 2
Each
department l2""£>
=]
{
Reception |P - '20
mi .
Visitor SQ _Reception slde
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[Name of the invention Graphic segment manipulating

_method] Pub. No.2-25219

Applicant: Computer'manufacturer IPC:GOBF15/62

[Clalms]
A graphic segment manipulating method to manipulate, Iin an

interactive drawing system and for a graphic having at least one
‘vertex and a pair of segments defining said vertex; characterized
in that an attribute allowing separation at the aforesaid vertex
is assigned to the aforesaid vertex and one segment can be
separated from another segment at the aforesaid vertex according
to the aforesaid attribute when either one of the segments in
the above pair is manipulated according to selection by the

operator

[Summary of the invention] .

When editing or modifying a graphic ( such as, for instance,
a rectangle)}, the graphic is deformed by either linking each
vertex of a pair of segments {as shown in Fig. 1} or separating
cach segment (as shown in Fig. 2). In this graphlic segment
manipulating method, when a graphic is deformed by separating
segments at each vertex, an attribute allowing separation at each
vertex (a command to separate segments when a graphic is
deformed) is assigned to a selected vertex to achieve separation
of segments and deformation of the graphic.

[Remarkable point]
This invention includes an interactive drawing system which

can be regarded as a hardware configuration, and it may be said
.- that the patented section is Vlrtually a software program to
- manipulate the screen.

- Fig. 2

Fig. 1
- 32 2
. L VI
' | j v v /)
33"‘.‘ Grapﬁ'ic. A — 3l Graphic B
\ )
) 30 ¥ ¥ .40 ¥
42
L 32 L,, y
' 41
33~ 3 Graphic B
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Document B
Finance

{Finance - ATM]

- "Transaction Jprocessing system” Pub.61-34184

Computer manufacturer (Applicant)
(A system which keeps user’'s operation valid, even if either.

’W“one of card insertion or transaction type is seiected flrst 3

"Cyclic deposit/payment system” Pub.B81-48748
Computer manufacturer (Applicant)
A bill checking system to check bills and prevent payment of.
money type other than the spec1f1ed one.
"Transaction processing system” Pub.1-39143 Computer manufacturer
- A system to store customer information and save time and
power required for processing lending or payment.
"Personal ID No. handling method” Pub.1-43343
Computer manufacturer
‘A method for maintaining security and handling personal ID
numbers eff1c1ently
"Money accounting device"” Pub.1-47815 Computer manufacturer
Simplification of operations for registration :
"Banking work system for processing documents including:
" data and the method” Pub.2-5100 Computer manufacturer
This system reads document (ex. a note) as image data,
generates source data such as, for instance, gqualified data, and
carries out processing such as sorting.

[Flnance - Credit}
"Automatic transaction processing system Pub. 62-548

Computer manufacturer

A system to discover transaction with an illegal card as
soon as possibly by differentiating regular cards from an
irregular cards.

"Credit card verification system Pub.62-ll386

Computer manufacturer '

A system to call a center after the code No. is verified and
decide ‘whether the transaction may be carried out or not
depending on information from the center.

"Card processing system"” Pub. 62-38750 Computer manufacturer

A system to check damaged cards and automatically reissue
regular cards.

"Automatic transaction system"” Pub.1-58615 Computer manufacturer

A system to reduce time for customers to finish transaction
with a card.

"Bill drawing system using a credit card” Pub 1- 1826
Computer manufacturer
A system to prevent malfunction of a bill drawing system

[Finance - Transfer]
"Automatic transfer re-processing system" Pub.62-3068%

Computer manufacturer

When a balance shortage is discovered in changing money from
one account to another one, this system pends the transaction and
ré-process when a necessary amount of money is deposited.
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[Finance - Interbank]

"Automatic money sending system"” Pub.1-8501 Computer manufacturer
This system specified a destination for sending money and

checks whether the destination account is the bank itself or in

other bank for saving time and power required for the

transaction.

[Finance-Slip edit/processing system]
"Slip editor™ Pub.83-5509 Computer manufacturer

Serial numbers are entered in an item for input slip or
input list, which makes it easy to search for any omissicn in
data entry.

Distribution and management works

[Management works - Distribution of conference documents]
"Conference system” Pub. 83-85989

. This system allows copylng conference documents prepared by
a management center or participants to a terminal for each
individual to reduce work load for dlstrlbutlon of conference
documeénts.

[Management works - Schedule management] .

"Schedule management system” Pub. 63-12305 Computer manufacturer
This system registrates informaticon on time and operations

to be executed at the specified time, outputs the information

according to the specified time or time information for efftClent

schedule management.

[Management works - Quality control]
"Beverage and food quality control system” Pub.83-61704.
Computer manufacturer
This system stores information on a room No. of each
refrigerator, storage period and column No. to dispose beverage
and foods, storage period of which is over, ' ‘

[Management works - Hotel room management]-
"Hotel automation system" Pub.63-1636 User

This system supplies a user with a card which stores a room
code. The user can lock/unlock a key for the room, which results

~in simplification of receptionists' work.

[Distribution management work - Sﬁooth payment at restaurants]

"Prlce display system for each customer based on a computer
' “Pub T8l =5189User - e

This system displays a sum of money to be paid by each

customer on a console and prevent troubles concerning price and

fee.

[Distribution management works - Management of use of coplers and

facsimile machines]
"Electric key card" Pub.61-10887 Computer manufacturer

This system processes information of quantity of oil
supplied by a pump and transfers the data te a host control
system. ‘
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[Management works]
"High speed ticket supplylng system" Pub 62 52909

User, computer manufacturer

This system allows storage of frequently used data in local
equipment for works to supply tickets at a higher Speed.

. [Dlstrlbution.ma:nagement .works] o e . P oo - .
"Food supply management system” Pub. 1-1824 Computer manufacturer

ThlS System makes lt easler to. modify ‘contents. of . menu,mThlsm”mf_m

system allows rFéduction of master file capacity for menu.
"Food supply management system” Pub.1-1825 Computer manufacturer
This system simplifies entry of menu data.

[Management works -Library] e -

"Magazine management system" Pub. 1-22947 Computer manufacturer
This system compares data on arrived magazines with data on

those which do not arrive yet, write the data on arrived

magazines in a received magazine data memory and delete data of

the magazines on not-received magazine data memory.

[Management works - Stock name display] o
"Stock information list display system” Pub. 1-1823

Electronic device manufacturer

This system displays only the de51red stock code and stock
information. , :

[Management works - Slip preparation] .
"Financial service/stock management system” Pub.1-23814 User

This system performs input of multiple types of management
data in a unified format.

[Management works - Seat reservation] :

"Reservation system” Pub.l1-860887 Electronic equlpment manufacturer
This system reads a reservation table on which labels

displaying a reserved person and stores the data.

[Management works - Parking]
"Parking managing system" Pub. 2-19506 .
Electronic equlpment manufacturer ‘ _
An information transmitting unit is installed in a car, and
charge is calculated by sensing the unit. This system also allows .
in-line connection to the bank account for automatic payment of
parking fee.

-[Management works - Market research]
"Market research data collecting method” Pub.2-41063
Computer user
This system collects data from an 1nteract1ve termlnal
device for entry of market research data, transfer the data
through a telephone line to a remote processor for data
accumulation.

[Management work - Station window]
b "Station work control system"” Pub.81-29029
R User and electronic equipment manufacturer.
"2 ' This system executes various types of works 1n a station
i through the distributed processing system.
| & |
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Production and designing

[Production - Calorie calculation (EXpert system)]
"Nutrition ingestion meter”™ Pub. 63-2346 Computer manufacturer
Data on calorie and component of each food is stored in this
system, and the system calculates calorie and composition of each
food to obtain dev1ation from a spe01f1ed value to reduce work
load.
"Nutrition ingestion meter” Pub. 83-22347 Computer manufacturer
This system provides analog display of nutrition balance so
that the user can make up a menu easily.
"Nutrition ingestion meter" Pub. 1-49978 Computer manufacturer
~ This system reduces time required for calculation of
nutrition values in food management

[Productlon - Packing]
"Interactive packing procedure decision system Pub. 2-34085
Computer manufacturer
This system interactively computes combination of inter
boxes according to dimensions of the outer box as well as to type
and number of inner boxes,. .

[Production - Parts check]
"Duplicated parts checking/processing system Pub. 2-53824
Computer manufacturer
This system can determine cccupation by parts by checking
form data on parts stored in the library depending on a number
showing the parts type and .checks for duplicates parts used in

.printed boards or other products.

[Production - Water distribution]

"Water distribution system designing support system Pub. 2-748
User :
This system displays height of land and dynamic water . slope

line by performing water control computation depending on

conditional data.

[Production - Building construction]
"Steel frames building construction designing system"
Pub. 2-30543 User
- Design drawings and a component list are input to this
system. A system for computing strength, tensile force and
resistance of each component as well as for computing stress are
arranged in a computer, and performs necessary checking.

~modification-is -performed-depending-on-results-of-the.checking. .. .

[Production - Solid object recognition]

"Spolid object view dictionary preparation system” Pub. 2-32669
Computer manufacturer '
A solid object view dictionary preparation system to

describe features of solid objects. By comparing features of an

object visually recognized with the stored data, this system
identifies the object. The views are defined as, for instance, a
triangle pole having a triangle, a square, a triangle and a
square sharing en edge, two squares sharing one edge, and so
forth. : . '
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Clerical works for medical services

[Clerical ‘works for medical services - Clinical record proce551ng}
"Method for setting and displaying the number for patient”

Pub., 61-19086 Electronic equipment manufacturer

This system is used to display an ID number of each patient
in each division, when a clinical record of the patient is
presented, to check it.

[Clerical works for medial services - Calling system at a window:
of a pharmacy] .
, "Calllng system” Pub. 61-122340 User

“ATsystem” usedat; Tor THEtanes, a8 pharmacy to call patlentsm“"
when preparation is over.

[Clerical works for medlcal services]
"Receipt preparation device” Pub. 63-11713 Computer manufacturer
Serial numbers are printed on receipts so that the work to
put receipts in the order of inssurant numbers will become
eaSLer
"Data contents storage system in a calculator for medial
insurance claim working"” Pub. 1-45086 Computer manufacturer
This system allows easy preparation of . receipt for different
types of format. ‘

[Clerical works for medical services - Drug preparation -
charging work] o
"Item specification/retrieval system in a calculator for drug
preparation charging works for medical insurance" Pub. 63-59191
Computer manufacturer
This system checks a date of birth for each patlent to
prevent patient data form being registered duplicatedly or a drug
preparation charging slip from being issued duplicatedly.

[Clerical works for medical services - Heading data]
"Data storage system for calculators for clerical works for
medical services" Pub. 1-17188 Computer manufacturer

This system manages heading data and clinical treatment data
for each patient in batch.
"Data storage system for calculators for clerical works for drug
preparation charging for insurance” Pub. 1-43341

Computer manufacturer -

[Clerical works for medical services - Fee for specific .
technique]
o : "Specific technique charge automatic calculation system in a
i calculator for clerical works for medical services" Pub. 1- 15106

: Computer manufacturer

This system automatically calculates charge for specific

techniques, each of which is restricted in times to be included
for a charge for a patient.

[Clerical works for medical services - Control for sharing datal
"Data processing system for calculators for claiming work in
hospitals and pharmacies"” Pub. 2-741 Computer manufacturer _

A data processing system which allows multiple hospitals or
pharmacies to share data. '

{
'fi | [Clerical works for medical services - Food service]
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"Food service control system” Pub. 64-1824 Computer manufacturer
_ Computer system in which data of menu suited to the
condition of a patient is made

Betting

[Betting - Payment of a prize]
"Lottery ticket determination/payment system"” Pub. 83-877704

Computer manufacturer

A system to determine whether each lottery ticket is a hit
‘or a blank, and to prevent prepared money from being paid out by
inhibiting payment to owners of lottery tlckets in classes other
than specified ones.
"Cash payment system in public-supported gambling games"”

Pub. 62-9951 Computer manufacturer

This system checks duplication in payment of cash, and
allows payment to only people who pass the checking.

[Betting - Balloting system] _
"Ballot ticket selling/collecting and repayment system”

Pub. 61-5191 Electronic equipment manufacturer
: This system allows online sale of ballot tickets and payment
of dividend through bank online networks.
"Abnormal balloting detection system for a total data system
' Pub. 1-8868 Computer manufacturer
~This system detects an illegal race by analyzing ‘timely and
.area concentration of hit tickets.
. "Ballot processing system in public-supported gambling
‘facilities" Pub. 1-42420 Electronic equipment manufacturer

Each voters carriles a portable balloting machine, and a
result of balloting is processed by a CPU.

[Betting - Ballot ticket management]

“"Hit ballot ticket information processing system "Pub. 63-53582
‘ Computer manufacturer

. This system stores data on machines which paid dividend to
each hit ticket, checks duplicated ticket numbers and prevents
payment toillegal tickets. _

[Betting - Bitting]
"Bitting system” Pub. 1-20784 Computer manufacturer

A bitting system which does not require complicated ten- key
operatlons :

Qthers

"Loglc simulation” Pub. 1-27459 Computer manufacturer

“THig systém allows easy” modlfication“or“expansion ot an
enterprise model, ' :
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for the revocation of the trial decisions.

i
B

27



I. INTRODUCTION

It is not easy to make a proper determination of the
inventive step of inventions, ... It is said that the majority
(about two thirds) of the decisions for the final rejections
" intrials which are revoked by the Tokyo High Court are concerned
with the lack of an- jnventive step given as the reason for the
rejection.

In this regard, inventions can be classified into several
types such as combinations of publicly known arts inventions
defined by replacement or diversion of known elements, inventions
defined by different or limited uses, and inventions with changes
of or limitations in numerical values, shape, arrangement,
material, and so forth, In the technical fields of chemistry
and materials in particular, we find a large number of inventions
which are newly completed by limiting with numerical values the
constituent elements (namely, inventions defined by limitations
with numerical wvalues).

Inventions defined by limitations with numerical -values
include those inventions which in themselves, i.e. even without
the limitations with numerical values,'are novel inventions, and
yet most of the inventions are those having novelty only in the
limitations with numerical values and are consequently considered
to be often liable to arguments regarding their inventive step in
‘relation to the publicly known art,

On this ground, it is considered meaningful to indicate the
. criteria for the determination of inventive step in respect of

‘inventions defined by limitations with numerical values and aliso
- to grasp the actual state of such practice. '

“II. CRITERIA FOR DETERMINATIONS OF INVENTIVE STEP IN INVENTIONS
DEFINED BY LIMITATIONS WITH NUMERICAL VALUES

1. General Method-of Making Détérminations of the Inventive Step

_ In Japan, determination of the inventive step of an
invention is made in the manner described below.
Whether a given invention has any inventive step involved




therein as compared with any publicly known invention is
determined/on the basis of the constitution of the invention,
namely, the ease or difficulty in adopting and combining the
constituent elements of the invention. The reason is that the
substance of the invention consists in nothing other than the
constitution of the invention.

However, it is in many cases not easy to.make a proper.
‘determination on the ease or dlfflculty in completing the
constitution of an invention.

Therefore, it is the general practice to take into account
non-predictability of the object (problem) of an invention and’
the notability of its advantageous effect and to make a
determination on the basis of an integrated appraisal of those
results on the occasion of a determination of an inventive step
in an invention.

The. lack of non—predlctablllty in the problem to be solved
by an invention indicates that the problem itself which the
invention is intended to solve is solved by a publicly known
invention or else that it is obvious, in view of the technical
5 level in the art as at the time of filing of the application,

that the solution of the technical problem should naturally be
desired. On the contrary, non-predictability is recognized in
the problem in the case where the technical problem is not yet
solved by any publicly known invention, but is hard to predict in’
view of the technical level in the art as at the time of the
filing.

Moreover, the notability of the advantageous effect of the
invention means the notability achieved of the advantageous
effect produced by the constitution of the particular invention,
and the notability of the advantageous effect is not recognized
in the invention in the case where the advantageous effect
achieved by the selection and combination of the individual
constituent elements  of the invention remains within the range of
the naturally predictable effect. On the contrary, notability of
the advantageous effect of an invention is recognized in the case
where the effect achieved by the selection and combination of the
individual constituent elements of the invention exceed the range
of the naturally predictable effect.

Furthermore, notability of the advantageous effect of an




invention should mean that the advantageous effect achieved by
‘the invention is an effect of a type different from the effect
achieved with any publicly known invention (including a case
wherein the invention also has a homogeneous effect) or that
there exists a so-called peak-like range, where an effect of the
same type as bat for more benefitial than the effect achieved
with any publicly known invention is achieved.

Thus, generally speaking, a given invention has an inventive
step involved therein, even without taking its technical problem
or its advantageous effect into consideration, in the event that
the difficulty in the constitution of the invention is clearly
observed. In any case where it is hard to judge whether it is
éasy or difficult to complete the constitution of the invention,
an inventive step is to be recognized in the invention, on
‘condition of non-predictability in the technical problem, But in.
the case where the invention lacks in non-predictability of the
technical problem, an inventive step is to be recognized, on the
condition that the advantageous effect of the invention is
notable. '

2. Criteria for Examination in Respect of the Inventive Step in
Inventions Defined by Limitations with Numerical Values

Some of the criteria for examinations for the individual
industrial field present criteria for determination of the
inventive step of inventions defined by limitations with
numerical values. | :

According to those criteria, it is to be  judged that"an
- inventive step cannot be recognized in any invention which has.
-determlned the optimum conditions for attaining the same object
as that of a publicly known invention, within a range usunally
employed for the kind of operations, with respect to those
conditions which are considered to be naturally taken into

temperature, pressure, comp051tlon ratlos, and SO forth, even
though such various conditions happen to be left out of the
'description in the publicly known invention" and that "an
inventive step is to be found, in an invention with the . .
composition, properties, conditions, and so forth being limited
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to. a specific range and having novelty only in that point, only
in case the advantageous effect achieved in the specific the

range are found to be considerably remarkable compared with the
advantageous effect achieved at a range nelghborlng the specific
range". :
- In other words, lt may be said that "the inventive step of
an invention defined by limitations. with_ in numerical.wvalues.is.

e e
- AL E

to be ]udged on the basis of the degree of the advantageous

effect which can be obtained within the limited range of
numerical values" in any case where the difficulty or ease in
selecting a range of numerical values is not clear.

3. Criteria for Determination of the Inventive Step of Inventions
Defined by Limitations with in Numerical Values and Processing of
Such Determinations in Actual Practice

As it is judged from the criteria for examination and the
judicial precedents, a determination of an inventive step in an
invention defined by limitations with numerical values is made in
the manner shown below (Table 1).

3.1. Case of inventions in which the inventions themselves
without limitations with numerical wvalues constitute novel
inventions {Case A)

Even without any inquiry made into the technical _ _
significance of limitations with numerical values, it is to be

. recognized that these inventions have an:inventive step in them.

(The expression, "the technical significance of limitations
with numerical values", means a technical reason why a SpélelC
range of numerical values has been selected.)

_ As such inventions, there can be mentioned an invention in
which a constituent element, for example, has been added afresh
to a publicly known invention and further some limitations with.
numerical values have been incorporated with such a constituent
element.

Since such an invention is already to be distinguished from
any publicly known invention in the point that a novel '
constituent element different from any publicly known constituent
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elements has now been added (that is, such an invention has
novelty and inventive step), it is not necessarily essential to
~incorporate any limitation with numerical value with any such
novel constituent element, and a limitation with numerical values
in such a case is nothlng more than a supplementaxy or secondary
matter.

The limitations with numerical values as used in lnventlons
like these do not need to have any critical significance because
it is possible to establish a range of numerical values within
the scope of the experiments which have been carried out and to
exclude the numerical values in the proximities of the upper and
lower limits practicable for economic reasons.

3.2. Case of inventions in which novelty is present only in the
limitations with numerical values

The inventions of this kind can further be divided between
those inventions which are constituted by giving limitations with
specific numerical values to publicly known inventions which have
not indicated any specific numerical values and those inventions
which are constituted by assigning limitations with numerical
values different from the ‘range of numerical values already
specified for publicly known inventions.

'3.2.1. Inventions constituted by assigning limitations with
specific numerical values to publicly known inventions which do
not indicate any specific numerical values (including those

. inventions which assign those limitations with numerical'values
which overlap with or are included in a range of numerical values
established in publicly known art) :

(1) The case in which difficulty is obviously involved in

- establishing-limitations-with numerical values (Case B) —~ = "

In the case where it is obvious that it is difficult for a
‘person having ordinary skill in the art to select the range of
numerical values set up for limitations, the difficulty involved
in the constitution of the invention is evident, and an inventive
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step is therefore recognized in the invention, even without any
inquiry made into the difference or identicalness of the
technical problem or the presence or absence of critical
significance. ' _ 3

For example, it is found that difficulty is involved-in the .
constitution of an invention where there are a large number of

'a notable-advantageous effect is achieved only with a
combination of these specified constituent elements.
(2) Case in which it is obvious that difficulty is not involved
in setting up limitations with numerical values (Case C and Case
D) |

In the case where the range of numerical values set up for
the limitations is nothing more than what a person having
ordinary skill in the art can usually select at his discretion,
it can be recognized that the literature describing the publicly
known invention has merely omitted the description of numerical

values. It is therefore obvious that difficulty is not

involved in the constitution of the invention. Accordingly, any.
inventive step is not recognized in the invention even if the
advantageous effect obtained by the invention is notable - not to
speak of a case which cannot attain any notable advantageous =
effect (Case C). ‘ .

Moreover, in the case of inventions like these, it is
possible also to deny novelty on the ground that such inventions
have merely confirmed the advantageous effect of publicly known

inventions (Case D).

(3) Case in which it is difficult to determine the difficulty or
ease in the limitation with numerical values (Case E and Case F)

'In these cases, the inventive step is judged on the basis of
the notability of an advantageous effect resulting from the
selection of a range of numerical values.

In these inventions, it is necessary to find a critical
significance in order to demonstrate that a notable advantageous
effect can be achieved only with the selected limitations with
numerical values, regardless of the difference or identicalness
of the technical problem. It is found that an-:inventive step is
recognized in a case in which there is a critical significance in

ituent elements with.limitations .set-up-in-numerical -values— "



the limitations with numerical values (Case E) but that inventive
step is not recognized in a case in which no such critical
significance is found to exist (Case F).

'(The term, “critical significance®”, indicates the meanlng which
the boundary point (critical point) in the range of numerical
values has, and the numerical values to be taken up as the
objects of comparison are in the prox1m1ty of the critical

point. ) :

3.2.2. Inventions with limitations with numerical values
different from the range of numerical values set up for publicly
- known inventions

(1) Case in which it is obvious that there is difficulty in
setting up limitations with numerical values (Case G)

In case it is obvious that it is difficult'fo: any person
having ordinary skill in the art to select any limited range of
numerical values, difficulty in the constitution of an invention
is evident. = Therefore, an inventive step is recognized in such
an inverntion even without any inquiry made into the difference or
identicalness of the technical problem or into the presence or
absence ‘of a critical significance.

' For example, it may be said that it is dlfflcult to select
a range of numerical values in the case where the specified range
of numerical values is beyond the existing technical common
sense, and it is therefore recognized that there is an inventive
step in the particular invention. In this case, it is not
necessarily required to find any special critical significance
because it is clear that it is not easy to set up limitations
with a range of numerlcal values. '

(2) Case in which it is obvious that there is no difficulty in
setting up limitations with numerical values (Case H)

Even if a specified range of numerical values is. different-
from that of a publlcly Jknown-art; any “inventive step is not
“recognlzed in the invention because it is obvious that the
constitution of the invention does not involve any inventive step
as long as the specified range of numerical values is nothlng
more than what any person having ordinary skill in the art can
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select at his discretion.

(3) Case in which it is difficult to judge the difficulty or ease
in setting up limitations with numerical values (Case I, Case J,
and Case K) :

e oo T gTICH: A CASeas! these, patentablllty -is-judged--in-vi.ew-of-
the notability of an advantageous effect achieved by the
‘selection of a range of numerical values.

(1) Case in which the technical problem (the. object of the
invention) is different from that of a publicly known
invention (Case I)

In the case where an invention filed has any
object which is clearly different from that of any
publicly known invention and a notable advantageous
effect by virtne of a selection of a range of numerical
values, the invention filed has an inventive étép'just
for that reason. Therefore, it is not necessary to find

! ' any critical significance for the limitations with
numerical values. o

For the point whether or not a notable
advantageous effect is achieved, it is required that it
has been ascertained or else at least has reasonably
been inferred that a notable advantageous effect is
achieved in the entire range limited with numerical
values. 1In the case there is any part in which a
notable advantageous effect is achieved and any other
part in which no such notable advantageous effect is
produced within the range in which limitations are set

‘up in numerical values, any invention which has set up’
limitations with numerical values inclusive of both of
these parts in one range should be found to be an
invention not having any inventive step as a whole, as
long as it is left as it is, for the reason that it
contains a part lacking an inventive step.

(2) Case in which the technical problem (the object of the
-invention) is in common with that of any publlcly known
lnventlon (Case J and Case K)

A | )



_ In order to have inventive step recognized in the
case of an invention of this type, it is considered to
be insufficient that the advantageous effect is merely
notable, but it is found necessary that the invention
has a critical significance (Case J). On the contrary,
. where an invention of this type does not have any
critical significance, any inventive step is not
recognized in the invention (Case K).

For the implementation of a publicly known
invention, it is, of course, necessary to give an
appropriate numerical value to each of the constituent
elements as seen from the viewpoint of its design.
However, it is to be considered that the manner how to
set up such numerical values is usually nothing more
than a matter which a person having ordinary skill in
the art can select as appropriate at his discretion on
-the basis of the technical common sense which he has
~acquired or by repetitions of routine experiments
conducted when there is any necessity for it. Moreover,
even if there occur some differences in terms of
advantageous effect as compared with a publicly known
invention as the result of limitations with numerical
values, such differences are merely those of degree,

L which remain, so to speak, within the range of natural

progress in technology.
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ITX. ACTUAL STATE OF DETERMIHATION OF THE INVENTIVE STEP IN
INVENTIONS WITH LIMITATIONS WITH NUMERICAL VALUES

The present writers have examined the particulars of the
judicial decisions on cases relating to inventions with

limitations with numerical values out of a total of 283 .CasSeS.. .

(con3lst1ng of 199 cases relating to patents and 84 cases
relating to utility models) which were picked up in an article
published in the journal, Tokkyo-to-kigyo (Patent and Business
Firms), out of the court decisions made in the period from
January 1989 to December 1990 with respect to lawsuits instituted
for revocation of trial decisions.

1. Number of Cases

The collected cases relating to inventions defined by
limitations with numerical values add up to a total of 36 cases
(of which three cases are cases in which the prior art cited in
trial decisions are not relevant and two cases are cases in which
the subject of limitations with numerical values does not form a
point at issue). Thus, the inquiries described below have: been
made with respect to the remaining 31 cases. o :

The breakdown of the thirty-one cases collected for this
study is as shown in the following:

Cases in which inventive step has been affirmed ... 10

Cases in which inventive step has been denied e.o. 21
2. Reasons for decisions on inventive step

(1) The reasons for determination of inventive step with respect
to the thirty-one cases mentioned above are classified as shown
in Table 2 in accordance with the criteria for determination (II)
described above.

(2) On the basis of the results presented in Table 2, the
following facts can be pointed out.

(1) There is no instance of an invention which is novel in
itself without limitations with numerical values (Case A).

{(2) Of the inventions which have invention step only in the
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part of the limitations with numerical values, those inventions
which have a range of numerical values overlapping with or
included in the range of numerical values disclosed in the

publicly known inventions have added up to a total
(i) Of these, three cases have been judged to
- step since difficulty in constitution has
recognized in the combination of a plural

of limiting numerical values (Case B).
(ii) Then, three other cases have been judged

of 24 cases.
have inventive
been

number of sets

to have

inventive step since the notability of its advantageous
effect has been recognized because the limited range of
numerical valuves in them has a critical significance

(Case E).

(iii) However, those cases in which critical significance
has not been recognized and therefore the notability
of advantageous effect has not been recognizéd have
added up to a total as large as 16 cases (Case F).
{iv) Moreover, there are two cases in which novelty has been

denied (Case D).

(3) Of those inventions which have novelty only in

‘limitations with numerical values, seven cases in total have any

rangeof limiting numerical values different from the range of
numerical values disclosed in the publicly known inventions.

(1) Of these, those inventions which have been recognized to
have inventive step for the reason that the technical
problem is different from that of the publicly known

.invention totaled four cases (Case I).

" {ii) Three cases of jinventions have been found to have no
inventive step because they have the same technical
problem as the publicly known inventions and have not

-—-~heen-recognized to have any ¢¥itical significance in
the limitations with numerical values (Case K).




3. Summary Description of Typical Cases from Cases Mentioned
Above '

3.1. Cases in which inventive step has been affirmed

3.1.1. Case of an invention recognized to have inventive step.
with technical 51qplf1cance recoqnized on_ the ground of the
presence of a critical significance in the limitations with

 ”numer1cal values although the invention has a range of numerlcal
values_in overlapping with the publicly known art (Case E)

Court Decision_ on January 26, 1989 on Case (Administrative

- lawsuit-RKe) No. 149/1975 (Showa 50} (Case on Manufacturing Method
for Nickel-Based Cast Allovy and Cast Alloy Containing Said
Nickel-Based Alloy) |

(1) Conclusion
Revocation of the Final~ Rejectlon in the Trial

(2) The Present Invention / Cited Reference

(1) Gist of the present invention. :

"A nickel-based alloy for use under stress at a temperature
up to approximately 1,038 °C in its composition consisting of, in
percent by weight, 7 % to 13 % chromium, up to 35 % cobalt, up to
8 % molybdenum, up to 14 % tungsten, and less than 6 % tantalum,
(the maximum of the. total quantity of tungsten, molybdenum, and
tantalum should be 14 %), ¢ % to 7 % aluminum, 0.5 % to 6 %
titanium (the minimum of the total quantity of aluminum and
titanium should be 6.2 %), up to 3 % columbium, up to 1.5 %
vanadium, up to 0.02 % boron, up to 0.2 % zirconium, 0.02 % to
'0.2% carbon, 0.7 % to 4 % hafnium, respectively, with the balance
being essentially nickel together with very minute gquantity of
impurities, and nickel being present in at least 35 % and the
hafnium content being such an amount to improve the ductility of
the cast alloy within the range from 0.7 % to ¢ % at the room
temperature, and a gamma initial phase and a eutectoid gamma
~initial phase in its state as,cast,'the effect of hafnium
contained in the alloy being its improved ductility under the
temperature in the range from approximately 704 °C to 871 °C in
its state as solidified after its casting and also showing an'
improved antecedent creep percent under the stress at 760 °c¢
based on test samples obtained by machine processing from the
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cast alloy in comparison with the alloy not containing any
hafnium but composed in the same manner."

(2) Comparison with cited reference (Table 3)

(3) Point at issue

Presence or absence of technical significance in the
- selection of Hafnium out of a plural number of discretionary
constituents listed comprehensively in the publicly known prior
art (namely, Mo, W, Nb, Ta, V, B, Zr, Be, and Hf) and the
limitation of the range of the composition ratio of the substance
w1thln a range in overlapping with that of the publlcly known
prlor art mentioned above.

(4) Essential point of the trial decision

(1) The present invention and the cited prior invention
have their constituents and the range of their
constituents in overlapping or in agreement to some
extent, and the compositions of the two alloys are
essentially not different from each other.

(2) As regards the properties and use of the alloys,

- both the alloys are in agreement in the point that
both of them are anti-creep heat-resistant alloys
used as a material for a component part exposed to
stress under high temperature ln such apparatuses as
a gas turbine,

(3) The point of difference between the two inventions
-consists in that the present invention contains
Hafnium as an indispensable constituent and
achieves an improvement on the ductility of the
alloy at the room temperature and in the range of
temperature from approximately 704 ¢ to 871 °c, but

.that the cited referanca. doesnotcontalnany e

description to the these effects.

(4) The cited reference contains a description of data
' obtained by tests on the ductility and strength of
the nickel-based alloy and its anti-creep . property




" under high temperature, and, in light of these deta,

it is to be considered that also the nickel-based

‘alloy described in the cited reference should have

good ductility and high strength under high
temperature, and, now that the compositions of the
two alloys will be in agreement when the alloy in

..the.cited.reference..contains -Hafnium in-an-identical-—

atio as proposed in the present invention, it is
considered that the alloy as described in the cited
reference also have these properties of the nickel-
based alloy disclosed in the present invention, and
it is therefore found that there is not any notable
difference between the two.

(5) Judicial decision
(l) The object of in the present invention is to improve

(2)

(3)

the ductility of the alloy and to improve the anti-
creep property of the alloy at the intermediate
temperature (in the temperature range approkimately
from 704 °C to 871°C) by the use of Hafnium added in
a ratio ranging from 0.7 % to 4 %. '

In the cited reference, on the other hand, Hafnium
is a discretionary constituent meant toc be a

'hardening element, and the cited reference does not.

give any description or suggestion of the property

for improving the ductility of the alloy at the

intermediate temperature as revealed in the present
invention. ' ' :
Of the data described in the cited reference, the
temperature conditions set up at the time of the
measurements are not stated with respect to the
measurements of ductility, tensile strength, and
impact resistance, and, consequently, it cannot be
aid that the tests in the cited reference disclose
any measurement of these items at the intermediate
temperature, at which the present invention intends
to improve these properties of the alloy.

(6) Comments

(1)

The present invention is different in technical
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concept from the cited reference, and the judicial
decision is therefore considered to be appropriate.

(2) Comparison with the corresponding application for a
U.S. patent. '

» In the process of the examination for a U.S.-
patent under CIP applications for the present
invention and other applications, the same prior art
as that cited in Japan is cited. It appears that
the product claims are somewhat narrower than those
in the corresponding applications filed in Japan.
The reason or the like for this is not known.

3.1.2. Case of an invention found to have inventive step on the
ground that both the range of numerical values and the technical
problem tg be solved are dlfferent from those in the publicly
known art (Case I)
. Court Decision on December 30, 1989 on Case (Administrative

' lawsuit-Ke) ., No. 36/1988 (Showa 63) (Case on Packaged Object
.with Favorable Sealing Property)

"The present invention has the important task of achieving
'such film characteristics as are capable of dealing properly with
high-speed automatic packaging through improvement of the various
.~ properties of f£ilm, including its tackiness, heat plate releaSLng
performance, and automatic feeding performance and has
- successfully realized its unique advantageous effects in respect
of the low temperature sealing and slipping characteristics of
the relevant film and the absence of liability to fused adhesion
at the time of the manufacture of the film {consecutive double-
shaft drawing), overcoming such disadvantages of the film as its
inferior slipping, its fused adhesion to the heating and
extending rolls, and its inferior transparency, by using butene,
in the ratio of 99 to 60 weight % in the second component for the
heat seal layer.

.."In-contrast-to-this;-the invention—in-the-cited reference

-has the object of lowering the temperature at which heat sealing
..can be performed, and also providing an extended range of
temperature suitable for heat sealing, in addition to maintaining
‘a certain level of heat sealing strength, and, although the cited
invention gives an example of a generally marketed product
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utterly different in terms of the composition ratio in the second
component from that specified in the present invention the cited
invention does not contain any description concerning the
technical significance in respect of the use of the constituent
in that ratio and does not contain any statement or any _
'suggestion at all regarding the influence or advéntageous effect

that such a change in its ratio will give to the film. ..

"Accordingly, it should be stated that the invention
described in the cited reference does not have any technical idea
marked by attention paid to the composiﬁion ratio in the second
component and an attempt at limiting its composition ratio to a
certain range for the purpose of achieving the desired
characteristics, as is the case with the present invention."

3.1.3. Case of an invention found to have inventive step owing to
a plural pumber of limitations with numerical values even though
the range of numerical values are in overlapping with that of
publicly known art (Case B) :

Court Decision on July 26, 1990 on Case (Administrative lawsuit-
Re) . No. 262/1988 (Showa 63) (Case on High Yield Pulp
Content Electronic Photographic Transfer Paper)

"The present invention marks:a success in furnishing
medium~quality paper with characteristics suitable for use as
electronic photographic transfer paper by limiting to a specific
range the moisture content and surface electrical resistance
value of medium-quality paper, which has not been used for
electronic photographic transfer paper in the past.

"In contrast with this, it is clear that the cited reference
1 merely discloses the point that the moisture content of paper
at the stage where the paper has come out of the paper making
machine is sometimes set at a ratio somewhat lower than the
moisture content in equilibrium with the environmental humidity
‘from the viewpoint of ease in performing the operations in the
paper-making process in general and that the cited reference 2
merely indicates the point in general terms that the moisture
content in the final process for the manufacture of paper is in
the range from 5 % to 5.5 %, and yet these descriptions do not
suggest any task consisting in furnishing the medium-quality



paper in the present invention with any suitable properties for
its use as electronic photographic transfer paper or any specific
constitution relating to the moisture -content.

"Moreover, even though the well-known reference 1 teaches
inclusion of an electric conductive agent in electronic
photographic transfer paper and a decline which the electric
. conductive agent causes in the surface electric resistance value,
~the addition of the electric conductive agent in the present
invention has come to be required solely in consequence of a
decrease of the moisture content of the medium-quality paper.

"Furthermore, according to the description in the '
Spec1flcatlon for the present invention, it is evident that the
. two constituent elements, namely, the moisture content and the
surface electric resistance value, work together to achieve the
advantageous effect expected of the present invention." '

3.2. Cases in which inventive step has been denied

3.2.1. Case of an invention in which inventive step has been

- denied on the ground that the problem to be solved is the same
though the range of numerical values is different from that of
‘the public known art and that critical significance is not

. recognized in the limitations with numerical values (Case K)
Court Decision on May 30, 1989 on Case (Administrative lawsuit-
Re) - . No. 231/1987 (Showa 62) (Case on Titanium Alloy and Its

‘Manufacturing Method ]

(1) Conclusion o :
Afflrmatlon of the Final Rejectlon in the Trial

_(2)_The present invention / cited reference
{1) Gist of the present invention
"A heat-resistant and stress-resistant alloy ConSlStlng of
5 4 % to 5.5 % aluminum, 2.5 % to 3.5 % tin, 3 % 21rconlum,

balance titanium”.
(2) Comparlspn with cited reference-(Table74 and Fig. 1)

(3) P01nt at issue
Technical SLgnlflcance in having selected Mo and Nb out of

—&-niobium; -0+25--%-to-0+3~% motybdenum; 0% 3% gilicon,” and”“““




the optional constituents (Mo, Nb, Ta, V, and W) collectively

described in the cited reference and having limited the content
of the constituents to a range different from that described in
the cited reference. '

(4) Essential point of the trial decision

(2)

-While the. c1ted reference. spec;fles Mo, . Nb, .and. so. forth.
grouped together as stabilizing elements and requires
that one or more kinds of the elements in the group
should be used in a total quantity in the range from
0.1% to 1.2 % of the total quantity, the present '
invention, as amended after the publication of the
application, the ranges of the composition ratios of the
constituents have been reduced to 1 % of Nb and 0.25 %
to 0.30 % of Mo, their total quantity being in the range
from 1.25 % to 1.30, and thus the present invention is
different from the cited reference in the point that the
specified ranges of these constituents are outside of
the ranges of the upper limit values specified in the
cited reference. : :

The cited reference states that "the addition of Mo in
the ratio of approximately 0.4 % will be sufficient for
an improvement on the creep strength®, and when this
statement is taken into consideration together with the
point that the lower limit of the composition of the
stabilizing elements such as Mo and Nb is 0.1 %, it can
be recognized that the description in the cited
reference suggests that the addition of Mo in a ratio in-
the proximity of 0.4 % (including a ratio less than
hat) is effective for an improvement of the creep
strength. It is easy to limit the quantities of Mo and
Nb on the basis of these descriptions. : -

(5) Judicial decision _
(1) The cited reference suggests that an improvement will be .

made on the creep strength even with the addition of Mo
in a ratio less than 0.4 %.

(2) The cited reference suggests that an improvement will be

made on the creep strength of the Ti alloy with the
composite addition of Mo and Nb. :
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On the other hand, the present invention proposes a
composite addition of Mo and Nb, but it cannot be
recognized that the proposed in the present invention
produces any special effect as compared with that of the
cited reference.

(6) Comments
{1) Since the applicant made reference only to the

composition ratios, Mo accounting for 0.8 % and Nb
accounting for 1.3 %, which are found in one example of
embodiments in the prior art which he cited as reference

- .in the original Specification and then took the
‘difference from the composition ratios in the cited
reference as the basis for inventive step, the judicial

(2)

‘decision rejected the plaintiff’s appeal on the basis of

the overall description of the cited reference.

Comparison with corresponding'application for a U.S.
patent

The same prior art has been cited in the course of

+the examination procedures with respect to the present

invention and the corresponding application for a U.S.
patent. The U.S. patent has been registered with

"product by process" claims. Although the present

- invention consisted of product claims and process claims

‘at the stage of its publication, the claims were

restricted only to the product claims on the occasion of

- a response to an opposition raised against the
~application. If the dispute had been carried on with

the process claims kept intact, it would have been
possible that the case might have produced a different
result. ‘ ' ' ‘ '

“‘the ground that the range of limitations with numerical values is

in overlapping with that of the publicly known art and also that

‘the advantageous effect of the invention does not have any

notability (Case F)

Court Decision on November 28, 1989 on Case (Administrative




;gySﬁit—Ke] .__No. 243/1987 (Showa 62) (Case on Fluid Power

Equipment)

The invention described in the cited reference 1 and the.

_ present invention are in their agreement in the point that they

are provided with all the other parts of constitution excluding'

_"the ratio of the bladeless passage", but these inventions.are.

different in the point that the present invention places the
restriction that "the impeller and so forth are caused to rotate

'in the ratio of 50 % to 95 % of the troidal space" while the

cited reference 1 does not contain any such restriction.
However, the Specification for the present invention does

‘riot contain any description at all with respect to the technical

significance of the adoption of the limitations with numerical
values for the ratio of the bladeless passage, which marks a
point of difference as mentioned above, or with respect to the
advantageous effect thereby produced. -

It is obvious from the constitution of the present invention
as seen from a technical viewpoint that the advantageous effect
of the present invention are produced by a constitution used in
common in present invention and the cited reference 1 and that
the advantageous effect can therefore be achieved also by :the
invention described in the cited reference 1.

On the other hand, the invention described in the cited
reference 2 is provided with a constitution similar to the
difference between the present invention and the invention in the
cited reference 1. Although the cited reference 2 does not
contain any concrete description with regard to the ratio of the
bladeless passage, Fig. 1 in the cited reference 2 clearly
indicates a constitution in which the ratic which the bladeless

- passage mentioned above occupies in the troidal space is 50 %.

Accordingly, it should be stated that a person having
ordinary skill in the art could have easily done such a task as
réstricting the ratio of the bladeless passage to the numerical
values indicated for the present invention by application of the
invention described in the cited reference 2 to the invention
described in the cited reference 1 which is provided with all the
parts of the constitution to the exclusion of the ratio of the
bladeless passage. '
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IV. CONCLUSION

1. Ratio of Cases with Trial Decisions Revoked by Court

(1) Of the thirty-one cases under the present study, thirty cases
are related to appeals for the revocation of final rejections in
trials. The cases in which the trial decisions have been revoked
-have totaled, ten cases while those cases in which the trial
decisions have been maintained have added up to a total of twenty
cases. This ratio is approximately equal to 53 / 108, which is
the ratioc of the allowed appeals (namely, the revocation of the
trial decision) and'the rejected appeals (namely, the affirmation
of the trial decision) out of the total of the decisions at the
trials made in 1990 in protest against final rejections (for
patents and utility models).

2. Discussion Concerning Reasons for Decisions on Presence of
_the Inventive Step '
(1) Case B

0Of the ten cases in which the trial decision have been
revoked by court decisions, three cases come under this case
category. '

In view of the fact that there are as many as three cases in
which the difficulty of constitution is finally recognized in a
decision in lawsuits for the revocation of the trial decision,
though denied in the patent examination and appeal procedure, it
may be stated that it is not easy to have the difficulty of
constitution recognized even in respect of an invention
constituted by combining a plural number of limitations with
numerical values. -

_ Moreover, considering that all these cases were different in
technical problems from that of the publicly known art, it is

considered more difficult to have the difficulty of constitution
of an invention recognized in a case where the technical problem

..of the.invention.is. the.same as.that..of.the.publicly known.art. ......

(2) Case E and Case F, : : : -
, In these cases the inventive step is judged depending on the
presence or absence of the critical significance of the
invention.




Of the ten cases in which the trial decision have been
revoked by the court decision, there are three cases which come
under the case category E, and all these cases have technical

- . problems different from that of the publicly known art.

On the other hand, the ratio of the cases which come under
the category of Case F are 16 / 31, which is in excess of one

_half of the number of the total cases, and fifteen cases.out of. ...

the sixteen cases have technical problems identical to those of
the publicly known art, and the other one case has been found to
be easy for its diverted use in another technical field.

The ratio of the numbers of cases which come under the
categories, Case E and Case F, respectively is 3 / 16, and, thus,
the cases in which a critical significance is recognized are far
fewer than those cases in which a critical significance is not
recognized. Yet, this ratio is also that of the cases in which
the technical problem is the same to those in which the technical
problem is different with respect to the cases in which a
critical significance has been recognized.

This may be considered to indicate that it is very difficult
to have any critical significance recognized in the case' where
the technical problem is the same in the case of an invention
defined by limitations with numerical values having any'range of
numerical wvalues in overlapping with that of the publicly known
art.

(3) Case I _

Although it is considered in respect of this category of
cases that there will essentially be no-dispute regarding the -
invention step on condition that the technical problem of the
invention is different from that of the prior art, but, in actual
practice, the difference in the technical problem has been denied
in the trial decision but recognized in lawsuits for the
revocation of the decision with respect to four cases and, as
the result of this change in recognition, the inventive step has

been: recognized in those cases.

-Judging from these points, it may be said that, even if it
is argued that the invention has a somewhat different type of
effect, it is highly likely to be recognized that such an effect.
is one which is naturally achievable also with the publicly known
invention, as determination of the difference or identicalness of
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~--Examination-of--Invention-Defined-by-Limitations-with-Numerical -

technical problems are rigorous (namely, wider in the range of
the identicalness of a technical problem) in examinations and
trials and that, on the contrary, the differences between the
technical problems are easier to be recognized in the court.

{4) Case J and Case K
All the three cases of inventions with an attempt at solving

the technical problem as that of a publicly known invention by
establishihg a range of numerical values different from that in
the publicly known invention have been denied their inventive
step on the ground that the limitations with numerical wvalues do
hot have any critical significance.  Even though the invention
has a range of numerical values different from that of the
publicly known invention, it is found in these cases that it is
not easy to achieve a notable advantageous effect in comparison
with that of the publicly known invention. '
{5) Case A and Case G

__No case has been found to be in the case category of Case A
or G.- It is unknown whether no invention in these category was
. filed .or the inventive step was not denied in the examination on
.the trials, ' '

(6) Case C, Case D and 40 Case H
Two cases have been found to come under the category, . Case

- D, but no case has been found to be in the case category of Case

C or Case H. It is unknown whether no invention in these
category was filed or an applicant did not institute a suit for
. the revocation of a final rejection in a trial.

- .3. Matters Requiring Attention in Dealing with Application and

Values
In light of the cases described above, it can be pointed out

~that the following points require attention in dealing with the
application and examination of inventions defined by limitations
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with numerical values.

(1) In the case of inventions having any range of numerical.
values overlapping with or inclusive of that of any publicly.
known invention, it is considered that inventive step will be
recognized only in the case where a difference can be found in

anentlon only by a comblnatlon of plurallty of ranges of
limitations with numerical values (Case B) or in the case where a
clear critical significance can be recognized in the limitations
with numerical values (Case Ej.

Accordingly, in the case of such inventions as these, it is
necessary to take into consideration even at the time when an
application is filed how to deal properly with reasons for
rejection. In specific terms, it is absolutely necessary to
"define a range which can befrecognized to mark a sufficient
difference (i.e. critical significance) from the prior art. 1In
addition, it is necessary to define the range of those elements
of the invention which are likely to become the consitutuent
elements of the invention in the future (in the process .of
examination) and to state the reasons for the limitations, and
clearly to describe the advantageous effect attending such
limitations. The reason for this recommendation is that, with
the addition of such limitations, there is possibility in gaining
a recognition of the difficulty in finding the combination of the
limitations with numerical values.

It is considered to be very difficult to gain any recognition
of critical significance and accordingly any of inventive
step in case the technical problem is the same for the invention
and the prior art in the case of an invention which has a range .
of numerical wvalues overlapping with or 1nclu51ve of that of a
publicly known invention.

(2) Also in the case of an invention which solves any technical
problem which the applicant considers to be different from that -
of any publicly known invention by applying a range of numerical
values different from that of the publicly known invention (Case
I}, the difference in the technical problem will not easily be
recognized in the patent examination and appeal procedures and it
can not therefore be certain that the inventive step of the
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- invention will be easily recognized.

An effective means of dealing with this is considered to be
- demonstrating that the present is clearly different in the
technical problem from the publicly known art.

Moreover, it is necessary to pay prudent attention to the
description in the Specification at the time when an application
is filed, so that a critical significance can be recognized in
the limitations with numerical values (i.e. the invention comes
under the category of Case J) in case the difference in the
technical problem cannot be recognized.

(3) In the case of an invention which solves the same technical
problem as that of a publicly known invention with a range of
numerical values different from that of the publicly known
invention, it is very important that the range of numerical
values is considerably'remoté from the range of numerical values
shown in the publicly known invention and additionally that there
is a clear critical significance in the range of numerical
values.

The reason for the point mentioned above is that the reason
for rejection given in the process of the patent examination is
in many cases that the advantageous effect of the invention does
not have any notability as the range of numerical values of the
- invention is overlapping with or considerably similar to that of

the publicly known invention. '

' In oxder to avoid this reason for rejection by a reduction
"of the claims for a patent, it is necessary to grasp the exact
range of numerical values having a clear critical significance
- when the application is filed. Furthermore, it is necessary also
- to pay attention to the numerical values set forth in the
examples of embodiments, so that it is possible to insist on the
clear critical significance of the numerical valueés.

(4) There has been a case in which inventive step has been denied
for the invention as a whole since the invention does not have

””anyMnthbIIiwaInﬁfﬁé”fHngéwﬁf”ﬁﬁmériC&IWV§Iﬁ§§Wﬁifﬁwfhe
exception of a part of the limited range of numerical values in
which notability can be recognized in the advantageous effect of
the ‘invention in comparison with that of the publicly known art
.(This point is clearly stated in the judgment paper) .

This fact indicates that it is important to make an
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appropriate reduc¢tion of the claims by thorough inquiries made -
into the matters stated in the Specification on the occasion a
response 1s to be made to any reason for rejection in the process
of the examination, The reason for this point is that, with such
& step, there is some possibility that a critical significance is
‘recognized in the limitations with numerical values.
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Table 1: Determination of the Inventive Step in Inventions
Limited with Numerical Values

e T Al e T M b o D R e oy S A e e T M ey A e S ey T S e T ey e - ——

Inventions Novel in Themselves without ‘ Case Category

Limitation with Numerical Values

Inventions with Novelty"Only in
Limitation with Numerical Values

e e e} A b T Ak oy o S e oy S s g A T o A o T T AR ALy T A o A oy T e e gy A e

Range of Limitation with Numerical Values

Difficulty or Difference or Critical Inventive step
ease in selection identicalness significance -
of range of of technical

numerical values problem
Overlapping with or inclusion in publicly known invention

Difficult Different/Identical (Nb inquiry) Affirmed B

—— W iy e Skl oy AR o W A Y AR = WS e S A o Ak e Ak A T T Y T W S v o ma Ay

ik A o AL i ey W ik o o T o M Sk oy e R Y S S A mp R e A b o A ey E b L e S S R v o W A oy A e —

Difficult - Different/Identical Present Affirmed E

to decide : i -t e
' Absent . Denied F

Different from publicly known invention

Difficult Different/Identical (¥o inquiry) Affirmed G
;S—h;i Easy - Different/Identical (No inquiry) Denied H
Difficult Different (¥o inquiry) Affirmed I

to decide e e e mm et mmsmm e ————————————
’ Identical Present Affirmed J
Absent Denied K

* "No inquiry" means that it is not necessary to make any inquiry into the

item concerned.
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Table 2: Reason for the Determination of the Inventive Step
and Number of Cases Concerned '

o T —— T oy - e o e oy Wy e B T T Tt - ——

Inventions Novel in Themselves without Case Number
Parts Limitation with Numerical Values Category of Cases
Inventive step affirmed A 0

T ARy W AR o T D e o T A i WS A A e e e T Ak N R A R N A Al oy A A ek ke e e A -

Inventions with Novelty Only in
Limitation with Numerical Values

A T oy T e T ey S e o S e W P W T A e o iy e o o D e T AL oy S e e = TR W = e ——

- W S S Ak e A A Ak T . e D W A sy MR W o Sl A N At T e Ay ek T R Wy S ek o oy At e A e o A

Difficulty or Difference or Critical ~ Inventive step
case in selection identicalness significance
of range of of technical

numerical values problem

e e ey A e - . — A . ek W e oy S e oy Wy . b o — -

Overlapping with or inclusion in publicly known invention

Difficult Different (Nd inquiry) Affi:med B 3

Difficult Different (No inquiry) Affirmed I 4
to decide eomemmmemmmesaemmmmem—eeema—mee—mmmmme—mm—a—eommsne

' Identical Present AfFfirmed J 0

Absent Denied K 3

. . W A R S e T Sy o Sy S Se e W PR S R SR S w A S R R e TR AR 7w




Table 3: Comparison of Composition Range with cited reference
Constituent Composition Range | Composition Range Comparison
in Present . in Cited reference with Cited
Invention Example of Embodiment [Example (*)
Ni 36 < 35 < | Remain )
B -5 S R S TreITLele 5.0 ®
6.2 < - fs.0s ] ®
Ti 0.5 -6 0.1-6.5 |40 | o
Co - 35 S 0-30 15.0 ®
cr 1 7 -13 | 5- 30 15.0 ©
Mo -8 1.0 - 15 4.0 o)
W - 14 < 14 : 0 - 15 |Optional O ] O
‘constitu- '
Ta <6 0 - 15 |ents to be (j
added to
Nb -3 ¢ -7 |Mo O
v - 1.5 Q-6 O-
B : ‘- 0.02 ’ ' 0 - 0.3 0.013 O
Zr - 0.2 ' 0 - 1.2 0.2 O
Be | 0 0.5
HIf 0.7 - & ' 0 -8 O
c 0.02 - 0.2 ~ 0.01 - 0.3 0.18 ®
. {*(QQ: Overlapping; (g).: Over with the example of-embodiment) -
(**: Not found in the description of the example of embodiment)
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Table 4: Comparison in Composition Range with Cited Reference

Constit-| Composition Range in Present Invention Preferable | Compared _
uents Composition| with o
As of Publication (Product] In Appeal Range in Cited
+ Process Claims) Procedure Cited Refe-
Claim 3 (Claim 3) {Product Reference rence
(Product)} {Product) Oonly) (%)
‘Al 5 -6 S.4 - 5.5 5.4 - 5.5 4.0 - 7.0 O
Sn 2.5 - 4.5 3.5 2.5 - 3.5 2.0 - 8.0 C)
Zr 2 - 4 3 3 0.3 - 7.0 @
Si 0.2 - 0.4 0.3 0.3 0.1 - 0.35 C’
Nb 0.75 - 1.25 1 1 1.25 .
| | %)
Mo 0.1 - 0.6 0.25 - 0.3 0.25 - 0.3 -1.
At least
Ta one kind
v 0.2 - 1.2
v
Ti Remainder Remainder | Remainder Remainder ()

(* : Overlapping; :

Overlapping with the example of
~embodiment) C




Fig. 1: Mo Content and Creep Deformation
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I. Preface

What is the use of a trademark? It must first be clarified
to maintain and control the trademark right. For instance,
renewal of a trademark registration requlres evidence of that
registered trademark being in use, and similar evidence must
likewise be produced to get rid of cancellation of registration
based on non-use alleged by other parties. In cases like the
above, it will not be sufficient to simply prove that the
trademark in question is in use. The evidence required must show
what kind of a trademark is used for what kinds of goods and in

" what manners.

Thus, it is important for administration of trademarks to
understand what the use of a trademark is. The use of a
trademark must eventually be judged on a case-by-case basis and
may not be defined flatly. Nevertheless, a study of trial and
juridical precedents is believed to provide us with useful
- information for future administration of trademarks.

' Members of the Trademark Group have, therefore, examined
trial and juridical decisions made in Japan between 1986 and 1990
on the use of trademarks. In particular, emphases were placed

" on, among others, the identity of the registered trademark with

the trademarks in use, relation of the registered trademark with
designated goods, and how the "use" requirements of a trademark

- are satisfied. '

' Incidentally, a service mark system will be implemented in

- Japan in April 1992. Here again, "what the use of a service mark
'is" will probably be taken up as one of major issues. With this

in mind, we have also made a study of those issues on use of the
service mark that have so far been known to us.

II; Provisions of Trademark lL.aw Relating to its Use

Our discussion here will relate principally to the
"application for renewal of registration, trial for cancellation
of registration based on non-use, and infringements in which the
theme, "What the use of a trade mark is," is directly and deeply
lnvolved.

Some of pertinent provisions of the Japanese Trademark Law

are quoted below:




1. Definition of Use (Article 2 Paragraph 3 of the Trademark
Law):

"Use" with respect to a mark in this Law means any of the .
following acts: : -

(i) acts of applylng the mark on the goods or thelr

-.packaging;

(11) acts of assigning dellverlng, dlsplaylng for the
purpose of assignment or delivery, or importing, the
goods on which or on the packaging of which a mark has
been applied; o

(iii) acts of displaying or distributing advertlsements,
price lists or business papers relating to the goods on
which a mark has been applied.

2. Provision Relating to Rejection of Application for Renewal of
Registration Based on Non-Use (Article 19 Paragraph 2. .
Subparagraph 2 of the Trademark lLaw):

The term of a trademark right might be renewed by "
application for registration of renewal. Provided, however, that
this shall not apply. '

(1) Translation omitted.

(2) Where neither the owner of the trademark rlght nor the
owner of a right of exclusive use nor the owner of a
right of non-exclusive use has used the registered
trademark {or, if there is another registered trademark
which is an associated trademark with respect to the
registered trademark, the registered trademark or such-
other registered trademark) on any item of the
designated goods in Japan within three years prior to
the filing of the appllcatlon for registration of
renewal.

Under the current version of the Law, the application for

renewal of registration must be filed between six and three
months preceding the expiration date of the duration of the

- trademark then in force. As the result of a partial amendment to
the Trademark Law promulgated on May 2, 1991, it will have to be

filed on, or at any time during six months prior to, the
expiration date of the term then in force, effective as from

April 1, 1992.
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3. Provision Relating to Trial Decision for Cancellation of
Registration Based on Alleged Non-Use (Artlcle 50 of the
Trademark Law}):

(1) Where neither the owner of the trademark right nor the
owner of a right of exclusive use nor the owner of a
right of non-exclusive use has been continuously using,
in Japan for three years or more, the registered

.V_trademark'on-each item of the designated goods, a trial
may be demanded for the cancellation of registration of
the trademark with respect to such designated goods.

(2) In the case where a trial under the preceding subsection
has been demanded, unless the defendant can prove that
either the owner of the trademark right or the owner of
a right of exclusive use or the owner of a right of
non-exclusive use has used in Japan within three years
prior to the registration of the demand for the trial
the registered trade mark (or if there is another
registered trademark which is an associated trademark
with respect to the registered trademark, the registered
trademark or such other registered trademark) on any
item of the designated goods to which the demand
referred to relates, the owner of the trademark shall
not avert the cancellation of the reglstered trademark
for the designated goods.

* The above translations of the Law are the ones made by the
Japan Group of AIPPI.

4. Provisions Relating to Infringements of Trademark {(Article 37

of the Trademark Law):

The following acts shall be deemed to be an infringement of

a trademark right or of a right of exclusive use:

(i) acts of using a trademark similar to the registered
trademark on the designated goods or of using the

e pEg e tered trademark o a gimilar trademark on goods

| similar to the designated goods;

(ii) acts of holding, for the purpose of assignment oxr
delivery, of the designated goods or similar goods on
which or on the packaging of which the registered
trademark or a similar trademark has been applied;

(iii) acts of holding of articles bearing a reproduction of

- the registered trademark or a similar trademark for the
purpose of using such trademark'on the designated goods
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or similar goods; : -

(iv) acts of assigning or delivering, or holding for the -
purpose of assignment or delivery, of articles bearing a
reproduction of the registered trademark or a similar
trademark for the purpose of causing such trademark to
be used on the designated goods or similar goods;

(v) acts of manufacturing or importing of articles bearing a
reproduction of the registered trademark or similar
trademark for the purpose of using such trademark, or

similar goods; - ,
(vi) acts of manufacturing, assigning, delivering or
importing, in the course of trade, of articles to be
used exclusively for manufacturing articles bearing a
reproduction of the registered trademark or similar

trademark.

III. Case Study on Trial and Juridical Precedents

A. Identity of Trademark in Use with Registered Trademark:

In an application for renewal registration of the term of a
trademark right or in a trial for cancellation of a registered
trademark based on the non-use thereof alleged by a third party,-
the trademark owner must prove the registered trademark being in
"use"” as to the designated goods. The term, "use," does not
include that of any trademark similar thereto (except for a
trademark registered as associated trademark).

It must be noted that a trademark is not necessarily required to
be exactly identical in appearance to the registered trademark.

The Japanese Patent Office in March 1978 made public the
"Examination Guideline for Determination of Whether a Registered
Trademark is in Use" in respect of renewal applications. It
says, "In determining whether a registered trademark is in use in
connection with examination of an application for renewal
registration of the term of a trademark right, observations must .
be made of whether a trademark in use could reasonably be found
to be the same as the registered trademark, with due
consideration for actual situation of commercial transactions in
that particular industrial sector in which the designated goeds
involved in the registered trademark fall. Also, use must be
determined based on circumstances of the respective particular:
cases. ...," gquoting.examples. -

The above guideline would apply equally to determination of
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use in trial decision for cancellation of a trademark. The
examination gquideline quoted above appears somewhat vague but, as
trial decisions are accumulated, would become more realistic and
particular.

Please bear in mind that Japan has diversified letter
characters in use, and a sound may be expressed in different
kinds of letters, such as "Hiragana," "Katakana," Chinese
characters and the Roman alphabet. For this very reason, it is
not seldom that identity of trademarks with the same sound, if
composed of a different set of letters from the registered one,
is contested.

In the following, we will study and analyze trial and
juridical precedents: |
* {(As used herein, "Renewal" means an appllcatlon for renewal of
registration; "Cancellation", trial on cancellation of
registration based on non-use; "Infringement", an infringement
case).

1. Use of Letters of Either Line of a Registered Trademark which
~ Consists of Two Lines, as in Alphabets and "Ratakana:"

A trademark in which, judging from actual transactions
involved, the "Katakana" line is considered to represent the
sole, natural sound made in the other alphabetical line is likely
‘to be found identical with the registered trademark. 1In a
trademark in which the word in either line does not necessarily
-infer the word in the other line, however, use of either line
only is unlikely to be considered the use of the registered
trademark. '

'(Trial and Juridical Precedents}
.Cases in which trademark used was consxdered ldentlcal w1th the
registered trademark-

: : _ Goods
Trial/Juridical Registered Trademark _ to which
Case No. (Kind) Trademark =~ Used e ADD LT
o _ GIRAUD - GIRAUD
Trial 859-6373 - i : Shirts
(Renewal) . -7 : -
* Katakana [ s K ] is pronounced [GI-RA-U-DO]
Trial §57-7372 MERLE MERLE Blouses.
{Renewal) A ' , .
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* Katakana [ AL ] is pronounced [ME-RU-RU]

Cases in which trademark used was not considered identicg; with
the registered trademark:

, Goods
Trial/Juridical Registered ' Trademark to which
Case No. (Kind) Trademark . - Used Applied

Tr ial SSA6125126 S {QAN E ER ORI = RO il o T8 o eer Founta:.nv

(Renewal) B 4 — : .pen
* Katakana [ €#+._ - 1 is pronounced [PI-O-NA:]
Trial S55-21254 % [ S  FPishing
‘(Renewal) _ yL A schlaf

* The pronounciation of Chinese characters [ % [H] is equal of

Katakana [Y > #>]). Howeyver ' ) .
which are pronocunced [Uifﬁlj ??%ngaEEfﬁ?ny Chinese cha¥a¢ters

Trial S55-21256 MILO MILO . Animal
(Renewal) ' I—o _ milk, and
: products

& imita-
tions
‘thereof

* Katakana [ :—g ] is pronounced [MI:-RO]

2. Use of Letters Constituting a Trademark in Different Manner

from those Employed in Registered Trademark {such as Change in
Type)s o

A trademark consisting of letters is considered identical
with the registéred trademark as long as the spelling as a whole
is the same and identifiable as such, even if the letters are
slightly redesigned or, in the event of English letters, script
type is changed to print type or capital letters are partly
changed to small letters. On the other hand, substantial
changes, as from "Katakana” characters to English alphabets, are
likely to make a trademark in use unqualified as the registered

trademark.
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(Trial and Juridical Precedents)

Cases in which trademark used was considered identical with the

_registered trademarks:

Trial/Juridical Registered
Case No. (Kind) Trademark

Trial S56-26226
(Renewal )

Trial $54-1085
(Cancellation)

Trial S56-9409
(Renewal)

Trial S56-24302
{Renewal)

 Trial S57-16204
(Renewal)

Trial S58-17481
- (Cancellation)

Trial $59-23248
(Renewal)

Trial S57-20421
(Renewal)

* The pronunciation of Katakana [ v | is equal to that
“Hiragana [~ ].

Juridical 63
(Gyo Ke)} 239
(Cancellation)

CRYOCEPS

J.

WEATHER-OMETER

SUNV

MCREED
Tv7Y—-F

SENCOR
2ra3-4
=
F
-

Trademark
Used

CRY®CEPS

CAPTAIN

DENON

¥EatHEr OmEtEr

”_%Wﬁaww;;wwwm;mwwwm

WEucof

Goods
to which

Applied

Frozen
cataract
extractor

Whiskey

Record
player

Anti-light
security
and
weatherabi-
lity
promotion
testing
apparatus

Electronic
computer

Bag

Tape

- Reorder

"Bun with

bean-jam
filling

of

Tele--
communi-
cation -
apparatus




Cases in which trademark used was not considered identical with
the registered trademark:
_ Goods
Trial/Juridical Registered Trademark to which
Case No. (Kind) Trademark Used Applied
Trial §56-23173 .8y bx— Fhty hA ~ Adhesive
(Renewal) - plaster
g Katakana 1 1_rw,},ls_pronouhcedﬁrﬁ?frwwmwwwwwwwMwwmwwm
Trial S56-10360 TZXFT4—A T AT — A Body
(Renewal) L - lotion
* Katakana [ 7Ax74—4 ] is pronounced [A-SUQTI:-MU].
Katakana [ 7z35—.4 ] is pronounced [A-SU-TE:-MU].
Trial S$55-10508 .4 2y F s = Sandwich
(Renewal) with
Hamberg
steak
* Katakana [ <77 ] is pronounced [MA-TSU-KUJ.
Katakana [ =w#/,{—#— ] is pronounced [M K-BA:-GA:]
Trial §57-13120 ¥ ¥l - Siboley odor
(Cancellation) remover-
aromatic
* Katakana [ yEL—- ] is pronounced [SI-BO—RE#}.
Trial S58-19879 ArF o7 . gt  Menstrual
(Renewal) : X Z#7 pad
3. Use of Trademarks Differently Composed from Registered
Trademarks: '
With reference to difference in arrangements of letters

and/or figures, if, judging from the trademark in use as a
whole, the combination of material portion as identifying mark of
the trademark in use remains the same as that of the registered
trademark, the trademark in use may be considered to be of the
same construction as, and considered to be identical with the
registered trademark. A trademark in use is not protected in
‘many cases where a registered trademark is placed within a figure
which is not a supplement to, or a figure within a registered
- _ trademark is removed, or type of letters in a registered

‘ trademark is changed.

t

%
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(Trial and Juridical Precedents)

- Cases in which trademarks used were considered identical with the
- registered trademarks:

Goods
Trial/Juridical Registered Trademark to which
Case No. (Kind) Trademark Used Applied
| T3 2 S e M |
3MUSKETEERS!"'§ :
Trial S§56-24727 . _ \__,_EEE:';.".;'.‘;Z', Chocolate
(Renewal) b=y candy
Trial S56-7200 : Powdered
- (Renewal) RIEONIHO medicine
Trial S55-19418 #AY¥==r Kameya Japanese-
{Renewal) KAMEYA MAMAN Maman style con-
BAXTY fession
Trial S56-20263 = /& ' Automobile
(Renewal) ,gﬂ? polishing
o _ material
Trial §57-6291 _ Kitchin
{(Renewal) Scale
Trial $61-8690 . Toothbrush
(Renewal) | s
Juridical Tokyo Fruit
‘High 3.2.282 (Gyo) 48 (o
(Cancellation) </
P oLk
Tt -2

Cases in which trademarks used were not considered identical with
the registered trademark:

. Goods

Trial/Juridical Registered Trademark to which
Case No. (Kind) Trademark - Used - Applied
_ CBP ACK '
Trial $55-9639 PR Electric
(Renewal) machines/
_ Trial §55-749 . o=l pepper
(Renewal) '
- I.c. 1 -
Trial S58-8186 @l - Hose
(Renewal) =
Trial S58-6012  pRau WREME wREKREEE ~ Accessory
(Renewal)

* Kabushiki Kaisha Tobu Hyakkaten vs. Ikebukuro Tobu Hyakkaten
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" Tobu Hyakkaten" (meaning tobu Department Store) functions as
trademark independently. But substituting "Ikebukuro"
(geograghical name0 for "Kabushiki kaisha" (meaning Ltd.) is

regarded to cause defference visually.

Chemicals

Trial 857-4396 - EE

(Renewal)

Trial 559-4445 Processed

Trial S§57-15343 Zfﬁ Men‘s
underwear

{Cancellation)

4. Use Modifying, in Whole or in Part, Registered Trademark
Composed of a Figures: :

A trademark in which color is changed or an outdated figure
is revised to a modern one, with no particular change otherwise
in its composition as trademark, may be considered identical with
the registered trademark. Any trademark in which a substantial
change is involved as to composition of figure itself is very
likely to be considered an unqualified use of the registered
trademark. ‘ ‘

(Trial and Juridical Precedents)

Cases in which trademarks used were considered identical with the
registered trademarks:

: Goods
Trial/Juridical Registered Trademark to which
Case No. (Kind) Trademark . Used Applied
.‘ , 9‘ .
Trial S58-22218 I T : Salt-
{Renewal) g : . : seasoned
: ? sea-
tangle
Trial S§55-13893 Hose

(Renewal)

Trial S55~16706 Metal saw

(Renewal)

Trial S58-24245 Saw

(Renewal)
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Cases in which trademarks used were not considered identical with
the registered trademark:

Goods
Trial/Juridical Registered Trademark to which
Case No. (Kind) Trademark Used Applied
Trial §55-14834 FaE Wheat-
(Renewal) Ry ' Eg;ﬁg gluten
o =2 , bread
‘Trial S56-12280 #) - ¥ "Shabushabu"
~ (Renewal) | *r
Trial S59-12392 =y Hats/caps
" (Renewal) AN
Trial 556-11542 ' Pencils

‘{Renewal)
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5. Use of Trademark with Additional Words or Signs:

A trademark with such additional word or sign as hyphen or
prolonged sound mark which word or sign would reasonably be
- deemed rather minor and not make any particular difference. in.
substance from the registered trademark is considered a qualified

.use of the registered trademark.  Any trademark.with.an.. ..ol

additional word or sign bearing particular meaning or any
trademark with additional letters giving rise to a different word
or meaning would be tested, based on the nature of such

- additional word. If such additional word relates to guality,
class or the like, it is very likely that the trademark so
modified is considered not to affect identity thereof. '

(Trial and Juridical Precedents)

Cases in which trademarks used were considered identical with the

registered trademarks:

Goods
Trial/Juridical Registered Trademark to which
Case No. (Kind) Trademark Used Applied
Trial S55-21824 Fov3%3& Koy 3ERREED Paper
(Renewal) : issued

every 10

days

* DORONKO BIYO VS. DORONKO BIYO DAYORI S
DORONKO BIYO means Clay Cosmetology. Addition of "DAYORI,"

a Japanese word equivalent to "periodical publications" or

"news," is recognized as use of generic term following the

trademark.

Trial S56-26219 PpACER PACERS No .
{Renewal) : description
: available
Trial S57-4932 £#4% - S5 4v—m ' Machine
(Renewal) ‘ silk

* RKIN TATYA VS TAIYA: SHIRUSHI _
KIN TAIYA (meaning gold tire) is regarded as the core
portion and addition of a hyphen-like mark which, when used in

Japanese, makes a long vowel sound is judged to make no
significant difference. SHIRUSHI is a Japanese word equivalent
to "brand." ' ' '
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Trial S60-11352 CATFLOc CaT-FLoc Cation

(Renewal) coagulant
for water

purification
use

conjunction
fittings
for tile

Juridical S63 Y

(Gyo Ke) 255 IAFERE ST Ry

* KURIN vs KURIN EXPANDA KANAGU
" KURIN" is regarded as the core portion and the additional

part, "EKISUPANDA" (phonetic description of "expander") "KANAGU"
(metal fittings)is regarded as generic term indicating "Expander
- Metal Fittings."

Cases in which trademarks used were not considered identical with
the registered trademark:

: - Goods
Trial/Juridical Registered - Trademark to which
Case No. (Kind) Trademark - Used Applied
~ Trial S58-15927 PHOTCODER - PHOTOCORDER Electric
{(Renewal) : - ceramics-~
. tester
Trial S55-4161 E—* 7 FiHE—R ‘Saw -

(Renewal)

* CHO: ICHIMARU vs MAEDA CHO: ICHIMARU

Both CHO:ICHIMARU and mAEDA are proper nouns hav1ng no
meaning. Therefore addition of MAEDA has made a defferent mark
consisting of two distinctive word, each rearded as the core

portion.

Trial S57-6289 TOKICO TOKICO REVIEW Technology
(Renewal) magazine

* 'TORIKO vs TOKICO REVIEW
- ~In-Japan;-the-English-word"review"-in-the-sense-of
“commentary" or " publications" is not belng used so w1dely as in

the English language society.
‘Trial $58-6008 z—j b3 " 4y.tsi-my  Printing
(Renewal) _ - paper

* MO:RUTON vs NATIONAL MO:RUTON
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Trial §57-8151 g - Sy, gma  Mixed
(Renewal) 77 SHY - FEA fertilizer

* RICCHI vs MITSUI RICCHI. HAIGO
HAIGO means mexture which could be recognized as customarlly

shortened usage pof mized fertilizers in fertilizers 1ndustry
But Mitsui is another word meaning notheing which hads its own
distinctiveness, and both MITSUI and RICCHI were both recognlzed
as core portlons

6. Partlal Use of Registered Trademark (w1th 0m1551on of Wbrds or
Signs):

If omitted letters are phonetic signs, explanation or
something like that, the trademark in use would be tested, based
on whether the registered trademark so partly omitted could '
reasonably be considered in substance the sound of essential
part of, or substantially the same in idea as, the registered
trademark.

- {Trial and Juridical Precedents)

Cases in which trademarks used were considered identical with the _
registered trademarks:

: Goods
Trial/Juridical Registered Trademark to which
Case No. (Kind) Trademark Used Applied
Trial §57-13085 ,<x#.7— REF o7 Toothbrush

(Renewal)
* BANECHUA: vs BANECHUA

Addition of hyphen to make a long vowel makes no big
difference to the overall looks and_sound.

Trial $59-11302 _;“ ;z;c ﬁf : Western
(Renewal) . ﬁfc)\ . ) 1}% style
Ry 2y N LA \ - kitchen
7 kT £
NS L knives

‘rzlo..‘x '?H'O'!]x

* FUSHICHO/TRIANGLE PICTURE/ PHENIX vs TRIANGLE RICTURE/PHENIX

The Chenese letters added at the top of the rriangle is a
word meaning Phoenix and it is regarded asd explanatlon of the
picture of pheoenix drawn in the triangle.

Trial 560—2434 FSG-LINE : Autométic_
(Renewal) ' FSG LINE b:lirning
: adjuster

FRANKLIN
LAW C@NTERTIEQACRY

fARIDISFI R 1



Cases in which trademarks used were not_ considered identical with
the registered trademark:

Goods
Trial/Juridical Registered Trademark to which
Case No. (XKind) Trademark Applied
R
Trial S53-4599 £ Stop valve

{Cancellation) DiaMeETRING >
) LTINS : e S
* PICTURE/Dia Met Ring/DIAMETORINGU (Katakana) vs PICTURE
The Japanes Katakana characters at the bottom is the
phonetic description of DIA MET RING. Each of the - letter portion
under the picture and the picture portion was regarded as the
fore portion, withwout difference in its weight.

//1‘ Sharp-
2 ' edged
O -— ‘ . tools

4

Trial S55-4164
(Renewal)

* TRIANGLE MARK + T/UROKOTE: vs TRIANGLE MARK + T
It is hard to say the mark of T inside a triangle is always

.recognized as URCKO T. (The triangle mark is sometimes called in

Japanese as UROKO, meaning scale of fish). .

el 2
Trial s57-22612 &RINNO 1T INNO-HIT Car radio
(Cancellation) - sets
Trial S57-24232 DI1ADUST LIMITED DIADUST Abrasive
(Renewal) composed
' of crushed

_ diamond

B. Goocds

In order to be recognized to be in use, a trademark must be
used with respect to the "goods" under the Trademark Law. In

order for a registered trademark to be in use, goods for which it

is used must be the any of "designated goods." In this chapter,
we will examine and study precedent cases in which goods under
the Trademark Law and use for the "designated goods" was argued.

~1: Eligibility for Goods under the Trademark Law:

(1} "Goods" under the Trademark Law:

' The Trademark Law does not provide a definition of "goods."
For this reason, a question oftentimes arises as to whether given
goods are the "goods" under the Trademark Law.

The goods protected under Trademark Law are defined by scholars
typically as "tangible'property, being the object of business
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operations, exchangeable in the market for money or property"
(by Shoen Ono) or "substitutive tangible property directed to
circulation as object of commercial transactions and, thus,
having an exchange value" (Shuichi Araki)}. Juridical precedents
do not seem to provide any definition substantially different
from the above academic definitions. Some leading definitions
from recent judgments are quoted below:

- The gbods under the Trademark Law must be construed as

tangible property which can be placed in circulation as

“object of commercial transactions, or as tangible property
produced or transacted for the purpose of being placed in
circulation in general markets (Tokyo High Court, 1991
"Gyo Ke" 139, decided Nov. 7, 1989 [Renewal]).

- The goods under the Law are those which, being an object
of independent commercial transactions, have an exchange
value for themselves and can be placed in circulation
(opinion of Japanese Patent Office in the same case as the
above). -
Service itself is an intangible form of profit and is not
considered the goods under the Trademark Law (Yokohama
District Court, Kawasaki Branch, 1986, (wa) 363,
decided April 28, 1988 [Infringement]).

- Posters and leaflets for advertisement purposes ... may
not be considered to have circulation independently for
themselves as object of commercial transactions, and
therefore may not be the "goods" under the Trademark
Law ... (Yokohama District Court, Kawasaki Branch, 1986
(Wa) 363, decided Apr. 28, 1988 [Infringement]).

In the following, we will examine cases, selected from
recent trial and juridical precedents, in which whether use of a
trademark was for the "goods" under the Trademark Law was argued,
and see the recent trend of the precedents.

(2) Guideline for Determination of Goods, under the Trademark
Law, as seen from Trial and Juridical Precedents: '

_ (a) Consideration for which goods are traded is an essential
s condition in orxder for goods in question to be the "goods" as

E object of commercial transactions. In the event of transactions
between certain parties or of sale of goods to certain consumers,
for example, goods sold for consideration are generally |
considered the "goods" under the Trademark Law. Also, in touchy
cases in which it is not specifically clear whether goods were
sold or not, it is held that goods are sold as long as the price
therefore is stated. In addition, regardless of the purpose of
manufacture or use, goods traded for compensation, however it is
nominal, are held to be the "goods" under the Trademark Law.
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Conversely, those not traded for consideration, such as giveaway
goods, are not held to be the "goods" under the Trademark Law.

(Trial and Juridical Precedents)

1) The mere fact that a Chinese character-Japanese dictionary
indicating the price of "¥200" in the imprint is given away is
not sufficient to deny its being printed matter as the "goods"
under the Trademark Law (1932 Trial 13083, Mar. 17, 1988
[Renewal]).

' 2) A magazine of a cosmetic company with notation of date of "May
issue, ¥50" in addition to date and place of publication and
editor’s name on front and back covers is the "goods" under the
‘Trademark Law (1982, Trial 7722, decided June 22, 1989

{Renewall]).

3) A magazine found from its covers and imprint to be published
and sold consecutively is the "goods" (magazine) under the Law
(1982, Trial 14190, decided Oct. 23, 1986 [Renewall).

-~ 43y Carton bozxes sold_by-é transport company are the "goodS" under
the Trademark Law, if supported by written esti mates submitted

- to its client, showing sales price thereof (1981, Trial 707,

 decided Mar. 27, 1986 [Renewall]).

©+'5) Those stamps in exchange for commodities which are traded for

“‘consideration between stamp dealers and participant shops may be

- said to be the "goods" (printed matter) under the Trademark Law
(1981, Trial 15566, May 15, 1989 [Renewal]; 1981, Trial 15587,
- July 28, 1988 [Renewal]). :

.6) A film for sales promotion and/or information is the "goods"
(printed matter) under the Trademark Law (1984, Trial 6290,
‘decided Sep. 19, 1989 [Renewall).

7) Calendars given away to customers are not the "goods" under

the Trademark Law (1984 Trlal 9916 dec;ded Sep. 29 1988

8) T-shirts given away to purchasers for

advertisement of musical instruments and/or sales promotion

. purposes are not the "goods" under the Trademark Law (Osaka
District Court, 1986 (Wa) 7518, decided Aug. 26, 1987

[Infrlngement])
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(b) Circulation:

To be the "goods" under the Trademark Law, goods must
traditionally be capable of being circulated in commerce, in
particular, in the general market or among many and unspecified

parties,

(Trial and Juridical Precedents)
1) Sale of towels to members and friends of similar taste would

'bedirected to many and unspecified consumers arnd, therefore, T

represents the use of a trademark for the "goods" (clothes) under
the Trademark Law (1986, Trial 2223, decided Jan. 20, 1988

[Renewal]).

2) "Sushi" for takeout available at a "Sushi" shop comes under
the "goods" referred to in the Trademark Law (Osaka District
Court, 1984 (Wa) 5473; 1986 (Wa) 2367, decided Oct. 9, 1989
{Infringement]).

3) Raw materials of broiled eels and noodle stew seasoned with
bitter orange juice sold at a takeout corner of a restaurant are -
the goods under the Trademark Law (Tokyo High Court, 1989 (Gyo
Ke) 150, decided Mar. 28, 1990 [Infringement]).

4) "Origami," or the art of folding paper into various forms of
figures, sold by its trademark owner to pharmacies as giveaway to

go with goods. sold to consumers, is not tangible property
furnished for the purpose of distribution in the general market

(Tokyo High Court, 1989 "Gyo Ke" 139, decided Nov. 7, 1989
(Infringement]. See (1) above.)

5) A trademark shown on a catalog of goods explaining "Yakitori,"
or grilled chicken, served at a restaurant is not intended for
circulation of goods in general markets and, therefore, is not
used for the "goods" under the Trademark Law (1981, Trial 10355

decided Oct. 22, 1987 [Renewall]).

6) Dishes served to customers within a restaurant would not be

circulated and, therefore, are not the "goods" under the
Trademark Law (Osaka District Court, 1984 (Wa) 5703, decided Dec.

25, 1986 [Infringement]).

7) Calendars given away to customers for advertisement are not
the "goods" under the Trademark Law sold to many and unspecified
dealers and consumers (1984, Trial 19322, Sep. 19, 1989
[Renewal]). '
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(c) Independence:

In order to be qualified as the "goods" under the Trademark
Law, goods must be transacted independently. For example, parts
‘transacted as component incorporated intoc a machine or property
‘used in the course of furnishing of service are not the "goods"
under the Trademark Law. Nor, is any property advertising or
explaining certain goods or service tantamount to the "goods"
under the Trademark Law.

(Trial and Juridical Precedents)

1) Rivets sold not only as accessory to riveting tools but as
object of transactions for themselves are the "goods" under the
Trademark Law (1983, Trial 1256, decided Oct. 20, 1988
[Renewall]).

2) Connectors used as part of machines or tools and constituting
an element thereof together with other parts and as such

- ¢irculating as object of commercial transaction are no longer
connectors but the machines or tools themselves (Tokyo High
Court, 1987 (Gyo Ke) 150, decided Apr. 12, 1988 [Cancellation]).

3) A pamphlet soliciting correspondence course students in letter

- writing advertises guidance and service, and training materials

‘therefore are service accessory goods in the course of the
training service. They are not the "goods" under the Trademark
Law (1980, Trial 16118, decided Oct. 8, 1985 [Renewal]).

4) Perspective drawings of building external appearance are
- accessory goods and not the "goods" under the Trademark Law
(1980, Trial 19213, decided Sep. 12, 1984 [cancellation]).

5) Posters, leaflets, envelopes for subscription, brochures and
programs in connection with a theater play are not the "goods"
under the Trademark Law (Yokohama Dlstrlct Court, Kawasaki '

Branch, 1986 (Wa) 363, decided Apr 28, 1988 {Infrlngement] See
(1) above) T

6) A brochure distributed to prospective newcomers and explaining
the employer’s activities etc. and pamphlets soliciting employees
to work for it are not the "goods" under the Trademark Law (1984,
Trial 15703, decided Nov. 13. 1985 [Renewall]).

7) T-shirts given away to purchasers for advertisement of musical
instruments and as sales promotional giveaway are not intended
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to be the object of transaction for them selves and, therefore,
are not the "goods" under the Trademark Law (Osaka District, 1986

(Wa) 7518, decided Aug. 26, 1987 [Infringement]).

8) Carton boxes containing reels should be considered accessory
or appurtenant to reels as goods and, therefore, are not the
"goods" under the Trademark Law (1984, Trial 20915, decided Oct.
26, 1989 [Renewall]). R o S

“'9) Leaflets distributéd for advertisement in Connection with sale

of various goods in the course of business operation are not the
"goods" under the Trademark Law (1982, Trial 15318, decided Dec.
8, 1988 [Renewal]).

d) Substitution:

In order to be considered the "goods" under the Trademark
Law, goods must be supplied in the same quality and in quantity,
and are required to be substitutional. For example, a custom-
- made single piece of goods is not the "goods" under the. Trademark

Law.
(Trial and Juridical Precedent)

A custom-made picture plate, framed picture or the like is
not the "goods" under the Trademark Law (1983, Trial 19147,
decided Mar. 8, 1990 [Cancellation]).

(e) Tangible Personal Property:

It has now become a well settled theory and practice that
real estate is not the "goods" under the Trademark Law, in that
no cases arguing about this matter are found during recent years.
The "service," which is also called "intangible goods," is not
the "goods" under the current provisions of the Trademark Law
but, after the service mark system is'implemented, will be
protected under the Trademark law as amended.

2. Identityof Goods in Use with Designated Goods: - -p: L

(1) Testing Guideline for Identity of Goods:
(2) Examination Guideline for Renewal Application of

Registration:



The Examination Guideline contain provisions in respect of
handling of the "goods". as follows: :
i) A renewal application of registration shall be rejected only
if there is strong belief available that goods did not exist at
the time of initial application for registration of which renewal
application is hereby made.
ii) If, although goods, of which renewal application for-
registration is hereby made, did not exist at the time of initial
application for registration thereof, they are considered to be
substantially of the same kind as designated goods, with due
consideration for guality, shape, use, and functions of such
goods, as well as conception of designated goods to which such
goods are classified and generally accepted idea of transactions
involved, then such goods shall nevertheless be treated as
falling under the said designated goods.

The foregoing means, in short, as goods in use relate to the
designated goods, as follows: '

1) Goods which did not exist when the trademark right came
‘into being were not included in the scope of that right
so registered. Hence, use of the trademark must be
restricted to those goods that were evidently existent at
the time of initial application for registration of the
trademark thereof.

2) Goods in use for which a renewal application of
registration is made must be of the same kind in
substance as those initially registered, although name of
goods in use or descriptions thereon may not be exactly
the same as those of the designated goods.

(b) Testing Guideline for Cancellation of Registration Based on
Non-Use: '

No examining guideline are provided with respect to the
“"identity of goods in the case of trial for ¢ancellation of -
registration because of no-use. It is likely, therefore, that,
‘when examining an application for cancellation of a registration
based on non-use of the registered trademark, the Patent Office
‘refers to the examining guideline for the renewal application for
registration as referred to in (a) above.

In a juridical precedent case which represented an appeal
made from the decision of a trial case in which registration of
a trademark was cancelled based on alleged non-use thereof (1982
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(Gyo Ke) 68, decided May 14, 1985, by Tokyo High Court), it was
held that "whether goods in use fall under the designated goods
should not be decided solely according to name, descriptions,
etc. but what traders and consumers of the particular goods in
use would think of must be judged in substance" and that, "with
respect to certain goods with a plurality of uses, it would not
be reasonable to assume that such goods as could hardly be
decided to be any or either one of uses should always be
classified into one for registration purposes and not to two or

—.more.-differently -qualified-uses;-and-any-goods really" With~a

plurality of qualified classifications of uses could be entitled
to such diversified uses for which a registered trademark is

available."

(2) Precedent Cases in which Identity of Goods were Argued.

(a) Goods Held to be Substantlally the Same:

Substance.

5 Learning
Workbook

6 Parched
Corns

7 Electronic
Translator

Study magazines
on science

- Meat etc.

Blectronic
computers
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Name Goods
of goods designated Points of -
in use or claimed decision

1 "sakiika" Dried cuttlefish Identical
"Yakiika" : regardless

names '

2 Strawberry Seasoning Not always
Essence" materials for excluded
(Additive food and Could reasonably
for refreshments) drink included

3 Electric Toys _ Descriptions
Experimental in manual
Kit - ete.

4 High Pressed High frequency-

- Frequency-use powder core substance :
Powerful “is include
Magnetic

Erroneous . .
description - i
of goods for
"Cornflakes"

Substantially
identical
function



8 Stationery

9 Parts for
spinning
frame (Gear)

10 Conjunction
fittings for
tile

11 Accessory
for Hand
. Tool with
Power

Table mat

Machine
elements

Components

of structure in
which tile is used
is used

Rivet

An article
similar to
sealing mat.

: éarts of

spinning
machine are

‘occasionally

traded as

"machine elements"
Difficult to
cleaxly distinguish

Goods in use

are for dedicated
use, being
distributed for
restricted use

Is traded itself,
not only as
accessory of
riveting tool
(Cl. 9)

Cases Nos: 1, S856-12283; 2, S855-750; 3, S57- 6686; 4, S55-16119;
5, §55-21253; 6, S56-3434; 7, 556-23882; 8, S555-11499 (So far
renewals); 9, S$53-15878 (Cancellation); 10, S63 (Gyo Ke) 258
- (Cancellation); 11, S58-1256 (Renewal)

(b) Goods Held Substantially Different:

-1} Goods Decided to be Differently Categorized:

(formerly '17)

86

Claimed Goods in
name of actual use Points of
goods class decision

1 Glove (17) Washing

_ sponge- with
gloves (20)

2 Part of Engine of Formerly,
motorboat -motorboat differently
(out-of- (formerly 20) classified
board motor) goods.




3 Partition
with a sign
(20)

4 Indicating
la.mp,r protector B

Decorative
illumination
apparatus

- composed of

optical fiber (9)

Marker 1amp,

traffic 51gn e

LTy

5 Company employee’s
pocketbook’
(diary)

(formerly 66)

6 Barber .
goods (9)

7 Printed
matter (26)

(9)

Pocketbook
(25)

Hand-drier
(11)

Housekeeping
account book
(25)

A kind of
safety

A CHIAEE S teels T

Regarded as
pocketbook,based on
socially accepted
idea

Housekeeping
account books

with useful
information

are still a kind of
"account book" (25)

Cases Nos: 1, S63 (Gyo Ke) 31 (Cancellation); 2, S$58-7552
(Renewal)}; 3, S56- 23433 (Cancellatlon), 4, 557-5108 (Renewal),
5, 855-20681 (Renewal); 6, S57- 19112 (Cancellatlon), ; S56~

19669 (Renewal).

2) Goods Decided to be Substantially Separate Ones in Spite of

Relativity:
Claimed Goods in actual Points of
name of goods use and resigned class decision

1 Vinyl pro-
tector for
boots

2 Sole of rubber
digitated socks
(formerly 16)

3 Magazine

4 Salicate
(chemical)

Toilet article case
(a kind of toilet
article case)

Japanese digitated
socks
(formexrly 36)

Complete collectlon
of arts

A kind of medicine
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upon in another
cancellation case

Depends on

descriptions in
manual

Separate goods



Antibiotic Antibiotic product
‘substance (medicine)
(chemical)

‘Machines and Valves and disaster

tools for prevention tools

civil engineering
works and

stevedoring

Chemical goods Oxygen

(1) breathing apparatus
(10)

Separate goods

Separate goods

Dissimilar goods

Cases Nos: .1, S53-8065 (Cancellation); 2, S56-26218 (Renewal); 3,
S52-9664; 4, S856-19727; 5, S58-15340; 6, S57-20433 (Can-
cellations); 7, S62 (Wa) 1128 Osaka District Court
[Infringement].

Component or Accessory:

Goods of which

' 3) Completed Goods Decided to be Non- Identical to Same Thing as

Points of

cancellation Goods in substantial
was claimed use ‘decision
1 Chemical machines Joint When incorporated
- and tools into a machine as a
: : part, it becomes an
element of the
machine, and no
longer circulated
in commerce
independently
2 Cartridge Electric They are used
printing ribbon computers for electric
used in ticket : computers
issuing machine
and cash registers
and stamps for
- automatic stamping
apparatus ' '
3 Electric locking Diamond wheels, Not always

circular saws (used
- as accessory to
life-saving cutters)

system and
security machine
and devices '

General purpose
image recognition
devices

Image cycle
machines and
tools

identical, depending
on manufacture,
trader, use, etc.

Separate completed
goods with different
function and use,
although
incorporable into




s A

a system

5 Measuring Medical aids Pressure gage was
instrument ' incorporated as
accessory into
medical aids

6 Air conditioner Condenser ' Condenser was

- incorporated as a.
- part into air
conditioners

“Cases Nos: 1, S62 (Gyo Ke) 150; 2, S58- 15947; 3, .S58-2801; 4,

861-12032; 5, H1- 179; 6, Hl1 (Gyo Ke) 267 (All cancellation)

As far as we can see from the trial and juridical precedents
shown above, the identity of goods in use and the designated
goods was decided upon, based upon the testing guideline of
"whether they were substantially of the same kind," rather than

‘names or descriptions of the goods. Those decisions are

reasonable,

C. Does Use of Trademark Amount to Use of the Registered .
Trademark under the Law?

- A registered trademark, when used for certain goods, is not
necessarily tantamount to gualified use of a trademark as to any
and all activities thereof. The question of whether it
constitutes qualified use of a trademark is tested, depending on
whether its use in respect of the goods satisfies functioning

‘requirements as identifying mark. In other words, what element

or elements of given goods serve to provide the trademark with
meaningful means? In the case of a T-shirt, for instance, a
judgment must be based on what used portion of it serves to show
its source. Some of the precedent cases are given below:

(1) A mere description in a pamphlet of a series of technical
processes does not amount to use of a trademark:

(Use of the Registered Trademark Awarded)

Trial $§57-5109: The term, "5 minutes," described in
connection with an anybody, antifertility or the like, meaning
"five minutes for removal of fever,"” was held to stand for the -
use of "5 minutes" of the registered trademark.

(Use of the Registered Trademark Not Awarded)

Trial S62-2811: Renewal registration was rejected in-
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respect of a trademark, "SYNCRETE," on the grounds that it was
used on an pamphlet describing a method of concrete engineering,
simply showing a series of technical processes.

Trials 59-3416: The word "Sutabi" in Japanese "Katakana,"
having no more descriptive meaning than an abbreviation of
"stabilizer" was held not tantamount to use of a trade mark.

(2} A mark considered no more than a mere pattern, with no more
than design effect, does not have the identifving function:

(Use of the Registered Trademark Awarded)

Osaka District Court, Mar. 28, 1987: A pattern-like figure
covering the whole face of certain goods, used with any design
effect so as to provide the identifying functlon, could amount to
use of a trademark (a Louis Vuitton case).

(Use of the Registered Trademark not Awarded)

- Trial §55-9212: Renewal registration was rejected in respect
of a trademark which was used to serve solely as ground design
of a tissue paper box.

Trial $56-11538 Large designs and/or letters shown in the
breast portion of shirts are for decorative and designing effect
to stimulate buying interest of consumers and do not serve as

trademark.

(3) Titles of books and names of writers shown in books are not
tantamount to use of the registered trademark:

(Use of the Registered Trademark Awarded) _
: Trial S§57-12747: The words "NHK Overseas Series" appearing
under a half wrapper of a book entitled "Micronesian Report" may
be described as consecutive use in its series and represents use
of registered trademark, "Overseas Series."

(Use of the Registered Trademark Not Awarded)
Trial $56-23410: Renewal registration was rejected in
respect of the name, "Machiko Hasegawa,“ shown on the backbone

“and imprint of a book, on the grounds that it represented who the
writer was and not use of the trademark.

1 Tokyo District Court Sep. 16, 1988: The description,

"Introduction of POS and How it is Used,"” given in a boock as
title showing what the book is about does not constitute an
infringement of the registered trademark, "POS," because it is
shown in the book in a manner in which the source ldentlfylng
function is not provided. R




(4) The fact that the trade name as trademark basically
represents the entity which conducts business with it does not,
by itself, serve as valid grounds for denying its being a
trademark. '

(Use of the Registered Trademark Awarded)

Trial S59-6985: Renewal registration of a trademark, _
"Kabushiki Kaisha Meiji Seisakusho," as shown together with the
name of manufacturer on the back cover of a catalog, was awarded

...on.the.grounds.-that-its-being-indicative-ofits-own -nams" dag

not, by itself, negate its being a gualified use of the
trademark. '

Trial 856-10017: The trade name, "Fujino Mengyo Kabushiki
Kaisha," in larger letters as part of the name and its address
" printed together in the lower portion of a package of wrapping
paper is shown in a place easy to draw attention of consumers and
thus fully serves as a qualified trademark with ldentlfylng

function.

D. Evidence of Use of the Registered Trademark:

As Article 2 Paragraph 2 of the Trademark Law provides for
the definition of "Use of Trademark," any material showing such
use of trademark is available for evidence thereof, such as
pictures of goods, wrapping paper or label bearing it, articles
in which goods are advertised with it, catalogs of goods in which
it is used, and other transaction papers in which it is used
(such as price list and vouchers). 5£§Eent Office,

Such evidence is filed with the Japanesevas "evidence of the

trademark in use" at the time of application for renewal
registration as well as trial for cancellation thereof based on
alleged non-use. In few cases arguments were made as to what
appropriate evidence would be. However, in trial cases in which
use of a trademark was contested by the complaining party for
cancellation thereof,

Material of which production date or time of distribution
was not clear were not held to be evidence of use of the
trademark (Trial $55-5343 (cancellation awarded), decided Aug.
14, 1985; Trial 857~ 17682 (cancellatlon awarded, decided Feb. 12,
1988).

Evidence in which the date when it was originally produced
or the time of use is unclear or which is not supported by
factual use of the trademark is likely to be contested by the
complaining party to the case of cancellation of trademark as to.
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whether it constitutes "use of a trademark."”
The "use of a registered trademark" is broad enough to

include not only the use by the owner of the registered trademark
but the use by any licensees thereof under contract.

IV. Suggestions on Use (including Evidence thereof)

A. Identity of Trademark:

While a trademark should preferably be used in exactly the
same manner as it is registered, any modification thereof under
unavoidable circumstances is always subject to certain

. restrictions. It should be the basic approach to keep any such

modifications within the framework reasonably acceptable.

Whether a proposed change falls within a reasonably acceptable
range is a difficult problem to judge. Nevertheless, the
"Examination Guideline" of the Japanese Patent Office, from which
some are quoted below, would give you some idea. ' '

(1) If you want to have registered a 2-line trademark, consisting
of "Katakata" letters and alphabets, and to use either one line
only, your application for registration must be made out in such
manner that the sound of either one would lead to perception of
the other without difficulty.

(2) If you want to change registered letters to a logo or design,
keep such change to such extent that the changed one would remain
the same as a whole as the original one. Avoid any drastic
change so as to make the original form unidentifiable.

(3) In the event of change of combination or partial use of a
trademark composed of two or more figures or words, make sure

—-Which-part-constitutes--the -principal,-essential part.-and.avoid. ...

‘'such arrangements by which it may be taken as a different
trademark. - :

(4) In any of the foregoing cases, apply for an associated
trademark if a question is likely to arise as to identity of the

-trademark.

(5) When changing the mode in which a trademark is used while the

 registration is in effect, retain some of labels, pamphlets, etc.
previously used for future use as evidence.

92




(6) As a means of effective control within your organization,
designate any specific logo to be used, have any change thereto
brought to your attention for a prior approval, and develop and
distribute a manual thereof, all to enhance employees’
consciousness of the trademark. It may also be an idea to have a
sample of the trademark in use submitted to you on a periodical

_.basis by various departments. to.see how it .is actually:-used-and. ...

to make the regular usage familiarized among the interested
parties. . _

B. "Goods:"™

In order to be considered the use of trademark, it must be
used in respect of the "goods" under the Trademark Law.

Guideline for testing it should include whether it is
capable of being circulated in commerce, whether there is
consideration therefore, whether it is traded independently,
whether it is substitutional, and whether it is tangible personal
property. - In order to be in use, a registered trademark must be
used for properly selected classes of goods. The following are
our suggestions to be observed:

(1) When you are requested for an application for a trademark to
be registered, see what goods it is to be used for.

(2) Prior to filing of an application, carefully determine the

.¢lass into which the proposed trademark should properly be

classified. If goods for which the proposed trademark is
intended is later changed or found to come under a different
class, then file another application for the proper class. If
the goods for which you now want to use the trademark do not come
under any of illustrated goods in various classes of goods, refer
to the "Manual on Classes of Goods," and "List of Names of New

Goods."

(3) If goods are incorporated as component into a completed
product and, at the same time, used as accessory to it, be sure
your application is made out for not only the class under which
the goods as a completed product comes but also the class
applicable to the goods into which the goods could be
incorporated.
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C. In Order to be considered a mark to be in Use of a Trademark
under the Trademark Laws:

In order to be considered in use of a trademark under the
‘Trademark Law, a mark used must be so used as to distinguish the
goods to which it is applied from other goods. No trademark
which is only indicative of the function of the goods to which
it is applied may be said to be the trademark in use under the
. Trademark Law. Our suggestions in this regard follow hereunder:

(1) Use of a mark simply.showing what the technology employed in
the goods to which it is applied is does not amount to use of a

trademark under the Trademark Law. Thus, a mark must be selected

after careful study of what techniques of given goods are,
designation of such techniques, etc. Warning against third

~ parties in respect of infringements must be prepared with due
consideration for the above. '

{2) Due care must be exercised so descriptions in packages and
- files will not simply show what the contents are.

(3) Be sure, with respect to books, that a mere title described
- on them is not held to amount to qualified use of a trademark.

(4) Make sure that use of a trademark on a package, T-shirt, etc.

does not end up merely as a design rather than the qualified
"trademark." S

D. Evidence of Use:

As mentioned in III, D, evidence of use of a registered

trademark must show that it is used for the designated goods; the

-mark in use is identical with the registered trademark; and it
--serves as a mark identifying the source. In the case of the

—renewal -application-for -registration.and.a.trial.for cancellation...

of a registered trademark based on non-use, in addition, the
- "time when it was used" is another element to be shown. Hence,

evidence of use to be filed must be specific enough as to when it

was prepared and used, as the case may be. In particular, the
following will serve as principal checkpoints: '

(1) Watch periodically how the registered trademarks are used and
see they are tantamount to the "use of the trademark" under the
Trademark Law, in preparation for a renewal application for
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registration and any trial for cancellation of the registered
trademark based on non-use.

(2) Retain data, such as pictures, catalogs and advertisements of
products, showing the registered trademark.

(3) With respect to any use not qualified for "use of the
registered trademark," correct the manner in which it is used or

file an additional appllcatlon for a reglstered trademark to makem_wmm“

it quallfled £6F the ongoing usage.

(4) With retaining of evidence, check and record time when it was
prepared or used, as the case may be.

V. Evidence of Use of Service Mark

1. Introduction of Registration System of Setvice Mark; Meaning
of Use of Service Mark:

(a) The "Law Amending the Trademark Law in Part," Law No. 65, was
promulgated in May 2, 1991, including, among others, , '
introduction of the service mark registration system. . The date
of enforcement, to be prescribed in a governmental ordinance, is
scheduled for April 1, 1992.

In Japan, the service mark will also be protected under the
Trademark Law. It will be in the areas of renewal application,
trial for its cancellation based on non-use, and infringement
suits that the service mark will have meaningful use. For the
time being, however, application for registration of the same, as

‘discussed in the following, will be of the utmost importance.

(b) The service mark has widely been in actual use in the
business world. Registration of such existing service marks will
give its owner the priority in protection'of its goodwill and be
helpful in maintenance of orderly transactions. Supplementary
provisions to the Law state to the effect that applications filed
within six months of the date of enforcement, based on the

~-exemptive provisions therein; {such applications hereinafter

called "exceptional application") will be given priority in
registration (such registration hereinafter called "priority
registration"). In the event of a plurality of such exceptiocnal
applications in conflict, the one best known will be registered
and the rest rejected (the applicant so rejected will be entitled
to the right of continuous use). The parties who are deemed to
be equally well-known will be equally entitled to registration
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{"double registration").

(c) For the exceptional application, the applicant must file with
the Japanese Patent Office a statement setting forth that he
desires to be entitled, upon application, to use of the service
mark and, within 30 days of the date of appl;cat;on, documents
evmdenc;ng that:

(1) He has been using the service mark since before the date
of application in the course of his business operations; and

(2) Designated services are included in the services

rendered.

. 2. Guideline for Evidence of Use:

(a) With respect to evidence of use of trademarks, the Patent
Office has relied on its "Trademark Exami-nation Guideline." The
draft text of the Service Mark Examination Guideline recently
publicized is quite similar to the "Trademark Examination
Guideline" with respect to the evidence of recognizability of the
mark as the result of use (Article 3 Paragraph 2), but no mention
is made about evidence of use at the time of application for
renewal registration presumably because such application will not
be made until after 10 years. '

(b) Importance of how to prove use of a service mark will lie

only in the exceptional application for the time being.

. Examination guideline for it are expected to be made open in

October 1991 when briefing meetings on the law amendment will be

held in major cities of Japan.

(c) The following are known as of this writing with respect to

‘the evidence of use: :
(i) In the case of the exceptional application, a formal

evidence showing that marks applied for are in use for designated

services must be filed within 30 days of the date of application.
(ii) In the event of any conflict of your application for

—.registration. of.a.service.mark with applications from other .

parties, evidence of your mark being better known than the others
must :be produced in order for you to be successful in

registration of the same.
(iii) Any mark which does not satisfy the dlstlngulshablllty

requirement must be supported by the method of proof shown in the

‘examination guideline (draft text), in order to be gualified for

- the distinguishability as the result of the past use.

96




e

I - A B, o
o P L PR URETC R UL I W SRR L S N DU VAL

3. Suggestions for Evidence of Use:

(a) With respect to any service marks in use, evidence of and
information on its use must be gathered and put in order. They
must be checked to see if they are gqualified as evidence of use,
if the relationship between the mark and service involved is
specific, and if they are specific. Any marks unqualified as
such must be corrected. - ‘

st i T b e e e .

""(b) If it is known that any mark identical or éimiléfﬂfbmjburé”ié-'wmm

used by any other entity in respect of any identical or similar
line of service to yours, secure and put in order such useful
evidence and information of such other entity as would be
helpful in your producing evidence of yours being better known,
particularly as to the duration of use, extent of use (extent of
advertisements), etc.

{c) If your service mark in use is likely to lack distinguish-
ability in respect of given lines of your services, collect
evidence and information which would be useful to prove any
favorable distinguishability of the same as the result of past
use, :

VI. Conclusion:

In the foregoing, we have studied recent trial and juridical
precedents on the use of trademarks. The issues discussed here
today are subject to change as the time passes. It will be
important for us to be alert to future trends of these pre-
cedents. In fact, as industries develop and transform
themselves, use of trademarks will give rise to new modes and

- objects of use which would not have been even conceivable.

The issue of service mark has a lot of unpublicized areas
which are very likely to relate to its use. After the service
mark registration system is implemented, particular attention
will have to be directed to its use.

We sincerely hope our study outlined in the foregoing will
help you understand some of the fundamentals of use of the
trademark in Japan. '
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What mechanisms do inventions generated in business
activities go through for evaluation and patent application? Are
the mechanisms through which the inventions are evaluated by
companies affected in the recent pro-patent age? With due
consideration for these questions, what inventions must companies
really pursue for protection under the law in the current pro- '
patent age?

First, we have classified those inventions for which
companies would like to have protection under the Law, according
to purposes of such protection and of extent of maturity of the
respective technological sectors involved. Then, we have '
arbitrarily set ocut certain models of evaluation mechanisms for
screening of such inventions. Also, we have prepared and sent to
our member companies a questionnaire form, in an attempt to
compare our model evaluation mechanisms with the prevailing
situation.



The questionnaire recovered, as completed, from the member
companies has revealed that, while there are differences between
our model mechanisms and the actual situation, the respective
companies are evaluating, protecting and making use of their
inventions so as to cope with their surroundings.

1. Preface - Why this Theme?

It has been ldng since the pro-patent age was said to have
come in the United States. The meaning and scope of the indus-
trial property have expanded in Japan accordingly. In the case
of patent, for example, the role it plays now is far beyond that
which used to be.

Such trend is expected to be grow further in not .only the
United States but Japan, Europe and other countries as weli.

In parallel with the pro-patent trend in the United States,.
careful consideration must be given to the system harmonization
movement seen in, among others, WIPO and the'tri—polar patent
office conference. How are companies coping with such age?

| As business activities go on, on the other hand, many inven-
tions take place. All of these inventions are not suﬁmitted to
the Patent Office for patent protection, however, nor are all of "
the inventions for which patent ap#iiéations are filed grantéd
the brotéction_uhder the Law.

Thus, there must be some methods and criteria uﬁde: which

the inventions so generated are evaluated and screened for patent

application and, after an application is filed and as the exami-

-nation goes on further, evaluated from time to time as to the
necessity for the protection under the law.
' With consideration being given to circumstances in which the

intellectual property right is involved, how are the inventions
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evalﬁated, brought to the‘Patent Office for patent, and eventual-
‘ly protected under the law? Whét would be the inventions to be
protected by companies? How are the inventions evaluated by.

companies? -We will inquire into these questions.

First, we will classify inventions to be protected according. . ... .

to the purpoées'for which pétent appliéatibns.are filed and the
extent of maturity of given technological sectors, tb set out
modeL evaluation mechanisms for screéning of inﬁentioﬂs!

We will also discuss how differently such inventions are
evaluated between the United States and Japan, with'due consider-
ation for differeﬁées in the statutory system and environments of
the two countries,

Further,'in an attempt to compare the model evaluation.
mechanisms so set out with the prevailing sifuation in which
inventions are actually evaluéted, we will analyze the mechaniéms

through which companies actually evaluate their inventions.

2. In General
271 What Inﬁentioﬁs mﬁst.Companies Protect for exclusiveness iﬁ
the market? |

The Japanése Patent Law provides in Afticle 1 to the effect
that its purpose is to encourage invention and contribute to
development of industries, by protection and utilization thereof.
That means, the ulfimate purpose of the Patént Law is to develop
industries and séiéntific technology.

From the standpoint of companies, the purpose for which they
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file a patent application is to own inventions exclusively by way
‘of patent. The Patent Office provides the person who has applied
for a novel invention earlier than others, with the exclusive
fight td dwn and use it. As the patent is thuslan exclusiwve
right, it is‘dne of the most effective measures for protection of
inventions. It is simply because of the exclusive right avail-
able from them that companies apply for patents with respect tao
those inventions for which they desire protection. |

| The patent right so obtained is made use of_by companies as
means of conducting their business activities. Based on the
fundamental approaches outlined aboﬁe, wé will classify and

examine the inventions to be protected.

2-1-1 <Classification of Inventions by Purpoées:
'(1):Exclusivenes$ in the Market:

Business entities try to secure an advantageous posi;ion in
-ﬁhe market,'by supplying produéts of befter quality at lower
prices and in.more Quantities than their competitors. In an
atﬁempt to put more competitive products in the market, companies
try to differentiéte their prdducts from those of their
competitors. The products. so differentiated, however, can nb
loﬁger be advantageous in.the market 1f they are copied by oth-

ers.

i A

maintain their advantageousness of their own products in a market
is to protect them under the patent, by which they can prevent

their competitors from imitating their own products and maintain
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their competitiveness in the market.

In other words, companies which have developed novel
‘technology apply for patent of their inventions which are thé
achievements thereof. Such applications for patent become the

basic patent in their respective industrial sectors to secure

their advantagebusnéss_in their industrial sectors.

It is difficult to define what the basic invention is in
commonly  understandable terms; A minor improvement may amount .
even to a basic invention orrto a mere improvement invention,
depending on the case. Sometimes, a basic invention would relate
to the basic function of a system of a very huge size.

For the purpose of our discussion, the basicAinvention will
be that invention of basic function of products in a given
technological sector, with broad claims. ‘

In order to have the technological exclusiveness_in the
market, it is essential that as a broader area of the
technological sector involved as possible be covered'by patents.

' There still is a question,-in this connection, as torwhether the
basic patent is sufficient enough to caver the whale area of that
technological'sentor.

In that a single patent is subject to a limit as to the
scope of coverage, it'is very seldom that a single patent could
cover tne achievements of development by or products of a
company, in their entirety.  In other words, the basic patent
would not be sufficient enough in order for a given technological

sector to be covered. Acquisition of a basic patent still have a
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possibility of its owner being prevented from maintaining its
advantageousness in the market, if an improvement patent or
patents required are held by and not available from their
competitofs.

For this reason, compahie§ will find it necessary to have
péripheral patents in addition to the basic patent. In order to
secure the freedom of their own activitieé, it might also be
necessary to forecast similar technology which is likely to be
worked by not only themselves but their competitors as well and
to file as many patent applications with the Patent Office as

prossible to maintain their own patent network.

(2) Having Patents on Competitive Inventions to Prepare for Cross
License:

The patent may also be used to defend exercise by
competitor's of their patent rights.

An agreement under which separate companies mutually license
their own patents is generally called cross license., If you have
~an effective patent, you can make use of inventioné your
competitors have, by way of a cross license agreement entered
“into with them. It is said recently that technological

deveiopment reguires a substantial amount of funds and manpower.

Depending on circumstances, it may be to your advantage to make =

use of the technology'of your cqmpetitors under a cross license
. agreement entered into, rather than to carry out all technologi-
cal development by yourself.

Inventions are sometimes protected under the law to prepare
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for any infringement warning from your competitors or, rather on
a positive basis, to prepare for cross license you may want to
enter into With'your competitors, purpose being to secure the

freedom of your own activities.

A typical example of the above would be a case in which,

when moving into a‘technological sector of one of your
competitors who holds basic patents of its own in that sector,
you might want to obtéin'SOme of ‘them on your own foot to prepare
for an attack with it by way of its basic right (cross license
with a prior company).

Also, if there is any cdmpany competing with you in respect
of the same technological sector, ybu might want to build a
patent network to the same extent as that competitor has, to
restrain it from attacking you. If it_ddes éttack_you, then ybu
could enter into a cross license agreement with it by virtue of
your own pétent network so as to minimize damage you may sustain

{cross license with competitors).

(3)'Patents.f0r LiCensinQ:

We have referred to evaluation of inventions in (2)'above
for the purpose of cross licensing with any patent which may
exist as something basic on the part of competitors. Contrary to
‘it; patenfsrmay-also be obtained on inventions principally for
the purpase of royalty income'undef license agreements with
others.

As mentioned previously, a considerable amount of resources
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would be required for research of novel technology. Business
entities may recover their investments, by licensing for royalty
the patent rights obtained as the result of the investments for
development of technology.

Thus, the royalty income from the licensing of your own
- patents would be a sort of profit available from the technology
so developed. If you want to derive your profit soleiy from your
ownrmanufacturing and sales mechanisms, you would be required to
provide a substantial amount of resources as well as.investments,
at your own risk commensurate therewith. It will be a means of
securing profit fof companies to raise income of the licen§ing of

your patents.

(4) Patent Application for Defense:

Inventions génerated in the invention divisions of companies
Vcbuld include those for exclusiveness in the market, cross
‘licensing, etc. which would not be described as positive

"weapcns." Those inventions, once patented by your competitors,
would serve to.restrict your own freedom of activities. Thus,
there will also be thernecessity for applying for patents for
defense of your own products rather than the "weapons.”

You may prevent your competitors from patenting such

Jdnventions. of yours if you simply disclose them publicly, not .. .. ..

R necessarily filing your own applications for patents. From the
viewpoint of protection of your own technology and products,
however, you should probably not only prevent your competitors

from obtaining their patents but protect your own technology and
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products positively under your own patents.
Thus, we_consider the criteria by which ybu would apply for
a patent for safeguarding your invention would probably something

like the following‘

You would probably apply for a patent for your own safeguard 1f MWNWMW;

“the value of 1t 1s not hlgh enough as to permlt you to exercise

your right as patent owner against your competitors but, once
your competitor become a patentee, your activities are very
likely to be restricted. Such situation would arise if, for
instance: | |

The size of your reduction to practice.is large;‘of

Such invention being rather a simple technigue, you do not héve
appropriate data available for challenging any patent granted to

your competitor;

2-1-2 C(Classifications by Maturity of Technological Sectors:
Maturity of technology generally varies with industrial

sectors in which it is employed. In sectors in which technology

~has fully grown up, it is unlikely that a novel; basic invention

takes place. Conversely, in premature sectors whefe'technology_
employed is‘young, many inventions would be made. Would it be
always to your advantage to apply for a patent for.each of such
invention regardless of the maturity status of the.industrial
sector in which you are? The answer would probably be not always
"No." In the following, we willhdiscuss what inventions a compa—

ny should get patents for, according to the extent of maturity of

‘technological sectors:
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rid of infringements of your patents.

(1) Seétors-in which technology is underdeveloped:

In sectors where you as well as your competitors are
underdeveloped, there would be instances where novel products are
developed or, at least, research is going on for possible
participation therein.
| in suth sectors, patents usually do not exist. Thus, any
company which has successfully developed_énd secured uséful
‘patents prior to its.gompetitors would be free to carry out its
business strategy'at its own will.

. _For.example, If any competitor moves into the market, then

" that prior company wou;d be able to exclude it from the market by
exercising its patent right or to restrain its competitors in the
market by exercising its.right against the newly participating
Competitors; In underdeveléped sectors, therefcre, you can have
éuch important role played by your patents, as would'raﬁge from
complete exclusiveness in the market after your participation in
the market to exercise of business leadership there.

The above effect would not be expected, however, if the
patenté so obtained fail to serve as outlined above. Thus, it
will become important for you to obtain patents in such manner as

would make it difficult for any.Subsequent participants to get

"=Pr0vision af the patent network, consisting of the basic
patent and peripheral patents as discussed earlier would also be

helpful.
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(2) Sectors under control of a Pioneer Company:
In a sector which is under the control of a pioneer
company, that pioneer normally has the basic patent. 'In cases

like this, subsequent companies could be forced to become its

“licensees or otherwise withdraw from the market.

In such "follow-up" type business pursuit, what would it
mean to secure patents?' Also, what kinds of pafents should a
subsequent'company secure?

Patents of subsequent companies would probably have
significént meaning, if any, in the fqllowing instances:
(a) It will serve to soften up, in favor of that subsequent
company, terms and conditions of the license.agreement'fo be
entered into with the prior company. In other w@rds. the
subsequenli company can, by éiercisiﬁg its own patents agaiﬁst'the
prior company, weaken the restraint by the prior company. The
subsequent companies will find it necessary to secure such
measures by which the = prior company would be forced to dbtain
pétents of fhe'subsequént companies in exchénge for the basic
patent the pridr entity has.
(b) It will help that subsequent'companylto exercise its
leadership among further subséquent participants. That
subsequent company can, by exercising its own patent right
against the further subsequent partiéipants, grant'its liceﬁses,
.have the leadership in the marke; and otherwise make use of its
own patent in its business activities. |

In cases like the above, the subsequent company will find it
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necessary for its own protection to discover and get patents on
such technology, threading its own way through the established
patent network of the prior company, as its further subsequent

companies will need to have.

(3) Sectors under Development by a Plurality of Companies in

Competition:

Once a new technoleogical sector takes place, no other
companies usually involve themselves‘in gsimilar developments in
that sector in competition. In technological sectors like this,
during an_early part of their competitive operations, no
companies uSually have their needed patents granted yet. They
develop novel technology of their own and, as their achievements
- come out, apply for patents one after another.

-Decisively overwhelming patents usually do not exist on the
part of any of these competing companies. Thus, their business
actiﬁities would not be affected by patents they have.

Once such a patéht is granted to any one of-them in due
course as will have to be used by all other competitors in that
sector, the balance of competition among them will be destroyed.
(a) The_cqmpany which has secured.the.powerful |

patent will try to be exclusive in the market, by use of iti

(b)) The rest of the competing companies will hasten filing of

‘their patent applications to prdtect their own position against
it.  If no competitive patents are available, they might even be

forced to withdraw from the market.
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(c) Even though no patent may be exercised in in some situation,
in expectation of butcomé“of any pending appiications filed by
competitors, the rest of the competing éompanies will find it
necessary for their own protection at leasf to gef.rid of the

business risks developing therefrom.

“ih business sectors Like this, Tiow should patents be applisd
for? Must they apply for any and every patent available? What
kinds of patents should be applied for?

Once you obtain a strong patent before the rest of your
competitors, you will be in a position to exercise your right'
under it against them even to exclude their products from the
market. If your products are so excluded from the market,.your
research.énd development activities'will also be stopped. As 5
result, it may even héppen that your pending patent applications
become shelved. A patent.must be obtained by all means before
youf competitors.  Thus, it will be a task for patent strategy
to deprive your competitors of their freedom of business
operations at an earliest convenience, to secure your'patents
before your competitors, and make your competitors subject to
business fisks.

How about the substance of patents? A patent which cannot
give damage to your competitors is meaningless. If a patent
which you obtain before your competitors do could easily be got
rid of by tﬁem; your competitors, being in the course of
deveiopment of products, would bé able to modify their products
to get around your patent at small risk.

Then, what would be the invention which_cannot be got rid of

111



easily by your competitors? The following would probably
represent sbme of them:

(a) Inventions of basic technological ideas which .LM2lcould
affect functions, performance and/or property to be proﬁided by
or contained in products of the given technologiéal sector:

An invention which, if mbdified by'your cﬁmpetitors to got around
of your technological idea employed in it, will end up only with.
"an either entirely different or othefwise conventional product
will give heavy damage to them.

{b) Inventions of Practically Effective Use:

It is said that inventions on a rather simple method or
construction oftentimes have more pfaCtical effect than those
made by engineers of the inﬁention division. Such inventions are
very likely to be adopted by your competitorg? Also, inventions
of great practical use are very likely to be retained, and.it
would be unrealistic to try to get around of theh.

However, if an invention, however effective -- for example,
.however superior its property maf be, is extremely complicated
with respect to its composition or unpractical, it will be no use
to try to get a patent grahted in a'hurry.

Patents like the above will exactiy givé damage to your

competitors.

technological ideas or with great practical'effect-in respect of
‘purported products will serve as the key for your holding a

leading position in competing in a new sector of business.
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(4) Sectofs in which Technological Dééelopméht hés"
Almost been Matured:
In business sectors in which technological develdpmént'has

almost grown up, individual companies have a large number of

.pateﬁfé.whiéh afe moré ar léSs-&ifférent from their cbmpefitéréf
Each company will have specific composition of its own patents in
which inventions covéred would be tantamount iny to improvements
of internal constfuction.

Companies competing in a sector like the above are very
likely to make use of patents of their competitors. And, a |

single product oftentimes involves many patents of competitors.

" Under such circumstances, if a cbmpany'attacks an6ther'in'reSpéCt'
of a patent, there will be a counterattack, leading possibly to a
patent Qar. |

It is seldom, neVertheless, that a pétent war takes place at.
once. Decision-making for a patent dispute is based on the
balance between the royalty you owe to your competitors and the
rdyalty your competitors owe you.

Royalty is calculated usually 6n an actﬁal result basié.
Thus, it will be one ofkthe_ways by whiéh‘§0u can improve your
position in tefms of the balance of the rToyalties payable and
receivable, to keep patents on models which bring about more
royalty income. |

In the event of exercising‘a number of patents, it is
considered seldom that such patents are exercised separately with

respect to a single product. Normally, they are evaluated as a_
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"eroup of inventions," on which basis a'royalty.réte is
determined. Or, a royalty rate is individually set up for each
of separate basic patents and royalty rates for other patents are
agreed upon as not exceeding so much percentage inrthe aggregate,
thus incorporating an approach on the basis of a conception of a
_"g:oup of inventions.; o

However many patents you attack your competitor with, your
royalty income from a single model of product is subject to a
maximum limit. If you want to get a large amount of royalty with
many patents used, however, the point will be how to cover as
many models of products with them. If each patent relates to
different models, the scope of applicatidn‘of royalties due you
will be extended;. )

Obtaining of a8 new patent in a fully matﬁred.sector of
business will'benefit you to the extent that it will improve your
_position in the balance of royalt& paymehts with your
competitors. Thus, the size of reduction to practice will be the
decisive factor. |

The foregoing may be summarized into a table shown below.
Strategies illustrated there are considered common regardless of
industrial'sectors and of nationalities. It is hoped that |

. inventions generated be evaluated so as to cope with condition of

application on an efficient basis.
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STATUSES OF DEVELOPMENT, PATENT ENVIRONMENTS

AND EFFECTS OF PATENT ACQUISITION

company

3 Developed by
participants
in competi-
tion

4 Matured -
technology

Patent applica-
tions of indi-
vidual compa-
nies pending

Many patents -
owned by parti-
cipants
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pants.
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of the leader-
ship.

Balance of
royalty pay-
ments

Effect of Highly
Status of Invention Patent _ Useful
Development - -~ ‘Environment - Application— Patents - -
1 Underdevel- Substantially Exclusiveness 1 Basic - _
: patents. with self- 2 Highly
‘ developed practical
technology patents
2 Led only by Basic patents Sceften up risks. 1 Those pe-
a pioneer in existence. Control subse- ripheral

patents in
which prior
company
would be = .
interested
(for great
practical
use) -
Patents.
subsequent
partici-
pants must
use

Patents
difficult
to get
around
Highly use-
ful prac-
tical '
patents

Patents

"worked on a

large scale
Patents
used in
diversified
classes of
models
rather than
a single
class of
model



2-2 Evaluation of Inventions to Screen Paténts'to be Made Pro-
prietary:
2-2-1 Evaluation of Inventions and Corporate Policy:
(1) Evaluétion of Inventions: |

Patents acquired by companies are not meaningful unless or
untii usefully made use of; Companies make-use of patents and
the patent system to ﬁaké their business activities advantageous.
.In order to effectively make use of pétents, it is necessary to
éscertain the value each of such patents has. The value of a
.patent must be ascertained from the viewpoint of how much it can
make its business activities more favorable with it. In order to
obtain a more worthy patent, an invention of higher quality be
made. In other wérds, in order to maké use of a patent in its
business activities, a company must evaluate’the meaningfulness

of respective inventions underlying its business activities.

(2) Evaluation of Inventions and Corporate Policy:

The evaluation by the company of an invention serves as the
basis of the corporate decision as to not only when it should
apply for a patent but whether it should maintain that
proprietary right when it applies for examination, when it re-

ceives rejection, or when it applies for a foreign patent as

wroWeldee - ALso - from-the-viewpoint-that-an invention-is-the-achieve-—

ments of its research and development activities, it may be fed
back to the research and development department to make it avail-
able for subsequent research and development projects and corpo-

rate strategies.
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The evaluation of an invention so obtained will become the
basis of administration and Strategies-of patents in the compahy.
That is, the evaluatlon made by a company of ah invention will

relate, dlrectly and indirectly, w1th its corporate policy of how

an invention, attention will have to be paid to these matters as

well.

2-2-2 Evaluation Mechanisms of Invention to be Mede Proprie
tary:

An invention is evaluated, from time to time since it ie.
generated as to its nature and value. What evaluation meeha—
nisms serve in a company to select inventions falling under-'
013551flcat10ns (1) through (4) of the purposes of patent appli-
catlon as referred to in 2-1-17?

Here, we will analyze the invention evaluation mechaﬁisms

according to various elements.

(1)‘Organizatioh (Where) and Who Evaluates

A company has a number of departments consisting of a
research and development department dedicated te new technolegy,
a department in which the developed technology is incorporated
into products, the manufacture department and many others, in
addition to the patent departmeﬁt. |
| The greatest role the patent plays ie to secure and maintain

the advantageous position of the company in the market, to
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protect its own technology, and to obtain cross licenses, all of
which have great impact on its business activities. Hence, the

value of an invention must be ascertained by not only the patent

department but these other departments involwved.

‘A company is generally supposed to conduct the following

activities with respect to patent:

(i) Invention

(ii) Evaluation

(iii) Obtaining énd maintenance of patents
(iv).Enforcement of patent right

Depending on companies, the invention department or patent
department may be conducting other activities together.

Invention activities would normally by conducted by the
research and development department of a given product. Also, in
some companies, the research and development department conducts
the evaluation activities as well. In some other companies, the
obtaining and maintenance of patents are jointly controlled by a
legal department, such as legal division or license division, and
a business department. |

From the viewpoint of evaluation of license applications,

‘for the purpose of efficient application for patent, the

research and development department must be fully aware of the

status of bu31ness (how matured the technology sector. 15) and

'future trend of technology Otherw1se, the company would not be

said to be on the right track and would produce many inefficient

and useless inventions.

The department in charge of evaluation and/or obtaining and
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maintenance of patents (through patentability) and the department
in charge of enforcement of patents (through its activities as
such) will have to ascertain movements of competitors and the

extent of maturity of their industrial sector, and to feed the

‘qualitative and quantitative information, as required, back to. .. - ...

interested departments for future patent application.

Inventions are in many instances evaluated by a plurality of
departments, as previously mentiqned. In this case, different
.departménts involved could place emphases on different'items of
evéluations. Which department has the ultimate power of decision
will depeﬁd_on the patent administration system of respective
companies.

Who ié-supposed to make an evaluation of an invention? Or,
rather, wﬁb would be most qgualified for evaluaticn of an
invention?

_Genefally speaking, an inventor who is directly in charge of
research and development and/or designing of an invention ig
likely to either overestimate or underestimate it and, in the
event of a worse case, is unable to evaluate it. It may be
unavoidable, therefore,_that, in - view of recent specialization of
work, persons in direct charge of an invention.are oftentimés
goad at particulars but not.at main; principal issues.

With the foregoing in mind, it would be necessary that an
invention be evaluated from different viewpoints By a plurality
of departments and it would be desirous that the final conclusion.

be made subject to consultation among all departments involved.
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In particular, it would be desirous that technological
aépects of an invention be evaluated by the invention department;
economic aspects represented by value of an invention as goods
and manufacturing cost, by the department in charge of the
project involved; and particulars'of the proprietary right by the
patent department, subject to general discussion among the

departments involved as to the final decision.

(2) When to Evaluate:

When to evaluate an invention is closely related with the
. patent system of respective countries.
Under the patent system, an applicant fbr'patent'can abondan
.his invention at any time. ‘It means that‘an-invention may be
evaluated freely from time to time. I; will-be the general
practice, however, that it is evaluated at each of the steps
ranging between the occurrence of an invention and the maturity
of the patent.

_ Japan adopts the first-to-file principle. Hence, it is
advisable that an applicatibh be filed promptly after an
invention takes place. Thereafter, the invention is expectéd to
be evaluated aﬁ many points, as at the times of request for

examination, various actions taken in the course of examination,

ﬂwandeaymentwoffpatentﬂmaintenancewfeeTfm

~Once a valuation of an invention is made, it is economical
from the patent management viewpoint as well to make use of it
consecutively thereafter. It is likely, however, that, as the

time passes, surroundings of the invention change and standards
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_.most desirable to finish screening at the very beginning when ..~~~

for and items of evaluation of the invention change accordingly.
In such case, would there be any timing most suitable for
evaluation?

" As far as economical efficiency is concerned, it would be

deciding which inventions to apply for patent.and which not.
Exact future trend being unpredictable at that point because of
uncertainty of data available then, however, it'eveh_happens
sometimes that those inventions deemed necésséry at the cnception
are found useless at a ;ater'date.

The Japanese patent system has a number of such procedural

- steps ‘at which the invention is evaluated, as are represented by

multiclaim system, priority domestic application*principle,'and__

"request for examination of patent application. The procedural

steps at which a patent application may be evaluated, with

comments on-‘each, are cited below:

(i) Multiclaim system of Claims (Article 37 of the Patent Law)

It has become possible to consclidate a plurélity of mutually’
related applications into a single application, at the stage at
which you decide whether to apply for an applicatioﬁ.

Thus, at the stage at which you make a decision con the filing of
an application, you may review and evaluate a series-of your
applications which have come cut of development of your products,
with due consideration for the selection which you wish to make

in applying for a patent. In this case, it would also be
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possible to follow a strategic technique that could meet the

status of your business as previously mentioned.

(ii) Priority Domestic Application (Article 42-2 of the Patent
Law): -
With respect to any inventions which have specific relationship
with an invention for which a domestic application has been
filed, you are entitled to claim a priority within one year of
.that prior application (provided you are the applicant for all of
‘them).
It follows that you will have a one year grace period in respect
of any inventions which céuld hot be considered at the stage of
the parent application. Taking this opportunity, you may
evaluate the relationship between the prior, parent application
and the additional inventions and the necessity for patent

acquisition for the latter.

(iii) Request for Ezamination (Article 48-2 through -4} of the
Patent Law):

An application for patent has a 7 year period (and an ap?lication

for utility model 4 years instead), within which a request for

examination.must'be made, if YOu :eally need a patent (or utility

model) right.

Some of companies request examination of all of their =~

"applications at the very inceptibn thereof. Making use of this
system, however, many companies at a later date evaluate and

screen their applications previously filed.
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Applicants have ample time within which to examine and evaluate,

among others, profitability, future prospect, restrains on

competitors in the industrial sector.

~o{iv).Qther Procedural Steps:
(a) While in the Course of Examination (Rejection, Trial
Decigion; Opposition):

A patent application is also evaluated at various stagés of

ekamination. Particularly where it has patentability, you cén
‘demand a tfial or apply for modification or division, with H
" consideration for protection of business of your own products énd
:estraints on competitors. |
The application for modification is restricted to one timelwhile
at the stage of examihation, An application'for divisioﬁ may,be
made only when a proéedural amendment may be made.

{b) Maintenance of Registration:

Once a patent is registered, the applicant must pay the
maintenance fee, subject to a table shownrbelow.k The annuai
maintenance fee is increased every three years. Registration, 1f
maintained until the maturity 6f the patent, will_cost about
¥750,000 in the aggregate each invention. Fér economy, 1t is
egssential for a patent owner to screen the patent to be

maintained, with due consideration for valuation therebf.'
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Annual Maintenance Fee

1st-3rd 4th-6th 7th-8th 10th-12th 13th-15th

¥30,900 36,000 32,000 64,000 128,000

(v) Opportunities of Evaluatioﬁ: : fQ%:
When viewed on a time series basis, the opportunities of :
evaluation of a patent application as discussed in the foregoing
may be listed, as.follows:

i, At the time of deciding whether to file a domestic

" application.

ii. At the time of filing a priority domestic application.
iii. At the time of requesting examination.
iv. At the respective times of each amendment, demand for trial

decision and application for modification in the course of

examination.
v. At the respective due dates of the maintenance fee.
Rejec~- Publi- Regis-
tion cation tration
A-1-A-2-A-3-A-P-A-4-A-4-A-P--P-~
Inven- Appli- Prior- Request Appli- Demand
tive cation ity for cation for
idea for domes- examina- for Trial
patent tic tion modifi- Decision
appli- cation
R G
-PAPAPA .
Payment Maturity "A" denotes action by applicant.
of main- of "P" denotes action by Pat. Off.
tenance Patent
fee
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(3) Hoﬁ to Evaluate:'
As previously mentioned, an invenfion”is evaluated by a
' ﬁumbef'of différent deparﬁﬁents.with respect to not only
‘-patentabiiity but marketability, profitability, application

filing cost and other elements. Thus, an invention is evaluated

“'as“fo*its”nOVEity;’nthObviousnéés;wag?ggféﬁilify; gasiﬁess
project, management strategies as well.

- On what basis should inventions be evaluated? To put it in
ofher words, how many evaluation elements must an applicant for
pafent provide in order for hiﬁ'fb evaluate it properly and
objectively? |

The evaluation of an invention means for its owner to

determine how it would be useful for its business activities,

with due consideration for the purpose for which he. wants to
obtain a patent and its matureness, as mentioned in Paragraph .
2-1. "What Inventions Must Companies have Protection for under

the Law."

Also, from the viewpoint that an invention is'an achievemeﬁt
of research and deVelQpﬁent activities, the evaluation of an
invention represents the evaluation of the research and
development activities. Elements of evaluation of an invention
must be capablé of ﬁroperly judging its value, with due con-

sideration for the purposes for which it is to be obtained and

movements prevailing in and out of the company.
Hopefully, needless to say, evaluation of an invention must
be completed by the time an application for it is filed.

Actually, it sometimes occurs that uncertain factors existing at
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the time of the application prevent an accurate judgment from
being made. Such uncertain factors would become realistic and
known as the time passes, making it another important element to
determine which inventions are really needed énd which not. 1In
connection with the times at which evaluations of an invention
are made, as discussed previously., what elements of evaluation
would principally be emphasized at each stage of the evaiuation?
The following resume will serve to answer this question:
Evaluation Elements-fo be Emphasized at Each Stage.of Evaluation
At the time of filing a domestic application:

Uncertain elements exist. The most you could do would be to
select which inventions you should file an application for and
which not;

At the time of filing a foreign application:r

Same as above.

- At the time of requesting examination of the application:

Uncertain elements will become realistic and specific one
after another, and must be put under control (particularly with
respect to reduction to practice going on at your own company 4as
‘well as competitors).

At the time of requesting examination of any foreign applicatioh:

Same as above.

1. Uncertain elements (particularly as to whether a patent is
available) must be monitored carefully.

2. Forecast of product technology and any change in the scale of
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‘reduction to practice, if needed, must be carefully monitored.
At the time of registration of patent:
Forecast of product technology and any change in the scale

of reduction to practice, if needed, must be carefully monitored.

" At the time of renewing maintenance;

2—2—3. Models of Evaluafion Mechénisms

So far, we have discussed the factors that.would.affect
evaluation of an invention. It is rare that each of these fac-
tors exist alone. They are oftentimes related each other to

build an evaluation mechanism of an invention. Here, we will

. review what we have discussed so far énd discuss certain models
_of evaluation mechanisms of inventions in the following;
Table 1, as given hereinafter, will shoé the relationship
between the elements of evaluation of an invention and 2-1-1
. "Classifications of Inventions by Purposes" of 2-1 "What Inven-

tions must Companies Protect for Exclusiveness," as they relate

to the respective models.

.Codes "P," "N," and "~ﬁ shown in these Tables are.iﬁtended
to stand for the respective meanings'given below:

The "P" stands for Priorify evaluation element to be
satisfied for the given purpose, without which you cannot file an
application for patent for the given purpose. The "N" means that

it is a Normal level evaluation element to be satisfied for the

given purpose. You may apply for a patent for the given purpose,

if the evaluation element is marked with "N" or, depending on the
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purpose of the application as shown in the Table, even when you
are not sure whether the evaluation element marked with "N" is
satisfied. The above may be summarized, as follows:.

If the given purpose under the "Classifications by
Purposes" columns is

" Unknown whether

- Satisfied ' satisfied Unsatisfied
P OK to apply No No
N 0K to apply OK to apply No
The code "-" represents that the evaluation element marked

with it has nothing to do with the given purpose. An evaluation
element will have different weight, depending on fhe purpbse of
.application filing. |

Table 2 shows the relationship between respective evaluation
elements and the timing and departments involved of the
evaluation. The figures, "1" through "7", under the "Evaluation
Timing" column denote the respective timing shown below:
L: Filing a domestic application.
2: Filing a foreign appliéation.
3. Requeéting examination (domestic).

4; Requesting examination {(foreign).

..5:.In_the course of examimation. .. ... ..

6: Registering patent.'

7: Reviewing the patent data to determine whether to renew the

patent right.

The above will mean that the respective evaluation elements
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shown left in the Table will be checked according to the
evaluation timing shown with "1" through "7," which, if shown in
bold type, will show the timing at which the respective evalua-

tion elements will emphatically be checked.

The "Evaluating Departments" in .the Table show. a. department..

or departments responsible for the evaluation. .In the ‘event of a
pluraiity of such departments, the department first named would
usually be thé one responsible for evaluation of an invention as
leader. |

These models may be described to show, in short, that an

invention should preferably be evaluated jointly on a mutual

consultation basis by and between the invention.department,'
project planning‘department and batent dcpartment; each repfé-
senting technological aspect, economical aspect and patent right
aspect respectively, and that such evaluation should be made at

each of the different procedural stages under the patent system

‘ta cla:ify and determine uncertain elements in accordance with
the purpose of patent acquisition.

It might be worthwhile to add that, to cope with the'eﬁer
changing circumstances involving patents as the time passes, a

systematic evaluation system will be of great help, under which

system, at the respective evaluation stages.

=129




~ Table 1

Exclu- _
Evaluation sive- Cross Compa~ Compe-
elements ness License  Royalty Defense ny's titors'

Patentabi- .
lity P P/P P 777 N
Technol. _
excellence N/- - N P L
Exclusiveness :
(market con-
trollabili- ‘ . .
ty) P -/= : N
Restraints on
competitors - P/P N
Sizable ef-
. fects N N/- N -
Difficulty
for practice N -/- No
(Future pros-
pect of :
technology) N N/2722 P{OR) - N N
Life of
invention N -/ N
Unreplaceable-
ness {dif-
ficulty in
getting around
the patent) P ' N/- N
.Self execution, :
present and
future pros-
pects N
Easiness of
identifying
infringement P N/- P
Uniqueness, _
originality : -/- : P P
Expected royalty
income P/27? ' P
Use of patent
ratio N N/?77 N N N
Possible

1
~
|
|

 P/(OR) N N

‘competitors N P/P P(OR) P/(OR)
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Table 2

Evaluation Departments -Evaluation
elements involved : timing
Patentability Pat./Inv. 1,2, 3, 4; 5
Technol. - Proj. Plan./ :

excellence Inv. 1, 2, 3, 4, 5, B8, 7

-Exclusiveness Proj. Plan.
{market con-

b PO T TRB LTI
ty) ' 2, 3, 4, 5, 8
Restraints on - Proj. Plan.
competitors 1, 2, 3, 4, 5, B
Sizable ef- Inv. :
fects : 1, 2, 3, 4, 5
Difficulty for Inv./Proj. _
practice FPlan. , 1, 2, 3, 4
(Future pros- Proj. Plan./ :
' pect of Inv.
technology) : 1, 2, 3, 4, 5, 6, 7
Life of Proj. Plan./ '
invention Inv. 1, 2, 3, 4, 5, 6, 7
Unreplaceable- Inv., Proj.
ness (dif- Plan., Patent
ficulty in :
getting
around the
patent) . 1, 2, 3, 4
Self execu- Proj. Plan./ ' '
tion, pre- Inv.
- sent and
future pros-
pect ' 1, 2, 3, 4, &5, 8, 7
Easiness of ~Patent, Inv. '
identifying ' '
infringe- : :
ments . 1, 2, 3, 4, 5
Uniqueness, Patent, Proj.
originality Plan. -1, 2
Expected Patent, Proj.
royalty Plan.
income 1, 2, 3, B
Use of patent Proj. Plan.,
' ratio ‘ inv. 1, 2, 3, 6
Possible
licensing to Proj. Plan.,
competitors Sales 1, 2, 3, 4

e s e et
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.Lparty.

3. Differenceé in Evaluation between U.S. and Japan:

As the nation differs from another, legal environments of
patent as well as economic circumstances véry. Thus, these
differences woyld affect also corporate policies of the two coun-
tries as to patent. In the following, we will discuss differ-

- ences in evaluation, from the environmental aspect.
.3-1 Background; Differences in Legal Environments and Patent

Acquisition Policy:

The United States is said to be a litigious community. The
area of patent is no exception. As compared with those in Japan,
- numbers of patent infringement cases and patent license lawsuits
in the United States are many. Not only the cases between'Japa—
nese companies and U.S. companies but those between U.S. compa-
nies are extremely many.

. Recently, relating to patent is increasing in Japan.

In many of them, fhe other party is an individual or non-
manufacturer, and patent disputes between domestic makers‘are
few. This would indicate that Japanese makers are dealing with
each other on unlitigeous terms at least on the surface.

The patent infringement caseé in.the United States usually
provide the discovery stage, at which full documents and disclo-

sure of infringing products are obtained from the infringing

In the case of lawsuits in Japan, on the other hand, it is
up to the plaintiff to produce the evidence of infringement.
Thus, in such cases in which it is difficult to identify in-

fringements from outside, the plaintiff has no other means of
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identifying the infringement facts than relying on any informa-
tion furnished by the infringing party. If satisfactory informa-
tion is not available from the infringing party, you would be

forced to give. it up.

This also leads to the fact that there are few law suits in

Japan while there afe many in the United States and to another
fact that Japanese companies are unlitigeous among themselves as
far as it appears on the surfacai

Based on these differences, we will make an analytical stﬁdy
of the évaluation elements. _ |

With respect to the cdrporate policy for the types of pat-
ents to be acquired, legal environments in a litigious community'
would affect the cdrporate policy for patent acquisition, in_that
such community is conditioned upon claim of dwnership and exer-
cise of rights under which the patent acquisition policy would be
developed and determined accordingly. Thus, the corporate policy
for patent acquisition would be more strategic and aggressive so.
as to match their way of deing businéss. Depending on situation,
there couid:be a corporate policy for complete destfuction of a
competing company or companieé.

Although it may differ more or lesé depending-on the size of
operation or on the technological sector, there seem to be an.
idea prevailing in the U.S. corporations that no attempts should'
be made for acquisition of the exclusive right unless they are
very ﬁseful in the case of a dispute.

In the above sense, an invention for which a patent applica-
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tion should be filed is likely to be evaluated in the United
States from the viewpoint of whether the patent, if granted,
could be so strong as to vitally affect your competitors instant-
ly and to provide basic functions or performance of the product
.so your'competitors would find it diffieult to get around of it.

In Japan, on the other hand, the way of doing businéss on
‘unlitigeous terms wifh.competitors have two types.

One would be the cases where companies involved do not rely
bn-position or force relations among themselves and‘are friendly
each other. The other would be the cases in which each will make
its own position specific under the balance of power and, as a
result, work with the rest under some out-of-court settlement
arrangements. 7

In the former cases in which companies are on friendly
terms, would it benefit a company to get a patent in a mutually
cqmpefitive area. The patent application‘in this case would be
of less value for the competition purposes and used for rather
. passive purposes as in evaluation of development products. If
such compaﬁies have no intention of exe:cising it, it needs nbt
be an exclusive right and the acquisition of a patent would be |
quite meaningless.

Generally speaking, there seem to be more of the latter

basis, under the balance of power among themselves. Such cases
would be further classified into the "open type" under which each
company discloses its own patents to the other and enters into a

license agreement under balance of power so made specific, and
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the "closed type" under which each company compares and evaluates
the balance of patents within its organization and does not
exercise its patents directly against others, just mutually '

restraining in terms of objective results.

patent power is well balanced between both, or a party in a
stronger position aggressively, if the ﬁatent power 1is ill bal-
anced, will demand the other thaf they make their positions clear
and enter into cross license of patents on an individual patent
or group of patents basis. Thus, under the open type, it will be
necessary to make their infringements.also speéific mutually. .In
cases like this, patents to be obtained by a company will have to
be those infringements éf which may be identified by it and which
would be of wvalue to the other party. .Alsb, an invention would
be worth acquiring if, although the wvalue of a licenSe”arrange-
ment thereunder should not necessarily be so great as to.exclude
the other party compietely and, although the other party might
take some measures to get.aroﬁnd it, use of that invention would
improve products.  The open type climate seems to be under con-
sideration by some Japanese companies and by many'American compa-
nies. |

In the case of the closed type company, it does not directly
exercisé its patent against the othér, without directly
contacting the other_pafty} 1t simply evaluates the bélaﬁcgiof
patent power internally. Thus, it is unavoidable that arbitrary

assumption takes place.
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Thus, the cloéed type companies are likély to be involved in
mutual evaluation based on assumed figures. For example, their
evaluations oftentimes end up with comparison of numbers of
patent applications filed and patents registered on the basis of
arbitrary assumption that since a company is working an invention
the other party should likewise be doing the same thing, rather
than ascertaining infringements by the other party. and making
evaluation on that basis.

As a result, a closed-type company will find it necessary to
file a patent application, licensing value of which is not fully
ascertained, based on a simple assumption that there may be some
licensing value.

As long as they are mutually competitors, the closed-type
companies would be concerned with the number .of patent applica-
tions filed simply to lay restraints on the other, rather than
with what the exclusive right sought therein are. Although dis-
putes may be few in number, in a sense, useless tension is found
among themselves.

It is expected that the administration of intellectual
property right by American companies is closely related to their
management strategies. In the light of their corporate policy

~under which patent rights they have are tantamount to their

exclusive right or, if you put it strongly, those patent rights

~-are nothing Unlés§ theéy serve to help that company exclusive in
. the market, their patent'applicdtions for the purpose of cross
license, license or defense, as referred to in 2-2-3, are expect-

ed to be extremely few.
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Thus, we are under the impréssion that American companies

place their emphasis on the exclusiveness (market controllabili-

ty), future possibilities of reduction to practice, unreplace-

ability, and status of self execution.

__The table.given below shows the summary of the foregoing, .. . .

from which it will be noted that the type of patent to be ob-

tained varies between Japan and the U.S.,

ments differ.

as business environ-

Ekpected

: - value of to be
Type of _ ratent for prevaling
environment Patents Patents used for license purpcse in
+ litigious Absolute- Exclusion of com- High U.S.

ly neces- petitors and li= : ' :
sary. " Ccensing aggres- -
sively.
Unlitigious:  Absolute- Cross licensing  High U.S. and
open ly neces~ aggressively. Japan '
sary. : _
Unlitigeous: Neces- Evaluation of Not necessari- Japan
closed sary balance with ly high.
competitors,
rather passive-
ly.
Unlitigeous: --- Evaluation of Not necessari-

own technology,
rather passive-
ly.

~ ly high.

3-2. Comparisdn of Evaluatiﬁg Departments and Who Evaluates:

In the United States, ideas‘of the top management are exact-

ly reflected on the activities of the patent department and

evaluation activities of a company in respect of patents of a
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company are considered to reflect management strategies of that
company directly. Also, in the United States, an invention is

considered to have been fully evaluated by its inventor during

the proceés from the occurrence of the inventioﬁ to the actual

reduction to practice.

When an invention is brought to the patent department, the
personnel in charge'of patent are familiar with technology,

~products and corporate policy, presumably because the personnel
evaluate it personally in many cases. Also, we heaf that collab-
oration between the invention department and the patent depart-
ment is in effect from an early stage of the research and devel-
‘opment to bring up inventions as powerful "weapon."

In the case of American companies, the role played by each
individuai is specific as compared with Japaﬁese companies, thus
a division or individual 1s supposed to have full resbonsibility
for evaluation of a given pafent. In an American company, for
instance, a specific lawyer collects all data regarding evalua-
tion elements, with which data he continues evaluating an inven-
tion. Possibly, some of Ahérican companies have such patent
experts (usually, in-house patent lawyers) for each of their
intra-company units and, based on their recommendations, the

patent counsel makes a decision on application for patent.

_of QQE£§§¢Wawﬁull;$imewevaluationmeommi%teEwmay“bEWHppﬁfﬁt@dwwww

" wherever appropriate as an organization in-between.
Based on the foregoing, the ultimate invention evaluating

party of most American companies would be classified intd four
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types as shown below. In that it would probably be difficult for
the patent department alone to make a proper judgment pf whether
a given invention would commercially be important, it is supposed
that many companies evaluate inventions through a Type B patent

committee.

nges  Evaluation madé.by:
A ' :Patent department or patent-attorney.
Bi Patent committee on a prior evaluatiqn basis.
B2 - Patent committee on a direbt evaluation basis.
C Top exegutive officer, based on recommendation of
the patent department.
D Top executive officer at his own initiative.

In many of the type B companiés, the top executive officer
joins the evaluation committee as regulaf_member, thus making the
decision of the committee closely related to the corporate
strategy. Top executives of technological and sales.dapartﬁents
in addition to the patent department also join the committee as”
regular members. It will indicate that evaluation of an inven—
tion is associated with not only the patent acquisition purpose
but corporate strategy as well.

15 Japan, on the other hand, few companies hava gfown up
with the patéat activities in the center. For this reason, the
patent. department, even when diractly_supervised by the top man-
agement. does not have many opportunities of participating in the

top management with respect to patent activities, with the result
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fhat patent activities are not always reflected on the top man-
agement decisions.

In the case of Japanese companies, iﬁ addition, the role of
individuals is® not made so specific as in the American companies.
The ultimate decision maker for evaluation does not seem always a
manager of a department, bﬁt a decision maker for each of evalua-
tion elements seem in many instances to evaluate each evaluation
element for which he 1s responsible and the ultimate decision
maker, after having collected opinions of respective departments,
'ﬁicks up an average opinion out of them as the ultimate decision.
| Thus, in Japan, many cases are ultimately decided by the
corporate manager after evaluations made by a number of partici-
pating members, with the aim of arriving at the final decision as
objectively as possible. For this reason, use of an evaluation

sheet will be appropriate.

3-3 Timing of Evaluation:

It is true with the United States that, once applied for
patent, an invention may be abandoned at any time after it takes
place and before the patent so obtained ceases to be in force.
That is, in principle, it may be evaluated at any time.

'In reality, however, an invention appears to be evaluated at

patent ceases to be in force, in the same manner as in Japan,
however, s&bjecf to different timing of evaluations which would

be applicable to the U.S5. patent system.
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The basic differences of timing of evaluation between the
United States and Japan would probably be represented by two,
consisting of the fact that the U.S5. patent system adopts the
firSt-to—invent system and the fact that there is no request for

. .examination in the United States.

Thus, we would presume that the U.S5. patent_systeﬁ\ﬁ;g;;gggmw
ample time between the birth of an invention and the filing of
patent application, within which to make evaluation from techno--
logical, economfcal and patent angles. Based on this, inventioné
inlU.S._companies are considered to'bé evaluated prior to appli-
cation for patent in an almost completed form.

We suspect that whether an applicaticn for foreign patént is to
be filed or not is decided before it is filed domestically, and
there is no period provided otherwise within which to décide only
whether a foreign application is to be filed.

In Japan where the first-to-file principle is in force, on
the other hand, there would be no such'sufficient time, as would
be available in the United States, within which to evaluate an
invention. - That is, once an invehtion is made, &dn application
must be filed in a hurry.

Thus, most companies decide on the filing of an application,
subject to a minimum requirement that it has novelty and non-
obviousness, with the rest of the evaluation requirements left
for the fﬁture reconsideration.

In Japan, the request for examination system may be made use
of for the purpose of evaluation of the invention involved.

Under this system, a certain grace period is available for exami-
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‘nation after an application is filed, during which period evalua-
tion may be made in respect of evaluation elements uncertain when
the application was filed. Thus, at the time a decisioﬁ is made
by the apblicant as to whether to apply for examination, the
applicant usually reevaluates the invention on an overall baéis
‘from the technological, economical and exclusiveness angles.

For this reason, evaluation elements would probably be
considered, with no much difference from the practice in the
United States, except for the time at which the request for
examination is made and for any difference in evaluation elements

‘to be emphasized.
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A comparison of the evaluation timing’between Japan and the

United States is shown below:

" Time of evaluation . Japan U.s..LSt

Domestic application N P

at the time of
domestic ap-

plication)
Request for examination ' ' :
(domestic) P N/A
Request for examination
{foreign) ' ' N ' : N
In the course of examina-
tion N . N
Registration of patent v 1 v
Maintenance renewal of -
patent : P : P

Notes: "P" gtands for priority; "N" normal level; V .LM16
voluntary; N/A not applicable.

In short, the first-to-invent principle employed in the
United States allows patent.applicants ample time prior to filing .
of an application to evaluate the invention from technological,
.economical and patent angles. 1In Japan, on the other hand, the
request for_examination system allows an applicant to evaluate an
application at the time of that request in addition to the time
of filing that application. Thus, it may be said in a sense that
the United States employs a concentrated evaluation system while

Japan has decentralized evaluation system.
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3-4 Comparison of Evaluation Elements:

| While it is true that we are not familiar with the whole
picture of valuation elements of inventions generally employed in
the United States, it is unrealistic that practically all inven-
tions generated from research and development activities there
are reduced to applications for patent.

We are advised that in many of American companies less than
50 inventions are brought to their patent office out of every 100
generated. Although there may be differences according to compa-
nies, it would be almost definite that a some sort of evaluation
is made of inventions.before they are brought to the patent
office.

There would be no fundamental difference between Japan and
the United States with respect to the ultimaée purpose of apply-
ing for a patent which would be exclusiveness in the market,
licensing (including cross-licensing) or the like. For this
reason, there would be no significant differences between both

~countries as far as individual evaluation elements are concerned.
rThe differences, if ény existeﬁt, would probably relate to how
far individual evaluation elements are provided in detail and to

which of the individual evéluation elements are given emphasis

and priority.

- WY‘_”Amer lw canT C“O'mp“ anl & Shav & ﬂf alrly @ THOLE g.hww t .j:m e W l'th anh’l C h, t Qs

evaluate their inventions. Reportedly, during such enough time
allowance, they make technological evaluation stringently and
economical evaluation on the assumption that a given invention is

reduced to practice. They are also severe with respect of exer-
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cise of their right. It 1s expected that they have a system
established to find out infringements and that inventioﬂs for
license purposes are highly evaluated.

In addition, according to their corporate policy; the patent -

right amounts to the exclusivensss 6F ) puf 1t extremely, & patent

is meaningless unless it is useful for exclusiveness in fhe
market. With this in mind, they are very likely to place more
emphases than Japanese companies do on, in addition to patent-
ability:-exclusiveneés (market controllébility, commercial
value), profitability (licensing possibilities, licensing poten-
tials, expected royalty income), future prospects of technology.
.and present status as well.as future prospects of reduction to
practice on the part of the applicant as well as competitors.

As previously mentioned, Japanese companies are very 1ikély
to file an application as long as the patentability and non-
obviousness fequirements are met, ﬁithholding ih a sensé evéian
tion of other elements. Uncertain elements at the time.of thé
patent application may be reevaluated at the subsequent'evalua-'
tion points, such as application for a foreign.patent. |

In Japan, therefore, an invention is not evaluated at thé
time of patent application with respect to all evaluation ele- -
ments. The final evaluation for patent application is made on an
overall basis at the time of filing a foreign appliéation or of
requesting examination, as the case may be.

In the case of a patent application in which certain evalua-

tion elements are withheld at the time of filing thereof and
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considered on an overall basis at the subsequent points of re-
evaluation, the evaluation at the time of such reevaluation is
specifically intended to select the exclusive rights to be ap-
plied for, in addition to reevaluation at the time of application
for examination of the invention as initially applied for patent,
for a final decision as to which inventions are qualified for

patent application and which not.
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3-5 Comparison of Differences:

Differences between the U.S.

follows:

and Japan may be

Comparison of Patents between Japan and U.S.

- ltemg.of -comparison.. .......Jjapan..

I.

Purpose of obtaining
patent

Kinds of exclusive
rights to be secured

Timing of evaluation
{up to grant of
patent)

Evaluating system

Who evaluates?

Priority elements
of evaluation '

summarized, as

e U S

Pogitive and de-
fensive uses, &as
mixed o

Useful for licens-

ing; capable of
being evaluated as
to technology em-
ployed.

Decentralized
evaluations at the
times of filing an
application and
requesting examina- -
tion

Evaluated by res-
pective depart-
ments involved. for
their parts

Heads of respec-
tive departments
involved. Ewvalu-
ated bottom-up,
involving all per-

" sonnel involved

therein.
Technology, pat-
entability, self
practicability
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Principally for pos-
itive use, as for
exclusive patent
right or licensing

High licensing
value

Concentrated evalua-
tion prior to filing
of an application

Expertise evaluating
department

Personal, top-down.

Exclusivenass,
replaceability,
restraints on com-
petitors, market
trends, market domi-
nation. '
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4. Purposes and Methods of Questionnaires:
4-1 Purposes:

Based on.the foregoing observation, information was collecf—
ed, by use of a questionnaire form, from PIPA member companies.
The questionnaires were focused on the following questions, with
respect to the purpose of applyidg for patent, evaluation ele;
ments, evaluation system and evaluation timing:

Are evaluations made as originally planned?

What would be the differences between the models set out by
us and their practise? |
Could ideal models of evéluation exist, with due considera

tion for actual situation?

4-2 Contents of Questionnaire and How Implemented:
| For contents of the questionnaire, refer to Enclosure 1.

In that questions raised relate to confidential information,
the questionnaire was completed bn an unnamed basis. The ques-
tionnaire asks for information on respective companies and
evaluation of inventions, in order to determine trends by lines
and sizes of business. Information on . detailed items were
collected on an selection basis with respect to the following:

(1) Information on Companies:

-a. Lines of businesses: Three consisting of machin.LMi8B o

“~ery-metals: €lectric machinery and apparatuses; and chemicals-

- foods.

b. Number of patent applications filed during 1880.

" .e. The ratio at which the number of applications filed bears to
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the number of inventions made and brough: to the attention of the
company.
d. The fatio-at which the number of inventions regis tered in the

Japanese technical review bears to the number of applications

filed.

e. Ratio of réqueéts for examination for 1988 in whiéh such
requests were COﬁpleted. |

f. The ratio at which the number of foreign applications bears to
the number of dbmestic applicatibns, on the basis of domestic

applications in 1989, in consideration of the priority system.

(2) Evaluation of Invention:

a. Purpose for which patents are applied and maintainéd 

b. Changes in evaluation as compared with 5 years ago.'.If ény,
state when and reason. |

¢. Any invention evaluation system in force?

d. At what stages is an invention evaluated? When is

the evaluation made with respect to the top priority'élement?

e. What departments evaluate inventions at respectivé stages?
f. What are evaluation elements, purpose of evaluation and
priority evaluation elements at respective stages?

g. What are evaluation elements, purpose of evaluation and

priority evaluation elements for foreign applications?
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5. Results and Analyses of Questionnaires Recovered:
.5—1 Overview:

The questionnaire was sent to all PIPA member companies, of
which 62 companies responded, the ratio of response being 74%,
consisting of 13.machinery-metal companies, 17 electric machine)
and apparatus companies, and 32 chemical and food companies.

Numbers of applications filed by each of the companies which
have responded to our guestionnaire average 1940, being not many,
because few completed questionnaires were recovered from electric
machinery and apparatué companies which have relatively many
patent filings. Also, 84 applications are filed for ex}ery 100 of
inventions generated, and 70 requests for examination were made
for every 100 of applications filed.

As a result, as far as PIPA member companies are concerned,
59 (84 times.70) inventions are selected for examination for
patent for every 100 inventions brought to the attention of the
Company.

With respect to frequency of the evaluation, all companies
evaluate their inventions at eachlof the stages of filing an ap-
plication, filing a foreign application, reqguesting examination
and maintaining a patent right, to screen inventions to be se-
lected for paﬁent application and patent rights to be ownéd and
__maintained.. |

Inventions are most severely evaluated at the time of for-
eign application by companies rebresenting 48% of respondents,
and at the time of request for examination by 40%, evidencing

the use of the request for examination stage.
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5-2 Detailed Analyses:
5-2-1 Domestic Applications:

(1) Distribution of Annual Filings of Applications by Respondents

and Lines of Busiﬁess (Fig. 1)5

e R OWH A Pfg. 1TW£HﬁEéi filings of domestic applications

among 62 companies vary from about 10 to 16,000,_showing a great
disparity.

“Also, annual“fiiings'df'ddﬁestic éppiicéfiohé ﬁéry acconding'
.to lines of businesses. Also, biases are observed according to,
lines of businesses. The electric machinery and apparatus sector.
has a great number of filings, centering in about 5,000 and
extending to the highest of all lines of businesses.

The filings by each of chemicals and machinery lines, on the

other hand, are under 4,000, showing differences among lines of

businesses according to patent strategies and purposes of patent

application,

(2):Evaluation System (Fig. 2 and 3):

All of the 82 ccompanies answer that they have_an evaluation
system in respect of inventions. Also, 75% of the respondents
state that they have an evaluation sheet, and 81% of the
resbohdents have.such a conseéﬁtive evaluation system as would
cover, for instance, stages of application filing, request for
examination and in the course of. examinatipn.

The above would indicate that about a half of the

respondents have a system under which they evaluate their inven--
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tions by use of an evaluation sheet.

Annual filings of those companies which have reported that
they do not have an evaluation sheet are shown in Fig. 3. Those
companies with less filings are likely to do without an evalu-
ation sheet, although there are some companies with even more
than 1,000 annual filings which do not employ an evaluation
sheet. |

More than 90% of the respondents say that patents are

supervised by the patent department or intellectual property

department.

{3) Timing of Evaluations (Fig. 4):
All respondents evaluate their inventions when requesting

examination, evidencing the fact that the request for examination

system 1is made use of.

(4) Screening of Inventions at Respective Stages of
Origination, Application for Patent and Request for Examination
(Fig. 5):

The machinery-metal and electric machinery & épparatus
sectors screen the inventions generated when applying for patent,
at about the same rate, while the chemical sector apply for

_bpatent at a higher rate than the rest. It probably has some

"bearing upon the number of inventions generated. The machinery-
metal sector and the electric machinery and apparatus sectcor have
a large number of inventions generated which they screen at the

stage of filing applications. 1In the chemicals, on the other




hand, inventions generated are relatively few and not subject to
S0 much'scfeening as is for the two other sectors.
The ratio of the requests for examination to the

applications filed is about B60% throughout the three sectors.

(5) Purposes of.Applying for and Maiﬁtaining Patents'(Fig. B):

On the average,.the exciusiveness in speeific lines of -
business and the cross licensing with competitors show high
values. |

When classified by lines of businesses, chemical companieé
have an overwhelming share for exclusiveness in the market, with
high ratios for defense likewise but with the ratio of
registrations in the Japanese technical review as low as 3%.
This would indicate that, when an invention is made, chemical
companies generally apply, as their corporate policy, for a pat-
ent, including related technology. for exclusiveness in the
market.

The machinery-metal sector has many companies trying for
exclusiveness in the market and cross license arrangements with -
competitors and prior companies, with a low 3% ratio of
registrations in the Japanese technical review. It would bé
indicative of a corporate policy generally 1n existence for
screehing of inventions necessary for licensing.

Finally in the electric machinery and apparatus sector,
companies aiming at exclusiveness of their specific products are
less percentagewise than in the two other sectors, with patent

applications for defense purposes being in the middle of the two
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other sectors. Thus, they seem to place emphasis on cross
license arrangements with other companies, particularly
competitors, rather'than exclusiveness in the market. The ratio
of registrations in the Japanese technical review is S%, a vefy
high ratio indicating that fhey are generous to their competitors
for use of their own ideas. We are under the impressioh that
each of chemical companies lives and let others live, mutually

applying for many patent applicatiohs.

(68) Patent Evaluating Departments {(Fig. 7):

From this, you will see what departments are involved in
evaluation of inventions at respective stages of evaluation.
Both patent and invention departments are involved to almost the
same extent, being highly involved at the tiﬁes aof patent
application and request for examination but lees involved
thereafter, as the time passes, until the registration stage at
which the rate of their involvement in evalgation is very low. A
pfoduct development (project planning)} department, instead,
becomes more involved, as the time passes to the stages bf re-
gquest for examination and examination.

As far as domestic applications are concerned, it is ﬁery

seldom that an invention evaluation committee evaluates

It will be seen, as far as you can see from these results,
that each of different departments evaluates an invention

independently as to technological, economical and patent aspects,
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mutually supplementing the other, to arrive at ultimate

evaluation.

(7) Purposes of.Evaluation (Fig. B): .

Purposes of evaluation at respectlve stages have no
51gn1flcant dlfferences among the three sectors You w1ll see
from this figure that evaluation is made at all pertinent stages

for strict screening of appropriate patents.

(8) Timing and Elements of Evaluation:

(i) Overall Analysis -- Changes in Priority Evaluation Elements

{Fig. 8):

Novelty and non-obviousness are given the highest highest
priority at the patent application stage. At and after the
request for examination stage, the priority moves to the selfl

execution.

At the patent registration stage, substantial evaluation of

patents do not appear to be implemented. It should'not be
forgotten, however, that inventions have been highly evsluated by
that time as to their technological aspects.

At the patent maintenance stage, more emphasis is pleced'on
evaluation of technological, exclusiveness, restraints on

competitors and life of invention aspects, than before.

{ii) Analysis by Sectors:
(A) Characteristics of Machinery-Metal Sector (Fig. 10):
At respective stages of evaluation, many companies place

emphasis commonly on self execution, in the same manner as the
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other sectors. At the application filing stage, inventions are
evaluated with emphasis principally on self execusion and
patentability and on teChnologicél aspects. The degree of

. emphasis on technological evaluation comes down as the stage goes
on but remains to be made consecutively. At the request for
examination stage which many companies in this sector régard as
being most crucial, they evaluate exclusiveness, restraints on
competitors and relative difficulty for practice!

The maéhinery—metal sector has tﬁo diversified stages on
which the priority emphasis is placed in connection with the
evaluation of inventions; namely, the invention filing stage and
the request for examination stage.

Fig. 6 showed that the purposes for which patents are sought
for protection of inventions were principally the cross licensing
with competitors, followed by the exclusiveness of specific
products in the market and the cross licensing with prior
companies, all of which were relatively higher, when compared
with the other sectors. If you consider what Fig. B means
‘together with what is meant under Fig. 10, you.will see that many
companies place emphasis on technological evaluation and self
exXxecution throughout all stages of application filing to
..abandonment of patents, and that, the higher technological .
evaluation an invention made by a company 1s, the longer'it is
evaluated so that it is used fof cross licensing &ith its
competitors and prior companies, thus serving the purpose for

which a patent filing is made.
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(B) Characteristics of Electric Machinery and Apparatus Sector

(Fig. 11):

In the electric sector, priority evaluation elements remain

almost the same from the domestic filing stage to the "in the

is given the top priority, followed in many companies by self
execution and technological evaluation. At and after the request
for examination étage, self execution is given the top'priority.

At the maintenance étage, more emphasis is placed on life of
iﬁvention and confirmation of infringements.

As previously discussed, this sector places great emphasis

on cross licensing arrangements with competitors. _With this in
mind, we will proceed to make an analytic discussion.

As compared with the two others, many of this sector regard
confirmation of infringements as being more crucial than

technological evaluation. This would probably reflect that, in

the case of a cross license agreement, while inventions of high
technological evaluation are badly needed, ény patent
infringement must be found out without difficulty.

(C) Characterisfics of Chemical Sector (Fig. 12):

At the application filing stage, emphasis is placed on X

patentability and technoleogical evaluation, followed by self
F*ﬂ% execution.

Evaluation is made most sévereiy at fhe request for
examination stage by 34% of the }espondents. At this stage, more

: respondents report thét they give the secondary priority to self

execution.
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At the mainfenance stage, few companies give priority to
self execution, and many respondents give more emphasis on
restraints on competitors, technological evaluation and life of
invention.

As discussed earlier, many companies state that they seek
for patent for the purpose of, among others, exclusiveness in the
market. Frankly, we are not cértain as to whether it 1is
indicative of an evaluation element properly reflecting upon the
purpose of license filing that many companies at the maintenance

stage regard restraints on competitors as being most crucial,

.5~2—2 Foreign Application:
(1) Purposes for which Foreign Applications are Evaluated
(Fig. 13): |

The ratio at which the nuﬁber of foreign applications filed
bears to that of domestic applications is low at 18%, of which
90% are filed in the United States. This will be understandable
based oﬁ the fact that the priority in the evaluation of foreign

applications lies in strict selection of the purpose for patent

application.

(2) Timing of Evaluation of Foreign Applications (Fig. 14):

With'féspeét to timing of fdféigh'apﬁliéation,
overwhelmingly many companies, totaling 95% of respondents,
review inventions and make a decision for it within one year of

filing of domestic applications. In the electric area, while

158




many companies review inventions and make a decision for foreign
application within one year, those which éﬁaluate the foreign
applicafion feasibility at the domestic application stage total
18% of the total respondents, far exceeding 8% of the two other

sectors.

Alsd; ﬁofé“ihﬁaf;;hée'is.placéd by.fhiéméééfor than by any
of fhe two otﬁers on the fbreign applicétion stage, among a
series of stages étarting with domestic application énd ending:
with maintenance of patent. This would ?fobably be reas0n the

foreign applications are not many as they relate to the domestic

applications.

(3) Who Evaluate Foreign Applications (Fig. 15)f

Fig. 15 shows who evaluate foreign applications as théy
relate to who evaluate domestic applications.

It shows that the evaluation structure for the foreign
application stage is evidently.different from that for the:
domestic application stage. At the foreign application stagé, ﬁ
many companies provide a specific evaluation committee to
evaluate foreign fiiing (while there is no such cOmmittee at'thé.
domestic filing stage).

Once evaluation of an invention moves to the request for
examination for foreign filing, it is made mostly by the patent
‘or invention department. This would be understandable'partly
because, as mentioned in (4) belbw, many companieslput emphaéis

on patentability for evaluation.
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(4) Evaluation Element for Foreign Filings (Fig. 18):

The top evaluation priority at the foreign filing stage is
given to the review of novelty and non-obviousness, technological
evaluation and self execution. The same at the request for
examination stage 1is given overwhelmingly to the patentability.
These seem to be reasonable because, at this stage, search
reports are considered.

Distribution of emphases on evaluation elements for foreign

filings is rather closer to that for domestic filings.

(5) Criteria for Selection of Countries in which Applications
should be Filed (Fig. 17):

~As will be seen from the figures given, the largest number
of companies, regardless of lines of businesses, place the
priority for foreign fiiing on the countries-to which products
are exported, followed by the countries in which competitors are
located and the countries in which subsidiary plants are located.

Presumably because many of the machinery companies have
their own plahts overseas, they consider, more than companies of
the two other sectors, whether they have their own plants in the
countries to which their products are exported, as a criterion

fer deciding whether to file an application there.

5~2-3 Changes in Evaluation Elements as Compared with 5 .LM11

Years ago (Fig. 18):

The figure given shows whether there has been any change in
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the evaluation elements at the respective stages of evaluation,_
as compared with 5 years ago when the pro-patent phendmenon
started growing. | | |

According to our'sufvey, more ﬁhan'loﬁ of the’réSﬁbﬁdeﬁts

advise that they have had changes in evaluation elements at

réspective stéges 6} thé application fiiiﬁgraﬂd fﬁé'reqﬁeéflfdr
examination. No remarkable changes are observed after the evalu-
ation moves to the examination sfage.

The reasons for those changes are reported to include strict
s¢reening of applicatibns fo-be filed and decreases in
application filings for defense pﬁrposes, but do not seem to have

anything particular te do with the pro-patent phenomenon.

5-2-4 (Criteria for Evaluating Trends of Applibation Filings

(Fig. 19):

The figure given here shows on what. elements companies basé
their valuation when judging their own annual trends of
application filings, and reveals that practically all companies
base their judgment on the number of patent_applications filed; 

‘With respect to on what data they analyze the trends of
application filings, the figure given states that the achieve-
ments for the preceding year or half-year is the most popular,
followed by numbers of patents held, comparison with competitors,
and expense for the patent department. '

In the case of foreigﬁ applications, the weight of the

patent department expense is heavier than for domestic filings.
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6. Findings:

8-1 Differences from Model Set OQut:

(1) Purposes of Evaluation {Purposes for which Patent Filing is
Pursued for Prdtection of Inventions) i

As the purposes for thch companies sSeek for patent to

.protect their inventions, .we have arbitrarily assumed the exclu- -
siveness in the market, licensing arrangements with COmpetitors,
licensing arrangements with prior companiés. filing for defense
- purposes, and technological evaluation. _The completed question-~
-naire we have fecovered from the member companies shows that they

have the identical range of purposes as stated above, with no

additional purposes stated.

(2) Timing of Evaluations:

According to our models set ouf, it was arbitrarily assumed
tﬁat the most severest evaluation would be given at the times of
application filing, followed by the request for examinaticn. The
completed guestionnaires recovered revealed that'evaluation is .
éctually made, in the order of severity, at the tihes of request
for examination, deciding whether to renew maintenance of

patents, and domestic filings.

'”fﬁ5TE€afﬁéf€5ﬁwé§§téﬁ“éﬁéwwﬁémEGBIﬁE%Q?{wTWSmmvwww”“ww
The model was afbitrarily set out on the assumption that the
evaluation by the patent department would suffice if solely for

the application filing stage. According to our survey, however,
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the patent department is involved in all stages of evaluation,
not necessarily only at the application filing stage. Also, our
model case assumed that foreign applications would be evaluated

by two departments consisting of the invention and the project

planning. According to what we hav

questionnaire recovered, however, the patent department seems to

have the leadership instead.

In Japan, inventions are still evaluated under the

leadership of the patent department.

(4) Priority Evaluation Elements:

Under the set model, it was assumed that life of invention,.

self execution and possible licensing to competitors wouid.be thé
most popular elements to be evaluated throughout all evaluation
stages. According to the gquestionnaires recovered, however,
companies when evaluating their inventions put emphasis on self

execution, techﬁological evaluaticon and restraints on competitors

in the listed order. 1In other words, the actual practice
revealed, differently from the set model, that self execution is

given the top priority.

With respect to foreign applications, the arbitrary model

assumed that the technological excellence and size of effects

would be given the priority evaluation and that, when compared

with domestic applications, size of practical effects would be an

additional evaluation element.

According to the results of the questionnaires recovered,

the technological excellence ranks high, as is the case with the
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model case. According to the questionnaires, in addition, the

patentability which should have been evaluated at the domestic

filing stage is evaluated again emphatically at the time of
foreign filing. This is exactly what we have assumed as one of
priority evaluation elements for foreign filings. The size of
practical effects may be said to be evaluated in terms of patent-
ability, that is, novelty and non-obviousness., Thus, we believe
that the priority evaluation elements in actual use are the same

in substance with those assumed. in the model case.

6-2 Consideration:

This Group has pursued, discussed and designed a set of
models common to all classes of businesses. Results of our
questionnaire reveals that purposes for_which patent is sought
for protection of inventions vary according to iines of business—
es involved. Also, the evaluation mechanisms in actual practice
are more or less different from those of the assumed medel. It
would be a very difficult problem to determine whether we should
try to bring the actﬁal practice closer to the assumed model by
comparing the outcome of the questionnaires with our model or
leave the actual practice as it 1is. |

This Group has discussed it but no unanimous opinion was

arrived at.

With respect to the present practice in which the number of
application filings is relied upon by many companies for judgment

of their own application filing frends, our discussion has con-
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cluded that there would be no most appropriate single answer and

that, except for economical and expense-wise restraints, the most

appropriate answer should vary with the degree of technological

. maturity,'ééctor of buéinéss éhd corporate policy of individual’

_companies as well as the business situation in which respective

companies are placed.
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PIPA 1st committee 2Znd group ( 1891 )

Survey for Evaluation of Invention

"1 - Information of Enterprise

' GQJ. Industry Category ( Please Check One )

Machine/Metal (Transpotation / Power plant / Machinary Equipment
/ Metal Products) '

[J Electronics (Electrical Equipment / Computor / Communication /
: HBrama Blamt»inal Arm]l s anmases / ArrAA T / M~ 1T TV e 7
s‘um\.. Al ol r W o d A o fd L nyya. e LA L e i I e A ¥l un...aSu.;. .Ll.lb ¥

s)

{General Chemistry / Organic Chemistry / Rubber anc
Plasties Products / Paints / Petroleum / Petroleur
Refining / Fiber / Pharmacy / Food / Cosmetics)

(0 Chemicals

Which department in your company'deal with patent ?

@2
_'D _legal dept. O intellectual property dept.
[0 patent dept. [} research / design dept. O enterprise dept.

<3 How many employee invention disclosures were received by your

patent department in 1980 <%
: cases

@4 What was the percentage of your total number of invention dis-
closures for 1980 on which patent applications were filed in

Japan 7
o9¢

S How many Japanese téchnical review ( like a "Statutory Invention

‘Registration™ ) did your company file in 1990 ?
cases

LS What was the percentage of request for examination in 1983 ¢
' 95

QL7 What was the percentage of Japanese patent applications on which
foreign patent applications were filed in any country ?
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&8 What was the percentage of Japanese patent applications on_which
foreign patent applications were filed in the U.S. 2
9%

. Evaluation of Invention

Q1. What is the purpose of your filing patent épplication_?
: (..Please check up to three items from the below.)..
0@ To obtain exclusive right for the specific items of your

products. | _ _
(- intentionally exclude others from the same business field )

O ® To secure competitive rights in regard to other's rights. .
( i.e. contract with conflicting company )
(0@ To obtain the peripheral patent rights in regard to the basic
patent owned by others and to enter new business field.
0@ To prevent others from acquiring patent rights}
{ i.e. Statutory invention registration-)
O® To obtain royalty.
] Others { Specify: )

-¥»2 . Do you think that there are any changes for the above purposes
comparing with those of S years ago 7
[ Yes O No '

If the answer was Yes in 2, what items were changed ?
Please check @ ~® in @1 as items and , when and why did you
changéd them

Changed itens: ' when:
why:

When does your company evaluate the Inventidn from the
conception of the Invention i1o the abandonment after the

registration 7
{ Please check as many as preferable )
At U.S. patent application T At foreign application .

O

[0 At request for examination ,

1] At office action _ - (0 At payment of issue fee

O At payment of maintenance fee ( How many times: _)_
[ Others ( Specify: L : )
3 Have not evaluated

‘RS . This question is only for companies which evaluate the
Invention for plural times, please reply the following
185




{1) Does your company refer the latest evaluation also for the next

evaluation ?
{1 YES 0 NO

(2) When is the most severe evaluation in your company ?

{7 From conception to deciding patent application
' 1 At deciding patent applicationl] At request for examination
- O At office action _ O At payment of issue fee '
[0 At payment of maintenanse fee ( How many times: ')
[0 Others ( Specify: ' ' )

GQES; Which department evaluates the Invention at the following
stage 7 ( Please check as many as preferable ) ’

(1) At U.S5. patent application _
] Patent Dept. O Engineering Dept.
(0 Evaluating Committee ( Members are: )
O R & D Dept. ( other than Engineering Dept. )

(2) At foreign patent application
0 Patent Dept. . , [0 Engineering Dept. .
[ Evaluating Committee ( Members are: . . }
0 R & D Dept. ( other than Engineering Dept. ) :

{3) At request for examination ( in Japan )
[ Patent Dept. {1 Engineering Dept.
1 Evaluating Committee ( Members are: : )
[0 R & D Dept. ( other than Engineering Dept. )

(4) At request for examination ( in foreign countries )

'O Patent Dept. _ 0 Engineering Dept.
[J Evaluating Committee ( Members are: )
O R & D Dept. ( other than Engineering Dept. )

ke DY AL OF L i1 80T O i 4
O Patent Dept. 0 Engineering Dept. C
[T Evaluating Committee ( Members are: ‘ D,
0 R & D Dept. ( other than Engineering Dept. ) :

(6) At payment of issue fee

O Patent Dept. 0O Engineering Dept.

0 Evaluating Committee ( Members are: - )
"0 R & D Dept. ( other than Engineering Dept. ) '
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(7) At payment of maintenance fee
O Patent Dept. [J Engineering Dept.
0 Evaluating Committee ( Membéers are: )
O R & D Dept. ( other than Engineering Dept. )

7. Which item and for what purpose does your company evaluate for
the Invention ? ( Please put single circles O for significant
items ) x If poSsible, please put double circles © for the

most significant three items.

(1) At Japanese'patent application

Items

0 Novelty / Non-obviocusness 0 Technical evaluation

{1 Exclusiveness {1 Restraint of others

{1 Difficulty for practice ] Life of invention

0 Replaceable idea ( many or few for substitutional idea )

0 Self execution . [0 Confirming infringement

[0 cConception 0 Originality

[ Profit _ 1 Patent utilizating rate

3 oOthers ( S8Specify: T )

Purpose
Restricting application numbers

Deciding the priority for management

Selecting the indispensable patent right.

Classification :

Others ( Specify: ' : S 5

OoOooo

Are there any changes for the items comparing with those of
S years ago ? '
] No
1 Yes ( Which items : B - o

(2) At request for examination ( in Japan )

Items

0 Novelty / Non-obviousness [0 Technical evaluation

0 Exclusiveness . 1 Restraint 'of others

O Difficulty for practice 0 Life of invention

0 Replaceable idea ( many or few for substitutional idea )

[0 Self execution 0 Confirming infringement

0 Conception O Originality -

0O Profit _ [ Patent utilizating rate.

[0 Others ( Specify: _ : ' )
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Purpose
(0 Deciding the priority for management

[0 Selecting the indispensible patent right
0 oOthers ( Specify:

Are there any changes for the items comparing with those of

S years ago 7
0 No
O Yes ( Which items

(3 At office action

Items

{1 Novelty / Non-obviousness 1 Technical evaluation

Bl Exclusiveness S O Restraint of others

[0 Difficulty for practice 0 Life of invention

OO Replaceable idea "( many or few for substitutional idea )
{1 Self execution O Confirming infringement
0 Conception 0 Originality

O Profit 0O Patent utilizating rate
[0 Others ( Specify:

Purpose

0 Deciding the priority for management

0 Selecting the indispensible patent right
‘[0 Others ( Specify:

Are there any changes for the items comparing with those of.

5 vears ago ?
[l No
O Yes ( Which items

(4) At payment of issue fee

. O Novelty ;/ Non-obviousness - 0 Technical evaluation
. 0O Exclusiveness ) O Restraint of others.
- 0O Difficulty for practice O Life of invention
.0 Replaceable idea ( many or few for substitutiongl idea }
[} Self execution .. 1 Confirming infringement
O Conception : 0 Originality
O Profit : : 0 Patent utilizating rate
0 Others ( Specify:
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Purpose
O Selecting the indispensable patent right

[0 Others ( Specify: : : - ' )

Are there anvy changes for the items comparing with thoée of

S5 _vears ago 7
1 No _
{1 Yes {( Which items : . )

Items _
O . Novelty / Non-obviousness 1 Technical evaluation

O Exclusiveness [J Restraint of others

[0 Difficulty for practice 0 Life of invention

{1 Replaceable idea ( many or few for substitutional idea )

O Self execution : 0 Confirming infringement

0 Conception J Originality '

0 Profit [0 Patent utilizating rate

O Others ( Specify: _ ' B ' )
Purpose o : .

[] Selecting the indispensable‘patent right _ '

O Others ( Specify: : .. )

Are there any changes for the items comparing with those of

oD _vVears ago 7
O No .
O Yes ( Which items : _ L - T

@QE. This question is for the foreign applications.

(1) When does your cpmpany select and decide the foreign

oo application ?

T [0 At the same time of Japanese application

. (0 After the Japanese application

J Others ( Specify: . ' )

(2) How does your company decide countries for foregin application ?

[0 Exporting goods {] Industrialized nations
0 Existing competitors 0 Existing subsidiary/ factory

O oOthers ( Specify: _ ' ‘ )
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"(3) Which item and for what purpose does your company evaluate for
the Invention ? ( Please put single circles Q for significant
items ) x If possible, please put double circles @ for the

most significant three items.

{(3-1) At foregin patent application

Items :
O Novelty / Non-cobviousness 0 Technical evaluation
O Exclusiveness [0 Restraint of others
0 Difficulty for practice ‘ O Life of invention
(0 Replaceable idea {( many or few for substitutional idea )
1 Self execution 0 Confirming infringement
0 Conception [} Originality -
O Profit O Patent utilizating rate
[l Others ( Specify:
Purpose
[} Restricting applicaticn numbers
0 Deciding the priority for management
1 Selecting the indispensable patent right
0 Classification
0 Others ( Specify: 3

Are there any changes for the items comparing with those of
5 _vears ago ? '

' No

1 Yes ( Which items

(3-2) At request for examination

Items

O Novelty / Non-obviousness [ Technical evaluation

- 0 Exelusiveness {1 Restraint of others

(0 Difficulty for practice 0 Life of invention

{] Replaceable idea ( many or few for substitutional idea ) _
.0 Sself execution ... .. .. [0 Confirming infringement |
g Conception Y originality :

O Profit ' o 0 Patent utilizating rate

0 Others ( Specify: ’ '

- Purpose
Deciding the priority for management

Selecting the indispensable patent right
Saving cost
Others ( Specify:

oo0oo0od
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Are there any changes for the items comparing with those of
S years ago ? '
O No
0O Yes ( Which items : )

*EGQEB. Which subject and which items does your company use in.order to
evaluate the annual tendency for the applications ?

@ Subject _

0 Number of applications to USPTO
O Number of claims at filing applications
b Ratio of application to invention

0 Others ( Specify: _ )
® Items

[0 Past records {3 Number of inventors

1 Reserch & Development cost N Rate of allowance

0 Possessing patent's number O Rate or number of execution

0 Subject for research O Comparing other companies

[0 Ability of management O Amount sold

0 Badget O oOthers ¢ / ).

{(2) Foreign application
@ Subject -

00 Number of applications to USPTO _

0 Number of claims at filing applications

O rRatio of application to.invention . .

O Others ( Specify: I )
@ Items

O Past records J Number of inventors

O Reserch & Development cost (0 Rate of reguest for exam.

0 Rate of allowance O Possessing patent’'s number

O Rate or number of executi [ Subject for research

0 Comparing other companies O Ability of management

0 Amount sold . 0 Badget . =~

0 Others ( Specify: : )

f:QlO. Deoes your company use an evaluation sheet and/or form in order
to evaluate the invention ?
(0 YES 0 NoO
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@11. Please put your comment if your company has any problems in
' regard to the present evaluation system for the invention.

" Thank you for your co-operation.

iR T A ST ey i 8 e AR
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(6) Statutory Provisions:

(7) Abstract: 1In the 1980s, the U.S. Administration shifted the
basis for intellectual property policy from so-called " Anti-~-
Patent"” to " Pro-Patent". This change has lead not only the
USA, but also other countries of the world, to more highly
value intellectual property rights. '

In order to better grasp the activities of Japaneseé
companies to meet this philosophical change, we collected and
compiled information by means of guestionnaires which we
distributed throghout the member companies of PIPA Japan with
respect to changes in intellectual property administration =
business by Japanese companies in the last five years.

' " "As general findings "of our survey, we found-
that the trend of attaching more importance to intellectual
property rights hasbeen growing also in Japanese industry. To
put it in more concrete terms a trend is developing of more
assertive utilization of intellectual proverty rights owned by
Japanese companies accompaied by more conscientious efforts to
avoid infringement of their companies' rights.

As to our inguiries posed on patent applications,
Japanese companies have an inclination to utilize dominant
priority rights (early filings) and to form patent portfolios
which consolidate the contents of applications for obtaining
stronger rights.

Conseguently, closer cooperation between the corporate
patent section, the research and development (R & D) section,
and the business section is required as compared with the past.
Moreover, invention activities have been invigorated and
education activities at each of the above corporate sections has
also seen greater emphasis.
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i. Introduction

In the 1980's, the U.é. Administration adopted a policy
ofstrengthening intellectual property rights to facilitate
achievement of thé goal economically American and an yielding
increased of financial profits. This policy also aimed at
changing the economic structure from an industrial
productivity—oriented.one to a more intellectual creativity-
oriented one. Immediate interests were, however, to stop any
further lowering of competitiveness of American industries and
the increases in the trade deficit. As results, the following
new trends have emerged in the intellectual property field in
the U.S.: |
I. Broadening the interpretation of scope of the covefage

rights of the patent claims (Doctrine of Equivalents)

II. Increasing judgements where upholding validity of issued
.patents. {(Conversely, lowering of patent invalidity
holdings}; and

ITI. Soaring the damage awards, reconciliation (settlement)
fees and license fees. -

Also, the pro-patent trénd of greater recognition of and utiliz-

ing the intellectual property righté more effectively as an

actual corporate asset has been increasing.

~After the middle of 1885, the number of Japanese companies
involved in intellectual property litigation in the U.S.
increased due in largelparties to the effects at the new policy
of attaching new importance to the protection of intellectual

property rights in the U.S. Some Japanese companies paid high

amounts inlicense fees and settlement, fees, and others absorbe@ﬂlmw

e g amounEs et In Titigation cbé%gwévéﬂwéhoaaﬂmthéf'prevailéd
in the lawsuit. |

' The decided trend of utilizing intellectual property
rights owned by companies more effectively and reconsideration
of patent strategies, is seen at least in part of Japanese
industry to the extent of the companies responding to our

survey.
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Further, movements are in progress to set up various
1 _ programs for developing creativity of employees, to promote
| invention by offering a creative corporate environment and
bolstering thetraining of legal and patent experts having tech-
nical expertise in the companies.
As brought out above, this report introduces the results
of a study based on a guestionnair disseminated to the Japanese

PIPA member companies on the change of intellectual property

years,especially in aspects of practical business covering
policy-making and invention-harvest to patent-£filing, in the
“ pro-patent" era.

This survéy theme was adopted as the panel discussion

theme in the 22nd general meeting of PIPA. Therefore, the same
guestionnaire was distributed to companies in the U.&. and a
separate report has been prepared based on it. It is
recommended that you compare these two reports to achieve an
understanding of the points common to Japan and U.S. and also
the points of difference from each other. We trust this report.
will be of assistance tc you in administrating intellectual

property matters in the future,.
2., Summary of Investigation

We asked the cooperation of 84 member companies of PIPA
Japan (as of July, 1991) for the guestionnaire on the Japan side
, and obtained reply answers from 64 companies conducting

business in the follwing areas:

197
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1-99 100-999 . _..1000

Machinery, Metal: Transportation 8, Machinery and machine

toecls 3, Iron and steel and other metals 3

Electric Appliances: General electrical/machinery 6,

Computers 1, Telecommuhication 6, Measuring instruments
1,Electrical/wires/cables 2, Electronic components 1

Chemicals: General chemicals 11, Organic chemicals 2,

-Petrochemicals 5, Fibers 4, Medicaments 5, Food 3,

Gum 1, Plastics 2

Relationships between the number of applications filed in
1990 in Japan and nature of business are broken down as
follows: |

Table 1
Number of filed

applications Machine Electric Chemical = Total

1 - 99 0 1 5 6
100 - 999 5 2 25 32
‘1000 or more 9 14 3 26
~ Total 14 17 33 64

Illustration 2-1 Nature of business of responding companies (64 companies)

[ L 1 L ' i L \ 5 L |. %
0 10 20 30 40 50 60 70 80 90 100

[llustration 2-2 Number of applications filed in 1990 by the 64 responding

companies (64) in 1990

0 10 20 30 40 50 60 70 80 S0 100
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3. Invesﬁigation Results

3-1 Policy

-

Change made in patent pblicies of the companies in the

last 5 years were investigated.

3-1-1 Measures to avoid infringémént of intellectual

~ property rights_pgggﬁngxQEH§§4ggmpgg;eshwww¢mwgwwg;Wwwﬁg;ﬁg;H,;

40 companies (63%) of the 64 companies have in the last 5
yéars conducted investigations to determine if there are other
companies' intellectual propertj rights which may be infringed
by the company before developing new products.

Also, the scope of the predevelopment investigation'is
reported to be broadened as compared with the past practices..
39 companies (61%) answered that the number ¢of predevelopment
situations in which they seek expert copinions has increased.
Further, one company out of 5 companies has come to broaden the

potential equivalents coverage interpretation of the claims as

| compared with the past.

Other answers are:

@ Seeking of expert opinions on possible infringement of
other companies' intellectual property rights is
increased.

@ Setting up of expert group dealing with the gquestion
on other'companieé' rights.

® Holding lectures by attorneys and professars.

Only 3 companies answered that they made no changes.

(Illustration 3-1)

It should be apparent from the above that many companies
have come to pay closer attention to the intellectual
Properties owned by .other companies and to give serious

consideration and thought as to how to cope with potential

- infringement situations.
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I1lustration 3-1

Broadening the scope of 0 30 100 %
predevelopment investi——— : -
gation on other compa- I '
nies’ intellectual - 63%

- property rights.
Increase in seeking of - - B
attorneys opinions.

- 61%

Broadening of equivalents
 interpretation given to:] 19%

claims
Others. : _
6%
No change. _
P
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3-1-2 Monitoring of other companies’' infringement of

the intellectual properties owned by the Company

An answer that there has been some change in this :egard
was given by 61% (39 companies). The remaining (39%, 25
COmpanies)-answered that there has been no change. ' '

21 companies {(33%) out of the 64 responding companies

p01nted out that obtalnlng 1nformatlon from the operatlng_-

“section has increased. 8 companles (1385 ‘admitted that they

increased their staff attendance and participation of various
techneclogy exhibitions.

Other changes reported were: greater gathering of other
companies' catalogues for examining other companies' products;
examining their companies' published reports intensively;
greater analysis of other companies' products; and setting up
of a project for monitoring the possible infringement of the
intellectual properties owned by the Company by other companies’

activities. (Illustration 3-2)

In genefal, the trend of monitoring other ¢companies'
possible infringement of the intellectual properties owned by
the Company has remarkably increased as compared with past
practices, The companies'are becoming gradually more assertive
and effective in utilizing the Company's intellectual property

rights.

{llustration 3-2
0 50 a 100 %

Greater gathering of
information from the |
operation sectiomn. = A 3%

Greater participation at fmrmm
technology exhibitions. =

Other changes.

No change. ] -~
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3-1-3 Licensing to other companlies

More than half of the companies giving responses reported
that the number of their paténts which they licensed to other
companies has increased. There is not much of a change in
royalty rate, however, royalty profit as a whole increased.

16 companies (25%) out of the 64 companies-giving.
responses answered that the number of cross-licensing
'~ arrangements has increased. Reduction in cross-licensing was

not reported by any company.

Other answers suggest that the tendency of selling the Co
" mpany's 1intellectual property rights outright beyondéd more
licenéing has been growing, which was a trend noticed by one
responding company. Anocther bompany'answered that their
licensing to foreign companies haé ihcreased.

In general, it can not be disputed that licensing has
become increasingly practiced as compared with the

past.{(Illustration 3-3)

[llustration 3-3

0 . 50 100 ¥

Companies reportiné . enane
Number of patents | Increase (42%) No answer
licensed

Royalty 6ecrease (3. 1%

 (Royalty rate | Increase
J per one patent (18%)
| \'Decrease (1.6%)

1Inc6ﬁé bf total Iﬁcreésé (41%) -
patent license

\becrease (12%)

Number of cross-
licensing - | Increase
arrangements (25%)
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3-1-4 Change in preparing the Japanese text of application

{1) Scope of claim
(i} Number of claims |
The ratio of the companies answering that the number of

claims increased for the last 5 years was 70%. 55% of the

‘companies answering affirmatively here stated that the reason

was utilization of multiple claiming systems. It is considered

utilization of implemented as from 1988.(Illustratioﬁ_3-4,3-5)

The compahies answering that the number of claims
decreased occupies 6%; these are'companies doing business
concerning chemicals. The reason they pointed out for this
reduction in the number of claims per application is the’
reduction of expenses. It is considered that they reduced the
number of claims by reducing number of claimed embodiments
because the costs increase in accordance with the number of

claims. -(Illustration 3-5)

[1lustratrion 3-4 Change.in number of claims in applications filed in
Japan in the last 5 years

Decr?ase (6.3%)

¢ change
(23.4%)

— " L . : L L .

& 10 20 30 40 50 60 70 B0 $0 ooy

illustration 3-5 Reason for increase of number of claims (Ratio
based on the companies giving answers that the
number of claims increases)

4 10 20 30 40 50 60 70 80 80 100

Utilization of
multiple claim
(embodiment)
system

ltilization of
internal
priority system

costs (Less

Reduction of '“' i
)
filings) A

: Qther rei;ons Hmmw 8.5%
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(i) Description of scope of claim

The ratio of companiés answering that there has been no
‘change in the déscription of claim scope is 73%. While there is
no dramatic change in this period, some companies did however
.indicate the drafting of specifications which rendered the
claim scope susceptible to broader interpretation in order to
broaden the scope of rights (11%). On the other hand, some
companies describe the invention in more concrete terms based
on the actual products in order to clarify the scope of rights

and facilitate enforcement of the rights (13%).

ftlustration 3-6 Change in specification description_of the scope
of claim in Japanese applications filed in the

lasy. 5 years

Broader specification Concrete _ _
description. specification description based on the product.

No change
(73. 4%)

] 10 20 30 40 50 860 70 80 90 100 Y

(2) Change other than in respect of the scope of claim

More than half of the companies answered that some changes
have'been made in preparing the text of application other than
in respect to descriptions'of the scope ©of the claim.

75% of the companies gave answers that there have Eeen
some chlanges in so far as they have come to describe more
examples than in the past. The reason is considered to be that
‘they desire to make the content of application more complete by
increasing the examples by utilizing the multiple claiming

system and dominate priority rights.

[1lustration 3-7 Change in preparation of the text of application
~other than in respect of the scape of claim in
Japan application

No change
(50%)

0 10 20 30 40 50 60 70 80 g0 100%
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I1lustration 3-8 Change in preparation-of the text of application
other than in respect of the scope of cliam in
application for Japan (Ratio to the numbers
answering that there have beem some changes.)

more examples ; : - ; 5 T
Leester AR =
escribing more ; : :
examples of § 6. 3%
compounds than ; :
in the past z7€/;”
]
////’/%5:// H
Others ?fé%%éé 15. 6%
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3-1-5 Change in application for Japan
(1) Application policy

58B% o0ifi the companies aﬁswered that they have made some
changes. _

51% out of the above companies answered that they have

come to attach an importance to its workability (reduction to -

‘practice), and, on the other hand, 27% answered that they have
-come to make an application based on the conception of the

inventnion alone at the idea making stage.

Other answers were: earlier filing of the application;

"and positive application of peripherial invention (defense
application). ' '

Il1lustration 3-89 Change of application policy in application for

Japan
No change
' (42%)

L— i 1 —_— L 1 L I L ) ]

0 1¢0° 20 30 40 50 50 70 80 90 100 Y

Iliustration 3-10 Change of application policy in application
for Japan (Ratio of the number of companies
answering that there have been some changes)

0 10 20 30 40 50 60 TO B0 80 100%
AttaChng T T T T )
importance to 7777 7 7151 3% -
workability /,,/////
~-Application-based | ice. .} U VORI RO SN NS R S B
on the competi- 7 27. 0%
tion stage of idea
making
Application after
obtaining tech- P
nical proof of %?%%%75 8 oy
reduction to 7 3
practice é%%é%g
Others - .
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(2) System which has come to be utilized
The ratio of the companies which have come to utili:ze the

internal (dominant) priority s?stem is 80%. (Illustration 3-11)

o b

The reasons were:
1) Broadening the scope of rights
2) Obtainiﬁg strong rights
3) To cope with the addition of examples
4) Making the content of appllcatlon complete )
3 Securlng the EpPliTation” “date by earller appllcatlon o

* Now, turning to industrial vafiatidns; 88% of the companies in

the "Chemicals" group answered that they have "started

utilizing the internal priority system", followed by 79% of
those in the "Machinery, Metal" group.and 70% in the "Electric
Appliance” group. Chemical companies are outstanding in this
respect. ' |

There are several reasons f£or this tendency.

First, chemical companies have a tendency that they first file
applications with broad, general technological concepts

supported with a small number of examples for the establishment

of earlier basis for internal priority. Later, additional
examples are added to the earlier filed applications.: Another
type is to gxpand the coverage, wherein newly discovered
compounds which have the same chemical effects as those

described in the earlier filed applications are added so as to

broaden the scope of claims.
- Companies utilizing the multiple claim system account for 59%
of the answered companies. The following are the major two
reasons.

1} Broadening the scope cf claims

2) 8Securing the right by way of supplemented subject

matters, efficient filing procedures, etc.

- Utilization of the multiple claim system vairies depending
upon industries and 55% of chemical companies, 59% of machinery
and metal compnies and 70% of electric appliance companies

utilize this system. Obviously, electric appliance companies

are outstanding.

;l ~ The internal pricrity system was implemented in 1985 and the}-
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~ Appeal

multiple claim system in 1988. Utilizing the new systems

adopted in the past 5 years, companies seem to gnforce thelir

applications one by one.

Instruction 3-1I systems actively adopted for national applications

30 40 50 § 80 90 100%

//y/” 59 4%

Internal priority 19.?%

Multiple claims

Division
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3-1-6 Change in preparing the text of application for U.S.
(1) Scope of claim

: P

{i) Number of claim
The ratio of companies answering that the number of claims
has been increased within the last 5 years is approximately 22%.

Changes are less than those in corresponding applications for
Japan.

for U.S.in the last 5 years

.No. change
(78. 1%

P Il L L —_— ) i L L

—

0 lo 20 80 40 50 60 70 80 90 100Y

(ii) Description of scope of claim

77% of the responding companies answered that there have

been no change. NoO remarkable change has been made in this

.regard.

Iliustration 3-13 Change of description of scope of claim in
application for U.S. in the last 5 years

More specification :

description ,Concrete description bases on the actual product
(168 %%%%%?%ﬁ No. change
(76.6%)
//ZA%’?

1 . I . L —_ 1 1 I L —

10 20 80 40 50 60 70 80 90 l00%

<0

(2) Changes other than with respect to scope of claim

45% of the companies answered that there have been some
change in preparing the text of application other than with
respect to the scope of the claims. _

83% out of the above companies answered that they have:
come to describe more examples than in the past (Illustration
3-141}.

) ' The reason is considered to be that they intend to make -
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the content of application perféct and complete in order to
obtain strong rights, affected by the facts that in application
for Japan, number of examples have been increased by utilizing

multi - claiming systems and td dominate the priority system.

I1lustration 3-14 Change in preparing the text of application

"other than with respect to scope of claim in
an application for U.S.

No change
(54.7%)

—t

0 10 20 30 40 50 60 70 80 90

.

100 %

[llustration 3-15 Changein preparing the text of applicafion

other than in respect of scope of claim in
application for U.S. '

_ ¢ 10 20 30 40 50 60 T0 80 80 100
Describing : - : :
more examples
than in the past
Describing more
technical proof
data thar is the
past

Others I 1x3
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3-1-7 Change in application for U.S.
(1) Application policy _

£7% of the companies answered that there have been some
change in the last 5 years.. It is more than the ratio in
application for Japan. (Illustration 3-16)

72% out of the above companies answered that they have

.come to attach importance to-the~?°fkabikiﬁi.(redﬁgtionnFﬁwg;.

préctice). 12% answered that they come to make application
after obtaining the technical proof of the reduction to practice.
(Illustration 3-17) '

Illustratlon 3-16 Change of application policy in application for
U.S.

No change
(32.8%)

L ) ! L L L 1 L 2 3 | %
0 10 20 30 40 50 80 70 80 0 100

Iilustration 3-17 Change of application policy in application for ,
U.S. (Ratio based on number of responding companies
answering that there have been some change)

ég%%% 11. 6%

Attaching
importance to
workahility

Application at
the conceptign
stage (idea
making stage)

Application after
obtaining tech-
nical proof of

72.1%

workabijity ” /116.3%
Others 557;2%2 §
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{2) System which has come to be utilized
Ratio of companies which have come to uitlize more

continuation applications or a cip-applicaticon is 27% and 23%,

respectively. As a whole, there have been no remakable change.
0n a type of business basis, 33% of the chemical companies
have come to increase the use of continuation applications and ;Qwr
27% of those have come to increase the use CIP applications. -
There latter data are relatively higher figures than those

found as a whole.

The reason that there is. less filing system use changes in
U.5. filings in compariscn with the Japanese application 1is

considered to be that there have been no remarkable change in

system 1n comparison with Japanese application filing system.

[1lustration 3-18 Filing systems which have come to be increasingly
utilized

0 10 20 30 40 50 60 70 8‘0 90 100 %

it Ao
CIP applications 23.4%

=

10. 9%

Divisional
applicatioas

Re-examinations

o nterview . 21.6%
examination
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3-1~8 Maintenance and abandonment of patent rights in Japan

i Ny e i P s 1522

Almost half of the companies increased the number of
abandonment in the last 5 yeaﬁs. The number of abandonment has
not been changed in the remaining half of the companies.. A 
decrease in abandonments has been occurred in any company.
o (Illustration- 3_19) e
80% of the éompaniés'answering that the number of

abandonments increased stated that it is because they intend to

increase the number of abandonment of unnecessary rights in
order to apply savings in maintenance fees to the costs of the
new applications.

Almost the same trend as the overall trend is seen in the.
machine companies in particular. On the other hand, the ratio
of other types of the companies the answerihg was reversed.
That is, in chemical companies, 30% increased and 70% made no
change, and, conversely, i1n_electric companies, 70% ipcreased
and 30% made no change. '

Illustration 3-19 Chamge in number of abandomments of rights in Japan in
the last 5 years

—

No change
(53%)

¢ 10 20 30 40 50 60 70 80 90 100 %

e e =
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3-1-9 Maintenance and abandonment of patent rights in US.

' The ratio of companies increasing the number Of
abandonment is 1/4, and the ﬁatio of companies which made no
change is 3/4. No company stated a reduction in this regard.

The reason for increasing abandonments is floating the

savings to the cost of new applications for 90% of the

companies.

~ One company stating

df abandonment. in principle, and another one company stating "

no change" is meant as maintaining the patent right which has a
pnssibility of cross-licensing.

On a type of business basis, no specific difference is

seen. Approximately 20-30% increased the number of abandonment,

and remaining made no change. (Illustration 3-20)

Illustration 3-20 Change in ‘the number of abandonments of the U. S
patent rights in the last 5 years

No change
(75%)

L L N - . . [ ] L 5 ]

0 10 20 30 40 50 60 70 80 9¢ 100 %
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3-1-10 Corporate organization _
Name of organization dealing with the patents is as

follows:

Intellectual property deﬁartment 17 compahies
Technical department/research center 1
Patent department ' 42

Legal department 1

Promotion of the position, expansion of the role and

‘department. For example, approximately 30% of the companies
are expandihg and strengthening the responsibility by
extablishing an intellectual property department or intellectual
property office which has the responsibility of obtaining and
utilizing the intellectual property rights including copyrights,
trade-secrets and licensing law and litigation concerning them,
in addition to obtaining the patent rights, which has been the

responsibility of patent.department. This tendency is

remarkable in the electric companies, and 70% of them have
changed their oféanization or the name of department along
these lines.

A patent department {(or intellectual property department)
has been newly established in the business section or research
center,and not only in the main office, in 8% of the companies.

Approximately 30% of the machine companies stated that
they have set up a special group or special section dealing
with licensing and litigation, or they have strengthened such a

Preexisting group ar section.

- [1lustration 3-21 Change of corporate organization for the last
5 years

Change the name © 10 20 80 40 50 60 70 80 90 100§

to the intellec
tual property
department
Strengthening the
licersing
organization
Establishing a
patent depart-
men in the

Strengthening
other organ-
ization
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o Bromotion of applicatien-for-foreign countries’

3-1-11 Other change

An increase in intellectual property disputes with foreign
-companies including U.S. companies is seen as the trend in the
last 5 years. Under these éircumstances, establishment of
systems to cope with such disputes, including dispatching
trainees or personnel for residence pﬁrposes in the U.S., has
been promoted. '
| In addition to the above, researching ability has been
strengthened by promoting the patent research for the purpose
of avoiding infringement of other companies' patent rights
‘and by obtaining an American attorney's opinion, before filing
applications. '

Other changes are as follows:
.;— Ereparation of data base in the company
~ Setting up OA system for the business
C - Transition from anemphasis on application preparation t¢ an

overall patent strategy business .
- Promotion of a technology licensing business in Japan
- Broadening the scope of business regarding copyrights.
- Broadening the scope of business regarding licensing law
- Administration of trade secrets
- Administration of trademarks is incorporated into the patent
business

- Increase of seeking the opiniens of attorneys cutside of the

company with respect to applications and patent rights.

- Prohibition of transition to a new stage on each stage from -

research and development to utilization; without first seek-
ing aclearance judgement with respect to patent considera-

tions

of how to cope with iterim treatment
- Deeper understanding of the patents in the company
--  Increase of applications dealt in the'company
-~ Careful selection of claim for examination in Japan

- Establishment of application administration Group
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3-1-12 Matters expected to change in the future
Approximately 7% of the companies pointed out a change the
organization of the patent department. Chemical companies were
the majority of the above comﬁhnies. _
It should be noted that change of administratidn system of
service mark and trade éecret which have come to be protected

_.in Japan

Europe for residence purposes were pointed out by some companies.

Other issues are as follows:
- Increase of applications filed for foreign countries
- Sharp decrease of the number of claims for examination-
Careful selection of applications filed in Japan
- Improvement of guality of applications
- Increase of business for the purpose of effective
utilization of rights
- Increase in income by licensing _
- Promoticn of paperless system .and CA system in respecﬁ.to
materials and information of patents '
- Greater grasping of patent situaﬁion in and out of the

company

- Improvement of patent knowledge
- Promotion of cost reduction activities
- Transition to the decentralized administration on a

business department basis
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3-2 Diwvision of roles
3-2-1 Decision on patent application strategy
A majority of thé companies (35 companies out of 64
companies, 54%) stated that tﬁe patent department and research
and development department decide the application strategy.
Scme compnies states that the patent department itself or

research and development department itself has the

responsibility; however, it is assumed that the decision is

made upon mutual consent between the departments, actually.

[l1lustration 3-22 Decision on application strategy

0 - 10 20 30 40 50 60 70 80 80 100§

1 664

Research and
development
departiment

Patént depart-
ment

Patent attorney | 0%
firm guiside the
company

None
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3-2-2 Invention-Harvest activities .
A large majority conduct invention development by the
patent department and research and development department.

It is noted that there Qas one response that this task is
carried out by a patent attorney firm.

Illustration 3-23 Invention-harvest activities

: 0 10 .20 30 40 50 60 70 80 90 100 ¥
Research and : _

develgpment
" department

Patent
department

Patent attorney
firm outside thet
company

None 0%
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3-2-3 Incentive plans {(provision of bonuses, e.g.)

A large majority of the companies stated that incentive
Plans are instituted and managed largely by the patent
dgpartmeht. .
| In many electric companies, incentive plans are instituted
and managed by the research and development department, which
is considered to be based on the reasoning that each research.
and development department manages ﬁhe bﬁdget relating to

patent inventlon work.

IHlusiration 3-24 Incentive plans

0 10 20 30 40 50 60 70 80 90 100}

Research and
development
department

Patent
Department

11%

- None
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3-2-4 Research of prior technology before application

Almost all companies are conducting application

pPresearches in each of the patent department and research and
development department. .

Some chemical companies pérform the research by the

research‘and'devélopment department, and not in the patent

Illustration 3-25 Research of prior technelogy before application

0 10 20 306 40 50 60 70 80 90 100%

Research and

development
department

83

Patent
Department

Patent attorney j 2% -
firm outside thes
company

None 3 2%
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3-2-5 application to the Patent Office

' directlyuse the application by the patent department or the
| . * . .
application prepared by the Rpatent attorney firm outside the
company. In particular, many chemical companies answer that

they make directuse of applications prepare by the patent
department for filing.

Illustration 3-26 Ratio of prepare appllcatlons directly filed in the
_ : Patent OffICE

Research and
development 1 2%
department ‘

0 10 20 30 40 50 60 70 80 90 100 %

Patent

Bl%:
Department

Patent attorney.
firm outside theE
company

In this regard, a large majority of the_companies'




3~3 Invention-harvest activities

The companies which presently or are planning to include
participation in the meeting on the research and devleopment
stage of a technology by personnel of the patent department as
part of their invention development activities occupy

approximately 90% in the total.

On the other hand, 45% of the companies having patent -

the meeting at the sales or market stage of the product. The
ratio of the chemical companies is higher in this regard than a
the ratio of machine or electric companies among these companies.

As the method of invention harvest , more than 90% of
the total number of companies are forming a patent information
network and periodic consultion arrangements with the patent
staff.

The companies which are appointing a patent iiaison
person or a contact person for the research and development
department as the personnel exchange between the research and
development department and the patent departmenf occupy 77%

among the total companies. {Illustration 3-27)

Iilustration 3-27 Matters implemented or to be implemented in invention
harvest activities

0 10 20 30 40 50 60 Y0 8¢ 90 IOO 4

Patent staff participa-
tion in the meeting at
the research stage

Patent staff participa-
tion in the meeting
at the development stage

Patent staff participa-
tion in the meefing at the
sales or market stage

Creation of patent
information networks

Periodical consuiting with
patent staff

Personnel for exchange
between R/D and Patent
gepartment
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3-3~1 Patent Staff participation in the meeting at the

research development stage

Approximately 90% of the companies state that the patent
staff participate or going to participate in the meeting at the
research and development stage. _

_ _ Among these, app:oximately'SO% have already been
conducting these activities for at least 10 years. 14
companies have the plan to conduct these activities in the
future and 17 companies have conducted these activities in the

last 5 years, which indicates that this trend is increasing.

_ Approximately 70%_of the
companies state that the purpose of these activities is to
gather information and to discover and extract the invention,
and approximately 60% of the companies point out the use for
improvement of the integrity and gquality of the patent
application and the avoidance of infringement.of cther

companies' rights as the expected effects.
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lllustratioﬁ 3-28 Patent staff participation in meeting at the research
stage : -

Starting period 0 20 40 80 80 100 %

0~ 1lyear ago

1 ~5 years ago

5 ~10 years ago 9%

more than 10
years ago
planned in the
future

14%

Purpase
Information gathering
Discovery and short
statement of invention E
Preparation of the text
of application &

80%

Others |
Expected effects 0 20 40 60 80 100 ¥

69%

Improvement of integrity
of application

Avoiding infringement of
others companies' right

Rights that cffects are Iz
secured

Eariier application
filing

Prevention of failure
application
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Illustration 3-29 Participation in the meeting at the development stage

Starting period 0 20 40 - 60 80 100 %
0~ 1vyear ago ] 3%
I ~5 years ago : i 20%
5 ~10 years ago sy 12%
more than 10
- years ago
planned in the
future
80 100
Purpose
Information gathering
Discovery and short
statement of invention
Preparation of the text
of application _ i
Advice for materialization
“in the business R i 1)
Others
Expected effects _ 0 20 4 60 80 100 %
Improvement of integrity
of application :
Avoiding infringemenf
others companies right
Prevention of failure
application .

~(SqueeTing SEed 6T invent”
-ion) '
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3-3-2 Patent staff participation in meetings at the sales and

market stage

45% of the companies are having patent staff participate
or intend to parcipate in méetings at the sales and market
stage.

approximately another 45% of the companies have the
intention of conducting the above activity in the future, though
they have not conducted it yet. This suggests that the
tendency of adopting such acti#ity aimed at building greater
interaction between patent departments and business operations.

This growing interaction between corporate divisions on
patent affairs is also apparent from the fact that approximately
70% of the companies indicate that the reason for the joint
attendances is largely to gather and information, and
approximately 80% state that the expected effects are avoidance

of imfringement of other companies' rights.

“Tllustration 3-30 Patent staff participation in the meeting at the sales
and market stage

Starting period 0 20 40 60 - 80 100 %

¢~ 1year ago

1l ~5 vyears ago

3 ~10 years ago

more than 10
years ago

planned in the
future
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20%
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of application
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3-3-3 Creation of patent network
The companies which are conducting oOr are going to form

patent networks as the concrete method of invention development
cccupy 98% of the total companies.

Approximately a little under 50% of the above companies
have used this practice for more than 10 years. Approximately

10% have the intention to adopt such method in the future.

Approximately 50% of the respondents stated information

gathering , invention-harvest and invention developmentn as the
reason for establishing such patent networks. Improvement of
integrity of the application and avoiding infringement of other
companies' rights were given as reasons by approximately 50% as

the expected effects.

Illustration 3-31 Creation of patent network

Starting period 0 20 40 50 80 100 %

0~ 1year ago
1 ~5 years ago

5 ~10 years ago

more than 10
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planned in the
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80 100 §
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of application
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application

Avoiding infringement of
others companies’ rights
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3-3~4 Patent consulting

394% of the companles are conductlng or are going to |
conduct patent staff by other departments periodical consulting

with as one of the concrete method of invention harvest.

G L fii e e i st

The companies which have used this method for more than 5
years occupy 75% of the above.

It is understood from the above
that this method has been fixed in each company for a relatively

lmextended period. at tlme i :
85% point out the discovery and ‘short statement of

invention as the purpose of such method. Approximately 70%

indicate the improvement of guality of
expected effect.

application as the

Illustration 3-32 Patent staff consulting
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3-3-5 Personnel exchange between research and development
department and patent department '

The companies which are appointing a patent liaison person
or contact person for the reséarch and development department,
or are going to appoint such a contact occupy 77% of the total
respondents. _

Approximately 60% of the above affirmatively responding
companies have had this personnel in place for meore than 10
years and 16% have plans to create such a position. This trend
is considered to be likely to increase in the future.

The companies stating the information gathering was its
purpose are apprcximately.SO% of the above. Approximately 80%

indicate the discovery and short statement of invention as

- purpose. Approximately 80% point out the improvément of

application integrity as the purpose and approximately 50% the
purpose of avoiding infringement of other companies' rights, as

the expected effects.

[llustration 3-33.Personnel exchange between the research and develop-
ment department and patent department
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3-3-6 Incentives for application
- Commendation of good invention -
approximately 80% of the.companies are presently providing
or intend to provide a commendation of good.invention for the
purpose of motivating applications. | |
Approximately 50% of the above have been implementing this
practice for more than 10 years. Approximately 20% started-

this act1v1ty 1-5 years ago _Approxlmately a llttle under 209
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whave plans to’ lmplement ‘it in the future.
Among the companies having started this practice 1-5 years
ago, the percentage of chemical companies is gquite higher than

that of machine and electrical coﬁpanies.

I1lustration 3-34 Activities being implemented or planned to be
implemenied for the purpose of promotion of
applications
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- Provision cof bonus -

approximately 90% of the companies are implementing or are
going to implement the provision of bonus, other than the
'compensation specified in Article 35 of the Japanese patent law,
for the purpose of promotion of invention.

The companies which have implemented this incentive
activity for more.than 10 years occupy approximately 70% of the

above.

G Ve Ces e S (L

Illustration 3-35 Provisioh of bdnus
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3 4 Patent education

Japanese companies have good understanding of the
necessity and importance of education of employees, and are
devoting their energies to education regarding patents as well.
2s the method of such education, both training in the company

or outside the company is implemented broadly.

,WW3 4 -1 5ystem of . tralnlng outside. the-conpany- e TS

Lectures of good gquality are offered by outside groups

such as the Japan Patent Association, International Trade and
Industry Research Institute, AIPPI, Japan Company Study
Institute and other groups. Approximately more than 80% of the

L
i
L
[

member companies have utilized them for more than 10 years.

P =
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Many companies are creating the system to cope with the
possible litigation by dispatching a trainee to foreign
countries in order to have the individual learn the patent

system in that country and bi.deepening the association with
the local affiliated attorneys.

TN O LS SE

I1lustration 3-36 Participation in the training hefd EY the institute
putside the company '
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0 ~ 1year ago 9%
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more than 10
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planned in the
future

3-4-2 Systems of training in the company

More than a half of the companies have been implementing

the training in the company on a section and rank basis for more

than 10 years. More than 75% are implementing the training in

the company if the companies which have implemented it for more
than 5 years are considered also.

ot e e Lo
G ke aniiian i

This tendency suggests that
the understanding of the necessity of patent education in the

company is being enlarged.

[1lustration 3-37 Implementation of training on a section and rank basis
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" How to write a

Designs _

The kind of training centers around the whole patent business.
Company procedure, how to avoid infringement, trademark, design
and trade secrets are covered. _

' Patent training is conducted in respect of the importance
of the patent, the meaning or right, basics of the patent system
and how to write a detailed statement or specification. Almost
all companies are instructing .on how to write a detailed

statement the research and development personnel.

In Japan, interest is growing on-the topic of tradé

secrets these days. Training on the area of trade secrets is

. expected to increase in the future.

Iliustration 3-38 Training which patent department is implementing
on a sectional basis
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Personnel to be trained centers around the research and

development staff, and almost all companies provide training to

the research and development .staff. It should be noted that

approximately 22% are also providing it to thg marketing staff

and approximately 8% to the plant workers. (Illustration 3-39)

The person in charge (not manager level), of course, is

the personnel to be trained as a general rule. However, it is

. .noticeable that many companies are_p;gyidingL;he_t:ainiqgwgomm__mm

[T S S AR

the persconnel in the level of middle management or higher.
(Illustration 3-40)

[1lustration 3-39 General personnel to be tranined'on a sectional
basis by the patent department (status)

0 20 49- 60 80 100 §

Research staff -

Development staffi

Marketing
personnel
Plant worker

Illustration 3-40 Specific personnel to be trained on a sectional
basis by the patent deparment (status)

0 20 40 50 80 100 %

Person in charge [ 100%

Middle managementi:

Executive 10%

10%

Freshman, others |
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3-4-3 Other patent educational activities

Many companies are implementing the preparation of a
manual, publication of a company report, reporting to research
and development management in addition to tfaining in and
outside of the company, as a part cof the educational activities

‘with respect to patents.

(1) Preparation of patent manual

Almost all companies have impleménted this practice for
more than 10 years. Approximately 88% are impelmenting it at
.~ present.. The manual is distributed to various sections,
'centering around research and development, including marketing
and management sections. (Illustration 3-41)

The manual to be distributed to the research and
development department is considered to contain the information
necessary for the research and development staff, including
importance ©of the patent, basics of the patent system and how
to write the text of an application. As to the manual to be
maintained by the patent department, company policies and
company procedure for patent administration are considered for
inclusion in the written document. Some chemical c¢ompanies are
distributing the patent manual to marketiné personnel.

This 1s attributed to the fact that many of the marketing
personnel in chemical companies have specialized knowledge in
technology and they have many opportunities to discuss the
technology (sometimes patent) with the customer. (Illustration
3-42)

Itlustration 3-4]1 Preparation of manual describing company guidelines
to patent administration and its procedure for
intellectual property (personne! to be distributed
mantal)

Starting period 0 20 40 60 80 100 %
more than 10
years ago 60%

5 ~10 vears ago [

1 ~5 years ago

0~ 1year ago | 0%

planned in the

7 12% |
future
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[llustration 3-42 Preparation of manﬁal déscribing quidélinés to patent

~administration and company procedure on intellectual
property (personnel to be distributed manual)

0 20 . 40 50 80

T

Research and

100 %
development

P

Patent and legal . [Er
Marketing personnel

Executive

(2) Issuance of company report'by the patent department

approximately half of the companies have issued'company

reports by the patent department for more than 10 years.

At
present, approximately 85% are'implementing this practice.

[llustration 3-43 Issuarce of company repori

Starting period 0 20 - 10 60 80 160 %
mare than 10 C
years ago

5 ~10 vears ago

I ~5 years ago

0~ | year agoe

pianned in the
future

{3) Reporting to research and development management

Reporting to research and development management has been
practiced for many years, and at present, this practice is
implemented by approximately 90% of the companies. Reporting
to the management seems to be quite effective in improvement of

patent educational activities in the company.

;@
i
b
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3-5-1 Disclosure of invention by inventor

There are many cases 1in Japanese companies that the
inventor discloses his invention to the patent department in the
form similar to the text af the application ultimately
submitted to the Patent Office. The result of questionnaire
reveals that’in approximateiy 83% of the companies the inventor
pfepares the documents in the form similar to the text form of
application and submits them to the patent department. This
practice relates to the facts mentioned above that the training
regarding how to write the text of an application-is provided to
the inventor (research and development personnel) by the
education system in the company. Of course, there are the cases
that the invention is disclosed by stating its outline alone in
writing or in oral, depending on the situation, and in some

cases, is disclosed only by drawing to the patent department,

I1lustration 3-45 Application procedure (method of disclosure of
disclosure of invention by the inventor)

0 20 50 80 100 ¥

in the form similar
to the text of the
application

83

465%

Qutiine of the
Invention

Drawing

Orally

Others
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3-5-2 Preparation of the text of application

Completion of the text of application (patent application)

is made by the patent department or by a patent attorney firm

outside the company. A high:f:equency of utilizing a patent

‘attorney outside the company, which is not necessarily indicated

by the number below is nonetheless considered to be a feature

[llustration 3-46 Application procedure (person who completes the text
of application)

0 20 40 60 80 100

Patent deparment

86%

Patent attorney
firm outside the
company

Inventor

In-house organiz-
ation to which
the inventor
belongs

b
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4. Conclusion

1) Intellectual property rights have come to be given great
weight in relation to other corporate activities in the " pro-pa
 tent" era. ' .

The owner 0f intellectual property rights is more
favourably disposed to'utilize the right as a weapon to prevent
third parties from finding their way into the competing field or
as a weapon to collect high amounts in license fees from third
parties.

The export value amount in technical trade from
the U.S. has soared to 10.7 billion dollars in 1987 from 5.2
billion dollars in 1982. The technical trade value amount from
the five advanced countries (total amount of export and import)
has risen to approximately two times as much as that 5 years
ago (Apendix 1).In accordance with the monthly repbrt'of
statistics issued by the Management and Coordination Agency,
“the deficit in value in impori versus export of intellectual
- property rights in Japan was eliminated for the first time in
1989 (Apendix 2).°
Thus, the rethinking on the dignity to be given

intellectual property rights is a worldwide trend.

2) Scope of businesé of intellectual property rights has been

"expanded to additionally cover copyrights and trade secrets in
‘addition to patent, design, trademark, and utility model , and
such bisiness has come to be administered by the patent
department. This trend is supported by the symbolic fact that
ﬁany companies ha#e'increased the responéibilitiés and changed
the name of the " Patent” department to the " Intellectual
ngropeyﬁyf department o;wEgg like.
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3) With the broédening of scope of intellectual property
rights mentioned above, intellectual property rights have become
an important factor to be considered when asseessing spending
costs a time, and labour amoné the various corporate activities

That is, companies have come to make extensive research in

advance on the intellectual property rights owned by third

.parties and make careful dellberated judgements (e. 9. seeklng_ -

oplnlons of attorneys) on it in order to av01d careless
infringement and to prevent company management from suffering
unexpectéd damagés. Alsao, in the aspects of utilization of
intellectual properties owned by the company, exposure of
infringement of other companies' intellectual property rights
and granting of licenses to use the company's rights to third
parties have come to be active corporate areas.

4) As to the obtaining of intellectual property rights which
can be more effectively exploited by the company, each company
is utilizing a dominant priority application approach and multi
claiming applications which are the result of recent amendements
of the Japanese jidicial system and substantiating the contents

of invention in the application.

5) Rather active educational activities regarding the
intellectual property rights (e.g. education, training) has
been provided for the research and development staff other than
the patentrdepartment for many years for the purpose of.
obtaining useful intellectual property rights and avoidance of
infringement of third parties' intellectual property rights as
well, with respect to the campaign of enlightment of
intellectual property rights.

&) Close cooperation between the research and development
department and patent department has been implemented,
including the participation of patent department staff at
meetings at the planning, research, development and marketing
stages, in respect of application strategy decisions and

invention development.
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Attachment

l.pata 1: Value of technical trade of 5 advanced countries
(ibid White paper on science and technology, 1950, edited by
Science and Technolocgy Agency)

2.Data 2: Value of import and export of intellectual aproperty

rights.
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UNITED STATES SERVICE MARKS

by Brian E. Banner

Free people love choices. Choice is defined as the power of
'choosing from a sufficient number of alternatives. It is the
.ability to decide fér yourself how and when to do'soﬁething, what
to use, how much to pay and what to avoid. As a free market
.economy matures, more goods and services become available and the
number of chdices' people make goes up. The function of a service
mark is to prevent confusion in the marketplace, thereby, insuring
the right of both free and intelligent choice.

A service mark identifies the source of one éervice from a
'plurality of competitive services. It protects the gocdwill of
the service mérk owner and protécts the publié from ffaud and
déceit as to the source of the services., .'Service mark rights are
fdoted in the law that protects trademérk rights. Protection for
fﬁe :source_'of' one's prbduCts -has of course, existed since
.énfiqﬁity. The fecognitiQn of tradeﬁark law as a protection for
' tﬁe.public from fraud and deceit by unscrupulous sellers of bogus
gééds ﬁerves.as Valid a social function today as it did in the
_past. |

Iﬁ the United.States, service mark fights Qere recognized at
éoﬁmoh'lakuand were enforceable in state and federal courts under
the common law of unfair competition. However, judgements varied
: “fﬁideiwaromﬂétatewt0wsﬁate@andeenfqzcementwwasméxpensi&efwlnwordesz
to correct these, and other mafketing prbblemé, the idea of a
federal service mark registration came to the minds of many

businessmen. In the 1930's, the issue of a federal service mark
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registration law, similar to the trademark.law then in effect, was
widely discussed. The draft service mark law was grafted into and
made part of an exXtensive revision of the U.S. trademark iaws
contained in the 1805 and 1938 Trademark Acts. The draft service

mark law was sponsored by Representative Fritz Lanham. His bill,

“which eventuaily became known as the Lanham Trademark Act, was

delayed for 17 years from passage by other political considerations
and World War II.- His bill was eventually passed by the Congress
and signed on July 5, 1946; it took effective one year later.

The Lanham Act defined the term "service mark" as meaning "A
- mark used in the sale or advertising of services to identify the
services of one persdn and distinguish them from the services of
others and includes without limitation the marks, names,';ymbols,
tiﬁles, designations, slogans, charécter names, and dié£inctive
figures of radio or other advertising used in commerce." (Section
45 of the Trademark Act of 1946). Registration and proteétioﬁ of
service marks was put on a par with the rights afforded to
registered trademarks. Many Xkinds of service marks may be
registered. The list includes, words and phrases, numerals and
letters, pi¢tures and symbols, celors, sleogans and even sounds.
" However, certain marks are prohibited from being registered in the
U.s. However under Section 2 of the Lanham Act, a mark will not be
refused registration on the principal regisﬁer on account of its
nature unless it:
{(a) Consists 6f or comprises immoral, deceptive or scandalous,

matter; or matter which may disparage or falsely suggest a
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~ connection with persons, living or dead, institutions, beliefs, or
national symbols, or bring them into contempt, or disrepute.

(b) Consists of or comprises the flag or cecat of arms or other
insignia of the United States, or of any State or municipality, or
of any foreign nation, or any simulation thereof.

(c) Consists of or comprises a name, portrait, or signature
identifying a particular living individual except by his written
consent, or the name, signature, or portrait of a deceased
President of the United States during the life of his widow, 1if
any, except by the written consent of the widow.

(d) Consists of or cpmprises a mark; which so resembles a mark
registered in the Patent and Trademark Office, or a mark or trade
name previously used in the United States by another and not

abandoned, as to be likely, when used on or in connection with the

goods (or services) of the applicant, to cause confusion, or to
cause mistake, or deceive.
- (e) Consists of a mark which, (1) when used on or in connectiecn

- with the goods (or services) of the applicant is merely descriptive

or deceptively misdescriptive_of_them, or (2) when used on or in

connection with the goods (or services) of the applicant is
primarily geographically descriptive or deceptively misdescriptive
~or them, -except as indications or regional origin may be

registerable, or (3) is primarily merely a surname.

. The Lanham Act states that applications and procedures for

- 'service mark registration shall conform as nearly as practicable

to those prescribed for the registration of trademarks. The Act
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defines the term “servide mark"® but gives no definition of the word
"service" itself, Thé task of defining "service" was left to the
administrators of the Act and to the courts. It has been speculated
that the definition of "services" contemplated by Congress was

deliberately left open since it was and remains virtually

mMpeEsiBIe Tt ARtidipate the hyFiad 6f services Tikeiy R

offered under a service mark. A review of the Congressional

~hearings held in connection with the service mark legislation shows:

that the draftefs intended a service mark registration to-benefit
such familiar services as bankipg, utilities, ' transportation,
laundries and radio.

The determination of what is a service for purposes of U.S.
registration is sometimes difficult. The very first  case to
iﬁterpret an allegation of infringement of a federally registered
service mark under the Lanham Act of 1946 probably arrived at the

wrong conclusion. The case was Springfield Fire and Marine
Insurance Company vs. Founders Fire and Marine Insurance Company' .

In that case the plaintiff, an insurance company, was engaged in

‘the business of writing fire, marine and other similar types of

insurance and used a picture of a covered_wagopidrawn by an ox as
a service mark for insurance services. The service mark first
appeared .on the insurance policies, on advertising materials for
the company and on company sStationery in 1926 and the service mark B

was federally registered on September 21, 1948.

' 115 F. Supp. 787, 99 USPQ 38 (DCCAL. 1953).
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The defendant, a competing insurance company, used a similar
covered wagon in a somewhat different presentation, i.e., the oxen
are drawing the Conestpga wagon in the other direction on its
- insurance policies and advertising matefials. The plaintiff
objected to this and alleged service mark infringement. In
-addressing the issue of whether there was infringement,‘ the
District Court (incorrectly, I believe) reached the conclusion that
despite the federal registration and 27 years of continuous use,
the plaintiff's service mark had not acquired an association with
the services to such an extent as to perform "a true trademark
. function.”™ On these facts today, a completely different result
would in all likelihood be reached. Today, a valid service mark
comes into existence when a service is offered under the mark. The
offering can be in advertising or any other way as long as the mark
is used to distinguish the new service from competing services. In
order for a mark to be federally registerable as a service mark,
the matter presented iﬁ an application must both function as a
service mark and identify the services recited in the application.

Over the years, the United States‘Patent and Tradeﬁark Office
~has developed guidelines to determine what legally can be
recognized as a service for purposes of obtaining a registration.
. Generally, the services being offered under the service mark must

. be (1) a real activity, (2) performed to the order of, or for the

'bé;éfi£‘ofﬂécmebnenbthét‘fhén thé éﬁpiicant; énd (3) the activity

-performed must be qualitatively different from.anythiﬁg necessarily
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done in connection with the sale of goods or the performance of

another service.
It is sometimes difficult to say whether a service is being
offered under a service mark or goods are being sold under a

trademark. For example, assume that I advertise ny service of

‘manufacturing custom plastic parts to another's specification and =~

order. My advertising uses my mark "BANNER"., I promote my services
to the auto industry in flyers bkearing the mark "BANNER". I also
place "BANNER"™ on each molded automobile part I manufacture and
sell. If I receive an order from Ford Motor Company to
manufacturer ten million plastic automobile door lock knobs per
their written specifications, am I selling goods, providing a

service, or both? Under the Lanham Act as it is now“interpreted,

I believe I can register the mark "BANNER" as a trademark in = @

connection with automobile door lock knobs and as a service mark
for services identified as the custom manufacture of molded plastic
parts to the order of another. The services offered comply with

the three part test.

The differenée between a real service and an incidental
service is illustrated by the case of In re Sun Valley Waterbeds
lgng In that case, the mark "S.M.A.R.T."™ was found to be a proper
service mark fegistration for warranty services for promoting the
sale of waterbeds._Applicant sold waterbeds made by others, and in
connection with such sales offered an additional warranty of its

own over and above the makers! warranties. The term "sS.M.A.R.T."

2 7 uUspQ2d 1825 (TTAB 1988).
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was an acronym for "Sun Valley Waterbeds Mattress Assured
Replacement To You." Since applicant's warranty services were
offered above and beyond the hormal warranty that is conventionally
available in the industry, the service was real and sufficient to
support a registration. |

The service must be for the benefit of another._The term
TAQUATENNIAL" was held not to be registerable aé a service mark
for the service of advertising. a celebration . in Minneapolis,
Minnesota and for advertising the recreational and commercial
advantages of Minneapolis and the State of Minnesota. The Court
- held that the word "AQUATENNIAL" was used to identify the
"particular event" occurring in Minneapolis and not as an
indication of origin of the sale or advertising of an advertising
. service for that event.’ The service was not for the benefit of
another,.

The activity performed must be qualitatively different from
anything necessarily done in connection with the sale of goods or
. the performance of another service. In the case of In re El Torito

Restaurants Inc..,* the Trademark Trial and Appeal Board-uphéld the

refusal to register "MACHO COMBOS" as a service mark for restaurant
services, where the only use had been to lidentify applicant's

Mexican food entrees. Use of a term to identify a food item in a

. restaurant is not use sufficient to support registration of the

- 3 Ex-party Minneapolis Aquatennial Association, 104 USPQ 152
(COM'R 1955). ' ' '

‘9 USPQ2d 2002 (TTAB 1988).
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term as a service mark. Another example of this requitement could
be taken from the prior "BANNER" illustration. If parts were
-shipped to Ford in boxes containing the mark "“BANNER", that
shipment per se would not be considered sufficient for registering

"WBANNER" for packaging and shipping services.

- THe FaquiTenent that tHe Applicant #iust be rendering a service

‘does not place a limitation on the nature or type of service which
is being perfofmad under the mark. As with trademarks, a service
mark can be almost anything that identifies the service and
distinguishes it from compéting services. For example, a service
mark might take the form of a group of individual notes (but not
a song) which clearly identifies a network. A famous U.S. service
marks identifying telecommunication and radio services-is owned by
the National Broadcasting Company and is covered by Registration
0523616. The service mark is a sequence of chime like musical notes

which in the key.of C sound the notes G E C. On television, this
is used in connection with the symbol of a peacock to identify
broadcasting services from the National Broadcasting Corporation.
| A service mark may be the design or appearance of a building as
long as it is used to identify an& distinguish the services of its
owner. In the case of In re Griff's of America, Inc.5 an
application was filed for federal registration of the building
design as a service mark for restaurant services. The Trademark
Trial and Appeal Board refused registration on the basis that there_'

was no proof of use of the design as a mark for applicants.

® 157 USPQ 592 (1968, TTAB).
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services. However, the Board recognized that a building design is
capable of functioning as a mark; (". . . of primary importance in
determining the registrability of a building design is whethe: it
is in fact being used as a mark in the promotional and sale of the

services for which registration is sought, i.e., on menus,

letterheads, newspaper advertising, and the like, rather than

" merely as a building per se."). While each case must turn on its

own special facts, it can be argued that merely providing services
from a distinctively designed building is use sufficient to
establish service mark significance under the Lanham Act. One of

the better known and now mature building designs registered under

the Lanham Act is the McDonald's drive-in restaurant reflected in

.Registration No. 764,837 for drive-in restaurant services.

Today the McDonald's arch design is known around the world for

7 restaurant services.
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A costume can also be a registered service mark. In the case

of In re Red Robin Enterprises, Inc.® the Board held that a bird

costume is registerable for entertainment services. A photo of a
person wearing the costume is a sufficient specimen of use. The

existence of another registration for the same costume for

restaurant services fills in the:evidentiary gap as to proof that
the costume would be perceived as a service mark and not merely as

an ornamental design for which registration is not allowed.

In the time remaining I would like to share othe:_eXamples of

service marks in the U.S. The International Classification System

¢ 222 USPQ 911 (TTAB 1984).
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contains eight service mark classes. The following illustrates the

kinds of service mark registrations and services that exist in each
of these classes:

Class 35 —‘Advertising and business

OPEN HOUSE LINE
US. CLASS: 101 (Advertising and Business) A
INTL CLASS: 035 (Advertising and Business) ' e
" STATUS: Registered; Supplemental reglster REG. NO.: A
1644130
REG, DATE: May 07, 1991
GOQCDS/SERVICES: TELEPHONE INFORMATION SERVICES; NAMELY,.
PROVIDING INFORMATION ABOUT RESIDENTIAIL REAL PROPERTIES
WHICH ARE AVAILABLE FOR INSPECTION AND PURCHASE
FILED: September 12, 1989
DATE OF FIRST USE: May 25, 1989
ORIGINAL OWNER: LONG & FOSTER COMPANIES, INC. (VIRGINIA
- CORPORATION) FAIRFAX, VIRGINIA L

Class 36 - Insurance and financial

R and Design : _

: US CLASS: 102 (Financial and Insurance)
- INTL CLASS: 036 (Insurance and Financial)

STATUS: Published for opposition

PUBLISHED: May 07, 1991

GOODS/SERVICES: BANKING AND RELATED FINANCIAL SERVICES

FILED: January 02, 1990 oo

DATE OF FIRST USE. June 01, 1976

~ORIGINAL- OQWNER:. . REPUBLIC-- NATIONAL BANK-(UNTTED-STATES-

NATIONAL BANKING ASSOCIATION) COLUMBIA, SOUTH CAROLINA
- CLAIMS: THE DRAWING IS LINED TO INDICATE A FEATURE OF

THE MARK AND NOT TO REPRESENT COLOR.

DESIGN PHRASE: THE MARK CONSISTS IN PART OF A STYLIZED

REPRESENTATION OF THE LETTER “R".
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Class 37 =~ Construction and repair

J%m@&5ﬁ$éif@@ﬂfG&

4 ACES SANITATION SERVICE INC. and Design
US CLASS: 103 (Construction and Repair)
INTL CLASS: 037 (Construction and Repair)
STATUS: Published for opposition
PUBLISHED: May 07, 1991
GOODS/SERVICES: SEWER, DRAIN, AND SEPTIC TANK CLEANING,
REPATRING, AND INSTALLATIONS
SERIES CODE: 74 SERIAL NO.: 076410
FILED: July 09, 1990
DATE OF FIRST USE: May 03, 1990
ORIGINAL OWNER: 4 ACES SANITATION SERVICE, INC. (OHIO
CORPORATION) MIDDLETOWN, OHIO
DISCLAIMER: #SANITATION SERVICE INC.¥

Class 38 - COmmuniqatidn

FAX-ON-CALL -

US CLASS: 104 (Communications)

INTL CLASS: 038 (Communication) '

STATUS: Registered; Supplemental register; (Intent To

Use) '

REG. NO.: 1644858

REG. DATE: May 14, 1991

GQODS/SERVICES: FACSIMILE TRANSMISSION SERVICES

FILED: January 30, 1990

DATE OF FIRST USE: February 05, 1930 :

OCRIGINAL OWNER: VQICE/FAX CORPORATION THE (CALIFORNIA
CORPORATION) WOODLAND HILLS, CALIFORNIA

EXTRA STATUS DATA: INTENT TO USE APPLICATION
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- BRADFORD B
' ""'US CLASS: 106 (Materlal Treatment)

Class 39 -

HOT SHOT

Transportation and storage

and Design
US CLASS: 105 (Transportation and Storage)
INTL CLASS: 039 (Transportation and Storage)

'STATUS: Registered REG. NO.,: 1375128

REG. DATE: December 10, 1985

PUBLISHED: October 01, 1985

GOODS/SERVICES: MESSENGER DELIVERY SERVICES

FILED: June 11, 1985

DATE OF FIRST USE: February, 1979

ORIGINAL OWNER: HOT SHOT DELIVERY, INC. (TEXAS
CORPORATION) ; HOUSTON,TX

DESIGN PHRASE: THE MARK CONSIST IN PART OF THE WORDS

- #HOT SHOT”.

Class 40 -

Material treatment

RADLUSTRA BDA | .and Design..

INTL CLASS: 040 (Material Treatment)
STATUS: Renewed REG. NO.: 0522439
REG. DATE: March 14, 1950

REN. DATE: March 14, 1970
PUBLISHED: November 15, 1949
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GOODS/SERVICES: RENDERING FABRIC A HIGH PERMANENT
LUSTRE BY SPECIAL MERCERIZING :

Class 41 - Education and entertainment

ST. LOUIS CARDINALS and Design _— -
US CLASS: 107 (Education and Entertainment)
INTL CLASS: 041 (Education and Entertainment) -
STATUS: Registered REG. NO.: 1290475
REG. DATE: August 14, 1984
PUBLISHED: May 22, 1984
GOODS/SERVICES: ENTERTAINMENT SERVICES-NAMELY,
PRESENTATION OF BASEBALL EXHIBITICONS AND GAMES BOTH
LIVE AND ON TELEVISION
FILED: November 16, 1982
DATE OF FIRST USE: April, 1966
ORIGINAL OWNER: ST. LOUIS NATIONAL BASEBALL CLUB, INC.,
ST. LOUIS, MO. :
AFFIDAVIT SEC.: 8-15 AFFIDAVIT SEC. DATE: March 09,
1990 ' o .
CLATMS: NO CLAIM IS MADE TO THE EXCLUSIVE RIGHT TO USE
THE WORDS ”ST. LOUIS”, APART FROM THE MARK AS SHOWN.
THE LINING AND/OR STIPPLING SHOWN IN THE MARK IN THE
DRAWING IS FOR SHADING PURPOSES ONLY.*
DESIGN PHRASE: CARDINAL AND BASEBALL WITHIN CIRCLE

|
|
|
|
;
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Class 42 - Miscellaneous

DESIGN ONLY Design Only
US CLASS: 100 (Miscellaneous)
107 (Education and Entertainment)
INTL CLASS: 042 (Miscellaneous)
041 (Education and Entertainment)
STATUS: Registered REG. NO.: 1651128
REG. DATE: July 16, 1991
© PUBLISHED: April 23, 1991
- GOODS/SERVICES: TANNING SALON AND HEALTH SPA SERVICES
SERIES CCDE: 74 SERIAL NO.: 076280
FILED: July 09, 19%0 .
DATE OF FIRST USE: January 01, 1985

Conclusion
‘As the need to harmonize national 1aﬁs to conform to internaticnal
trade agreements 1like GATT and TRIPS becomes apparent, more
countries will move to £ill in the existing gapé between their laws
relating to service marks and the laws of other developed
.countries. Singapore, Japan and Switzerland ére three of several
couhtries.which have recently amended their laws to accommodate
service mark registrations. Service marks today are in wide use and

acceptande in the United States and other developed c¢ountries

-féF@undwthewWOrldeWhenwthemservicemmaFk#registratiansystemfforw
Japan comes into force in May 1992, it will be a boon to Japanese

- consumers and service providers.
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(2)
- (3)

(4)
(5)

(6)

(7)

Title
Date
Source
1)
3)
Author

Keywor

Statut
Provis

Abstra

PIPA Database Coversheet

: Changes in United States Patent

_Practice Since October, 1990 . . .. ..o

August 26, 1991

e

Source : " PIPA
Group : United States
Committee : No. 1 :

: John P. Sinnott

ds: Fees, Surcharge, Space Research,
: Jurisdiction, Assignment, Cover

Letter, Cover Sheet, Export License,
Board of Patent Appeals and
Interferences, Reissue,
Reexamination, Divisional
Application, Interference Motion,
Motion to Amend Claims, Evidence,
Stay of Judicial Proceeding,
Discovery, Order, Sanctions,
Ineguitable Conduct, Champerty,
Laches, Double Patenting, Reverse
Doctrine of Equivalents.

ory : omnibus Budget Reconciliation Act,
ion(s)  Public Law.101-580. o

ct : The paper surveys United States

patent legislation and changes in the rules
of patent practice between October 1, 1990
and August 26, 1991. Published decisions of
courts in the United States and from the
Board of Patent Appeals and Interferences, in
which there are one . or more Japanese
litigants, during the same time interval are
also summarized.
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CHANGES IN UNITED STATES PATENT PRACTICE
SINCE OCTOBER, 1990

JOHN P. SINNOTT

CHIEF PATENT AND TRADEMARK
CQUNSEL

AMERICAN STANDARD INC.

1114 AVENUE OF THE AMERICAS
NEW YORK, NEW YORK 10036

" AUGUST 24, 1991

430

There have been--é number of iﬁportant changes in
United States patent practice since October,‘}gaiz These
- changes épply to diverse fields of activity that extend from
'the legal effect of United States patents in space vehicles
- that ére under United Stétes jurisdiction all of the way to

new rules to increase Patent and Trademark Office fees.

There also have been several reported decisions
- that involve one or more Japanese business interests that

have ~matured not only from United States Patent and Tradémark

foice matters, but  also from other inter _partes
"litigation.  Because some of these reported decisions

establish 'important, United States case law, the salient

-~rulingSWin”ﬁthE“debigfbﬁs”éléd*aré¥summari§§HT1h”tﬁis“papér;f

264




Patent ngislation

Patent and Trademark Office fees always are a

VEQEEQEWQﬁgliVelYWinter%ﬁgwggmﬂkigpatent praCtiEieﬂﬁgﬁL%w@W@AM;;@;;J@

There has been enough United States Patent and

Trademark Office fee -activity and legislation in the past

Association vyear, moreover, to sustain that interest at a

very high level!

On November 5, 1990, The Omnibus Budget
Reconciliation Act entered into law and, among other things,
imposed a sixty nine percent (69%) surcharge on Patent and
Trademark Office -fees.l The fee increase took effect on
November 5. This law, moreover, permits the Patent and
Trademark Office t*to increase the surcharge from time-to-time
in order to be certain that targeted amounts of money are

collected during the five years following enactment. The

targeted amounts are:

1991 - US$109,807,000

1992 - US$ 95,000,000
1993 - US$ 99,000,000
1994 - US$103,000,000
1995 - US$107,000,000
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Because of the swift manner in which this
surcharge was adopted, for a short time after the effective

date of the surcharge the Office will permit those who paid

fees according to the older schedule a chance to make up any

deficiencies without loss of rights. The Office will contact
those who submitted deficient fees and offer them an
opportunity to pay the difference. This surcharge applies
both to small entities and to those who do not qualify for

that special status.

In order to comply, moroever, with the legal
requirement to recover its operating costs in 1992 and 1993,

a further revision to the fee schedule is expected to enter

force on October 1, 1991.2 . Under this new schedule, the

small entity discount is to be continued, but only with
respect to patént_applicatioh filing fees and fees for claims

that are submitted with the application when it is filed.

On ° November 16, 1990, United States patent law was

extended to space vehicles that are under United States

jurisdiction.3
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For a number of years, various legislative

proposals were advanced to extend United States patent

'protedtion into ‘gpace activity 1in order to encourage the

...commercial development of this technology. Under this new

law, uncértainty' with respect to which.patent iaw, if any,
applied to inventions made, used or sold in connectibn with a
space vehicle that 1is under United States jurisdiction has
been resolved. This specific législation also should brihg
United sStates law into compliance with its obligations under
the Intergovermmental Agreement on Space Station
Cooperation.  Canada, Japan, and the European Space Agency

also are bound by this Agreement.

The Patent and Trademark Office also revised its
rules with respect to the prosecution of patént applications
in countries foreign to the United States.? Ordinarily, a
United States patent applicanf,_ who filed the originalf
application in the United States, must either wait six months
after the United States filing date, or acquire an export
license .. (whichever occurs first) - before filing a.
corresponding patent application abroad. . This procedure can
be very burdensome during foreign proéecution. For example,

if the applicant introduces matter during the foreign prose-
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cution that was not within the four corners of the
application as . licensed, under the law before amendment in
1988, an additional export license was required for the
supplemental material. . A failure to obtain the additional
‘license could result in a loss of Uﬁited State patent righfs.
The new Patént and Trademark Office rules implement the
 intention of the Patent Law Foreign Filing Amendments Act of
1988 and obviate the need for the additional,liéense in most

instances.

New rules .qn‘ recording patent and . trademark
assignments were published for .comment on April 25, 1991,
‘Briefly, it had been cﬁstomary, but not obligatory to submit
.a "cover letter®™ to the Patent and Trademark Office when
submitting 'assignment documents for recording. These "cover

letters"™ or "™cover sheets™ now are expected to become

obligatory. The "cover letter® must refer to the patent

- applications and pateﬁts, trademark  applications and-

trademark registrations against which the'document.is to be
recorded. = Separate sheets must be submltted for patents and

for trademarks. These sheets must-contaln;

,Nl,mﬁﬁ$hgﬁnamemofmtpe@party@conygyingwthewinterestfwwwwu-

2. The name and address of the party receiving
: the 1nterest,
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3. A brief description of the interest conveyed
or the transaction recorded;

4. Appropriate identifying numbers for each
.. document to be recorded'

| 5. _The name and address of the party to whom

““correspondence relative to the" recordlng T —

to be sent;

6. The number of applications, patents or
registrations and the total fee;

‘7. The date the document was executed;

8. The domestic representative of a foreign
assignee; and

9. The signature of the party submitting the
document for recording and verification that
the cover sheet information is correct.
Verification, as required in 9., above, is not
necessary if the submitted documents relate to patents and
patent 'applications and the cover sheet 1is signed by a
registered patent attorney, or if the submitted documents

relate 'only to trademark registrations or applications and

are signed by an appropriate attorney.

A sample cover sheet for patent and patent

‘application assignment recording is reproduced after the

Footnotes appended to this paper.
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Judicial Decisions

Because the legal system in the United States is a
common  law system, a full understanding of the United States
'patent law requires a study not only of.the pertinent pétent
statutes  and rules of practice, but also of the relevant
judicial decisions.® Téward the end of updating case law
of special interest to this Association, those published
decisions that involve Japanese pérties which have been
reported since October, 1990 are summarized in this paper.
For the purpose of simplified. presentation, these case
summaries are presented in two sections. The first section
reports published decisions of the.United stateé Patent and
Trademark Office Board of Patent Appeals and Interferences.
This .line of decisions relaté only to those métters involved
with the decision to grant a patent or to modify a patent
| éfter issuance. The second _sedtion relates to those
‘decisions that have been.reported from the various courts in
-the United States since October, 1990. These decisions
publish, in the main, case:law that relate either directly or

indirectly to patent infringement issues.
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Board of Patent Appeals and Interferences

'Ex _parte Morimoto, 18 USPQ 2d 1540, October 1, 1990,

.is...a..most. important decision.. This case relates.to a.patent. ...

applicétidn that matured from*.éléeQUénCe of divisional and
continuation applications dating back to April 30, 1975. The
applicant was - trying, through - the application under
consideration, to acquire claims that were directed to
subject matter that had been cancellea in the.course of a
reexamination of a patent that had issued from one of the

divisional applications 1in the séquence that led to the case

on appeal.

The Board held, in essence, that once a paténtee has
cancelled patented claims through a voluntary disclaimer, the
abandoned subject matter c¢annot be recaptured. In this
respect, the Board also noted fhat Patent and Trademark
Office review of the validity of patented claims is limited
to reissue or‘ reexamination proceedings and this 1imitatipn
| cannot - be circumvented by transferring the claims in guestion
to a patent application that was not filed under the reissue

or reexamination statutes.
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Two decisions from the Board relate to interference

practice. In L’Esperance v. Mishimoto 18 USPQ 2d 1534,
March 20, 1991, the Board dismissed a Mishimoto motion to
amend some claims to distinguish over the prior art and over

a corresponding interference count. The Board held that the

. rules fail to permit amendment to, or adding claims for the
purpose of having them designated as not corresponding to an

interference count.

Irikura v. Petersen, 18 USPQ 24 ° 1362, January 14,

1991 also relates to interference motions, among other
‘matters. Two specific holdings in this case are of
particular interest. The Board, for example, held that the
Examiner’/s decision that three applications each defined
.ihdividual patentable - inveﬁtions and that there should be
three  separate interferences was correct. The burden of
persuading the Board to adopt an opposite yiew was placed on
the. party who urged that contrary view. A second issue
addressed by the Board is quite important from the standpoint

of evidence. With respect to this second issue, the Board

.'held that submission of patents accompanied by attorney
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regard to equivalency of certain chemical compositions.

Court Decisions

The first Jjudicial decision to be reviewed is

Brown v. Shimanc American Corp., 18 USPQ 2d 1496, District

Court, D.C., California, January 29, 1991. The Court, in
this case, granted a stay in a patent infringement action to
permit the Patent and Trademark Office to consider a

defendants’ request to the Office to reexamine the patent in

suit.

The: next two decisions involve a common plaintiff,
Refac International Ltd. The Court of Appeals for the

Federal Circuit upheld in part, in Refac International Ltd.

Vv. Hitachi Itd., 16 USPQ 2d, October 2, 1990, the decision

of the United States District Court for the Centrél District
of California. Generally, the Court of Appeals sustained the
decision of the lower Court in finding that the plaintiff,
Refac, had "“steadfastly, rconsistently, and deliberately,
denied the discovery they [the defendants] diligently
pursued...”™ (p.1351). The Court of Appeals, as a

consequence, concluded that the
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Refac ~appeal was frivolous and imposed on Refac payment
to the defendants, the sum of their respective attorney fees
and doukble their costs in responding .to the appeal. The

lesson to be 1learned in this case is, of course, to always

respond to discovery orders.

The second Refac decision, Refac _International

Ltd. v. Matsushita Electric Corp. of America was reported

from the Federal District Court for the District of New

| Jersey on October 22, 1990 and was published in 17 USPQ 2d
1293. The Court decided, in this case, that a Special
Master appointed by the Court had the power to try issues of
inequitable' conduct, champerty, laches and double patenting,

. as well as a defense based on the reverse -doctrine of

eguivalents, *

Summary

From the foregoing survey, it 1is clear that

important = improvements in the United States patent statutes,

rules of patent practice and case law have taken place since

....*The...accused--product-falls-within-the-literal meaning of the
patent claim, but is so far changed in principle from a

patented article that it performs the same or a similar
function in a substantially different way (p. 1296).
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October of 1990. This paper ' should provide you with a
further appreciation for these changes and, should you havé
any gquestions about these matters, please address them to me

_..at _this ti;

Thank you.
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FOOTNOTES

HR 5835; oOmnibus Budget Reconciliation Act of 1990
(Public Law 101-508).

1126 Trademark Official Gazette 56, May 21, 1991.

The date on the Certificate of Mailing is to be
considered the date of receipt by the 0Office for fee
calculation purposes, subject to some exceptions (e.g.,
international and trademark application filings). An
"Express Mail®™ filing date, however, applies to any
fee.

Public Law 101-580; S.459.

56 Federal Register 1924.

Public Law 100-418, subtitle B.

"Oorigins of Patent Law,™ John P. Sinnott, Patent and

Co ight Laws, Virginia State Bar, 1990,
Williamsburg, p. 151 et _seq.
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Appendix A to Part 3

PATENTS ONLY

To the Honorable Commissioner of Patents and Trademarks:
Please record the attached original document or copy thereof.

PATENTS ONLY

1. Name of Party(ies) conveying an intcrest:

Name:

Intermal Addrezs:

2. Name and Address of Party(es) receiving an interest:

Street Address:

Cary:
State:

Zp

3. Descripion of the interest conveyed:
a Assignment ] Change of Name
[ Security Agreement [ Merger

O ower

3. Application number {s) or patcnt number (s).  Additional sheet attached?
1f this document is being filed together with 2 new application, the exccution date of the application is:

JYes [CnNo

Date
A. Patent Application No.(s) { B. PatentNo.(s)
|
|
|
i
|
|
|
5. Name and address of party 0 whom camespondence 6. Number of applications and patents involved:
concerning document should be mailed: '
Name: 7. Amount of fee enclosed or authorized to be charged:
Internal Address;
Soeet Address: 3. Dc_pusit account number (Attach duplicate copy of
this form if paying by depasit account):
City: )
State: Zip:

B0 NOT USE THOS SPACE

9. Date of execuiion of attached docyment

correct. Executed on:

10. I declare under penalty of perjury under the laws of the United States of America that the foregoing is true and

Date

Signature

Name of Person Signing
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(1)

(3)

(4)

(5)

(7)

PIPA Database Coversheet

Title : 1991 U.S5. PIPA Survey on
EVALUATION OF INVENTIONS

Date :. August 15, 1991 ‘
Source
- 1) Source : PIPA
2) Group o
3) Committee :
Author(s)

e

Bernard A. Donahue

Keyword(s): Evaluation of Inventions '
Purposes for Filing Patent Applications
Maintenance Fees

Statutory : None

Provision{s)

Abstract This paper presents preliminary
comments on some of the results of a PIPA Survey
of U.S. companies with respect to evaluation of
inventions and the purposes for filing of patent
applications. Forty U.S. companies responded to-
the Survey. The Survey results are intended for
use in joint panel discussions at the PIPA 22nd
Congress by the U.S. and Japan Committee No.
1{2). ' '
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1891 U.S. PIPA SURVEY ON

EVALUATION QF INVENTIONS

This paper will present a brief summary report of
sbme of the results of a Pacific Industrial Property
. Association' (PIPA) Survey of U.S. PIPA member companies
taken in August of 1991 on the subject of "Evaluation of
. Inventions”. The survey data is intended for use in joint
panel discussions at.the PIPA 22nd cCongress by the U.,S,.

'and Japan Committees ~No. 1(2). “The survey form was
'.desighed by the Japanese Committee. It has been

distributed to PIPA members in Japan and in the U.S. This

paper will review, and provide preliminary comments on,

some of the data obtained from U.S. companies.

Comments will be made on the results of survey
questions in the order in which they were included in the
survey form, a copy of which is included as Attachment A

. to this paper.

I. INFORMATION ON ENTERPRIﬁE

Lo QL g IDAUSE LY -CACRGO LY fv st
‘Chemical Companies 23
_Electronic Companies 8

Machine/Metal Companies 9




I.Q2.

I.Q4.

I.Qs.

I.06.

The average annual number of invention

disclosures received by these U.S. companies was

366, ranging from a high of 2,100 to a low of 30.

“For theése companies, the average percentage of

the annual total number of invention disclosures

on which patent applications were filed in the

, -
U.S. was 58%.

%
The average percentage of U.s. patent

applications on which corresponding fdreign

‘applications were filed in any country was 69%.

The average perceﬁtage of U.s. patent
applications on which foreign patent applications

were filed in Japan was 63%.

Only 1 of the 40 companies responding to the
Survey had filed an? Statutory Invention

Registrations in 1990, and that company had filed
3.
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- II.QL.

IT.Q2..

II. EVALUATION OF INVENTION

- - The results of this gquestion on the purpose of

filing patent applications are set forth in
graphic form in Attachment B to this paper. As

can be seen, "exclusive rights" were indicated as

important by almost all companies responding.

"Competitive rights" were, overall, the second

most important category. "Defensive rights"

were the third most favored response and
*royalty" - ranked fourth, - with electrical
companies 'more interested in royalty than

chemical and mechanical companies. “Peripheral

rights* were fifth and 1last, being regarded as

significant hy chemical and electronics

- companies but not by the mechanical companies.

Only 5 of the 40 companies responding reported

any changes in the purposes for f£filing patent

. applications in the past five years.
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IT.Q3.

IT1.Q4.

I1.05.
(1)

Reasons for changes in purposes for filing 1in
the past five years by those companies
included: easier patent enforcement because of

holdings by the Court of Appeals for the Federal

income; a desire to obtain more process patents;

and less company interest in royalties.

The data from responses to  this question on
*timing", or when the invention is evaluated,
are presented in graphical form in Attachment C

to this paper.

It can be seen that "At U.S. patent application®
was the most frequent respohse, with "At foreign
application* and “"At payment of maintenance

fees™ each running a close second.

The question 1is whether the companies made
reference to previously recorded invention
evaluations for the next evaluation and 62% of

the respondents said that they d4did.
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(2)

II.Q6.
(1)

This gquestion asks when is the most severe
invention evaluation for your company and the
responses are set forth graphically in

Attachment D to this paper. It can be seen that

“the U.S. companies responding had the most

severe evaluation either prior to or at the time
of deciding to file patent applications. At
payment of maintenance fees was indicated as the

time of most severe evaluatidn by a few chemical

-and mechanical companies.

At the time of U.S. patent application, the
company. organization or department évaluating
the invention was indicated most often to be thé
Patent Department with an Evaluation Committee

being a close second. Many responses indicated

.that both the Evaluation Committee and the

~Patent Department .made an evaluation.

Evaluation Committee members ~usually included

Marketing and R&D or Engineering organizations.




(2)

(3)

(4)

(5)

(6)

This question on the department evaluating the
inventions at the time of foreign patent
applications received responses quite similar to

the previous question II.Q6.(l) with somewhat

TMoreT eompanies using an TEvaluation Committee.

These  Evaluation Committees  included more
marketing people than the Evaluation Committees'

used at the time of U.S. patent application.

The patent department most often (in about 75%'
of the companies) does the evaluation of the
inventions at the time of request for

examination of foreign cases.

The patent department makes the evaluation at
the time of an Office Action in all but a few

companies.

Again, the patent department, in most companies

surveyed, makes the evaluation at the time of

payment of the issue fee.

At payment. of maintenance fees, the responsés
indicate that patent department performs the
evaluation for about one-half of the companies
and an evaluation committee does this for most

of the rest of the companies surveyed.
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(7) This gquestion asks which of the listed items do
 the companies evaluate at the time of U.S.
patent application. The most often cited item

in the responses. was "Novelty/Nonobviousness",

followed by | "Exclusiveness®, "Profit",
“Technical  Evaluation*, and  “"Restraint of
Others".

.This gquestion also asks about the purpose of the
evaluation. The most often.éited purposes were
"Restricting applicatidn numbers” and "Deciding
priority for management®. This question also
asks whether there have been any changes in the
last 5 years. All but - two companies indicated

- no changes. These 2 companies indicated that
more chemical process patenﬁs were being filed,
more patents were being issued, and 1licensing

_profits'were more of a factor.

General comments on the balance of question Q7. and

questions Q8. through Ql1l. are difficult to make because

of the large amount of data involved, most of which has

not ~ been analyzed at the-'.fime df””'this wfiting.
Accordingly, comments_on these pqrtions of the Survey will
be reserved for the panel ‘discussion on ‘Evaluation of

Inventions at the PIPA 22nd Congress.
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ATTACHMENT A
PIPA lst Committee 2nd Group {(1991)

e e it AR AT

Survey for Evaluation of Invention

Information on Enterprise

e Industry..Category....(Please..Check..One) . .. I

Machine/Metal (Transportation/Power Plant/Machinery Equipment/Metal
Products)

Electronics (Electrical Equipment/Computer/Communication/Home
Electrical Appliances /Audio/Measuring/Electric Wire/
Electric Parts)

Chemicals '(General Chemistry/Organic Chemistry/Rubber and
Plastics Products/Paints/Petroleum/Petroleum
Refining/Fiber/Pharmacy/Food/Cosmetics)

How many employee invention disclosures were received by your patent
department in 19907

cases

What was the percentage of your total nﬁmber of invention disclosureé
for 1990 on which patent applications were filed in the U.S.?

2,

%

What is the percentage of U.S. patent applications on which foreign
patent applications are filed in any country? o -

%

'What is the percentage of U.S. patent applications on which foreigh
patent applications are filed in Japan?

%

How many Statutory Invention Registrations did your company file in
19907

cases
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II.

Q1.

[:] CD To obtain exclusive right for the specific ltems of your productsg

Evaluation of Invention

What is the purpose of your filing patent applications?
(Please check up to three items from the below)

(Intentionally exclude others from the same business field)

E:] () To secure competitive rights in regard to other's rights.

[J® To obtain the peripheral patent rights in regard@ to the basi{

I:j @ To prevent others from acquiring patent rights.
6 To obtain rovyalty. .

Q. 3.

0
NN

(i.e., with conflicting company)

patent owned by others and to enter new business field.

Others (Specify:

Do you think that there are any changes in the above purposes compare
with those of 5 years ago?

.E:] Yes [:] Nb

If the answer was "Yes" in Q 2., what items were changed?

‘Please use @ - (® in Q 1. as items and, when and why did you chang; 

them?

Changed items: when:

e

why:

When does your company evaluate the Invention?
(Please check as many as applicable)

At U.S. patent application [:]'At foreign application
At request for examination o o -
At office action [:] At payment of issue fee

At payment of malntenance fee (How many tlmes-

DDDDID

- Have not evaluated.

Others (Spec1fy-
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Q 5. This gquestion is only for companies which evaluate the Invention at
' plural times. Please reply to the following:

(1) Does your company refer to the latest evaluation for the next
evaluation?

[} ves [] vo

{2) When is the most severe evaluatlon in your company'7 i
“””””W[:]“From Sonception to deciding patent application
] At deciding patent application [_] At request for examination

] at office action [[] At payment of issue fee
E:] At payment of maintenance fee (How many times: )
[C] others (Specify: )

Q 6. Which department evaluates the Invention at the following stage?
(Please check as many as applicable)

(1) At U.S. patent application
[] ratent Dept. [[] Engineering Dept.
[] Evaluating Committee (Members are: )
[] R &« D Dept. (Other than Engineering Dept.)

(2) At foreign patent application : _
[] patent Dept. [ ] Engineering Dept.
] Evaluating Committee (Members are: _ ' )
[C] R & D Dept. (Other than Engineering Dept.)

(3) At request for examination (foreign countries)
[] patent Dept. [C] Engineering Dept.
[] Evaluating Committee (Members are: - y
[ ] R s D Dept. (Other than Engineering Dept.)

(4) At Office Action ,
[] patent Dept. [] Engineering Dept.
{] Evaluating Committee (Members are: | _ )
[J R & D pept. (Other than Engineering Dept.)
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(3

(6)

-~
'—l
o

—
=
th

joooonoo

Which item and for what purpose does your company'evaluate for the

At payment of issue fee

1 Pratent Dept. [] Engineering Dept. i
E:] Evaluating Committee (Members are: _ )&
] R & D Dept. (Other than Engineering Dept.)

At payment of maintenance fee

{T] Patent Dept. ' (] Engineering Dept.
[} Evaluating Committee (Members are:
[] R & D Dept. (Other than Engineering Dept.)

Invention? (Please put single circles () for significant items)
* If possible, please put double circles () for the most significan

three items.

At U.S., patent application

Novelty/Non-obviousness S [C] Technical evaluation "
Exclusiveness ] Restraint of others }”'
Difficulty for practice [:j_‘Life'of invention

Replaceable idea (Many or few for substitutional idea)

Self-execution ' [l Confirming infringement
Conception (] originality ' |

Profit D Patent utilization rate

Others. (Specify:

Purpose - .
E:j Restricting application numbers
1 Dpeciding the priority for management
[] Selecting the indispensable patent right
] classification
“"[T] others “(Specity: ”

([0

re there han_ for the items com ared with thos ars ago?

~ Yes (Which items:

No




2) At Office Action

-~

Novelty/Non-obviousness . [] Technical evaluation
Exclusiveness ' [T] Restraint of others
Difficulty for practice [:] Life of invention
Replaceable idea (Many or few for substitutional idea)
Self-execution _ {1 confirming infringemént
conception . [Joriginality.

DDDDDDDDE

Others (Specify:

Profit {_] patent utilization rate

Purgose
[] Dpeciding the prlorlty for management

[] selecting the indispensable patent rlght
[C] others (Specify:

Are there any changes for the items gomgared with those of 5 years aqo?
[} xo ,
[] Yes (Which items:

(3) At payment of issue fee

Items _

[[] Novelty/Non-obviousness ' [] Technical evaluation

(] Exclusiveness ' [C] Restraint of others

E:] Difficulty for practlce E:] Life of invention
[:j:'Replaceable idea (Many or few for substitutional idea)

[C1 self-execution [] confirming infringement
L] conception ] Origin'ality

[ profit | ' ] patent utilization rate
-

Others (Specify:

u

E

[] selecting the 1ndlspensab1e patent right

[:] Others (Specify:

here any changes for the items compared with th £ ars aqo?

] wo

(] ves (Which items:

291




(4) At payment of maintenance fee
Items
[] Novelty/Non-obviousness 1 Technical evaluation

[ 1 Exclusiveness : {T7] Restraint of others
[ 1 Difficulty for practice [] Life of invention
E:j Replaceable idea (Many or few for substitutional idea)
] seif-execution . 1 confirming infringement 5
] conception - [ 1 originality

- [] Pprofit S [] patent utilization rate fae

3 '

Others (Specify:

Pur
.E;J Selecting the indispensable patent right
[ others (Specify: = .

%

Are there an han f.r he items compared with those of 5 vears ago?
3 wo - | | | | o
(] Yes (Which items: ' .

'Q 8. This question is for the foreign applications.

(1) When does your company select and decide the foreign application?
1 At the same time of U.S. application '
[:] After the U.S. application
E:] Others (Specify:

(2) How does your company decide countries for foreign application?
T Exporting goods =1 1ndustrialized nations
] Existing competitors [] Existing subsidiary/factory
[T] others (Specify: ' - |

(3) wWhich item and for what purpose does your company evaluate for th
Invention? (Please put single circles (j for significant items)
* If possible, please put double circles (@ for the most significa
three items. - R '
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(1) At foreign patent application

=

00000000

tem
Novelty/Non-obviousness E:] Technical evaluation
Exclusiveness | | E:]'Restraint of others
Difficulty for practice [:] Life of invention
Replaceable idea (Many or few for substitutional idea)
Self-execution B E:] Confirming infringement
Conception D Originality _
Wé}éf{tmmm““WWW.WHNMMi”“WMHHWHM.W“_uHME:]WgéééﬁguﬁEiiiiééiaﬁmgégg
Others (Specify:

'
=
H
o]

Restricting application numbers

Deciding the priority for management
Seiecting the indispensable patent right
Classification

aoood

Others (Specify:

Ar here an hanges for the items compared with the of 5 ears ago?
] wo | '

] Yes .(Which items:

(2) At request for examination

Items |

[] Novelty/Non-obviousness : [] Technical evaluation
[ ] Exclusiveness ' "~ [1 Restraint of others

[] pifficulty for practice : E:J Life of invention |
[::] Replaceable idea (Many or.few for substitutional idea)

[] self-execution ' [] confirming infringement
Ej Conception D Originality

E:] Profit [:] Patent utilization rate -
[::] _

Others (Specify:

HJ
g
o

E:] Deciding the priority for management

E:] Selecting the indispensable patent right
E:] Saving cost '
B Others (Specify:




Are_there any changes for the items compared with those of § years ago?

=1 o

[ ] Yes (Which items:

{(3) At Office Action

Items
" Novelty/Non-obviousness E:] Technical evaluation

Exclusiveness’ [] Rrestraint of others
Difficulty for practice [:j Life of invention
Replaceable idea (Many or few for substitutional idea)
Self-execution [] Confirming infringement
Conception [] Originality
Profit ] patent utilization rate

000aooon

Others (Specify:

[] selecting the indispensable patent right
Others (Specify:

Are there an hanges for the items compar with those of ars ago?
No '

0

E:] Yes (Which items:

(4)' AE payment of issue fee

L)

Items o
[ nNovelty/Non-obviousness [] Technical evaluation
[] Exclusiveness - - ] Restraint of others
E:J Difficulty for practice IE:] Life of invention
E:j Replaceable idea (Many or few for substitutional idea)
|::] Self-execution ' [:] Confirming infringement
[[J Conception o ST originality e
E:j Profit \ [] patent utilization rate
] oOthers (Specify: : '




! Burpose _ o
[] selecting the indispensable patent right

- [] others (Specify:

Are there any changes for the items ggmgared_wi;h thgsg of 5 vears aga?
[T % - | -

D Yes (Which items:.

Items _ _ : :

[ 1 Novelty/Non-obviousness - [] Technical evaluation
1 Exclusiveness | [T] Restraint of others .
D Difficulty. for practice [[] vLife of invention

E] Replaceable idea (Many or few for substitutional idea) -

— Self-execution [ ] Confirming infringement
E Conception _ [[] Originality o
[[] profit [[] patent utilization rate -
El Others (Specify:

Purpose _
D Selecting the indispensable patent right
[ J others  (Specify:

Are there any changes for the items compared with those of 5 vears ago?

] mo

[} Yes (wWhich items:

Q 9. Which gsubject and whigh itgmg. does your company use in order
evaluate the annual tendency for the applications?

(1) Domestic application
(D Subject _ _
{1 Number of applications to USPTO
N E Number of claims at f_il_ing.applications
[] Ratio of application to invention
D OCthers (Specify:
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@ 1tems (Please check up to three items)
‘Past records

Number of inventors
‘Research & Development cost Rate of allowance
Possessing patent number Rate or number of execution
Subject for research
Ability of management

Budget

Comparing other companies
Amount sold
Others (

aooooo
000000

(2) Foreign application
. @ Subjéct |
Number of applications to USPTO
Number of claims at filing applications
Ratio of application to invention
Others (Specify:
(2 Items (Please check up to three items)

Past records

Ooo

Number of inventors
Research & Development cost Rate of request for exam.
Rate of allowance Possessing patent's number
Rate or number of executions Subject for research

Ability of management

Budget

Comparing other coOmpanies
Amount sold

00000C

oonoan

QOthers (Specify:

Q 10.'Does your company use ‘an evaluation sheet and/or form in order to
. evaluate the invention? S

D Yes [:] No

Q 11. Please put your comment if your'company has any problems in regard to
' the present evaluation system for the invention.
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(7) Bbstract: Overseas activities by Japanese corporations have
become quite active in recent years. They are incorporating
subsidiaries in countries abroad, particularly in the United
States, as the bases not only for manufacture but alsc for
research and development ({R&D). As they expand their activ-
ities in foreign countries, their subsidiaries are bound to
generate intellectual properties and matters related to
assignment and licensing of intellectual properties between
a parent company and its foreign subsidiary become focused.

This paper discusses intellectual properties accrued by
100% owned subsidiaries of Japanese companies in foreign
countries, especially in the United States, with particular
emphasis on the ownership, statutory limitations and other
practical matters such as compensation to inventors, filing
procedures, evaluation and preservation of intellectual
properties, to thereby clarify the care in management to be
taken by parent companles.

International tax issues anticipated in licensing and
assignment of intellectual properties between a Japanese
parent company and its foreign subsidiary and product lia-
bilities of the parent company as a licensor will also be
discussed. :
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1. Introduction
' As globalization advances among Japanese industries in

recent years, various issues concerning the intellectual property
management have realized by both of the parent companies in Japan
and their foreign subsidiaries. 1In the days when the activities

of such subsidiaries were limited to the import and sale of the

products manufactured in Japan, the parent company was mainly

concerned with patent infringements in the destination countries.
With increasing invigoration of overseas investments of R&D and
local manufacture, cases appear where a foreign subsidiary
generates intellectual property or where assignment or licensing
of intellectual property takes place between the parent company

and its subsidiary.

In a situation such as this, Japanese companies must observe
the laws related to intellectual properties in the subject
country where its subsidiary is located, and handle licensing

between them in a fair and just manner.

This papef focused on the various issues encountered in the
management of intellectual-properties and liéensing by Japanese
companies and their subsidiaries in the United States, and
- discuss handling of inventions made in their U.S. subsidiaries,

'”aSSignment or licensing of intellectual properties between a
parent company and its subsidiary including matters related to
international taxation and product liablilities. ' This paper would
‘delineate some points requiring special consideration of Japanese
companies in management of intellectual properties entailed by
their R&D activities in overseas countries, particularly in the

" United States.

- 2. Management of Intellectual Property at Foreign Subsidiaries
e e lop-QUE T SEA S leployment -of-Japanesge- Corporatlons and The1r

Foreign Subsidiaries
Overseas act1v1t1es by Japanese corporations began with

rlncorporatlon of companles for sales of the products manufactured

in Japan. They then went to incorporating subsidiaries for on-
the-spot production. Their third step is being taken currently
as they incorporate subsidiaries at the global strategic points
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for R&D in order to advance technology development with
international human resources. According to a survey, the number
of foreign coréorations held by Japanese corporations by more
than 10% shares is as many as 12,500 in 1990. Such corporations
in the United States account for more than 3,200 or as much as

. 26% of the whole.

Capital structure of such overseas subsidiaries ranges from

_fully owned sub51d1ar1es by Japanese parent company to joint o
ventures with a foreign company or another Japanese company,'uﬂwm'wwm

local corporations of which capital has been purchased in part by
a Japanese company, and those acquired through M&A. Such
differences in capital structure are related to the management of
intellectual properties accruing as the result of the
subsidiaries' activities in a complex and remarkable way. If the
parent company holds less than 50% shares of a subsidiary, the
former's control is limited and the intellectual property
management is influenced by the situation inherent to the
subsidiary.

We would therefore like to base our discussion on the
foreign subsidiaries over which the Japanese parent companiés
have sufficient control, particularly those established in the
United States of which capital is held by 100% by the latter.

2-2. Mode of Intellectual-Property Management Followed by a
Parent Company and Its Subsidiary
There are three typical modes by which Japanese corporations

participate in the activities of their foreign subsidiaries and
management of the results which are derived from their R&D
activities. One of the three modes is the centralized management
under which a parent company controls all the intellectual
properties accrued at its overseas subsidiaries including their
ownership. The second is the decentralized managementrunder
which autonomy and independence of subsidiaries are respécted;
The third is a compromise under which the maﬁagment is taken on a
case-by-case basis. (See: Technology Management Conference
Report dated October, 1990 "Globalization of R&D"). Each of the
three modes has advantages and disadvantages respectively, and we
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cannot. say which is the mainstream. However, the manner of
addressing intellectual property ménagement differs depending on
the type.
Three management types are summarized below.
(1) Centralized Management by Parent Company

This type of management takes the basic policy that the
ownership of all the intellectual properties'accrued at
subsidiaries are assigned to the parent company. This policy
will be enabled under the circumstanée where the parent company
have leadership in the world-wide development activities based
.on the full responsibility for the development costs.

Merits in this case are the use and licensing of
intellectual properties accrued at the subsidiary under the
unified policy of the parent company. Any intellectual-
property dispute involving the subsidiary would be the
responsibility of the parent company, thus enabling the latter

to adjust the matter by considering the overall interest of the
group. On the other hand, if all development-results were to
come under the control of the parent company, it seems that the -
morale of the subsidiary employees may be affected adversely. '
(2) Decentralized Management _

This type of management follows the basic principle of the
subsidiary owning intellectual properties accrued at the
'subsidiary. Autonomy and independence of the subsidiary are

respected and their employees are effectively motivated,

although the parent company'suintentions are not necessarily

reflected in the use of rights and resolving dlsputes.

(3) Case-by~case ‘Management

Different from the above two types having the definite
management policies, interests of the parent company vis-a-vis
its sub51d1ary are. adjusted on a case-by—case basis..

In establlshlng a foreign subSLdlary, it is adv15able to
deliberate the types of management as above mentioned in advance.
Other factors that should be taken into consideration are the
'p051t10nal relation with a third party regarding the capital
shares and the ownership of the original technology on which the

activities are based.
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2-3. How Intellectual Properties Are Generated at Foreign

SubSLdlary

Intellectual propertles such as patents, knowhow and
software may be nandled in dlffe:ent ways depending on how they

" have been generated. While it is relatively simple for the case

where the subsidiary carries out its activities on their own,

their world-wide activities often . generate intellectual

-properties as a result of joint efforts with the oarent company

Q- &-third-party T InTERE Tater ‘case, spec1al con51deratlon

should therefore bhe addressed appropriately on a case—by-case.
basis. |

The manner in which intellectual properties generate is

classified below.

(1} Intellectual Properties as the Result of Development
Activities by the Subsidiary Alone
When the subsidiary carries out its corporate act1v1t1es
on its own,‘1ntellectual_propert1es invented or made'by the
employees of such subsidiary are classified to this lst case as
the result of the subsidiary's activities. Ownership or
management of such intéellectual properties is determined by the
management policy discussed above. If the subsidiary's aim is
developing new businesses, the decentralized management may be
more appropriate to facilitate the use of rights for their
strategy. If the parent company is to direct the development
project, on the other hand, and bear the costs, the centralized
~management is often taken so that all the develcpment results
would be subject to the unified policy of the parent company.
(2} Intellectual Properties Generated from. the Activities Based
on the Tchnology Transferred from the Parent Company
_When the subsidiary is established for on-site production
based on the basic technology transferred from the parent
company and for developing the improvement technology,
intellectual properties derived from such activities are
classified to this 2nd case. For integrally managing or
1icensing the basic and the improvement technologies together,
the centralized management by the parent company is preferable.-
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{3) Intellectual Poperties Generated as a Result of Joint
Development with the Parent Company
When the parent company and its subsidiary carry out a
joint development by sharing roles, inventions may be made
separately or jointly. As well as in the case {2) above, the
centralized management by the parent company is preferable for

facilitating execution of an integrated strategy by the parent

. company.
(4) Intellectual Propertis Generated Out of Joint Development or
Consigned Development with Third Party Corporations
Developmeht activities may be carried out with third .
parties in a foreign country. It is recommendable to clearly
determine the ownership of the right by considering the '
development costs and the employer of the inventor/creatof.
As discussed above, intellectual properties generate at the
subsidiary in various ways. Sufficient advance discussion should

be held as to the ownership of the right, since complex relations
rega;ding the rights accrue not only between the parent company
and the subsidiary but also with third parties. Special care
should also be taken for joint development with third parties
'because it may become necessary to use intellectual properties of-
the third party and its affiliate company.

2-4., Legal Restrictions Regarding Tntellectual Properties
. Generated at a Subsidiary in the United States
As already discussed by referring to many references,
certain restrictions are imposed on the outflow of technical data

in Western countries. When Eakipg'out of the country

intellectual properties such as inventions and knowhow generated

in a foreign subsidiary for evaluation or patent filing, the
related laws and ordinances of the country concerned..shoukd-.

“haturally be observed. .
The United States, in particular, imposes detailed regula-

tions on the technology export, while U.K., Germany and France
-haVe several 1eés rigorous restrictions on the export or overseas
filing of'the_technology generated in their country by laws and
'regulations. Discussion of the legal restrictions for handling
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of lntellectual propertles generated in a U.S. subsidiary follows

as a typical example.
(1) U.s. Patent Law and Rules of Practice
I Section 184 of the United States Patent Law provides
that "except when authorized by a license obtained from the

'Commissionet, a person shall not file or cause or authorize
to be filed in any foreign country prior to six months after'
~filing-in-the-United States -an-application - for-patent.
C)' Section 185 of the Law further provides that
"notwithstanding any other provisions of law any person, and
his successors, assigns or legal representatives shall not
receive a United States patent for an invention if that
person, or his successors, assigns, or legal representatives
shall, without procuring the license prescribed in section
184 of this title, have made, or consented to or assisted
“another's making, application in a foreign country for a
patent.. |

(2) Export Administration Rules (FAR)
@) EAR are the rules to administer and regulate the
technology export from the United States (except the defence
articles to be referred to later) under the superv151on of

U.S. Department of Commence. Technology export as used

herein means not only transmission of the contents of
intellectual properties (patents, knowhow, software)
generated within the U.S. to outside but also transmission
to foreigners within the country such as the Japanese
employees detailed by the Japanese parent company. Speciél
care is thus required for controlling the technical
information in the subsidiary staffed by Japanese employees.
(@) EAR defines three kinds of licenses, GTDA, GTDR and the
-validated licenées, related to téchnical_information. The
export licenses are outlined below.
(a) General export license .

. Technical information classified as GTDA {General
Technical Data Available to All Destinations) may be
exported to all destinations without any restrictions.
Even those of the technical areas requiring validated
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licenses (VL), they may be exported under GTDA license so
long as they are "generally available information" which
have been published or reported at academic meetings,

Following is the list of information classified as GTDA.
* Generally available information which is disclosed in

publications accessible by any interested parties,

available for inspection at public libraries, published
in patent publications, reported at public meetings,
seminars, trade shows, etc.
* Scientific and educational information
* Information in patent applications originating in
_ foreign countries
(b) License for General Technical Data Under

. Restriction (GTDR})

The license is applicable to export GTDR. 15 C.F.R.
§779.4 prévides the details of the technical data to which
this license is applicable. Various restrictions are
imposed depending on the destinations of the technical
data exported under this license. Wtitten assurance not
to re-export the data from the destination may be demanded
depending on the data. There are several forms of Written
Assurance.

(c) Individual export license (Validated License)

When attempting to export prdducts or technical data
designated by EAR (composite materials, airplanes,
machining technology, software and others which are highly
'soPhisticatéd technology within limited-ranges) to
.designated countries, an application'for a VL for the

subject deal muét be submitted to the Office of Export
Licensing (OEL) of the Department of Commerce, and obtain

.ﬂmthEII .approval in_advance.. . S 8
To determine whether the data can be practlcally
exported as GTDR or reguires a VL is most important, but
the list of technical data requiring VL ié not only '
~ detailed and voluminous but also updated every year. An
expert should be called in for delicate technology.
- Watches for annual changes should also be kept depending

on the need.
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3) Exporting technical data without license constitutes an

"EAR violation and the exporter (U.S. subsidiary in this

. e SO EUPET

case} will be punished under the criminal, civil or
administrative law. Even if the importer of the technical
data (such as the Japanese parent company) had known thaﬁ _
_the technical data that was held as contravening EAR YSﬁCH:7HW
as acquired by self development, etc.) prior to the import,
“and will not be tolerated. o
U.S. Rules of Patent Processing 37 C.F.R. §5.15 stipulates
that "procedures under the Patent Law suffice for filing in .
foreign countries, and there is no need to obtain'a VL from
EAR for foreign filings". After'fiiing in the United |
States, the Patent Law takes precedence but taking the

invention out of country before domestic filing may cause
problems under EAR.

(3) International Traffic in Arms Regulations (ITAR)
() State Department supervises ITAR which regulate arms
export from the U.S. If parts and systems are "specifically
designed or modified for military application (or defense

articles)", the export of such tecnology is subject to ITAR-
control. Depending on the technology, the product may be
classified as such irrespective of the developer's specific
intention. The U.S. Munitions List carries the articles
classified as defence articles.

@ 1In order to export the technical export under ITAR,
individual licenses are required from the 0Qffice of Munitibn'
Control -of the State Department. When the subject
technology falls under the ITAR control, it will be deemed
to contravene ITAR even with the license under EAR.
Contravention is subject to punishments by the criminal,

~civil or administrative laws.

(4) How to Practically Address Légal Regulations Involving

Activities of U.S. Subsidiary |

Provisions of the Patent Law, EAR, etc. are applicable
whether the inventors are the U.S. citizens or not s¢ long

as the intellectual property or technical data is generated

|
;
|
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in the United States. 1In other words, if a Japanese
completed intellectual property in the United States, the
Patent Law, EAR, etc. are applied. |

If intellectual property is generated in a U.S. subsid-

iary, for making’their evaluation and handling, and decision
whether to file or not and which country or countries to
file, particularly if it is an invention, the engineer who
created the intellectual properties is practically required
to report or transmit the technical information including
such intellectual property to his/her supervisor or the
intellectual-property manager of the U.S. subsidiary.

A case which is particularly important and should be
carefully treated is a case where the sﬁpervisor or the
intellectual prdperty manager is not a United States citizen
(preciseiy'speaking,_he/she is not a persoﬁ who has obtalned
a Green-Card), because such report or transmission of the
technical information will fall into "export of information"

“for EAR or ITAR purpose.

- As a matter of course, it is clear that, if an invention

is decided to be filed for a patent, the invention should be
- first filed with United States Patent and Trademark Office
and then can beufiled in foreign countries only after 6
months have passed since the U.s. application is filed or a
license of foreigh application has been obtained from the
Commissioner of USPTO. (Usually, this license is issued
with a notice of Serial No. for patent épplication).

_ " If the intellectual property is the manufacture knowhow
or'software {(not a subject for a patent), such intellectual
property is often transmitted to superviéors, colleagues,

the intellectual property managers who are not U.S.

‘citizens, or to Japanese parent company as

~day=to~day bBusiness activities. .In these cases, such
-transmission should clearly observe the rules such as EAR.

;_ ' In view of Ehe above, a U.S., subsidiary should establish
a concrete actidn program as the internal regulations for
 observance of EAR and ITAR (such as obtaining the written
assurancé'for GTDR in advance, making the list of technology
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likely to require a VL in advance and causing the creator or
a U.S. legal counsel to determine if a VL is needed and '
applying for the license depending on the need) and make
them known to employees.

{3) Attached flow chart shows the procedure for
‘determination related to the export control of technical
information from. the United States.

25 -practical Mahagement of Intellectual Properties in a U.S.

Subsidiary

When an invention is made or intellectual creative activity
is carried out at a foreign subsidiary, procedures for protection
of rights should be taken immediately for these results. 1In

order to smoothly carry out the procedures as the routine

busihess, the company policy should be made clear, the management
and procedural system established, and the internal rules made
thoroﬁghly known to employees in order that those who are
creators would cooperate with the company. Practical matters
which should be considered for the intellectual property
management for foreign subsidiaries are discussed below. -

(1) Compensation for Inventors in Foreign Subsidiaries

(D Compensation for invention

Incentives for intellectual creativeness are important
to encourage researchers and engineers to become the
motivating force of local developments irrespective of the

mode of management. Under the centralized management by the

parent company, as rights belong to the parent company and
the morale of the subsidiary employvees tend to deteriorate,
it is necessary to keep the incentive for inventors high.

. Monetary or non-monetary compensations are conceivable as
the incentives, the latter being honorable mentions and
reflections on the merit rating for his/her promotion.

In the United States, there is no statutory mandate to
coﬁpensate inventors. On the contrary, it is in the Japan
Patent Code, (Japanese Patent Code Section 35), so that it
is up to corporations to pay monetary compensation to the

inventor who assigns his/her invention. According to
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Mr. Savitsky's survey of 115 U.S. corporations including
PIPA members who responded, about half pay monetary
dompensations, 80% of which consider the monetary compensa-
tion as the incentive for R&D. (See: T.R. Savitsky;
"Management of Employee Inventions", Proceedings of PIPA
'Niigata Conference). It is difficult, however, to determine
whether the monetary compensation is an effective means for
the incentive. About 20% of the corporations making
monetary compensations seem to think that the monetary
compensation and incentive are irrelevant to each other.
~ On the other hand, the Japanese Patent Code imposes
payment of compensation to the inventor for empioyee
invention by Article 35-3, and 90% of Japan's PIPA member
corporations has the system to compensate for employee
inventions at the time of filing, 80% at the time of
registration, and 70% during the time the patent was used
for their products. (Sée: Xishi, Y. et al; "General View of
Intellecfual Property Law Department in Japanese PIPA Member
Companies - Its Organization & Function”, Proceedings of
PIPA Niigata Conference).
Many Japanese corporations tend to introduce their own
- management System to their U.S. subsidiaries without
modification, and have established or are goihg to establish
the compensation system. Hardly any U.S. subsidiaries seem -
to have the system of compensation for using the patents.
In view of possible litigations against employers over
_fairness of management, prudence is recommended for .
introducing the monetary compensation system. '

@)Compensation for Software
When a patent application is filed for an idea contained

in software, the_cggngfmmgxmgggggmpenSatedguhde:mthemwﬂwwwwwm

“inventor compensation system. If the idea is to be
protected by a copyright alone, the compensation therefor
needs to be considered carefully. ‘
Under the Japanhese Copyright Code, the works made by
employees automatically belong to the employer as the works
made for hire (Article 15 of the Copyright Code), and there
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is no obligation to compensate the employee. ‘There arises a.
difference in legal obligation to compensate depending on
whether the work of software 1s protected by the patent or
the copyright. 1In order to compromise the difference and to
compensate employees fairly for their creative activities,
some Japanese companies have the internal system for asking
employees to report software created by them and to reward

-them for creatlveness o T
Similarly, the U.S. Copyrlght Code does not orov1de for

obllgatory compensation, and dlssatlsfactlon regarding
differences of compensation among employees is apprehended
if a system for compensating only for patents is ’
established.

The local situation should be carefully studied before-
establishing a system of compensation in a U.S. subsidiary
with a particularl emphasis on the incentive to inventors
and creators.

Evaluation and Management of Intellectual Properties in

Foreign Subsidiaries
Under the centralized management system, inventions

generated in foreign subsidiaries are assigned to and
controlled by the parent company. It should be considered
that what kind of a function should the subsidiary be given
in evaluating invention and filing application, and managing
intellectual proper. Management system should be improved
and changed according to the growth of the subsidiary
concerned. A compliance program for various legal
restrictions as discussed in Section 2-4 should alsoc bhe
considered. ‘
Following are the several examples of the local manage-
ment which are designed for managing intellectual property
that have cleared these legal restrictions. | |
@, In the stage where the local developments are small
scaled and not much results are expected of the
developments, those in charge are dispatched by the parent
company for practical management with the help of a local

legal counsel.
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(] There is a system of managing intellectual properties by
stationing a staff in a foreign subsidiary. Under tnis
system, the policy of the parent company can be
dessiminated thoroughly and relevant legal information can
be collected locally. ‘

C) In the stage where the local developments have become
full scaled, local experts may be hired to attend to the
day-to-day_business in addition to the manager. This
‘requires considerable expenses.

Under the decentralized system where the invention

accrued in the subsidiary belongs to the subsidiary, matters

that affect the entire group such as abandoning or licensing
rights are generally determined by following the parent
company’'s uniform policy. It is preferable to establish a
system for coordinating opinions of the group and the policy
for licensing the subsidiary's rights to third parties.

Points to be noted in managing intellectual properties
other than inventions that have accrued in.a U.S. subsidiary
are summarized below.

A local counsel should be consulted regarding the
employment contract which includes a provision to prohibit
working for a competitor after retirement in an attempt to
-protect the trade secrets such as important knowhow, since
this may be criticized as violating the freedom of the
choice of occupation. When such provision is to be
included, it is necessary to consider the term of
prohibition and compensation for non-work. If an employee
assures by a written agreement not to disclose any
 confidential information in his/her possession to his/her
new employer, he/she cannot be prevented from working for a

_competitor. In any management system, these points should

be considered in concluding an employment contract.
.Trademarks and service marks are usually managed
centrally by the parent company, but product trademarks used
‘in local sales sometimes belong to the subsidiary company.
‘Through guidance to the subsidiary to optimumly use the
trademark and collect materials that can be used as
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evidences of actual use is recommended. It should also be
noted that . in the United States even after joining the Berne
Convention the copyright indication effectively opposes the
plea of goodwilled use by the defendant ‘and that copyright
registration is a requisite for litigations fegarding'the_
works made by the subsidiary. When‘addpting the centralized

management by the parent company , guidance should be given

to subsidiaries for approprlate copyrlght 1ndlcatlons o )

ﬂwFlllng Procedures

The result of development at a subsidiary is subject to
the unified policy of the parent company under ‘the

centralized management, to the subsidiary's policy, under

‘the decentralized management, and to either party's pollcyr

under the-case—by—case.managément.

In actually filing applications, various legal
restrictions in the United States as discussed in § 2-4
should be considered. 1If the parent company is to evaluate
inventions before filing, the routine procedure for pre-
filing evaluation should be established to observe these
rules.’

Following points should particularly be taken into

consideration for smooth filing procedufes.-

. CD Inventors' obligatory cooperation regarding the

specification and subsequent procedures should be defined.
This ehould extend td post-retirement cooperation as the
inventor's declaration is occasionally needed in the
latter stage of patent prosecution, |
@) As the United States adopts "the first-to-invent"

principle, the employment contract should require
employees to record laboratory notebook in order to
establish the date of c0ncept10n and reduction to practice
of the invention.

Sof tware should preferably be protected by patent which

~is the right to absolutely,exclude others so long as it
_contains an idea. It is difficult to judge up to what scope

such an idea is protectable by a patent. Even under the
decentralized management where the results of development
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_..Eor the cases where the subsidiary is heavily.dependent.on ...

belong to the subsidiary, the parent company is recommended
to assume the unified policy for software protection for the
entire group's intellectual property management.
Respdnsibility Sharing in Case of Disputes with Third

Parties
When a foreign subsidiary manufactures/sells products or

 conducts R&D activities, third parties may issue warnings or

institute a litigation for patent infringement against the -
subsidiary. It should be determined in advance whether the
parent company or the subsidiary is responsible to resolve
'the problem.

Responsibility sharing for such disputes may be
performed according to the three forms of management as

discussed in § 2-2.

‘(@) Centralized management: Patent infringement matters

at the subsidiary are to be resolved at the parent
company's cost and responsibility.
C)Decentralized'managementz Patent infringement
matters at the subsidiary are to be resolved at the
subgsidiary's cost and responsibility. '
()(:ase—by—case management: The matters related to
B independent business of the subsidiary are to be
resolved by the subsidiary, and those'felated to the
products developed, manufactured or sold under the
consignment from the parent company are to be resolved
by the parent company.
When the subsidiary's capabilities to resolve disputes
and pay for damages are considered, 1t is clear that uniform

application of these general rules does not necessarily

- achieve advantageous solutions. This is particularly true

the parent company and their capacities for intellectual

property management and dispute resolution are rather low.
Full support by the parent company is essential in such

cases. .
' Advance patent searches are essential for technology

development for both parent company and its subsidiary to
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avoid infringing third party patents To prevent possible'
disputes, prudence is recommended when asking or being asked

to enter a patent assurance agreement with a third party.

3. intellectual:gropergx Licensing and Assignment between

a Parent Company and Its Foreign Subsidiary
Irrespective of the types of the intellectual-property

management, there must be the 51tuatlons in which an owner of. an.

“inteliectual- property is different from a user of it, so that

licensing or assignment of intellectual property between the two
parties is necessary. An international taxation and a licensor's
tort liability, inter alia, are likely'to be the most important
issues arising from the licensing or assignment of intellectual

property between parent company and its subsidiafy.

3-1. Issues of International Taxation
Money compensation for license or assignment of intellectual

property, such as royalty or lump-sum payment, may be agreed

easily and without trouble between parent-subsidiary companies

because of the special relation between them. 1In some cases it
might be agreed arbitrarily. (The phrase "money compensation for
IP" is used hereinafter in order to refer the money compensation
for license or assignment of intellectual property, such as
royalty or lump-sum payment because consideration for a license
and consideration for an assignment of intellectual property can

‘be discussed as substantially the same in this section.)

A tax authority usually has a power to impose tax only on a
corporation which is under its jurisdiction, so that two
companies belonging to a parent-subsidiary corporate group
settled in the different jurisdiction are assessed tax by
different tax authorities. Also, a money compensation for IP
affects substantially a company's ¢ross prbfit which is taxable.
Thus,.a corporation and its controlled tax authority tend to have
different opinions regarding a money compensation for IP.

International taxation systems regarding the intellectual-
property licensing and assignments'afe discussed below in view of

the U.S. - Japan Tax Convention and transfer pricing taxation

system,
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(1) The Tax Convention and Income Tax Withheld at Source

Many countries have a system of imposing taxes on total
income of their domestic corporation irrespective of
‘countries where the income has accrued. On the other hand,
the tax authority of the country where the payer exists
withholds income tax at source on the money compensation for
intellectual property.

If there would be no adjustment of tax operation between
tax authorities of different countries, the aforesaid two
~principles would be applied to the same transaction.

Namely, the tax authority of the country where the payer
exists and the authority where receiving corporation is
~incorporated would impose tax on the money compensation of

the same transaction of intellectual property, so that an
-~ international double taxation would happen.

To avoid such double taxation, many countries provide

some sort of deduction of all or part of the foreign taxes
imposed on incomes generated outside the country from the
amount of income tax in the country. 1In Japan, a |
corporation may deduct an amount of a foreign tax withheld
outside Japan on its profit from'its_final income tax up to
a certain limit. (Article 69 of the Corporation Tax Code).
This is called a'foreign tax credit system.

' Under the current practice, IRS's tax certificate for
10% tax withheld in the United States on the amount which is
a money compensation of intellectual property paid by a U.S.
sﬁbsidiary is used as a part of the application forms to the
‘Japanese ahtority for crediting foreign taxes by the

Japanese parent. company under the U.S. - Japan Tax

Convention.

_ TUTETE paféhE”ESﬁbéﬁy“Haé“ﬁgiawY§5§6ﬁ351§“356516§meﬁ%”'"f
‘expenses for the intéllectual propé:ty:generatea in its
subsidiary, the intellectual property'can be regarded as
belonging.ﬁd the parent'company'without any problems in view
of the international taxation. If a parent company,
however, did not pay enough development costs and
transferred the fesultiﬁg rights to itself wiﬁhout
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reasonable consideration, the parent company would be _
considered to have failed to declare the taxable income, and
the subsidiary would be considered to have made a gift.

(See: Nikkei Sangyo Shimbun dated May 31, 1991 "Nippon.
Unisys - value added portion is deemed a joint property -

a compromise reached on additibnal tax".) '

Transfer Pricing Taxation System

“WT?Eﬁgfé?wﬁ;fgfﬁaﬁgggggion system can be understood as a
means that & tax authority secures the right of taxation
imposing en income acquired by corporations engaged in
business in the authority's jurisdiction. Such tax is
imposed typically on the case where a parent company sells
products at unreasonably low prices to its subsidiary in a
country with light tax rate, thereby the parent company
passes on the profits to the subsidiary and evades the
heavier tax rate of the country in which the parent company
is located. In this case although the subsidiary pays
income tax to the tax authority of its jurisdiction, as a

result, the pareﬁt—subsidiary corporate group evades the

heavier tax rate in view of the group as a whole. . Along
with many countries, Japan {(Article 66-5 of the Code on
Special Taxation Measure) and the United States (Section 482
of Internal Revenue Code) provide such transfer pricing '
taxatlon system. _ : |

The Japanese. system is appllcable to a transaction
between corporations having the relationship of a
contrblling party and a controlled party in substance as
well as thé capital relationship and one of the corporations
is located outside Japan. If the prlce for the transaction
is below or above the arm's length price, ‘the tax authorlty
deems that said transactlon was held at the arm's length
price, and it may allocate proflt properly to . the two
companies. The comparable uncontrolled price method, the
resale price method, and the cost plus method are used to
determine the arm's length price.

The U.S. tax system on transfer prices is, on the other
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hand, applicable to transactions befween corporate groups
which substantially have the controller the controlled
-relationship. The system is also applicable to the
transaction between domestic corporations within the U.S. as
well as the transaction between foreign and domestic
corporations. In order to calculate the corpérate income
accurately, IRS is authorized to allbcate the total income,
deductions, etc. among members of the group. The
comparable uncontrolled price method, the resale price
method, the cost plus method, etc. are provided to detérmine
the arm's length prices in the order mentioned here as
concerning applicability.
Under the current transfer pricing taxation system, the
" tax authorities calculate true income of a corporaiton based
on the prices at which similar transactions between
_ihdependent companies are carried out (arm's length price),
and determine the tax amount based on the income thus
-calculated. As a result, the corporate group as a whole may
be imposed duplicate taxes, and the subject group may cause
the governments of the two relevant coﬁntrieS'to open
discussion and cause the tax authority of one country to
return the money to the corporation of the other country
(relative adjustment) (e.g. Article 25, U.S. - Japan Tax
Convention). '
. The transfer pricing taxation éystem is applicable to
. the case where the income is transferred through a business
deal within the group. Its application is not affected
whether the tax payer intended to avoid taxes or not.
2-i1) |
' The transfer pricing taxation system is applicable not
—only—to-the gale—of-products-but--algo -to-license .or ...
.assignment, etc. of intellectual properties. The United
‘States clearly set forth this point on the so-called super
royalty provision (See: Section 482-2 of the Internal
Revenue Code of 1986) that "in the case of any transfer or
license of intangible'property, the income with.respect to

‘such transfer or license should be commensurate with the
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income attributable to the intangible asset." Also in
Japan, there is no doubt that the transfer pricing taxation
system is applicable to the transfer of intellectual
property. |

2-1ii)

The theory and rationale of transfer pricing taxation

system is clear as above outlined, but its practice would .

..cause us..trouble...In.order. to.reasonably -operate —the .-
system, an arm's length price for a paticular transaction
should be determined. 1Tt is quite rare that an appropriate
intellectual pfoperty transaction can be found in order. to
estimate or compare of an arm's lenéth price to a patiéulaf '
transaction between parent-subsidiary group.

Neigher Japan's Corporate Tax Code or Income Tax Code
sets forth how to evaluate intellectual properties. The

- only clue which is available is a comparison in a business
market. We understand that Japan's National Taxatioﬁ_Agency
is currently investigating ways of determining appropriate |
prices for the intellectual-property transaction.

In the United States, "Section 482 White Paper" (A Study
on Intercompany Pricing) published by Department of the
Treasury and IRS in October, 1988 proposed:

C)some new methods for calculating arm's length price for
license or assignment of intellectual property; and
C)revision of royalty rate, etc. for téxation purpose after

intellectual-property licensing or transfer has taken

place, if important changes occured in the product’s

mar ket shares, etc.
The subsequent_stgdy”of'IRS';“movement could not be done due
to the paucity of data and materials.

‘3-2, License Agreement with U.S, Subsidiary and Product
Liability of the Parent Company
Another issue arising from the intellectual property

licenses from a parent company to its subsidiary is the degree of
responsibility assumed by the parent company as a licensor
regarding tort liability by the subsidiary. A typical issue
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concerns the product liability which is discussed below.

(1)

(2)

Product Liability ,
'When a defect in a product causes damage to a third

party's life, body or property, the party who caused such a
defect is held responsible for damages. This is called
product liabiiity.

Manufacturers of a defeétive product were held
responsible for damages caused by the defect under the
principle of general responsibility for torts or under the
contract.

Sophisticated science technology makes it difficult for
the suffering party'without'knowledge of such technology to
prove the negligence of the offender, a requirement for
holding someone responsible for tort. Furthermore, complex

~distribution routes of contemporary age cause the direct

contractual relation between a manufacturer and a consumer

to be lost. And thus pursuit of the contractual respon-

sibility falls into difficulty.

In 1960s, the legal theories were formed which aim at
protectlng vulnerable consumers from dangerous products and
passing these losses on to the manufacturers who profit from
mass production and mass consumption of the products.
Strict Llablllty Theory

Since the concept of product llablllty appeared to
lessen the difficulty of burden of proof for the consumers,
the requirements for the liability had to be established
toward the direction that proof'of negligence was not
necessary. . In lieu of the manufacturer's carelessness or

" negligence which cannot be proved easily, the objective

property or defect of a product became the requirement for
holdlng the manufacturer respon51ble because it is easier.to.

“'prove the latter. This is the strict liability theory. As

‘a result of many decisions bringing'about abSolute liabilty

which does not require proof of negligence, the strict
liability came to be defined in Section 402-A of the
Restatement (Second) cof Torts.
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(3)

~ig-not-a-manufacturer -concurs-with-the-intent -of..consumer.. ... o

(4)

Who Is Liable in Strict Liability

Manufacturers are primarily responsible for their

- products, but other parties can_also be held responsible,
Since the basis for liabilities resides in "the defect" of a

oroduct, to hold responsible a party who participated in
making "defect in a product” and who is in a position to

prevent damages accruing from such risks even if the party

protection. U.S. decisions have imposed strict
responsibility on the lessor (McClafin.v. Bayshore Equipment
Rental Co., 274 Cal. App. 2d 446, Cal. Rptr. 337 and

others), the developer (Kriegler v. Eichler Homes, Inc., 269

Cal. App. 2d 224, 74 Cal. Rptr. 749 and others), the
retailer (Vandermark v. Ford Motor Co., 61 Cal. 2d 256, 37
Cal. App. Rptr. 896, 391 P. 2d 168 and others), and the
wholesaler/retail distributor (Barth v. B.F. Goodrich Tire
Co., 265 Cal. App. 2d 228, 71 Cal. Rptr. 306 and others).
Also the trademark licensor has become to be liable for
defects in products since the decision was rendered in 1972
in the case of Kasel v. Remington Arms Co., 101 Cal. Rptr..
314, 24 cal. App. 3d 711 (Ct. of App. 2nd Dist., 1972).

‘Remington Case

The case concerns a claim for damages made against a
U.S. corporation, Remington Arms Co. . {Remington}, by the
plaintiff who was injured by explosion of a defective
cartridge manufactured by Cartuchds Deportivos De Mexico,
S.A. (CDM) 40% of which shares are held by Remington.

- Remington had been engaged in an extensive publicity

campaign for these cartridges, and under a trademark license
with CDM, it reserved a right to inspect, control and _
approve the quality of the produgt in respect of which the
trademark was used. The same persons were acting as
directors and officers for the two corporations.

The decision in this case adopted the "stream of
commerce theory" as a ground for holding the trademark
licensor responsible. So long as the trademark licensor can

be held as an essential part of marketing group who placed
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(5)

the defective product in the stream of commerce, it cannot
be exempted of the strict liability. Whether it can be
called an essential part or not is judged by such facts that
Remington was in a position to control the product quality
by being largely'involved in the corporation which
manufactured the defective product.
License to a U.S. Subsidiary and the Product Liability

Based on the foregoing, we would now like to_discuss'the
product liability in the case where a Japanese corporation
establishes 'a subsidiary in the United States to engage in

manufacture and sale of the product.
In the following cases, the parent company in Japan may

be held responsible for the product.

C)A Japanese parent company manufactures defective products

and its U.S. subsidiary sells them; _

(@)A U.s. subsidiary manufactures defective products and its
Japanese parent company sells them in the United States;
and ' '

C)A,U.S. subsidiary manufactures and sells defective

products.
In O and (2), the parent company will undoubtedly be

' held responsible under Uniform Product Liability Act and

past decisions (even though the seller is not necessarily
held responsible in all instances). The problem arises for
(3) where the degree of contribution by the Japanese parent
company is questioned. As for () , we shall discuss the
responsible party under a trademark license and a

patent/knowhow license respectively.
i. U.S. Subsidiary is manufacturing and selling defective

'products under a trademark license

In the Remlngton case, there was a trademark llcense

“agreement between Remington and CDM, the Remington trademark

was being used, and Remington had the authority to control
the product quality under the agreement. These were held as
‘the grounds for holding the parent company responsible.

Even in 3 , if there was a trademark license agreement
between the parent company and the subsidiary and the
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former's trademark was being used in respect of the product
and the former had the authority to control the product
quality, it is likely that the Japanese parent company would
be held responsible for products.

What if the trademark license agreement contained no
provision for the quality? The parent company who is the
licensor may be held responsible also in this case. City of

.Hartford. v. Associated Construction. Co 384A2d390

(Superior Ct. Conn. 1978) was a case where a provision for
quality was made. The decision élearly recognized the
strict liability with the trademark licensor under the
Trademark Law.

Would the ratio of capital held by the parent company in
the subsidiary affect the responsiblity of the parent
company? As far as we can see, the responsibility of a
trademark licensor is not affected by the ratio of
licensee's shares held by the 1icensoﬁ. This is clear from
the Hartford case which is held responsible a franchiser
having no relations regarding capital with the manufacturer
responsible. ‘

ii. When a ¥.S. Subsidiary manufactures/sells defective
products under a patent/knowhow license

In the case of a trademark license, involvement in the
stream of commerce can be regarded as havihg asked the
control of the quality. Would the parent company which is
the licensor of patent or knowhow be also held responsible
for the licensed product? _ | _

If the stream of commerce theory was applied to the
. patent/knowhow license, the patent/knowhow licensor should

be a link which placed the defective products in the stream.
A simple patent/knowhow license agreement, however, is
unlikely to give the licensee a control of the product
quality as 'in the trademark license. o

In our opinion, the patent/knowhow licensor is held
responsible for defects in products only when the guarantee
was made of the licensor's technology despite its inherent
defect, when the product carried an indication that it used
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have an indivisible relation by forming a complex business

in distribution of the defective products, there may be

‘instances where the parent company's principal

T Phere 18 TE caSQWWHére theé Ticensor s product liability ™

Ambrosius et al. "LICENSOR TORT LIABILITY IN U.S. LICENSING

the licensor's technology, and when the defective portion of
the product was designed by the licensor. It would be
difficult to affirm that the licensor is responsible under
the mere patent/knowhow license so long as the licensee has
a certain degree of freedom to design/manufacture/sell the
products. "Even under the name of consumer protection, it '§
would be too excessive to hold responsible the party with .
very little contribution to the defective product.

When the parent company grants a patent/knowhow license
to a subsidiary, the parent company is hardly likely to be
held responsible for the product, if the license does not

contain a provision for guality control of products
manufactured/sold by the subsidiary. This also applies to
licensing by the parent company to the subsidiary of
patent/knowhow that were generated in the subsidiary company
and owned by the parent company. In this case, the parent

company  is merely a holder of the right and its
responsibility is further limited.

However, if the licensor could evade the strict
responsibility by a simple manipulation of the licénse
agreement which would otherwise be imposed if they
themselves had manufactured the products using their own

technology, judgement of unfairness may prevail. In this
case, 1f it is postulated that the licensor and the licensee

entity by capital investment and other reasons therehy
attaching more importance to the parent-subsidiary relation

responsibility cannot be denied.

was disputed under the patent/knowhow license agreement (Alm
v. Aluminum Co. of America 687 S.W. 2d 374, Tex. App. 19853},
but there seems to be no judgement which held the licensor
strictly liabile for being the licensor. {See: J. W.

KNOWHOW AND PATENTS"; Proceedings of PIPA Tuscon
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International Congress.}) Our search failed to uncover
"similar judgement. If a court held a patent/knowhow
licensor responsible for the product, such judgement would
affect a great many corporations because such licenses
currently assume an important part of the corporate _
activities, and we should watch the future direction with

interest.

4, Conclusion _ _

We have discussed some issues on the intellectual?property
management at a U.S. subsidiary by a Japanese parent company. We
hope that the paper may be useful for many companies advancing

their global corporate activities.
Globalization of Japanese corporations has just started as

far as R&D are concerned, and the parent companies will lead the

management for the time being. OQur viewpoint undeniably focused
on the management of subsidiaries by the parent companies. In
order that Japanese corporations achieve their goal in 7
globalization in its true sense of word, sufficient consideration
should be given to the intellectual-property management so as to
help their foreign subsidiaries to take roots in countries they
are established.

We wish to acknowledge with thanks the kind guidance given
by Mr. Shimizu, the Chairmaﬁ of thé Second Committee.

We wish to add that "R&D Globalization-Proposal to

‘Management® a report published in September, 1990 by the R&D

Globalization Specialist Committee of Japan Techno-Economics

‘Society was mostVuSeful in pareparing this paper and thank

Mr. K. Marumo, the Secretary General, who offered us the use of
the report for this paper. ' ’
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(7) Abstract:

Rapid progress in software development technology in
recent years has enabled development of automatic
computer program writing systems, thus, legal protection of
computer programs is requested not only for their expressions
but also for their ideas of how to proceed a given process and
in what sequence. In keeping with such rapid progress in
software development, clear-cut standards for protection of
computer programs under patents and copyrights should be
established. This paper discusses the current status of
legal protection for computer programs in major countries,

" particularly, major U.S. decisions regarding the scope of
program protection and views voiced in the U.S. and Japan
regarding these decisions, it also analyzes the framework
for patent and copyright protection, and proposes a practical
guideline for legal protection of software to answer the
practical needs based on the analysis.

I: Introduction
Research and development in computer syétems has been

- remarkable in recent years as the focus shifts from large sized
host computers to dispersed type work stations, and software,
including computer programs, has become increasingly diversified.
A recently developed system enables writing an optimum program
automatically even if it is input in everyday language. Rather
than the expressions used in the program, the idea and concepts
- of how to proceed with a certain process in a certain flow are
regarded as more important. Thus, protection by patent is being
considered under a new light. As corporations and individuals
consider today's copyright protection for software insufficient,
the number of patent applications both in the United States and
Japan has been increasing in the last few years due to the
expanded protection by patents. In the case of a work created
by machine translation using artificial intelligence, the
boundary between the work made by a machine and that created by

...a.human._is.indistinct, this further.complicates the-standards-for.

protection of rights., That copyright protection should be given
‘to computer programs per se is irrefutably recognized in
industrialized countries, but it seems there different opinions
regarding the scope of copyright protection for software even in
the United States which represents 70% of the world's software
market. Legal protection has not kept up with the rapid progress
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1. Copyright

in software developing technology. Software protection by law
in Japan, the U.S., Germany and E.C. is discussed, and a
practical gquideline of protection is proposed based on the
present study. '

II: Current Status of Software Protection in Japan

Under the Copyright Law, a copyrightable computer program'is
defined as "being expressed as a combination of instructions to
run a computer and obtain a result"(Article 2-1-10.2). A source
program written in a program language readable by a human clearly
falls under this category. However, there is no legal provision
which clearly stipulates whether or not an object program which
is in a machine language falls under this definition. In Taito
v. ING Enterprise, the Tokyo District Court found that an object
program is a result of mechanical conversion of a source program
which is a copyrighted material and that the act:of its

duplication corresponds to reproducing the source program in a
| tangible form, thus offering practical protection.

As we reviewed in our 1990 Report, in the Systems Science Case
(Tokye High Court, June 20, 1989), the court held that the
infringement by a later program of a prior program's copyright'
is recognized only "when the prior copyrighted program contains,
in a combination of instructions, a portion of which creativity
is recognizable, and the combination of instructions of the later
pfogram is similar to =aid creative portion of the prior
program®”. The court further stated that "the sequence of program
processing (or flow processing) per se is an algerithm or a
"solution" as defined in Article 10-3-3 of the Copyright Law,
which is the portion not copyrightable as the authored work, and
therefore 1is irrelevant to the c¢reativeness of the program".
A combination of instructions is the program expression per se
and is entitled to protection under the Copyright Law, but the
sequence of program processing (flow processing) per se is
regarded to fall outside the realm of protection. There are no
other judgements in Japan defining the scope of protection for
expression. -
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2. Patent

The Guideline for proposed examination proceedihgs of March
1988 of the Japanese Patent Office, "Proposed Examination
Proceeding of Computer-Software-Related Inventions" recognizes
patentability of a computer-software-related invention in which
(1) it substantially utilizes a computer, if (2) it is a
particular and independent device, or if (3) the software
utilizes a specific characteristics of structure of the hardware .
resource, or if (4) the cause-effect relationship in method
(which has the reqularity used to obtain specific results in a
program) relies on laws of nature (regularity) as defined in
Article 2. The Patent Office is currently reviewing the software
examination standard for revision scheduled in or after 1992.
' The revision is expected to expand software protection in keeping
with the spirit of harmonization among Europe, the U.S., and

'_Japan. It will be interesting to see how the examination

standard for inventions using the laws of nature (regularity)
will be revised. _

Patent applications for software are increasing rapidly based
on the thinking that the idea of software per se should be
protected under the Patent Law. A software house called "Yes
  q9rporation" sued 11 companies and one individual, including

'major ménufacturers, in March 1991 for infringement of their
patent entitled "Device for Finance and Inventbry Management".
. We are watching with interest the development of litigation.

f_This case appears to have triggered the increase of applications

- for the sequence of job proceséing stored in a program recording

 médium (such as a floppy disc) by software makers who develop
programs and sell them in floppy discs as the final products.

(III: Status of Software Protection in the United States...

‘Regarding software, the U.S. Copyright and Patent Laws have

- no major difference to the Japanese counterparts. The U.S.

Copyright stipulates in Section 102(a) that "copyright protection
subsists..., in original works of authorship fixed in any
tangible medium of expression, now known or later developed ...",
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and in Section 102(b) that "In no case does copyright protection
extend to any idea, procedure, system, method of operation,
concept, principle, or discovery ...".

2. Patent
The United sStates Patent & Trademark Office published on

_ September 5, 1989, "Guidel meonthesub:ectOfthepatentablhty

of mathematical algorithms and computer programs (Computer
Guideline)", and described a two-part test. This test examines

(1) if a claim describes a mathematical algorithm directly or

indirectly, and (2) if the mathematical algorithm is applied to
a physical element or a process Step by some methced, In other
words, if a mathematical algorithm was present in the claims and

was applied to a physical element or a process step by some
method, it is entitled to be examined for patent protection. A
computer program is protected by a patent if it is considered a
process to be executed by a computer, as long as it is not a

mathematical algorithm per se.

3. Discussion of decisions on borderline cases of idea and

‘expression

That the copyright law protects expression, not idea, is
irrefutable in every country. But there are no decisions, other

- than the above-mentioned System Science case, in Japan that teach

the scope of protection in a copyrighted work in case of a
computer program. We, therefore, studied U.S. copyright
decisions in detail. Based on our search using a data base of
decisions, we reviewed the decisions to find those that teach
that the scope of copyright protection on program extends beyond
the 1literal expression of the program to the sequence of
processing (flow of processing), and further to the program
execution for the output on display (look and feel), and we found
two types of decisions. The representative examples are the
Whelan case and the Plains Cotton case.
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3.1. Whelan Associates, Inc. v. Jaslow Dental Lab, Inc.

As a representative example of the first type of decisions,
Whelan Associates, Inc. v. Jaslow Dental Lab, Inc., 230 USPQ 481
(3rd Cir. C., 8/4/86) held that the copyright protection for a
program extends to structure, sequence, and organization (SSO)
beyond the literal code of the program.1

The court applied a clear-cut test by drawing the line that
the underlying purpose of a program is its idea and all else is

expression.

! The defendant, Jaslow (dental device manufacturer), asked
Strohl, Inc. to develop a program, Dentalab, for use with the IBM
series one (the program was written in EDL language). The
plaintiff, Whelan, was owner of one half of the corporate stock
of Strohl, and wrote the Dentalab program. She left Strohl to
. form her own business, Whelan Associates, Inc., acquired Strohl's
copyright interest for Dentalab, and then registered the
copyright in her company's name. Whelan and Jaslow entered a
sales agency agreement for the sale of Dentalab by Jaslow.
Without the plaintiff's knowledge, the defendant obtained the
source code of Dentalab and re-wrote it in a language (BASIC) G
different than that of the original program, but with the same i
operation, output format and file for use with IBM PC. The new i
program was named Dentcom and was sold as a new version of
" Dentalab by a sales company established by the defendant. The
plaintiff charged the defendant with copyright infringement. The
Court of Appeals, Third Circuit supported the district court's
~decision by holding that the copyright protection of a program
extends to SSO0 beyond the 1literal code of the program and
therefore the two programs are similar to each other: the appeal
court recognized infringement of the defendant's program because
of the substantial similarity of the program and access to the
'source code, and ordered the defendant to pay for damages and
refrain from distribution of Dentcom.

The Court of Appeals followed a fairly traditional copyright
analysis, reciting the usual comments that copyright protection
-is for expression, not idea, and paid it's due respect to Baker
v. Selden. The same Court of Appeals reached a noteworthy
conclusion using the Baker analysis (230 USPQ 490):

- . "The Supreme Court's test in Baker v. Selden suggests a way

to distinguish idea from expression. Just as Baker V...

.....Selden .focused-on-the end:sought to be ‘achieved by Selden's

" book, the line between idea and expre551on.may be drawn with

reference to the end sought by the work in question. In

- other words, the purpose or function of a utilitarian work

would be the work's idea, and everything that is not
necessary to that purpose of function would. be part of the
expression of the idea... Where there are various means of
achieving the desired purpose, then the particular mean
chosen is not necessary to the purpose; hence, there is
expression, not idea ..." '
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3.2. Other decisions that have adopted the standpoint of the
Whelan case.

- The Whelan v. Jaslow decision should be evaluated in that it -
held that the expression of a program to be protected extends
~ to S50 beyond the literal codes, thus expanding the scope of

__protectlon toward 1dea, although it said that SSO had 51m11ar___ _
‘fmeanlngs because there are many decisions. c1t1ng this one. The' '

court's view in the Whelan case that if there were various means
to achieve the object of a program, then these means are regarded
as the expression to be protected appears to have caused
different opinions. The decisions discussed below are typical
examples which adopted the Whelan standpoiht and offered various
interpretations of the Whelan decision.

(1) Decisions with excessively magnified protection
_ A representative example is Pearl Systems, Inc. v. CQmpetition'
Electronics, Inc., 8 USPQ 2d 1520, (Florida S.D.C. 7/15/88)
regarding a program of a shot timer device used for competitive
pistol shooting. The district court held "the par time entry
subroutine was designed to provide a method for the user to set
a par time. That is the idea. The shot review subroutine was
designed to allow the user to review the shots he or'she has
fired and to learn of the time that elapsed between each shot.
That is also an idea. The court held that the subroutines
themselves are expression of those ideas and are thérefore
protectable under the Copyright law.

(2) Decisions with magnified protection

The following decisions hold that the scope of copyrlght.
protectlon_for programs extends to user interface beyond literal
codes and SSO by citing the Whelan case: Broderbund Software
Inc. and Pixellite Software v. Unison World, Inc., 231 USPQ 700
(N.D. CA 10/8/86), Telemarketing Resources V. Symantec
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Corporation, 12 USPQ 2d 1991 (N.D. CA 9/6/89),2 Lotus
Development Corp. v. Paperback Software Intl. and Stephenson
Software, Ltd. (Mass. D.C. 6/28/90).3

(3) Decisions which indicated a certain limit
- A decision rendered in Manufactures Technologies, Inc. v.
CaMs, Inc. 10 USPQ 24 1321 (D. CON 1/30/89) rejected that the
scope of protection extends to user interface beyond SSO for a
computer program. While it held that the copyright extends to
880, the Court pointed out an error in the Broderbund case. The
court in the latter case relied on the Whelan case by erronecusly
interpreting Whelan's court's holding that "screen display is
useful only as direct and presumptive evidence in judging copying
of the underlying program" to mean that the copyright protection
for S8SO is treated equal to protection of screen outputs.
Another decision is Johnson Controls Inc. v. Phoenix Control
Systems Inc. (Ninth cir. 10/3/89). The Ninth Circuit court
stated, "Where expression is indispensable in the treatment of

“an idea, it is profected only against verbatim or wvirtually
identical copying, but decline to reverse the district court's
finding that the structure, sequence, and organization is

protectable expression.

"'3.3. Decision that took the opposing stand of the Whelan Case
(1) Decision that denied SSO
‘a typical decision that denied the Whelan Case is Plains
B Cotton-Cooperative Association of Lubbock v. Goodpasture Computer

2Copyright protection was held to extend to the user
interface and the entire structure and organization of the
- program-including voice-image-display-"look-and-feel"-(eiting-the
Whelan Case). Several functions to commence the outline and end
the program were, however, held inherent to the idea in computer .
"outline program and not copyrightable. '

3Copyright protection of the program was held to extend not
only to the literal portion of the program but to SS0O and user
interface such as screen displays, and the defendant was found
to have copied the two line move cursor menu and the menu
commands in Lotus 1-2-3 which are the factors to be protected by
copyright.
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Service Inc. 1 USPQ 2d 1635 Fifth Cir. ¢. (1/21/87).% It denied
the Whelan Case and held that sequence and organization are ideas |
- when the market factors play an important role in determining the
program sequence and organization and therefore do not infringe
the copyright.
According to the Plains court, in the level system of computer

design" is at the lowest level, and the input format of the
Synercom case comes at the next lowest level, followed by the
functional design. (The Plains court held that the input format

4The defendant, Plains Cotton, developed a computerized
cotton marketing program, "Telcot", that enabled a cotton
producer to track a bale of cotton from the gin to a seller and
electronically account for the sale. Former programmer employees
of Plains worked with CXS (under licence from Plains) to develop
a personal computer based version o¢f Telcot. After their
intermediate employer, CXS, experienced financial difficulties,
the former Plains programmers took jobs with a Plains competitor.
In a matter of weeks, these programmers had completed the design
of a competing system called GEMS for personal computers for
cotton exchange. Plains made a motion for a preliminary
injunction on its copyright and trade secret claims, but their
claims were dismissed. They appealed the case.

The Court of Appeals, Fifth Circuit held that the District
Court's factual findings were not clearly erroneous, and then
addressed the appellant's contention that the District Court's
finding were incorrect as a matter of law because it applied the
wrong legal standard. The Court of Appeals ultimately upheld the
District Court's findings by stating that abstract concepts
lacking concreteness of the literal code are ideas that are not
copyrightable at all levels; it further stated that as long as
‘the market factors are playing an important role in determining
the sequence and organization of a cotten marketing program, the
sequence and organization are ideas and therefore do not infringe
the copyright, and that since there was no copying of the
program, there was no illegal use of trade secret.
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expresses a level which is more specific than the functional
design and more general than the line-by-line program design.)
It further held that protection is affordable to program design
of literal code or the line-by-line design with less abstract
character than the input format.

(2) Decision that held order and seguence are ideas

Another decision which cast a doubt on copyright protection
of SSO is Synercom Technology Inc. v. University Computing Co.
199 USPQ. 537 {N.D. Tex. 8/24/78). This decision, rendered prior
to the Whelan Case, marks a contrast with the Whelan case, and
is cited by the Plains court. It held that the organization and
sequence were ideas that are expressed and not the expressions.
If ordering and sequencing is expression, what separable idea is
expressed? It stated that the expfession should be protected by

copyright for the range between formative creation and the

expression of the sequence and arrangement per se. It also held
that the input formats are parts of the idea and not an
approprlate subject for copyright protectlon.

Having examined the decisions rendered by the U.S. court, the

 Court of Appeals, 3rd Cir. recognized protection for things that

are more concrete than the object of a program in the Whelan
case, and the Court of Appeals, 5th Cir. denied protection for
concepts that are more abstract than line—by—line program design
in the Plains case. |

- We shall watch future decisions With interest to see which

.standpoint other circuit courts would take.

4. Other Comments

Varlous comments have been made in prlnts and academ;c,mww@
Mmeetlngs regardlng the degree of” expre551ons to be protected by
4”copyr1ght. In addition to the decisions discussed above, we
‘would like to introduce interesting comments made in OTA Report

Computer Software & Intellectual Property (background paper)
1990, where we can find various opinions in the U.S.
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(1) In February, 1989, various opinions were presented at a
conference held at Arizona State University College of Law, and
the conferees formed a consensus on several points.
1. Courts will have to adapt traditional copyright principles
to a new and different technology.
2. 850 is unhelpful to describe expressive elements of programs.
_ It does not distinguish expressions from processes or

procedures. Moreover, computer programs are functional

works, thus technological constraints on using them limits
the scope of available protection.

3. Courts have extended copyright protection beyond the exact
text of a work.

"(2) Legal Protection by Computer Software: Discussion over

Copyrightabilty

1. There is considerable disagreement over what features of a
computer program are copyrightable. ;

2. The distinction between idea and expression can be very
tricky to make, even for some traditional literary works like
books.

3.  For software, which is intrinsically functiocnal, idea and
expression are closely interwoven. _

4, 1In practice, it is extremely difficult to separate which
elenments of a program are the expression and which are the
underlying ideas.

5. There is substantial disagreement among legal scholars and
software developers as to whether copyrights should protect
only against literal or near literal copying, S50, and user
interface.

IV: Software Protection in Germany
The 1985 amendment to German copyright law clearly indicated
that the programs are to be protected under Article 2-1-1 that
"Works of literature, academia, and fine art include the works
of language such as programs intended for data processing®.
Prior to the amendment in 1985, the Supreme Court of West
Germany affirmed the principle of appropriateness of copyright

339



protection of a program in the statement of reason given for a
decision. The decision concerned a case where the plaintiff, a
cash collection firm, asked one of the defendants to prepare a
program for their use, and the defendant attempted to sell the
program or its improved version to others. the Supreme Court
protected the plaintiff by citing the contractual right of demand
under the license agreement and gave the following noteworthy
view regarding the appropriateness of program protection under
the Copyright 1law. _

"In order to affirm the appropriateness of program protection
under the Copyright Law, the creative feature of the program must
be examined if it is of the sufficient height. The decision is
rendered by (1) general comparison of spiritual/creative
‘impressions of a concrete form with existing forms, and when the
‘creative Ffeature is confirmed, (2) the program is compared with
a work of an average programmer to see if it is clearly superior
‘to an average capacity in selection of instructions, collection,
arrangement, and classification of information. The lower limit
' of appropriateness of copyright protection-lies in affirming
these questions.”

As mentioned above, the Supreme Court affirms, as a rule,
appropriateness of copyright protection of computer programs, but
appears to reach a reasonable solution by restraining excessive
'proteetion by copyright by requiring "high degree of creativity"

in substance.

' V: Software Protection in EC

' In 1993, the EC is scheduled to establish the follow1ng
-eopyright-protectlon for computer programs. With its market
integration in 1992 approaching, the EC council of ministers

adopted on May 14, 1991, the "Dlrectlve on_the Protection.of. .-
'wwrcOmputer“PfﬁﬁfHﬁE“”ﬂ Twelve member states must amend the domestic

‘laws along the directive by January 1, 1993. The directive is

' summarized below.

{1) Computer programs are to be protected by copyright as
literary works, and the protection shall apply to the'expression
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in any form of a computer. Ideas and principles wﬁich underlie

any element of a computer program are not protected by copyright
(Article 1).

{2) The - term of protection is to be for 50 years from -
publication for a work of a legal person in accordance with the

{(3) As regards reverse engineering, a person having a
reproduction of a program shall be entitled to observe, study or

test the functioning of the program in order to determine the
ideas and principles, limited to loading, displaying, running,
and storing the program (Article 5-3)}. Regarding decompilation,

reproduction of the code and translation of its form to obtain

information neéessary to achieve the inter-operability is

- regarded lawful (Article 6). These provisions are enforceable

and not to be excluded by contract.

"VI: Types of Software

Legal protection of software in various countries was
discussed. Characteristics in the scope of protection by types
of software are discussed below.

A software developer who is the unigue creator (the earlier
developer) wishes to obtain the widest possible protection for
software which he/she haé developed, whereas another software
developer (the later developer) who wishes to develop software
more superior than software developed by other companies, wishes
that the protection given to other's software be as narrow as
possible. The desired scope of legal protection for computer
programs differs depending'on the standpeoint of social needs.
The desired scope also appears to differ further depending
whether the object of protection is the basic software, protocol,
inter-operability, or the application software.

As shown in Table 1, computer programs are classified into
three classes; basic programs, basic/common programs, and'
application programs. The features of the scope of protection
for each class are discussed. The basic program is closer to
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hardware and therefore the functions to be achieved by the
program are limited with a lower degree of freedom in expression.
Application software is independent of hardware, its functions
are diversified to meet the user's demands, the program capacity
is large and the degree of freedom of expression is also high.
The basic/common program is positioned in between and has the
interface function as well as the connector function with the:

application program.

1. Basic Program

In the basic program, functions and input/output data of
modules that are inside the program are easily disclosed outside.
Rather, disclosure of such information appears .to be
- characteristically the basis for the program value. The basic
program has a small degree of freedom in expression and if one .
tried to develop a compatible 0S8, the later manufacturer is bound
to come up with an- 0S8 with the same structure even without
copying. In the case of a small program capacity control
program, there is no choice for composition and therefore the
copyright protection is hard to obtain, due to the merger theory.

-2, Basic/Common Program
Similar to the basic program, there are higher possibilities
‘for outside disclosure of the internal structure for the
basic/common program because the application software also uses
‘them commonly. There is a distance to hardware and because of
a higher degree of freedom of development, it is different from
the basic program. As is represented'by the window environment,
in the wuser environment support program, the visual image -
occupies an important part of the program value. The commercial
...value of user interface in this type of program often depends.on..
~ the expériéhce"of the users, and when the latter maker wishes to
develop a better user -interface, the scopé of copyright
protection for the look and feel of the former maker's pProgram
presents an important problem for programs in this class.
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TABLE 1: SOFTWARE CLASSIFICATION

. Program—+—-Basic/Common
Program

—~Application
Program

Source: Business report

— Basic Program-———I:Control program

Communication control
. program

HARDWARE

—Program for data base
use

—~Program for system
developement/maintenance/
operation support

—Program for user
environment support

— Program for uses of _
knowledge and information

- Security program
—Program for office work
support o

— Program for education
training

r—Program for-society/homé

—~Program for industrial
uses

‘-Program for research
and developement

USERS

on ﬁsbftware development and future
trends® March, 1991: Japan Machinery Federation Research

Institute of Japan System Development pp. 18-19.
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3. Application Programs

Further classifications appear feasible in addition to that

shown in the table. Many U.S. decisions discussed in Chapter III

address the programs of this category.

-
|

|

}

A

VII: Framework Analysis of Software Protection

1. Laws for software protection

Legal protection is available for computer software under the

patent, copyright and trade secret laws. Their characteristics
are discussed below.

a) Patent
*Protection of an idea is possible, prov1d1ng an exten51ve
range of protectlon for things.

- *The description in the Scope of Clalm clearly defines the
scope of protection.

*Applications must be filed in each country, requiring complex
procedures and enormous costs for obtaining rights. The
burden is huge for individuals and small enterprises.

| *Scope of protection obtained as a result of examination varies
from country to country.

b) Copyright

*Most software 1is protected even if it does not meet the
stringent standards of patent examination.

*Copyright accrues upon filing and does not require complex

- procedures and costs as patent {under the Berne Convention).
This is a valuable means of protection for venture businesses
and individuals without sufficient investment fuhds for
1nte11ectual property.

_*nght can be exerc1sed whlle enjgying trade secret._

¢} Trade Secret

*Permanently protected so long as it is kept confidential.

 *Continued protection is difficult for ‘commercially
available software. '
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‘In addition to the above, protection by confract to bind the
parties is also available. How to uniquely rely on various laws
that may be applied to software is important to software
developers. The trend in recent years is to reinforce patent .
protection of software which is reflected in the increased number
of patent applications in Japan and the U.S.

27 Study of legal systems for protection of application programs

(1) Decisions on infringement of program copyrights are mostly
related to application programs for direct use by users. 1In
infringement 1litigations involving the basic programs and
basic/common programs discussed above, the scope of protection,
standards and environment differ from those in application
programs, and decisions that are different from the existing ones
are expected. Accordingly, it seems that further complex
discussions would be induced. A recently developed system enables

writing an optimum program automatically even if it-is input in
everyday language. Rather than the expressions used in the

program, the idea and concepts of how to proceed with a certain

process in a certain flow are regarded as more important. Thus,

protection by patent is being considered under a new light. We

have therefore studied the combined roles of protection by patent

and copyright.

(2) Figs. A through C show the frameworks of legal protection for
software with respect to patent and copyright laws of Japan, U.S.
and Germany. In these figures, the level of software -
specifications is plotted on the vertical axis by indicating (a)
"the requirement specification" for software as a whole, (b)
"general logic flow specification” for computer processing of the
job flow, (c) "detailed logic flow specification" for specifying
the detail logic or structure design, and (d) "code" for running
the computer. The inventiveness under the patent law and the
creativeness (originality in the U.S.) under the copyright law
are pletted on the horizontal axis. Fig. D shows the synthesized
framework for protection in three countries. These figures were
prepared to show the result of our discussion. Further review
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is warranted for accuracy of the content. Protection in various
 countries is discussed below by referring to the figures.

As shown in Fig. A, the scope of protection for copyrighted
software is extremely large in the U.S. if the SS0 theory
discussed in the Whelan decision was to be followed, thereby
creating duplicate protection in the areas protected by patent
and copyright. _

As shown in Fig. B, Germany has no problems of duplicate
protection, but it apparently lacks an appropriate system of
protection for creative works'with low creativity.

As shown in Fig. C, Japan has no problems of duplicate
‘protection of software by patent and copyright. Appropriate
legal protection is not available in the area of detailed logic
fIOW'specifications.because.of their lower inventiveness, thereby
creating a void in protection of rights. If the detailed logic
flow specifications were at the same level as the code level,
protection by copyright will be available.

In Fig. D, protection in three countries is compared.
Software protection by patent is available most extensively in
the United States, and least in Germany. Examination of the
actual status of patent registration reveals that Japan is
somewhat closer to the United States. The standard of creativity
for copyright protection is very high in Germany, and that in
Japan appears to be somewhat higher than the standard of
originality in the United States as is reflected in Tokyo High
Court's decision in the System Science Case as described in

Chapter II-1.

3. Protection of Subroutines _
The Pearl System Case discussed in Chapter III-3.2 does not

... fall within. the. scope.of protection.by.copyright.shown -in-our----

flowchart. A module to achieve a certain function appears to
fall subject to the requirement specifications mentioned in the
chart although it does depend on how a subroutine is interpreted.
We believe that protection of the idea and not the expression is
more important for subroutines and that protection by a patent
is more desirable because of their character.
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Fig. B: Boundaries for Software Protection in. Germany
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Fig. C: Boundaries for Software
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Fig. D Compari'son of Boundaries for Software Protection in U.S., Germany and Japan
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VIII: Proposal for a New Practical Guideline

We propose a two-part test as the practical quideline for
software developers in selecting appropriate protection for
software in view of the principle of the patent and the copyright
laws shown in Figs. A through D and the increasing importance of

that described below, one must naturally note the differencés
in application of laws in various countries.

‘Determine an cbject to be

Protected
Is protection by - YES
FIRST STEP Software Patent
Pogsible?
NO Protection under
Patent Law

Is protection by
Copyright sufficient? YES
SECOND STEP (Is the protection at
the level of literal
expression sufficient?)

NO Protection under
Copyright Law

Protection by trade
secret. (Object is the
internal specifications,
etc.)

!
g |
? | - as1
| _
1

_protection by patent. When relying on the two-part test such as ...



_ The guideline is based on the basic thinking that although
literary works, such as hovels, are not entitled to protection
under the patent law but have to be protected by the copyright
law, as for software, the sequence of processing or idea beyond
the literal expression should be proteéted by the patent law
while the literal expression alone is protected by the copyright

law.

FIRST STEP: Developed software is first selected, and an object
for which legal protection is desired is determined. The cbject
is judged as to whether is can be protected by a patent. If
"YESY, the applicant can select and file for the protection under
the patent law. If the answer is “NO", one goes to the second

step.

SECOND STEP: The developer judges as to whether protection by
copyright is sufficient or not (if legal protection of literal
éxpression is sufficient), presuming that the copyright
protection extends only to the level of literal expressions. If
"YES", the copyright protection is sought. If "NO", the trade
secret protection is sought. In practice, the object to be
protected will be the internal specification, etc. Since a
program per se cannot be claimed as a patent claim, it is judged
"NO" in the first step, and is entitled to copyright protection

in this second step.

The test chooses protection accofding to respective laws.
It is, however, possible to obtain protection under the three
laws of patent, copyright and trade secret depending on the idea,
expression and degree of secrecy for a software product.

' 1X: Conclusion

The present study compared and reviewed the protection of
application programs in the U.S., Japan, and Germany by plotting
the level of software specifications along the vertical axis and
the inventiveness and creativity along the horizontal axis, and
also studied the practical guideline. As mentioned in Chapter
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VII, the study revealed duplicate protection by a patent and

copyright in the United States and areas without any protection
in Japan and Germany. That software protection should differ
from country to country may cause practical problems in software
development, protection, use and licensing. We believe that a.
continued study on the desirable protection of software is

owarranted. e
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{7) Abstracts.
We have already introduced the details of the amended
Unfair Competition Prevention Act at the 21st
Congress. {Protection of Trade Secrets in Japan -~
Introduction of the Amendment of the Japanese Unfair
Competition Preventlon Act in 1990 - PIPA 21st
Congress 1990). This amended Unfair Competition
Prevention Act was enforced on June 15, 1991. We
shall discuss what kinds of laws including the
amended Unfair Competition Prevention Act are to be
applied in Japan to the violation of trade secrets,
referring to the recent case of Rockwell Graphic
Systems Inc., v. DEV. Industries Inc. which US Court
of Appeal remanded to the district court for further
proceedings.

Furthermore, there exist such problems in Japan as
concerns for possible disclosure of important trade
secrets during the trial for protection of trade
secrets, and difficulty of proving unfair acts due to
non-existence of discovery system, The former stems
from the cpen trial prineciple under the Japanese
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Constitution. Counter measures thereto and check
points of trade secrets contracts are also discussed.

l. Intreoduction

In recent years, the importance of such trade secrets as
technical or marketing know-how has been increasing and the
necessity of their protection from acts of unfair competition
has been increasing. Under such circumstances, the amendment
of the Unfair Competition Prevention Act had been studied.
‘The amended Unfair Competition Prevention Act was promulgated
on June 29, 1990 and became effective on June 15, 1991. This
amendment regards unfair acts relating to trade secrets as
unfair competition acts. As a civil relief to such act,
among others, the right for an injunction is granted not only
to a person who has acquainted trade secrets unfairly but to
the third party who has received it from the disclosing
‘person.

Before the amendment of the Unfair Competition Prevention
Act, the violation to proprietary information invoked a civil
relief under the Tort Provisions and Contract Provisions of
the Civil Code. However, there were no statutory provisions
stipulating a right to claim an injunction.

The criminal law has been available against violation of
proprietary information as discussed later in Section 2.4,

Referring to Rockwell Graphic Systems Inc. v. DEV

2/11/91) as an example, the discussions are made hereunder as
to how the laws are applied in Japan to the violation to
trade secrets, assuming that the case occurred in Japan.

Hypothétical facts are incorporated as all the facts in
the actual case are not clear.
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Purther, this paper discusses two problems in connection
with legal procedures in Japan. First, publicity of trade
‘secrets 1is likely to occur during the trial for its

protection under the open trial principle applicable even to
court records.

Second, proof of unfair acts is difficult in Japan where
there is no discovery system. The measures to cope with

..these matters-and-the points-to be ¢onsidered in executing

trade secrets contracts are examined.

2. Applicability of Japanese laws (Unfair Competition
Prevention Act, Civil Code and Criminal Law) to the
Rockwell Graphic System Inc. v. Industries Inc. case

2.1 Outline of the case

Rockwell Graphic Systems Inc. manufactured printing‘:
presses and their replacement parts. In some occasion,
Rockwell subcontracted the manufacture of parts to vendors. -
Rockwell provided vendors with piece part drawings under a
confidentiality agreement.

Rockwell, on the other hand, provided assembly drawings.
to customers.

Though these assembly drawings were not trade secrets,
they included legend citing that they were trade secrets as
the piece part drawings did. '

An employee A of Rockwell left his company and, three
years later, he joined DEV Industries Inc., a competitor of
Rockwell as its president.

An employee B of Rockwell joined DEV the following year
after being fired by Rockwell when a security guard caught
him removing piece part drawings from Rockwell's plant.
Rockwell brought a suit against DEV and former employee A for

misappropriation of trade secrets. Discovery revealed 100 of
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Rockwell's piece part drawings in DEV's possession. DEV
claimed to have obtained them lawfully while Rockwell alleged
‘that either of the former employees A or B stole them or DEV
obtained them in unlawful manner.

The U.S. district court granted a summary judgment that
trade secrets of Rockwell is invalid because Rockwell failed
in assuming adequate precautions for confidentiality.
Rockwell appealed. The U.S. Court of Appeals reversed the
summary judgment and remanded for further proceedings by the
trial court.

See 18USPQ2d, No. 84C6746 and 17U8PQ2d, No. 90-1499 for
further details.

2.2 Applicability of the Unfair Competition Prevention Act
2.2.1 Are Rockwell's drawings eligible for protection as
trade secrets?

According to the articles 1 - 3 of the Unfair
Competition Prevention Act, the requirements for trade
secrets protection are as follows.

a) Technical or trade information useful for business
activities '

b) Not publicly known

€©) Protected as secrets

There is no doubt as to the eligibility of the piece
part drawings possessed by DEV as found in discovery'so far
as the requirements a) and b) are concerned. However, it is
‘disputable whether these piece part drawings fulfill the

In connection with requirement c¢), the MITI's
guideline of the Unfair'Competition Prevention Act ("For
Implementation of the Amended Unfair Competition Prevention
Act.Concerning Protection of Trade Secrets ~ With Emphasis on
Analysis 6f Domestic and Foreign Cases ~ " issued by the
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Ministry of International Trade and Industry (MITI), May
5 1991) shows fundamental views of the precautionary measures
_ as follows.

- Fundamental views of the precautionary measures -

The term, "Protected as secrets" means "to maintain
the management of secret objectively to the extent where

confidentiality."
Basically, the following approaches may be

conceivable.

(1) Measures are taken to make persons who may have an
access to the secret information realize that the
information is trade secrets,

(2) Access to the information is limited by location.
and by physical means, '

(3) People who can have an access to the information
~are limited, or use and disclosure of the information are
limited although they had accesses to it.

All of these conditions are not necessarily

required.

Further, there exists no absolute yardstick to
measure the degree of an administration of the secret
information, Whether the measure taken is sufficient or
not is to be decided taking into consideration of
relationship with the actual facts of unfair acts.

For example, it is not justified that an intruder
from the outside for industrial espionage could be
discharged from theft even if there were no indications -

~of trade secrets or failure of lbcking and keying systems

at the management site. .

To the contrary, for employees having a chance to
have an access to trade secrets, indications of trade
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secrets and confidential liability for use and disclosure
are, in some case, necessary.

Further, in case of highly vicious unfair acts by
an employee where trade secrets bearing confidential
obligation are taken out from the custody site and sold
to a competitor, it is not justified that the employee
becomes innocent for the reason that no key was locked at
the custody site.

- Precautionary measures taken by Rockwell -

The piece part drawings of Rockwell bear
indications of "Confidential" which fulfill the
requirement (1). Requirement (2) will be discussed
hereinbelow. '

It is worth appreciating that the original copies
of the piece part drawings were kept in the vault of
‘Rockwell. However, nobody knows how'many copies were

" made and circulated to. Copies were not collected and

sometimes thrown into a trash can. Consequently, it is
our view that the measures taken were not those
restraining access. 1In order to fulfill the requirement
(2), it is necessary to make restriction of access not
only to the original but to their copies. Then the
requirement (3) is discussed below. '

Rockwell attempted to limit that people who can
have an access to the piece parts drawings. Rockwell
had contracts with vendors for confidentiality; These
should be valued while there were no evidence to
establish that employees of Rockwell were subject to -
~limited-disclosure ‘of thé piece part drawings to the
outside. The piece pért drawings bear the indication of
"Confidential" and people accessible to the piece part
drawings are limited. Therefore, the absence of contract
for confidentiality with employees would not cause any
problem in our opinion. However, the confidentiality
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contract were neglected by vendors.

i) If Rockwell knew of the negligence by the vendors

If Rockwell left the negligence uncured in spite of
knowing it, no efforts of Rockwell should be found with
respect to requirement (3). In this case,; our general
1mpre551on is that Rockwell took only measure for

‘féquirement (1) and that it is far away from “reasonable

effort". Consequently, the requirement (c) is not
fulfilled and likelihood of being acknowledged as trade
secrets for protection is small in Japan.

ii) If Rockwell did not know of the negligence

_ If Rockwell did not know of negligence of the
confidentiality contract, only the venders who did not
comply with the obligations of confidentiality should be
responsible. Rockwell should be presumed that they took
Some measures on requlrements () and (3). For
satisfaction of the requirement {c), it is not necessary
to fulfill all the requirements (1) to (3). Overall
consideration should be carried out and there is a
possibility that reqﬁirement {c) is found to have been

met.

So far as our surveys are concerned, there are no
Japanese case in which appropriateness of management for
confidentiality was the main issue. We have to wait
until when cases for the judgment of this issue is
accumulated. ' |

2 Relief in case the trade secrets requirement is met
' Assumption is made that the trade secrets requirement
- is fulfilled.

i) Another assumption is made that former employees A

and B took out certain piece part drawings though this issue
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- was not established in the actual case despite Rockwell's
assertion.

The Article 1-(3)=-(ii) of the Unfair Competition
Prevention Act stipulates as unfair act concerning trade
secrets "an act of acquiring trade secrets with the knowledge
that there is intervening unfair act of acquisition involving
such trade secrets or not knowing it in gross negligence or
ran act of using or disclosing such acquired trade secrets”
and permits claims for injunction or prevention of such
unfair act concerning trade secrets.

DEV could have learned from the explanatory note
attached to the piece part drawings that the intervention of
unfair acquisition of trade secrets happened. Thus, Rockwell
is entitled to claim cessation of use of piece part drawings
to DEV.

ii) On the other hand, an assumption is that DEV got the
piece part drawings from other source than Rockwell, for
"example from, vendors or customers who obtained the piece
‘part drawings from vendors. DEV could learn from the note
thereon that there were unfair disclosure of trade secrets or

““the intervention of such unfair disclosure.

The article of 1-3-{(v) of the Unfair Competition
Prevention Act stipulates as unfair act concerning trade
secrets "an act of acguiring trade secrets with the knowledge

that it constitutes an unfair act of disclosure of trade
| secrets or there is an intervening unfair act of disclosing
trade secrets or not knowing it in gross negligence or an act
of using or disclosing such acquired trade secrets” and
permits claims for injunction or prevention of such unfair
act concerning trade secrets. 8o, in this case too, Rockwell

can clalm for cessatlon of u51ng the plece part draw1ngs.

Further, in both cases of 1) and 11), the proprletor
of trade secrets may also claim for the destruction of the
products manufactured with unfair acts concerning trade
secrets or the equipment used for the unfair acts in
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accordance with the Article 1 - 4 of the Unfair Competition
Prevention Act.

In addition, the Unfair Competition Prevention Act
stipulates that "a person who has intentionally or
negligently inflicted any injury to the business interest of
another by an unfair act involving trade secrets shall be
liable for compensation of damage within three years from the
time a holder of the trade secrets knew the fact and the

paArty - performing the GAfAir Act and WitHin 10 years from the

time of commencement of an unfair act." Consequently,
provided that these condition are met, damages can be
claimed. )

2,3 Applicability of the Civil Code
2.3.1 Tort Law o

Before the amendment of the Unfair Competition Prevention
Act, there were no statutdry provisions explicitly
stipulating trade secrets as a legal righf. Howevér;,civil
relief had been granted under Tort Law in cases where '
deprived information is worth being protected. |

‘Unlawful conduct is found when the "right" of another
person are infringed intentionally or negligently (Civil
Code: Article 709).

Court decisions regarding this state that any interests
worth being protected are considered to be "rights" under
Tort Law (for example, Daishinin, Decision dated November 28,
1926, Daigakuyu Case).

For the Rockwell v. DEV, case, damages would be available
under Article 709 of the Civil Code. Regarding the
management system for the protection of trade secrets and how
it operates are alsc questioned when determining the
potential worth with regards to legal protection.

2.3.2 Applicability of Contract Law
A compulsory obligation of confidentiality to the
counterpart in a confidentiality agreement is available

363



(Civil Code: Article 414), and damages are available in the
case of an unfair act (Civil Code: Article 415 to 422). No
stipulation exists regarding an injunction, but it is an
established theory that an injunction is applicable in cases
where irrecoverable damages are foreseen due to a
misappropriation,

In a case like Rockwell v. DEV., in which DEV received
piece part drawings through former employees A and B, who had

entered into confidentiality agreements with Rockwell,
‘Rockwell is entitled to claim damages against A and B but not
to an injunction to prevent DEV, with whom no direct
contractual relation exists, from using the piece part

drawings.

Similarly, when DEV receives piece part drawings through
vendors, Rockwell is entitled to claim damages against the
vendors, but not damages from or an injunction against DEV,
who is not a counter-part of a contract, preventing them from
using the drawings.

2.4 Applicability of Criminal Law

The Unfair Competition Law contains criminal provisions
in general terms but excludes any related to trade secrets.
But a penalty is applicable under Criminal Law for the theft
of trade secrets,

'2.4.1  In cases where information is recorded on a tangible
medium .
For cases of misappropriation of other party's
- property, such offenses as theft (Criminal Law: Article 235),
fraud-(Criminal Law: Article 246), duress (Criminal Law:
Article 249). embezzlement (Criminal Law: Article 252,253)
- or breach of trust (Criminal Law: Article 247) are

appllcable. B 5 S 5 05 5 s

In order to judge whether the recording mediums, with
information recorded thereon, such as paper, magnetic tape,
photo £ilm, etc., are considered property, many cases
considered requirements b and c, as well as requirement a,
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~listed below (for example, Tokyo High'cdurt, Decision dated

August 26, 1986, Entrance Examination at Waseda University):

a. BEconomic value
b. Not publicly known
c. Protected as secrets

. In the Rockwell v. DEV. case, theft or duress would
be appllcable if former employee A or B stole the drawings or.

sold for their own interest the drawings in their possession,
which belonged to Rockwell, '

Of the above listed requirements, requirement c is
not so strictly applied in every criminal case. For example,
there are a lot of cases which found that requirement c was

- fulfilled, even if it was not kept under lock and key.

_ It is highly likely that these piece part drawings
are acknowledged as "an other party's property", as Rockwell
did not renounce the right of property of the drawings and
controlled to some extent the explanatory note regarding the
drawings.

2.4.2 In cases where information is not recorded on a

medium o

In cases where a person managing information
disclosed the information, thus causing property damage,
breach of trust (Criminal Law: Article 247) is applied.

In this case also, fulfillment of the conditions a to
c shown in 2.4.1 is required even for information that is not
recorded on a medium.
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Laws applied to the misapprdpriation of secrets

law ways of misappropriation iegal effects
1. Unfair Misappropriating “trade injunction
Competition secrets” : (1-3)
Prevention Act destruction of
products and
equipment
(1-4)
damages
(1-2-3)
measures to
restore business
goodwill
(1-2-4)
2. Civil Code misappropriating damage
(Tort Law) - intentionally or negligently {(709)
information worth legal
protection
3.CivilCode  |breach of confidentiality compulsion of
(Contract Law) obligation for

confidentiality
(414)

damage
| | (415 t0 422)
4. Criminal Law [act depriving the formed = |theft (235)
goods containing | fraud (246)
proprietary information by |duress(249)
theft, fraud, duress, embezzlement
embezzlement etc. (252,253)
_|actdisclosing information  |breachoftrust | =

and causing proprietary | (247)

|damage by a person in a

position of managing
information
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3. Problems in litigation procedure related to trade secrets
and their countermeasure '

3.1 Problems in establishing unfair acts

In Japanese litigation proéedure there exists no system
equivalent to discovery in U.S.A. So, it encounters quite a
lot of difficulty in proof of unfair acts such as disclosure

‘disclosure of trade secrets, some measures should be

considered as having the provision in the contracts _
stipulating an obligation of a party disclosed trade secrets
to cooperate with a disclosing party in the case of finding
out the unfair acts of disclosure of trade secrets. We will
discuss this in datail in Section 4.2.2. '

3.2 Principle of open trial and affiliated problems

The Article 82-1 of the Japanese Constitution Stibulates
that oral proceedings and judgments shall be conducted in
open court. Anybody can see the litigation records (Code of
Civil Procedure; 151-1).

Anticipation exists trade secrets shall become public if
oral proceeding in the litigation related to trade secrets
shall be conducted inJopen court and the litigation records
shall be 0péned to the public.

During the trials, the concrete content of the case shall
be known by auditors in the examination of proof such as
examination of witness.

The Constitution does not require that all trials shall
be public. Further, the Article 265-1 of the Code of Civil
Procedure stipulates that "the court can examine the proof
outside the court when it considers reasonable".

In order to prevent the publicity of trade secrets during
trials, the measures as request'of examination outside open
court and g0 on are necessary. In addition, in this case,
the consideration by court is necessary as imposing
obligation for confidentiality to attendants. On the other
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hand, as the trial records shall be offered for public
perusal, description of petition and preparatory documents
and handling of evidence containing concrete description of
trade secrets shall also be careful.

In order that the content of trade secrets shall not be
public by perusal of litigation records, the following
measures are proposed.

a. The description of the concrete content of trade secrets
in a petition or preparatory documents shall be avoided. The
concrete content of trade secrets shall be described to the
attached sheet and referred to the attached sheet in a
petition and preparatory documents. The attached sheet
should not be included in the litigation record.

b. The evidence in whiph trade secrets is described
concretely is to be included in the litigation record after
masking the specific part.

c. The evidence in which trade secrets is described should
be examined not as documentary evidence but as goods to be
‘inspected and its consequence should be included to the
litigation records as a protocol of on-the-spot inspection.

_ Consequently the copy itself of evidence is prevented
from inclusion to the litigation records.

In the case of Waukeshiya (Tokyc High Court, Decision
dated September 5, 1966), an American Corporation B granted
know-how for a manufacturing method of a propeller shaft by
German Corporation A disclosed the know-how to a Japanese

Corporation C and made manufacture violating the contract for

- confidentiality, this case is an example the objective of
injunction was described referring to the attached sheets and

treated as the content of know-how is _not to be cleared eut .

Wq-m_._

:‘w1thout the attached sheets.

On the other hand, in the Foseco Japan Case (Nara
‘District Court Decision dated October 23, 1970), as two
former employees of a company A engaged in manufacture and
sale of auxiliary materials of metal molding, after
retirement from the company, established a new company B to
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engage in manufacture and sale of the same kind of products
as that of the company A, the company A filed an application
for provisional remedy prohibiting'unfair competition, this
case is an example that the technical manual was identified
as inspection goods, not as documentary evidence and the
court took intoc consideration in description of the protocol
of on-the-spot inspection. | |

However, to carry out the litigation preventing the

. _Pu?;%EEFXw9§;FEQQQMﬁecrets;shallwrGQuire+a*lot“Offeffdfﬁwéﬁahw%”LMW

it is impractical to put the measure into action without
consideration of court. In the litigation in Japan, the
assured method restricting publicity of trade secrets does
not exist as a definite system.

4, Points which could be considered regarding Trade Secrets
Confidentiality Contract

There are contracts for confidentiality with employees,-
contracts foliowing to disclosure of trade secrets and so on
as typical type'of contracts and a special attention should
be paid for confidentiality agreements. In the agreement
with employees there is a dispute in connection with the
method of contracts prohibiting work in competition after
retirement.

In the licensing agreement including-trade secrets
attention should be paid to the said principle of open trial
and related problems. Namely, in Japan in case of filing the
matter related to disclosure of trade secrets with the court,
the content of trade secrets may become public. Therefore,
such measures not provoking a problem of disclosure or
possible to settle as the problem between the parties
concerned even 1f it happened shall be worked out in the
contract. The followings are explanation of points for
attention in contracts with employees and licensing.contracts
and investigation of the relation with the Rockwell case.

4.1 Contract with employees ' -
4.1.1 Contract for confidentiality/written oath
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These contracts are performed at the time of joining
company and retirement from it (not usually carried out).

To make these contracts enforceable, it is necessary
to clarify the subject of confidentiality and to manage
| secrecy of the subject adequately. At the time of
retirement of an employee, it is necessary that all the
documents of the company in retiree's possession should be
returned. PaYment of confidentiality allowance during his
employment will support the insistence of enforceability of
| the contract. In Rockwell case, these measures seem to have
- not been taken. With these measures stipulated in the
contracts, Rockwell could have argued more strongly a
misappropriation of Rockwell's trade secrets by a retired
employee.

4.1.2 Non-Competition Contract

Employment of a retired employee by a competing
company or establishment of a competing venture by him shall
cause a serious problem for his former cémpany, and such
. seriousness grows larger when he was engaging in advance
technological fields. To avoid this, an employer may want to
prohibit an employee from moving to a competitor under a
.contract, thereby to avoid a possible disclosure of
confidential information more efficiently. In order to make
‘such a non-competition contract enforceable, an important
point to consider is the balance with the employee's freedom
to choose occupation., The Foseco Japan case in 1970 is
' important as the court showed one of the standards relating

:to ﬁon—competition contracts. In this case, the court
related to the issue of enforceability and stated that such
" matters as 1) duration of restriction, 2) territorial scope

.Of restriction, 3) scope of jobs.subject to.restriction, and....

”f4)'existence of compensation should be reviewed in light of
the following three aspects: whether change of jobs or re-
employment was disturbed and/of whether monopoly could be
found; and whether general consumers' benefits were adversely
affected by the monopoly. In this case, the court found a

370




e a‘f"‘-MW‘*ka:'..m_;

non-competition obligation effective on two former employees
for two years.

When a non-competition obligation is sought in the
agreement, such measures as payments of a confidentiality
allowance during employment or retirement.grant with-a —

“premium at the time of retirement, would be effective grounds

for assertion of the enforceability of the non-competition
obligation. '

_ Whether Rockwell coiild Take a non-competition

contract with employees A and B depends on whether A and B
were accessible to trade secrets. As it is practically
difficult to make such a contract with a person who retires
with a intention to get a competing job for a competing
..company, it should be sought at the time when he was assigned
a role to have an access to trade secrets.

4.2 Licensing contract

With regard to confidentiality agreements between

'corporations, a valuable report Was_readmin_the”lastmyearls+mwe
- PIPA Interhational Congress at Niigata. (See "Protection of

Trade Secrets Between Corporations" W.K. Turner, J.W.
Amborosius, PIPA 21st Congress, 1991).

In this paper, we attempt to supplement points with more
emphasis on llcense agreements under which a recipient of

trade secrets is authorized to use the llcensed trade secrets
to a limited extent.

-4.2.1 Measures preventing disclosure of trade secrets

Considered as measures to be taken in contractual
conditions in licensing arrangements are as follows.

{1) Provisions for specific confidentiality
arrangements (for example, requiring listings of the
names of managers and employees of the licensee who are
accessible to the licensed trade secrets and/or requiring

notice of details of individual contracts with the
“employees).
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(2) Provisions for audit by the licensor of
management of the licensed trade secrets

T T P A Tt

When a licensing agreement including trade secrets is
executed, the point to consider is whether a licensee is
" fully reliable in confidentiality management of trade
secrets, If a licensee is selected after full consideration
of this point, the above (1) shall be measures for _
'confirmation of confidentiality management by the parties. In
the latter provision, however, there should be appropriate
measures to be adopted for protection of licensee's own trade
secrets to avoid coverage by the audit.

In case of leakage by dropout employees, for example,
the former employer may claim injunction according to the
Article 1 of the Unfair Competition Prevention Law. In
~claiming injunction based upon the Article 1 of the law, it
must be proved that leaked information was treated as secret
information by its holder or licensee., In this point of
view, compliance with the provisions mentioned in (1) by the
- contract parties would ease the burden of proof for the
'management of trade secrets. '

In the Rockwell case, -Rockwell executed
_confidentiality agreements with vendors. However, no such
meaéures (1) and (2) as mentioned above seem to have been
taken appropriately. If these measures were taken, Rockwell
' could have argued the eligibility as trade secrets of piece
part drawings more effectively.

4.2.2 Arrangements to trace back to the source of leakage

*  Provision for disclosure of necessary data to identify
the source of leakage

s mwuNIn U.S.A‘Twwhenwagleakagemofwseeretwinformationwis”~”"W
 “intended to sue, discovery procedure would be available to
identify who leaked the secret information. In Japan, the

burden of proof of default by the licensee rests on the

licensor in case where the licensor questions if the leakage

was made by the licensee.
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Unlike U.S.A., discovery procedure does not exist in
'Japan as a means for collection of evidence. The licensor
faces the difficulty in proof. Such a difficulty causes
psychological hesitation to select the settlement by the
trial, along with the aforementioned hesitation under the -
- principle of open trial. We propose to include a provision
of bilateral obligation for co-operation in tracing back to
the source of leakage of secret information when the

[ N
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in connection with alleged leakage, it shall be practically
difficult to carry out this co-operational obligation without
predetermined, reasonable conditions therefor. Because there
is a possibility that the parties become hostile to each
other. It is preferable for this reason that a neutral body
should be a recipient of data relating to the leakage of
information. To be more specific, an arbitration organization
agreeable to the parties beforehand would be most likely,
-and a group of specific lawyers would be possible. '

(1) Clarification of the subject for which the claim of
damages are to be admitted.

(2) Promise of cessation from using trade secrets until
the settlement of a dispute.

As to the compensation of damages by disclosure of
trade secrets, it should be noted that the.Japaﬁese courts
tend to be severe in acknowledging the damages and the scope
of acknowledged damage is generally narrow. It is especially
true in the case where breach of contract concerning an
intangible property brings about damages. It is difficult for
the licensor to prove the breach by licensee and to prove its

causation.

In this point of view, as for the clarification of
the subject, we suggest that the subject of damage and the
damages shall be entered into the agreement as provisions
agreed by the parties. The following, however, are problems.
One is that licensee would not accept such a provision in
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Commission in Japan, namely, "Guidelines for Regulations of

‘cessation provision, absence of prov151ons to clarlfy the

‘5. Summary

"MITI's guideline does not provide a concrete standard. It

-measures should be determined taklng into account the nature

case of huge amount of damages. The other is that such a

R

provision might be questioned about its enforceability in
case of excessively broad coverage for possible damages.

In the latter case, for example, a key to judgment is
whether it would comply with the guideline of the Fair Trade

\.,

Lrnr

Unfair Trade Practices with respect to Patent and Know-how
Licensing Agreements" (published on Feb. 1989 and we made
reports on this guidelines at 20th PIPA Tuscon International
Congress.) With respect to provisional injunction, finding of
irreparable harm is very strict in Japan. In many cases, the
matter has usually to wait for judicial decisions by the
courts.

However, when the both parties agree in the agreement
to cease using trade secrets under certain conditions, such
agreement shall be valued accordingly. Assuming a worst
possibility that a leakage of trade secrets occurs during the
course of a license agreement from the side of a licensee, it
would be effective for reaching an early settlement of
damages negotiation to have a provision to stop the use of
licensed trade secrets by the licensee. Wlth such a

subject for which the claim of damages are to be admitted,
would be substantially compensated.

With respect to details of cessation provision,
careful wordings should be employed so as not to adversely
affect enforceability of the agreement.

Wlth respect to the _scope of precautionary measures, the.

simply indicates that the reasonableness of precautionary

of unfair conduct.

‘/-w‘- T A At ek S, 7 j s
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We could not f£ind any court decisions involving, as main

_issues, reasonableness of precautionary measures. It .is. ...

therefore, difficult to learn such standard from the court
decisions. Accumulation of such cases are expected.

In the Rockwell case, cost/beneflt balance was we;ghed, _ '

“in"6ir understanding, in judging the reasonableness of

precautionary measures. - It will be worth monitoring whether
cost/benefit balance will tend to be weighed in Japan in
judging the reasonableness of precautionary measures.

As regards litigation procedures including trade secrets
issues, we would like to seek another chance for discussion,
if any movement for the amendment of the Law on the Code of

Civil Procedure is observed.
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Flow of Rockwell Piece Part Drawings

”'RoékWell- : ' Véndors ———— Subcontractors

- (Plaintiffs) ' ‘ -
Customers <=———— C(ustomers
?
DEV ' f
- (Defendants) Particular piece part drawings

Rockwe!ll has confidentiality agreement with vendors.
Eaéh of Rockwell drawings contains legend citing,

Thié print is the property of MGD Graphic systems and is loaned in

.confidence subject to return upon request and with the understanding

that no copies shall be made without the written comsent of MGD
Graphic systems.

All right to design or invention are reserved.

(MGD is an aspect of Rockwell)

Customers and Vendprs have large numbers of Rockwell drawings.

Customers share with each other. vendors share with customers and
subcontractors, and Rockwell employees share with both vendors and
None of the particular piece part drawings that DBV obtained was in the

possession of any other entity disclosed in discovery.
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TRADE SECRETS
THE VIEW IN THE UNITED STATES

Robert E. Greenstien

The law of-each of the United States provides the basis for establishing and enforcing irade secret rights. What
is a trade secret and how it should be protected to have an enforceable right against misappropriations can vary
from state to state based on local public policies. Patent and copyright coverage, on the other hand, is
determined exclusively by Federal law. A state court can provide legal and equitable remedies on trade secret
cases as long as this does not alter the impact of Federal law, for instance, by preventing use of publicly
disclosed information. Kewanee Oil Company v. Bicron Corporation 416 U.S. 470 (1974).

The definition of a trade secret most widely followed is in the Restatement of Torts; it states that:

"[A] trade secret may consist of any formula, patiern, device, or compilation of information
which is used in one’s business, and which gives him an opportunity to obtain an advantage
over competitors who do not know or use it." Restatement of Torts §757, Comment (b)
(1939) ’

This definition, which only requires relarive secrecy, is utilized in states applying the common law on trade
secrets as well as in states that have adopted the Uniform Trade Secrets Act or statutes closely related to it
to overcome some of the uncertainties and abstractions in trade secret law that have caused problems for the
courts.* See, for example, Telex Corp. v. IBM, 510 F.2d 894 (10th Cir. 1975), cert dismissed, 423 U.S. 802
(1975). Since patent, copyright and trade secret coverage of ideas often overlap in the real world, competing
public policies underlying each form of protection create conflicts that the courts do not find easy 10 resolve.

This is at the center of the decision in Rockwell Graphic Systems Inc. v. DEV, 17 U.8.P.Q.2d 1780 (7th Cir.
1991), a case that offers an interesting analysis of trade secret law against the backdrop of a relevant factual

setting involving manufacturing drawings. However, because the court in Rockwell only considered the lower
- court’s summary judgment dismissal of the claim of trade secret misappropriation, the opinion, more than
anything else, supports the proposition that certain forms of trade secrets and certain procedures for handling
trade secrets do not, per se, destroy a trade secret.

"~ Rockwell provided information (assembly drawings) to customers without restriction but marked all other
information to identify it as a trade secret, whether or not it was actually available to the public. Some of that
information, namely piece part drawings, were given to manufacturing vendors under confidentiality
agreements, which were not diligently policed by Rockwell. A vendor was permitted to retain these drawings

! Ark. Stat. Ann. §70-1001 et seq. (Supp. 1985); Cal. Civ. Code § 3426 et seq. (West Supp. 1986); Colo.
Rev. Stat, § 7-74-101 et seq. (1986); Conn. Gen. State. Ann. §35-50 et seq. (Supp. 1986); Del. Code Ann. tit.

6-§2001--ct-seq. (Supp:-1984);-HB-91; Fla- Uniform-Trade-Secrets-Act-(1988); Idaho-Code Ann; §48-801 et ™

seq. (Supp. 1986); IlL Pub. Act 85-366 (1988); Ind. Code Ann. §24- 2-3-1 et seq. (West Supp. 1986); Kan. Stat.

Ann. §60-3330 et seq. (1983); La. Rev. Stat. Ann. 51:1431 et seq. (West Supp. 1986); Minn. Stat. Ann.

. §325C.01 etseq. (1981 and Supp. 1986); Mont. Code Stat. §30-14-401 et seq. (1985); N.C. Gen. Stat. §66-152
et seq. (1985); N.D. Cert. Code s 47-25-1-01 et seq. (1985); Okla. Stat. tit. 78, §85 et seq. (Supp. 1986); Wash.

"Rev. Code Ann. §19.106.010 et seq. (Supp. 1986); W. Va. Code §47-22-1 et seq. (1986); Wis. Stat. Ann.
§134.90 (West Supp. 1986)..IlL. Pub. Act 85-366 (1988); Mass. Ann. Laws ch. 93, §42, §42A; N.M. Stat. Ann.
§30-16-24(e)-(d) '
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in the event it was called upon to manufacture a part for Rockwell, a matter of convenience for Rockwell, not
unlike the situation found at many businesses. The defendants, former employees, left Rockwell and used some
of these drawings, but maintained, without much proof, that they used the drawings given to vendors (not from
Rockwell), which it said were not trade secrets. In defense of the allegation of trade secret misappropriation
- under Illinois law and under the Federal anti-racketeering act, the employees said that the drawings could not
be protectable trade secrets because Rockwell had not sufficiently controlled access to the drawings by allowing.
the drawings to stay with the vendors when it could have retrieved them. Rockwell, however, did exercise -
sound security procedures internally to protect disclosure of the piece part drawings by its employees.

The practical aspects of trade secret controis often do not measure up to the ideal, for many reasons, the court

found. The test shouid be whether the trade secret owner did what was reasonable under the circamstances, -

“d factual issue, not suitable for summary judgment. In Rockwell, the defendants argued that because Rockwell
did not do everything right, Rockwell had forfeited the trade secrets in the piece part drawings, even though
none of them were freely available to the public. The court disagreed: the practical realities of the business
and marketplace determine whether the trade secret owner failed to handle the secret properly, and that is-
a decision for the fact finder at trial. .

Following a novel argument, the defendants aiso asserted that Rockwell should be barred from asserting its -
rights under trade secrets should those rights exist at all because it had indiscriminately marked documents as
proprietary, also a situation common 10 many businesses. The court flatly rejected this theory of "trade secret

misuse”, saying at 17 U.S.P.Q.2d 1782:

"[Tlhere are any number of innocent explanations for Rockwell’s action in "overclaiming”
trade secret protection.... [U]ncertainty as to the scope of trade secret protection, concern that
clerical personnel will not always be able to distinguish between assembly and piece part
drawings at a glance, and the sheer economy of a uniform policy--but also because it would

document in sight, he would run afoul of what we are calling (without endorsing) the misuse
doctrine. But if he did not stamp confidential on every document he would lay himself open
1o an accusation that he was sloppy about maintaining secrecy...."

In dealing with the allegation that the piece-part drawings were not valid trade secrets, the court discussed two
"conceptions” behind trade secret law. Under one conception, actionable misappropriation takes place when
the facts show that information can only be obtained through wrongful means because the trade secret owner .
guards the information very carefully. Under the second concept, even if there is a wrongful act but the owner

place. the owner of trade secrets on the razor’s edge. I he stamped "confidential”.on evety..w. oo

guards the information so Ioosely that it must have minimal value, a court should not elevate the information

to a higher level by enjoining the wrongdoer, since that would give the trade secret owner a benefit it never
intended to enjoy. See also S.I Handling Systems v. Heisley, 753 F.2d 1244 (3d Cir. 1985).

The first test is simply an evidentiary standard. In a real setting, it would be used to rebut the wrongdoer’s
defense of independent creation. The second test focuses on the balance between redressing the wrong done
to the trade secret owner and the long-standing rule that information available to the public can only be
resiricted for a limited time through patents and copyrights. Kewanee Oil Company v. Bicron Corporation,

supra.

If a trade secret owner does not carefully protect the information, it should not matter whether or not the
information is available to the public, the courtseemed to say. The result would be that the trade secret owner
could exclude one class (the wrongdoer) from using the same information that for all intent and purposes was
available to the public. The owner then could get the benefits of a patent or copyright without having either. . -
Under Kewanee, this is always available to a trade secret owner, provided it does not have the effect of creating
patent or copyright type protection for unpatented or uncopyrighted information that is in the public domain.
This tension between Federal patent and copyright law and state tort law on misappropriation of trade secrets
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is the reason why courts struggle to decide when there is actionable misappropriation and when there is not,
even though the trade secret owner is harmed. See, for example, S... Handling Systems v. Heisley, supra.

As held in E.I. duPont de Nemours & Co. v. Christopher, 431 F.2d 1012 (5th Cir.1970), (over-flights to discover
---information) when the trade secret owner has done about all that is practicable under the circumstances to
guard the information, extraordinary efforts to uncover the information, even if absent a trespass or other
invasion or a taking, will be actionable. If not, the economic benefits from trade secrets would be lost in the
sense that it could be cost prohibitive to use certain information at the risk that it would be discoverable even
by extraordinary means.

In Combustion Engineering, Inc. v. Murray Tube Works, 222 U.S.P.Q. 239 (E.D. Tenn 1984), the court found
that the trade secret owner could not enjoin the use of information contained in marked documents because

. the legend had been disregarded for many years. Steps to protect information must be not just ritualistic in -

the opinion of the Second Circuit in Defiance Button Machine Co. v. C & C Metal Prodiicts Corp. 759 F.2d
1053 (2d Cir. 1985), where the court found that information stored in a computer and accessible only by a
password was not a trade secret when the computer was sold without any restrictions on its use and the
information was accessed by hiring an employee knowing the password. On the other hand, rummaging
_through trash containers containing trade secrets is improper. Tennant Company v. Advance Machine Company,
355 N.W.2d 720 (Ct App 1984). Hiring a former employee knowing that the employee possesses a trade secret
is improper. By-Buk Co. v. Printed Cellophane Tape Co., 163 Cal App.2d 157, 329 P.2d 147 (1958); Minnesota
Mining & Mfg. Co. v. Technical Tape Corp., 23 Misc.2d 671, 192 N.Y.5.2d 102 (1959), aff'd 15 A.D.2d 960, 226
N.Y.8.2d 1021 (1962).

Courts have also had to consider this balancing of interests in deciding the extent of injunctive relief to be
applied to compensate for a misappropriation of a trade secret. In Shellmar Products Co. v. Allen-Qualley Co.,
87 F.2d 104 (7th Cir. 1937), the defendant breached a fiduciary duty in using a trade secret and was enjoined
from using the trade secret even after it was publicly disclosed in a patent, even though that put the defendant
at a perpetual disadvantage as compared to members of the public. That case and the more-often followed
case, Conmar Products Corp. v. Universal Slide Fastener Co., Inc., 172 F2d 150 (2d Cir. 1949), are widely known

for their divergent views. Here the court held that once the patent issued, injunctive relief was inappropriate . _..{_.. .

and that one who acquires a trade secret mnocently not only cannot be en]omecl but is not subject to damages.

"The act of inducing the breach is the wrong, and the inducer’s ignorance is an excuse oily
because one is not ordinarily held liable for consequences which one couid not have

- anticipated. Although it is proper to prevent any continued use of the secret after the inducer
has learned of the breach, the remedies must not invade the inducer’s immunity over the
period while he was ignorant. They may invade it, if the inducer has changed his position on
the faith of his ignorance.” 172 F.2d 150, 156

In Integrated Cash Management Services, Inc. and Cash Management Corporation v. Digital Transactions, Inc.,
960 F.2d 171 (2d Cir. 1990), the court considered a contemporary trade secret issue. Former employees, who
had signed non-disclosure agreements, developed and marketed competing generic utility programs. The

manner in which the programs interacted (as opposed to the programs themselves) was not generally known
outside the plaintiff company (ICM), which had taken significant steps to protect the architecture of the
program and had required employees to sign detailed non-disclosure agreements. The program had been

.~€Xxpensive...to - develop.----The - program-could -not-be-easily ~developed - without“knowing “the “underlying

"architecture”. The appellate court sustained the trial court’s decision to grant an injunction preventing the
-former employees from using trade secrets to develop new programs for six months, offsetting any lead-time
they may have obtained over their former employer by breaching the non-disclosure provisions. As for the
~.actual programs of the former employer—e.g. object code taken on disks--they were perpetually enjoined from
marketing the exact object code, which prevented them [rom actually selling the identical product in
competition with the former employer.
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In S.I. Handling Systems v. Heisley, supra, the court vacated a preliminary injunction against former employees,
finding that certain business information, though valuable to the former employer, was not a trade secret
because it had not in fact been known by the employer. The court also found that certain information, though
valuable to the former employer was based on acquxred skills of the employee and lherefore us ‘use could
_not be enjoined.

"We do not question the district court’s factual finding that appeilants misappropriated
information that was developed with SI’s resources (Cite as: ) and, under the terms of their
employment contracts, was SI's property. We cannot, however, agree with the district court’s .
unsupported Iegal conclusron that lhlS property lS presumabiy a trade secret aswell, Ttis ... .o

in the sense of information that is important in the conduct of one’s business. In the event
that appelants could patent this development, or are entitled to trade secret or some other

type of proprietary protection, then under Pennsylvania law SI may be entitled to "shop

rights"—i.e., a free license to use this technology. SI is not without remedies for breach of the

employment contract and may have other causes of action as well; the trade secret injunction,
however, is simply not the remedy for all employee breaches of faith. We believe that these

remedies would be preferable to issuing an injunction that may result in appellants’ system

never reaching the market at all." 753 F.2d 1244, 1259

The cases before Rockwell show that the courts have the most difficulty in redressing trade secret
misappropriation without impeding public policy and competition. In those terms, the application of Rockwell.
on remand and in other cases should be watched.
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PREFACE

Good Morning, Ladies and Gentlemen! A special greeting

to our guests from Japan. Since the prepared text of this paper

cannot be deviated from for various reasons, I will confess that I

am writing this introduction on a beautiful Sunday morning

..overlooking...the.. spectacular...ogunquit...coastiine in-the stateof -

Maine. While Rochester is indeed a special city, let me also
recommend Maine to you, preferably iﬁ the summertime._ It is
perhaps not‘so lovely as viewing Mt. Fuji from Ohito, but a
delightful place nevertheless.

You may have surmised.from the title of this paper that
we will be spending the next half hour or so discussing computer

software licenses. Before we begin, I would like to remind you

~—that while ~we patent-~lawyers-turned-itntellectual-property-lawyers

now Warmly embrace computer software as coming within our area of
expertise, this has not always bkeen the case. In fact, many of
the software protection theories and licensing strategies ﬁere
developed by a strange fraternity qf lawyers loosely referred to.
as "computer 'lawyers." Few of these lawyers were active, or even
inactive, members of the ?atent bar. In some respects, this
explains what is, in my view, the high level of creativity that
has been brought to the field of computer' software law. It also
explains in part why patents, for now, rank a distant third in the
ﬁypes of intellectual property zrelied upon to _protect computer

software,
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INTRODUCTION

In 1982, Roger Milgrim, one of the preeminent authori-
ties on U.S. intellectual property law, commented in a computer
software seminar: "We have a new technology; we do not necessarily
have sufficiently developed iaw which is pinpointed to take care
of it." Unfortunately, almost ten years later this statement is
still true. We continue to struggle with protecting computer
soffware using traditional forms ¢f intellectual property.

Although sui generus protection for computer software continues to

.receive much consideration, particularly in Europe, we are for now
‘constrained to use a patchwork protection scheme for computer
software.

This paper will consider briefly the wvarious forms of
_protection for computer software and the limitations of each form,
.,and_then- address. in some -detail - issues-to consider in drafting
creative software licenses to maximize protection for the software
owner.. The topics of copyright misuse and shrink wrap licenses
also will be considered. - |

FORMS OF COMPUTER SOFTWARE PROTECTION

There are four basic forms of protection for computer
software -in the United States: copyright, trade secret, pafent,
and contract. One could argue that the latter formf' contract, is
'nﬁt“”5”*di§tiﬁéf“”f6fﬁ“”df“”ﬁfoféétiéh“5t”Efifwbﬁﬁmiﬁfﬂégméiﬁbiilé“M
‘means for enforcing the rights established by the other forms of
protection. However, with the skillful drafting of computer
software contracts, it may be possible to provide protéction for -
software greater than that offered by any combination of the other

forms. We will " consider later whether such contract rights are
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enforceable, and their possible negative effect on the other forms

of prpteqtioh. In any évent, virtually every software supplier

utilizes contracts, or more appropriately, licenses, in the

distribution of software.

oo B S FOW ptobably.,.. Jare..-aware, - w----copyr‘-ight- G A @ e O G e

'commonly relied .upon form of protection for enforcing software:

rights in the American courts, and consequently, a significant

body of law has developed in this area. Unfortunately for

software owners, the law does not seem to be particularly well
settled and the courts continue to change and refine their views.
on the scope of copyright protection for software. Adding to the

problem is the lack of consistency provided by a single review

—court which, fof¥ éxample, thé ~Court of Appeals of the Federal

Circuit has brought to the patent laws. However, most troublesome
for the software owner is the copying requirement of copyright
law. Although copying can be established by a showing of access
plus substantial similarity to the cdpyrighted work, the develop-
ment of so-called "clean room" reverse-engineering techniques may
operate.to isoclate sbftware pirates from the éopyright laws.

While patents are not'gonstrained by a copying require-
ment, they nevertheless have several other limitations, not-the 
least of which is uncertainty as to the patentability of computer
software. - Expense, procedural complexity, and time delayé are
other disadvantages to using patents for protecting software. The.
main benefits of patents are access to a consistent, well-es-
tablished body of law, a known scope of protection as defined in
the patent claims, and elimination of independent development as a

potential defense to infringement. Notwithstanding these ad-
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vantages, patents to date have not attained a great deal of§'
acceptance in the software community. | E
I

Trade secrets offer the advantages of compatibility with E

Lx

copyrights, a wide scope of protection, a lack of any appreciable

legal expense 1in obtaining protection, and a Judicial recep-
tiveness to trade secret claims. The disadvantages to trade
secféﬁ profection are the cumbersome procedures reguired to
maintain trade secrets in commercialized software and the attend-
"_ant vulnerability to loss through independent discovery or
‘unrestricted disclosure.. Next to copyrights, trade secrets are
the most frequently . employed form_ of intellectual property
protection for computer software;
| | CONTRACTS
Software licenses are generally viewe@ as merély the
vehicle through which rights under traditional forms of software =
Lpféﬁeéfigﬂ“é£e granted to an end user of the software.. Indeed,

most software licenses delineate the scope of the rights granted'

uhdefr the owner's copyright and contain requisite limits on

- disclosure necessary to maintain the owner's trade secret rights.
| In addition, héwever, software licenses can provide
pfoﬁéction ‘supplemental to that afforded by patents, copyrights
and trade secrets. For example, software license for computer

against decompilation or reverse engineering. Some software

licenses prohibit users from developing software which performs
functions similar to the licensed software. . A number -of cther,
more subtle protections can be included in a well-drafted software

license. Provided these restrictions can pass scrutiny under
_ _ _ 288




traditional rule of reason antitrust analysis} and provided
misuse problems as later discussed in this paper can be avoided,

such contract restrictions can contribute significantly to a

software protection program.

In developing a licensing _strgtﬁgy;wghgte:Naremawnumbermww

“7'6f issues to be considered from the software owner's, or licen--

sor's, perspective. These include: i) the scope of use, ii)

ownership of the computer software, 1iii) the allocation of"

ownership of modifications made by the licensee, iv) source code - -

access, V) confidentiaiity, vi) remedies for breach, and vii)

limits on alienation.

Clearly the most important issue from the licensor's .~

perspective is the scope of use the licensee may make of the

licensed software. The main objective of the licensor is to

prevent lost revenue opportunities by énsuring (a):that license
fees are matched to the software usage foreseen by the licensor at
the time of contracting and (b) appropriate additional fees are.
cbtained where the scope of software usage exceéds the usage:
originally envisioned. Additionally, _the'licensor will want to
ensure that inappropriate parties (e.g., competitors) do not
ocbtain improper access to software or inﬁellectual property as a
result of an overly permissive license scope. |

Ownership of the computer software and the copies

provided to the licensee 1is an extremely important issue because

the "first sale doctrine”™ can operate to 1limit the licensor's

ability to restrict the licensee's activities with respect to the
licensed computer software. Indeed, if the licensee 1is the owner

of a copy of the computer software, any trade secrets embodied in
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the copy may be lost to the extent they are subject to discovery

by reverse engineering. Accordingly, the licensor should secure |

-its interests by retaining title to all copies of the software{

delivered to the licensee as well as all copies made by the t

licensee under authorization of the licensor. %
Another important issue is the licensor's access to and x

ability to control licensee- modifications to the licensed soft- T

ware. The licensor will want to maximize the value of modifica-

tions by retaining the opportunity to market them or incorporate

~ then into other software or products without requirement of

'_payments or other obligations to the 1licensee and will want to

.eliminate the possibility of a claim by the licensee that modifi-
cétions of the liéensor's software require the licensee's consent
‘to the extent they may involve modification of items created by or
with the licensee. The licensor should seek to minimize the risk
ﬂéha£'£he””iicensee's ownership (or joint ownership) of modifica-

tions embodying the licensor's intellectual property may inadvert-

ently provide the licensee with wunlimited rights to use sucﬁ
intellectual property and/or unlimited opportunity to provide it
to third parties. |
Another important licensing issue is the degree and
extent to which, the licensee is to be provided with access to
__source code. The licensor's.main objective should ~be the protec-

tion of proprietary rights embodied in source code by limiting

‘access only to those persons necessary for maintenance and
enhancement of the software.  The most advantageous position for
‘the licensor is simply to provide that the software will be

licensed only in object code form and that source code will not be
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released under ahy circumstances. When this is nbt possible and

it becomes necessary to establish a source code escrow arrange-

ment, the licensor should seek to ensure maximum ocpportunity to

challenge or prevent source code release by the escrow agent for
delivery to the licensee. As a alternative to a source code
escrow agreement, the 1licensor may want to explore providing

source code to the licensee wunder the terms of the license

~agreement for an additional license fee to compensate the licensor

for the risks and burdens associated with releasing source code.
The confidentiality issue is particularly important in

view of the licensor's trade secret interests. The objective of

.. the.licensor -should be - to-protect- -the value of its intellectudal

property by ensuring that the licensee does not provide broad
access to proprietary information which could be used by others
to the licensor's detriment, and to prevent third parties from
obtaining a "free ride" through use of proprietary infdrmation on

which the 1licensor has expended considerable resources for

- development.

The important issue of remedies should not be overloocked
by the licensor. The licensor needs to retain the right to take
swift and decisive action in the event of non-payment, and upoh
breach by the licensee of the license grant provisions or any of
the other provisions of the license agreement protecting the
licensor's proprietary rights in its software and reléted items.
Typical license provisions empower thé licensor with a right to
terminate in the event of a breach by the licensee which is not
cured within a short (e.g., 30 days) notice period.
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Flnally, the licensor should carefully address - the issue

of allenatlon. The licensor will want to ensure that the agree-

ment prevents assignment of the license to an entity from which § _

~higher liéense and maintenance fees could otherwise have béen

obtained beéause of greater software usage (one way to reduce this
risk is to tie the license fee to the licensee's hardware}con-
.figuration or some other usage—relatedrstandard); The iicensor
will also want to make sure that the licensee prevents circumven-
tion bf anti-assignﬁent provisions by the licensee's sale of its
stock to a third party (e.g., by providing that  a change in
control bf_the licensee constitutes a prohibited assignment).

MISUSE_ CCONSIDERATIONS

The. potential adverse effect of restrictive covenants
in software licenses must be considered in light of a recent
decision which applied the 490nCéptmqf copyright misuse to deny
feliéf“to £he eoﬁyright owner, The U.S. Court of Appeals_for the

' Fourth Circuit held in Lasercomb America, Inc. Vv. Revnoldsl, that

& ninety-nine year noncompete provision in a software license

constituted copyright misuse because the restriction extended
beyond the scope of the copyright.
While misuse has been available as a defense in patent

infringement suits for many years,2 Lasercomb appears to be the

flrst appllcatlon of misuse. concept5wm1nw-the 4764 Of software

copyrlghts. The decision has been sharply criticized because of

1 911 F2d 970 (4th cir. 1990)

2 Morton Salt Co. v. G.S. Supplier Co. 314 U.S. 488 (1942).
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the inherent distinction between patents and copyrights and the
difficulty of Vdetermining misuse in areas, such as computer
prbgféms, where the scope of .profection has not been clearly -
defined. For.examplg, the courts have differing views concerning
the extent to vhich the structure, sequence, and organization of -

| éomputer software is subject to copyright protection.3- A license

provision which places a restriction on the JUSe of a computer
program, including its structure, sequence and organization, could.
be deemed by a court to exceed the scope of copyright protection
ahd thus 1lead the court. to arrive at a finding of copyfight
misuse; |
It could be argued that while the noncompete provision
in Lasercomb may have exceeded the scopew6f~copyright'protebﬁibn:”"”;

trade secret rights in the software may well have supported such.a

'réétriétioﬁ,uﬁhough perhaps for a term somewhat less than ninety-
nine years. By way of analogy, consider the freguently used
combination patent and know how license where it is'permissible;-
within 1limits, to extract royalties beyond the 1life of the
patents bésed ~upon use of the know how; The Fourth Circuit
avoided considération of this issue by accepting the findings of
the lower court, erroneous in my view,4 that any trade secret

misappropriation claims were preempted by the Copyright Act.

3 Contrast Whelan Asscociates, Tnc. v. Jaslow Dental .

Laboratory. Inc., 797 F.2d 1222 (3rd Cir. 1986) with

Plains Cotton Coop Association v. Good Pasture Computér
Service, Inc. 807 F.2d 1256 (5th Cir.).

4 gee e.g., GCA Corp. v. Chance, 217 U.S.P.Q. 718 (N.D. cal.
1982) .
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The real problem with the license restriction in

Lasercomb is that it very likely would not have passed muster.

under an anti-trust rule of reason analySis. The ninety-nine year
duration of the noncompete provision was simply too long.

While we all should be mindful of ngg;ggmg in drafting
software licenses,,it is not necessary to abandon use of all

restrictive covenants which might be deemed to extend beyond the

scope of copyright - protection. "It would seem that a better

approach is to continue use of restrictive covenants as in the

past but with perhaps a more careful consideration of reasonable-

ness under traditional anti-trust analysis. It also would be

prudent to clearly delineate restrictive covenants which are
gbased upon trade secrets by providing, for example, that they
expire when the -licensed trade secrets cease to be protectable.
SHRTINK WRAP LICENSES- |

Before we close, I would like to cohment briefly on the
. status of so called "shrink wrap" licenses in the Uniﬁed States.
As you know, "shrink wrap" licenses are.'used in mass marketed
software, and purport to obtain acceptance to license terms and
conditions upon the openihg "of the software package by.the con-

sumer.

Many of you are aware of the decision in Vault Corp. V.

regarding the enforceability of  "shrink. wrap" 1licenses was
preempted by the Federal Copyright Act. The lower court had held

that absent the provision of the statute, the shrink wrap license

5 847 F.2d 255 (5th Cir. 1988).
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was an adhesion contract and thus otherwise enforceable. -'It is

~important to note that the Quaid decision did not address the

enforceability per se of shrink wrap licenses; in many instances

these licenses are enforceable contracts even in the absence of a

.statute .specifically.dealing.with their enforceability. .

- Under a Uniform Commercial Code analysis of a contract,
thé'key enforceability issue is whether the contract contains any -
unconscionable provision. The determination of whether or not a _
provision is. undonscionable turns upon whether it is overly one-
sided undér the circumstances existing at the time of the making .
of the contract in 1light of the commercial background of the

transaction. If the transaction is between two parties knowledge-

ablé in"computer terminology, a shrink wrap license with cleaf ang

cohspicuoué language in all probability will be enforceable.
| CONCLUSTON

Software licenses can be a very powerful tool for
enforcing and protecting traditional forms of intellectual
property rights for computer software. Additionally, software -
1icehsés can serve as an complementary form of protection to
better ensure the software owner's ability to exploit his rights
to the fullest extent.

Thank you for your kind and polite attention.
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I. Introduction

In recent years, there has been a substantial increase in
the number of intellectual property litigations in which a
jury trial is demanded as shown in Fig. 1. However, some
professional journals and reports raise the inappropriateness
of jury trial for intellectual property cases. Some of their
articles point out the potentially adverse influence Of
jurors' prejudice to the verdict. In this connection,
Litigation Sciences, Inc. reports an interesting result of
its survey conducted to collect individual judgments of local
inhabitants in four geographical areas. Each recipient of the
gquestionnaire was asked to decide a same case of hypothetical
patent infringement between two different groups of parties,
i.e., one group consisting of an American company, |
plaintiff, and a Japanese company, defendant, and the other
grodp consisting of two American companies. Table 1 shows.
the result that in the group involving a Japanese company as
Defendant, 52% of the answerers were in favor of Plaintiff.
" Their supporE to Plaintiff reduced, however, to 33% in the
group involving an American company as Defendant., In the
latter scenario, however, there was an increase in the answer
...of "Even" or "Difficult" to understand the case.

Obviously, these results are based on the hypothetical
scenario. For comparison, this report discusses actual court
cases to formulate the general trend.

II. Searches for Cases

Initial search was conducted using the West Law's.FIP=CS,...

”fé“dé%ébééé“faf“iﬁféiiééfﬁéi property litigations. The search
was made with a key word "JURY TRIAL" for the past five
years. As a result, 96 cases appeared on the hit list.

These 96 cases were then subject to selection in view of
whether they were jury trials and appealed to the appellate
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courts. As a result, 29 cases were left as being of interest.
And further, 2 cases'involving'Japanese‘companies were added
to these 29 cases. These two additional cases were learned
from journals. -

‘With respect to these 31 cases, review was made to learn
how the jury verdicts were received by trial courts and
appellate courts. For cases in which verdicts were not

sustained-by-the-trial-courts-or-appellatecourts; further
reading was made through the United States Patent Quarterlies
(USPQ) .

III. Results

Table 2 compares the conclusions of the 31 cases at each
level of the jury, the trial court and the appellate court.
Symbol "o" denotes the verdict in favor of plaintiff, "x"
denotes one in favor of defendant and "-" denotes no issue on

‘the verdict. The cases reviewed were classified into 6 types

which are defined as follows.

A: The verdict was denied by the ‘trial court (namely,
JNOV was accepted) but affirmed by the appellate court.

B: The verdict was affirmed by the trial court but denied
by the appellate court.

C: The verdict was denied by both of the trial and
appellate courts,

D: The verdict was affirmed by both of the trial and
appellate courts. '

E: The verdict was affirmed by the trial court and no
issue was found on the verdict by the appellate court.
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" the ju dgment non obstante veredicto (JNOV) was denied by the

" design busxness. Factual background of this case is as

- Table 2 also indicates the ratio of each type to the
entire cases studied for this report. The observations were
as follows.

a) Type C (wherein the verdict was denied by the trial
and appellate courts) accounts for 6% only.

b) Types A, D and E (wherein the verdict was finally
' affirmed) accounts for 81%, a dominant group.

¢) Type A (wherein the verdict was denied by the trial
court but affirmed by the appellate court) accounts
for 133 while Type C (wherein the verdict was denied
by both of the trial and appellate courts) accounts
for 6%. It is noted that the former is more frequent
than the latter, | :

d) Types A and B {wherein the trial court decision was
denied by the appellate court) account for 26%.

7 ~ Among these points, it was noticed that the number of
Type A cases was much larger than that was expected, wherein

'appellate court. It can be construed that even in the case
where the trial court erred in admitting the motion for JNOV,
the jury was generally fair in its finding. However, there
are a few cases in which the decisions of the appellate
courts appear somewhat inappropriate.

Example 1 is a typical Type A case between two U.S.
companies. Plaintiff, S Company, is doing business in lumber
wlndustry whlle Defendant, A Company,_ls engaglng in computerﬂwnmt

_ follows.

- Plaintiff (S Company) acquired'a patent which relates
to a lumbering method and improvements in lumbering
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~facilities. Plaintiff asked Defendant to develop a computer
designs for the equipment and executed a contract.

=~ Thereafter, Defendént started providing other lumbering
_.businesses with consulting services and offered. to .them the
method and equipment which were substantially the same as
patented ones. |

= Plaintiff sued Defendant for patent 1nfr1ngement and a ;“”“[ ;M

breach of contract.

With respect. to patent infringement, the jury found the
patent valid and infringed under the doctrine of equivalent.
The trial judge, however, accepted the JNOV motion and
decided that the patent is not infringed while admitting its
validity. The case was appealed to the appellate court where
‘the court affirmed the verdict to decide: "the patent is
valid and infringement takes place.”

There was a case involving a Japanese company in which
‘technical comprehension for the issue of patent infringement
seems to be inappropriate. However it is difficult to
determine whether or not there exists the prejudice or biased
perceptions in the verdict. Example 2 discusses this case.

The case discussed in Example 2 falls within the categofy
of Type C. Plaintiff is an American company {(V Company) and
Defendant is a Japanese Company (J Company). V Company owns a
patent relating to an apparatus for supplying a plurality of
wire electrodes in an electric spark machine. V Company sued
J Company for infringement of its patent.

In this case, the jurors found the patent valid and
infringed. However, the trial judge admitted the JNOV motion
and held that: "the patent is invalid. Even if it were valid,
there would be no infringement of the patent." The appellate
court supported the trial court decision and upheld "no
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infringement is found and thus there is no need to consider
the issue of validity."”

An important technical feature of the Plaintiff's patent
--is- an integral movement of a plurality of wire electrodes. Te
‘the contrary, Defendant's apparatus includes a mechanism in
which a plurality of wire electrodes move under independent
control. The jurors erred in approprlately construlng this
point of important technical difference.

There are Type B cases which account for 13%. In this
group of cases, the verdicts were supported by the trial
courts but denied by the appellate courts. It should be
inappropriate to evaluate that the verdicts for these cases
were wrong. Rather, it should be understood that the cases
were very delicate resulting in contradictory judgment by” the
trial and the appellate courts. The verdicts'should be
evaluated as being fair and they should be considered closer
to the category of Type A.

IV. Summary

To sum up the above discussion, the following conclusions
can be made:

a) Jurors are usually in favor of Plaintiff and their
verdicts are reasonably affirmed at the trial courts
and/or appellate courts.

b) Patent litigation includes technical arguments. For
litigators to each party, tremendous efforts are
required to attain the understanding of the jurors.

¢) U.S. attorneys often comment that being foreign
companies would adversely affect the perceptions of
jurors in areas where the influence of foreign |
industries is great or where access to foreign
culture is rare. Anxiety for this point cannot be
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swept away completely. However, we were not able to
cover that point in this study. ‘

~ This report discusses the jury system in the United

. States based on the results of the survey and study by the
Japanese group. Naturally, US groups are more familiar with
_the jury system than we are. Any comments or opinions_from

the US groups would be highly appreciated, which would be
reflected in our further study.
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~ Figl + Jury Cases on Patent and Design at District Court

(Reports of the Proceedinds of the Judicial Conference, 1983)

<Ref : Number of Cases>

Year | 1983 | 1984 | 1985 | 1986 | 1987 | 1988 | 1989 | 1990
Terminated 995 | N.A. | 1088 | 1031 | 1122 | 1248 | 1124
Court Action 543 | N.A. | 654 | 640 | T75| 864 | 800

Jury 23|NA | 26| 37| 54| 38| 34
Pending
Non-Jury 6T|N.A | 64| 52| 54| 67| 62
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- Table=T - Survey by Litigation Sciences, Tnc.

Scenario (1) Group ! - Group 2
" Plaintiff o American American
Defendant ' Japanese ~ American

in favor of Plaintiff(P) 52 % ' 3%

o Answer, — e e T
(Verdict) | in favor of Defendant(D) 28% 21 %
| even or difficult  (E) 20 % 46 %

(1) The scenario was identical (%) P (n=520) (n=520)
for both groups except for 50 — gm E

the nationality of the
defendant company. 40 —
(Patent Infringement)

30 - vz
.
20 — %2
%
%
10 — 0
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Table-2 : Transition of Decisions Relating to Jury's Verdicts

Case Jury's Verdict | District Court | Court of Appeal | Type
1. U.S. v. JAPAN O X O A
2. U.S. v. JAPAN O X X C
3. U.S. v. JAPAN O X O A
4, U.S. v. JAPAN O O X B
5 US wv. US O O X B
6. U.S wv. U.S. O X O A
. U.S v. US O X X C
8  US v. US. @, O X B | L
9. US v. US. O O X B
{10. Us v. US O X @ A
11, US v. US O O O D
112, 0.8 v. U.S. O O - E
13. U.S. v. US. X X X D
14, U.8. v. US. X X X D
15. U.S. v. US. O O - E
6. U.S. v. U.S. O Q O D
17. US v. U8 0 Q Q D
18. U.S. v. U.S. O O -- E
19. U.S v. US. X X X D
20, U.S. v. U.S, X X X D
21, U.S. v. U.S O - 0O O D
122, US v. US, O 0 O D
23, U.S. v. LS O O -- E
124 U.S. v. US, O O O D
25. U.S. v. US. O O O D
26. U.S. v. U.S. X X -- E
27. U.S. v. U.S. X X X D
28. U.S. v. U.S, O O O D
2. Us. v.US. | O O - E
30. U.S v. U.S. O 0O @ D
31, US v. US, O O O D
i |
U.S. | U.S. Company O in favor of plaintiff
TI"JAPAN | JAPANESE Company 1 X'| 'in favor of defendant
or related Company -~ | no issue on Jury's verdict
A ! Jury's verdict was denied by D.C.. but affirmed by C.A. kD)
B | Jury's verdict was affirmed by D.C., but demied by C.A. (3%
C | Jury's verdict was denied by both of 0.C. and C.A. ( 6%
D | Jury's verdict was affirmed by both of D.C. and C.A. (49%)
E | Jury's verdict was affirmed by D.C. and not the issue at C.A. (19%)




| F ig-2. Percentage of Each Type
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Example |

Piaintiff : S Company (U.S.) --—- Lumbef Industry
Defendant : A Company (U.S.) -—- Computer Design

Background: "S"is an owner of three patents for processes and
apparatus for automated sawmills and veneer mills.
"A" was hired by S to do computer design work on these
systems.
"A” began to offer consulting services to other sawmills
and veneer miils, adopting and instaliing processes and
apparatus which were the same or substantially the same
as those that had been developed for "S"

"S" sued "A".
Result
tem Jury’ s Verdict Decision Decision
: of District Court | of Court of Appeal
Validity Valid Valid Valid
' Yes No Yes
Infringement | (under the (JNOV Granted)
doctrine of .
equivalent)
| (Contract issue is not shown. )

<Remarks>
Subject Patent :

A method of processing a log to obtain the optimum amount
of wood products of a selected grade therefrom, comprising the
steps of,

«posisioning the fog—---- \
« scanning the lod to determine its dimension------
«plotting in a data processing equipment at least one planar

profile of the dimensions———-
= computing at least the center axis of the widest

parallelogram—--——- .
« repositioning the fog————- .
_ D:scuss:on
¥hether or not the trapezoid |s equivalent to the parallelogram 7

(Every paralleiogram is a trapezoid, not all trapezoids are
parallelogram. ) .

408




Example 2

Plaintiff : V Company (U.S.) --- Owner of the patent relating to the
: process of electrical discharge
machining

Defendant. : .J Company (Japan) --- Electrical discharge machine.
manufacturer

. Background: "V"is an owner of a patent titled "Multiple Wire
glectrode Feed Mechanism for Electroerosion Machine”
J" developed and manufactured the multiwire electro-

--erosion-devices—in-Japan-and-imported-them-into-the-U: -

”V" Sued ”J".
Result
ltem Jury's Verdict Decision Decision
of District Court | of Court of Appeal
Validity Valid ~invalid No need to
(JNOV Granted) address
Infringement Yes : No No
_ (JNOV Granted)
<Remarks>

Subject Patent :

in an electroerosion machine which cuts a metal by means of
electrica!l discharge between an electrically conductive wire
and metal, ———————=—mwum , the improvement comprising;

* 3 plurality of supply spools---, each of said supply spools
having a wire continuously removed therefrom,

=3 tension assembly receiving a wire from each of the supply
spools,

= a cutting guide assembly receiving each of said wires and
holding the wires paraiiel to each other———— .
Discussion:

"J” device has a separate, individually operable tension
controiler and cutting guide assembly.
(Several single~wire machines are strung together. )

Does "assembly” mean a device in which all wires are operated
by one set of controls or a device with a plurallty of
:nduv:dua!ly operable wires?

("V" patent) ) - ("J" device)

multiple single
wire _ wire
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L. - INTRODUCTION

The patent laws in many countries provide provisions to protect patent owners
against so-called indirect infringement activities which is bound to be linked with an act of
direct infringement. The purpose of such a provision is to ensure patent protection only in
the case where the protection only for the direct infringement does not give sufficient
patent protection to the patent holder

With regard to indirect infringement problems, since there have only been a small

~number of relevant cases, a variety of issues and points remain to be resolved and
clarified. = Consequently, one could easily assume that'any given case might result in
different outcomes in Japan, U.S, and Europe as to whether an infringement exists.

tnder such circumstances, this study took a practigal look at indirect infringement
related provisions in the three countries, in the hope that it would enable useful
comparisons. ' _

Further, a comparative study of expert opinions' which were made relating to
hypothetical examples set up for their inVestigations, were carried out.

I  COUNTRY-BY-COUNTRY ANALYSIS OF LAWS IN MAJOR COUNTRIES

In order to ensure an easy cémpaﬁéon of indirect infringement related provisions in
the U.S., Japan and EC countries, viz., Germany, the United Kingdom and France we have
prepared the attached table "Table 1" regarding the following viewpoints. In so doing
primarily reference was made to the article “INDIRECT INFRINGEMENT IN MAJOR
COUNTRIES" published in'."PATENT MANAGEMENT" 1987, janua.ry, April and May
(Vol. 37, Nos 1, 4 and 5)

1. Patent law provisions with rega.rd to indirect infringement;
2. whether or not the presence of direct infringement is prerequisite for establishing
liability for indirect infringement; ' : '

..3...whether or not the presence.of.other use(s).is ,prérequis'ite.... for.:...establishing liability for. ...

indirect infringement; _
4. whether or not subjective intention, i.e., prior awareness of the existence of a patent,
is a prerequisite for establishing liability for indirect infringerhent; '
~ 5. statutory provisions with regard to contributory and inducing infringement;
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6. whether or not a sale of a set of components should constitute an indirect infringement
without the same being finally assembled within the country in question.

From these éomparisons it was ascertained that there is some difference from
country to country in the following points: In the U.S. there can be no liability for indirect

-infringement-in-the-absence-of-direct-infringement-(35-U.8:C: 271(b),  (c)) whereas in EC -~ e

countries these requirements are not required. The Japanese patent law does not require
the existence of direct infringement and the dominant opinions in this country uphold this
view, although some hold the opposite view. In Japan (JPL 101) the establishment of
indirect infringement necessitates the fact that an accused component (articles) is used
exclusively for the manufacture of the patented product or for the working of the patent
invention, in other words, it has no other uses other than the patented uses.. The U.S. has
a corresponding exemption stipulated if a2 component in question should be considered a

- staple article or commodity of commerce. As for Germany and the United Kingdom the

existence of other uses per se has no bearing on the potential liability for the
infringement. Only in Japan does it not have to be determined whether a potential infringer

“"has a subjective intention to infringe the patent whereas in the other four countries this~

requirement should also be met for establishment of indirect infringement. - The guestion
of inducement is addressed in some way or other in each country's statute and it is
noteworthy that the U.S. patent law specifically provides that "whosoever actively

- induces infringement of a patent shall be be liable as an infringer" (U.S.C. 271(b). As for

sales of a set of components, the U.S. extends the concepts of indirect infringement to
cover the export of components overseas even if final assérnbly does not occur in the U.S.
(35 U.S.C. 271(f)).. In Japan there are two principles regarding liability for indirect
infringement. The one specifically requires the presence of direct infringement
(Dependent theory) and the other does not (Independent theory). Hence, acts of sending
components of a patented device abroad for final assembly' may or may not be held as
infringing in Japan depending on which theory is to be applied. The German patent law

- states that the sale of the components of a combination patents to a domestic purchaser
-would constitute infringement while the export of the same would avoid infringement. The

British provisions prohibits both local sale as well as export of a set of components. In
France indirect infringement will be made out in as much as such proof is made that the
act of assembly would not take place in France. ' _
We should add, however, that the comparison, having been made above and
summarized in Tabie-1, should not be understood to be comprehensive and are
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oversimplified. It is intended to merely give a broad idea of the diversity of the legal
rights-applied. '

ML  RECENT CASE LAW IN JAPAN AND U.S. 'REGARDING INDIRECT
INFRINGEMENT

~In the following, a brief introduction of the recent court decisions are made in these
countries in the hope it is of some interest.

1. Japanese Case Law

" A couple of the Japanese indirect infringement related decisions are as follows. The
arguments presented in these cases were almost exclusively directed ‘to whether an
accused product or step of a process was used exclusively for the manufacture of the .
- patented product or for the working of the patented invention, which is stipulated as
indirect infringement act in Section 101, Patent Law.’

(1) Cases where the part or step of a process was not used such as being stated in the
.TPL 101. '

1) “Replacement Lens" Case, Decision of the Supreme Court
March 12, 1985 -Sho 58 (Oh)1224 - L
The test to be applied was whether or not a replacement lens was adapted for use
only in a patented camera.

' 2)"'Drive Control Device" Case, Decision of the Osaka District Court September

8, 1988, -Sho 60(Wa) 2525 - B |

Discussed was whether a rotary drive control device found application only for
'perfonmng a patented control method. o

3) "Contact Lense" Case, Decision of the Tokyo Court of Appeals March 28, 1990
- -Sho 63(Ne) 1820- '
- Whether cleaning agent for -use in both soft contact lenses and hard oxygen

.permeable contact lenses could be deemed only for use in a patented method for getting

1id of proteinaceous deposits on the soft contact lenses.
- (2) Case where the prerequisite "to be used exclusively” was met.

1) "Hammer Head" Case, Decision of the Osaka District Court
October 24 1989, -Sho 60(Wa) 6851- -
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The issue is whether or not a hammer head could be considered only for use in

patented rotary mace (Utility Model case). Incidentally, the question of the repair of the =

rotary mace was also addressed by the court since it was recognized that the hammer

head would undergo wear or breakage.

The following decisions are cited which addresses indirect infringement issues in
the recent U.S. Court of Appeals, Federal Circuits. It should be stressed that these cases
exemplify situations wherein a wide variety of issues were involved. '

1) Porter, et al. v. Farmers Supply Service. Inc.: 229 USPQ 814(1986 CAFC)

The issue was whether replacing a womn-out disk, an element of the claimed
combination of the harvester, should be characterized as "repair,” which is permissible, or
as "reconstruction,” ‘which is not.

Discussed was whether the purchaser of a patented machine enjoyed an implied
license with respect to the machine. '

3) Preemtion Devices, Inc. v. Minnesota Mining & -Manufact_uring Co.:231 USPQ
297 (1986 CAFC) .

The court discussed whether or not a part sold by a third party should be a '.‘stapl.e
. article” for substantial non-infringing use. The concept of a staple article appears -
essentially analogdus to the Japanese counterpart setting forth indirect infringement of
acts being supplying anything to be used "only" for the working of an invention.

4) Milton Hodosh v. Block Drug Co. Inc., : 4 USPQ 2d 1935 (1987 CAFC)
The case was primarily cohcemed with patent misuse in connection with indirect
infringement issues.

5) Water Technologies Corp. v. Calco Lid.: 7 USPQ 2d 1097 (1988 CAFC)
The question was whether or not an induced infringement should be affirmed.
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From above decisions it was ascertained that there is a disparity in conclusions
. which came into light between the U.S. and Japan if the subject matter common to both
cases is the same exhaustible thing, viz., a disk in the Porter case versus an impact plate
in the Hammer head case. The differences in the fact situations do not, of course, allow us
to conduct a complete comparison between two cases. Nevertheless, such differences
might be attributable to those provisions concerning indirect infringement acts. Hence,
we have tried to make it clear by interviewing with local patent experts in all of the
countries involved and questions based on two hypothetlcal examples.

Iv. OPINIONS RENDERED BY EXPERTS IN MAJOR COUNTRIES

These examples were such as to include chemical [Case-1] and mechanical fields
[Case-2], respectively. The examples are set out in full for reference in Appendix [2] as
Case-1 and Appendix [3] as Case-2, respectively. For each case it was desired to
obtain, as long as it is possible, a plurality of opinions in each country , yet circumstances
- prevented us from doing the same in some countries and instead we had to satisfy
ourselves with a single local opinion. '

1. [Case-1] Chemical Example:

© (1) Summary of Question

1) hypothetical claim under study

"A method for removing proteinaceous deposits from soft-contact lenses
- comprising placing the soft-contact lenses having proteinaceous deposits in a aqueous
-solution comprising an effective amount of protease, for a period o_f time sufficient to clean
the soft-contact lenses.” - ' '

2) third party's action

A third party is making and selling tablets consisting of an effective cleaning
--amount of protease capable of gétting'rid of proteinaceous deposits both for cleaning soft-
contact lenses and hard-contact lenses having oxygen permeability and on which the

' protem is deposned said tablets bemg allowed to change into aqueous solutlon by addmg
~ distilled water thereto when used
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3) Questions:

_ Whether on the above facts the third party would be gullty for patent infringement

in the following two additional situations: . : |
1, the original claim is directed to the treatment of contact lenses. in general and-

the claim in the granted patent is amended during prosecution, to limit the term contact

LTS L0, SO L O L ACE . IS et oo s e o e o

2, the original claim directed to the treatment of contact lenses in general is
maintained to patent grant although the specification describes only soft contact lenses
and makes no mention of hard contact lenses. '

2) Opinions rendered by Experts

As far as the third party's act of manufacturing of the cleaning tablets is concerned,
there was an agreement among the patent attorneys that it does not amount to either
direct or indirect linfringement. Set forth below are therefore the views expressed by the
attorneys as to how the sale or supply of tablets by the third party should be h'andled., _

All of the experts agreed upon that both cases 1 and 2 would result in.no
infringement. The problem lies in whether or not the tablet is exclusively used for-the
working of the patent invention, more specifically, the criteria for infringement is whether
or.not the application not only for soft contact lenses but also for hard contact lenses may

_be sufficient to exempt the seller from claim infringement. The preponderant opinion was
that there would be no infringement because the tablets can.be applied to oxygen-

permeating hard contact lenses as well,
2) United States

i) All of the experts felt that both cases fell into infringement. If the tablets are sold

“together with instructions that they are useful for cleaning soft contact lenses, this is held
-sufﬁcient to constitute inducement to infringe the patent, in their opinion.

ii) In the absence of such instructions in both 1 and 2:
a) Case 1
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If the claim was amended in order to avoid prior art, it was held unlikely that the
-..situation would constitute indirect infringement. If, on the other hand, the amendment was
filed only to satisfy requirements under 35 U.S.C. 112, i.e,. description requirements,
cleaning of the hard contact lenses with oxygen permeability might be infringement under
the Doctrine of Equivalents.

b) Case 2

Indirect infringement was deemed to occur if the use of the tablets to clean oxygen-
permeable hard contact lenses are considered, under the Doctrine of Equivalents, within
the scope of the claim of the patent. o '

3) United Kingdom

i) Case 1

All experts held in favor of infringement, by stating that,even if the tablets in
question should be considered as a staple commercial product, directions or
- recommendation for use in the cleaning of soft contact lens, then it was felt indirect
“infringement occured. In the situation, however, wherein the accompanying instructions
-were directed only to clean oxygen-permeable hard contact lenses, then the expert were
rather inclined for non- mfrmgement '

i) Case 2 .

All experts considered that the situation would constitute infringement. Indirect
infringement occured, given instructions for infringement use. The situation regarding
infringement would not differ if the tablets are staple commercial products. Given the
instructions only for use in combination with hard lenses with oxygen perméabilipy, it is
‘possible that infringement would be affirmed if construed as Equivalents judging by the
state of the art available at its filing date. g

4) France

1) The experts held that the usage for soft contact lenses would result in
g -mfnngement While use for hard contact Ienses would most probably be precluded from

infringement charge, because it was the scope the applicant himself waived by way of
claim amendments. It was indicated, however, if the amendment was not meant to

overcome the prior art, infringement may occur.
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it) Use for soft lens cleaning was considered infringement. While it was admitted

unpredictable whether oxygen permeable hard contact lenses were also subject to the

scope of the patent claim.

5) Germany

~ In the presence of the instructions regarding how to use the tablets to clean soft
contact lenses, both cases should amount to induced infringement. The conclusion will not
change irrespective specific reference to hard contact lenses are not made in the patent
specification.
The attached table, {TABLE 2] summarizes the conclusive points drawn by the
gxperts involved.

2. [Case-2] Mechanical Example:

1) Summary of Question
1) Hypothetical invention and claim under study(see attached sheet of Drawing).

metal casting. The mace comprises a rotatable body (28), a plurality of arm blocks (1)
pivotably supported around the periphery of the body and a plurality of percussion plates
or hammer heads, each mounted removably to the respective arm block by way of an
adapter (3). The invention resides in the above combination s¢ that 2 worn out hammer
head is independently replaceable.

2} third party's action. _ ‘ _
A third party supplies hammer heads which are wom-out goods, for those who
purchase a rotary mace from the patentee.

3) Questions: _

Whether or not the third party's action would constitute indirect infringement in the
following situations: . '

1. The claim is defined as citing a combination of hammer head, adapter and arm so
that a hammer head that may be effected by wear is exchangeabie.

2. The claim is defined as a combination of elements yet the invention resides in
fact solely in the hammer head construction (such as its thorough-hole shape), so that it
pre'sents the most important feature of the invention. | |
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2) Comments made by Experts
' -...1) Japan

i) Question 1

There is diversity in conclusions

The rationale for infringement was that sales activity of the third party of the
component exclusively destined for use in the patented device would fall within the scope
-of the patent. Arguments for non-infringement were that the hammer head, eventually
usable for the purpose of a paper weight, was not worth separately patented and hence
was excluded from a patent monopoly.

ii) Question 2: All rendered an opinion of infringérnent.

Failure of finding of non infringement would lead to substantial cut-off of the patent
protection if the hammer head is in fact the heart of the invention. A funher note was
made that it would amount to even direct infringement.

2)United States

i) Question 1:

The experts concluded that the case would result in no infringement. The opinion
' was based on the deduction that replacing the hammer head is permissible repair, which
is retained to the lawful purchaser of the rotary mace, so that the purchaser would not
directly infringe the rotary mace patent. In the absence of direct infringement, there can be
no liability for indirect infringement by supplying the hammer heads.

u) Question 2: No infringement.

The grounds for non-infringement was indicated as being that it does not change
the situation no matter how essential the hammer head may be to a patented combination
as long as the purchaser is replacmg a smgle, unpatented component of the patented
invention.

. 3) United Kingdom
“Question 1: All voted in the affirmative.

Anybody who purchases a patented article normally has an implied license to
repair their article but, nevertheless, no one has the right to supply replacement parts for
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a patented article. Further opinion was that, unless the hammer head are staple
commercial goods and add nothing to the state. of the art,indirect infringement was_
considered shown.

ii) Question 2: In this instance also all opted for infringement.

.....The..answer..is..said..identical..to..the..answer..to..question..1..since .there..is. ... ... |

infringement in any event, it does not seem that it makes much difference if the hammer
head construction presents the most. important feature. An unauthorized supplier would
indirectly infringe if he had actual or constructive knowledge that the hammer heads
would be used in any infringing manner. Since the hammer heads are the main elements
claimed, their life-span or cost is said unlikely to affect finding of _infr'mgemeht.

4) France.

i) Question 1: it was held no infringement.
The analysis of non-infringement entails that the claim restrictively protected the

~~combination of a-plurality of -elements. Thus, replacement-of the part-is-merely-a repair-of -

the invention and would not amount to reconstruction. One of the experts went on to state
that, even if the hammer head is the exact copy of that of the patented mace, the seller
- would not be considered committing a so-called act of unfair competition. . '

ii) Question 2: all attorneys felt that there is infringement. .

It was advanced that, if the hammer head itself is patentable the seller of the
hammer heads would be held infringe the patent, because its structure is separately
protected. On the other hand, prior to finding of infringement it must be firstly determined
that inducement of infringement was acknowledged.

5) Federal Republic of Germany
1) Question 1: it was held infringement. _
Purchaser's replacement of worn out hammer heads by new .ones is not deemed

allowable because this is a reproduction rather than repair. The fact that the patented
device was lawfully bought from the patent holder is trrelevant to solving the question.
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ii) Question 2: it was held infringement.

- The fact situation is identical to that set forth in Question 1 except that the
hammer head becomes even more important feature. Put in another way, the fact that the
invention may reside solely in the hammer head would have no bearing on the potential
liability of the seller, in his opinion. Another expert interviewed was of the opinion that
the sale of the hammer heads would constitute even direct infringement in such an

- instance. As is made in the Chemical case the main concepts expressed in connection
-with this case are likewise summarized and attached as Table-3.

3. Analysis of Comments made by Experts

1) Chemical Case

In this case answers were divided in opposite directions between Japan and rest of
the countries concerned. Particular note should be made of the fact that Japanese experts
thought that there would not exist indirect infringement not only in the case of "oxygen
permeable hard contact lenses”, but also in the case of "soft contact lenses”. In contxasf,.
in the U.S. as well as in Europe indirect infringement is said to be clearly occurring in the
case of soft contact lens whereas as for hard oxygen permeable contact lens

~determination can not be made until the content of the amendments and pnor art, in other
words, the file wrapper estoppel has been taken into account.’ '

In Japan whether or not the products in question have only one use is last resort
for establishing indirect infringement as is provided in JPL 101 and hence the use of the
product for a plurality of purposes will be enough to avoid infringement which is by no
means relevant to the concept of file wrapper estoppel.

Due account should be taken that the U.S. and British attorneys pointed out that
only two uses of the tablets formulated both for cleaning oxygen permeéble hard contact
lenses as well as for soft contact lenses are not enough to satisfy the requirement for
"staple article". '

In the U.S., United Kingdom and France, even a staple product can be deemed

infringing matter if mstructmns are supphed for the product Whlch is also the case m

~ " Federal Repubhc of Germany
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2) Mechanical Case _ _

In. connection with Case 2 various pros and cons. were advanced in each of -the. .
country concemed, The outcome revealed that there are considerable national differences
in the way of arriving at the conclusion between Japan and the remaining countries.

As seen in the chemical case, while in Japan only dc:cisive factor was whether the

- hammer-head could be considered tomeet the; requirement that:there be no-other uses ag—

prescribed in the patent law, all interviewed in the U.S. are in agreement in that a court

tt

would most likely characterize replacing the hammer heads as permissible “repair, ", and
consequently, no indirect infringement on the p:irt of the supplier. They also stressed that
no unpatented component of a patented combination, no matter how important it may be,
is protected by the patent.

~ German experts led us to assume that the hammer head should be considered to
constitute essential means because it comprised an arrangement defined in the claim or it
is inevitable for the proper function of the invention. '

There is little authority or guidance on what is. requlred by the phrase "essential

element” in the United Kingdom -as well as in France The:efore no exphcu deﬁmtmns o

therefor were stated in these countries. _ _ _

In summary, the requirement of "essential element” was discussed with particular
reference to the invention and not ‘much weight was given to the applicability of the
product to the apparatus other than the patented machine. ‘

"3) Overview of the opinions _

As noted above, in Japan the determination of indirect infringement depends solely
on whether or not the products sold by the allege'd infringer are used exclusively for the
manufacture of the patented product or for the working of the patent process. '

However, in the involved countries other than Japan, it appears that more specific
considerations are given in resolving indirect infringement questions, such as whether file
wrapper estoppel, whether replacement of a component subject to wear-out or breakage
preserits merely a "repair” or a "reconstruction”, and whether the component should be
considered to constitute a "means relating to an essential element”. The criterion whether-
or not there is substantial non-infringing use set forth in the Japanese patent law is
comparable to the "staple commercial product” requirement in various countries.
However, it should be noted that the staple article exemption is applied rather

~ restrictively as compared to the application of "to be used exclusively” set out in the
Japanese patent law. |
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V.  CONCLUSION

Indirect infringement related provisions are provided with a view of more
completely ensuring pétent protection. However, whether or not remedies can be granted
to a patent holder is determinative on a country-to-country basis so that, in view of the
statute diversity each country presently exhibits, it is hardly predictable, how a specific
infringement action would be handled in each country. The practical advice to be drawn
should be that, heavy reliance on the statutory prévisions is ill-advised, and it may be far
wiser to concentrate on claim drafting so that direct infringement can be made out. This is
all the more important if one consider the situation in the United States where the rule is
well settled that there is no liability for indirect infringement in the absence of direct
infringement. ' o

In view of increasingly trend toward a single world market, it is earnestly hoped
that an international harmonization of the Statutory provisions and uniform application
thereof canm be achieved so that an sufficient circle of umbrellas of protection for
innovations will be afforded on a would-wide basis. In this regard, with Section 19
paragraph (4) of the WIPO Harmonization Draft Treaty, a constructive and valuable step
along this line has now been taken. ' '
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EXPERTS COMMENTS ON CHEMICAL EXAMPL E [TABLE-2 )
Case JAPAN {NTED  STATES © UNITED  KDGDON FRANCE GERMANY
cns% (@) | (HO IUFRINGEMENT ] [ INFRINGEHENT ) { IHFRINGEMENT ] { INFRINGEMENT ) { INFRINGEMENT )
Claim arended ' . . ble hard :
1o Pl * Oxygen permeabie hard Oxygen permeable hard Onygen permeable hal
&lglzg:tgé:l?. Egrtg :ﬁaﬁ:ﬂ:ﬂﬁ le;‘rszs and cantact lenses can be held contact lenses can be held  § contact jenses can be thd
Amm.hd Clain: noniniringing no infringement depending | No!infringement depending [ no infringement depending

...solt-contact lenses

on the contents of the
amendment. - effect of file
wrapper estoppel

on the contents of the
amendment. - effect of file
wrapper estoppel

on the contents of the :

{ amendment. - effect of =;ﬁle

wrapper-estoppet

CASE {b):

[ #o clain emendeent )
...soft-contack lenses
(Ho rention of hard

contact lenses in the
' speciflication)

- szp

{ND TNFRINGEMENT ]

Both soft contact lenses and
hard contact lenses are
no infringement

{ INFRINGRMENT ]

« Decisive is whether oxygen
permcable contact lens is

equivalent to soft contact |

lens. If not, no lisbility
for infringement
Consideration of file
wrapper estoppe] necessary

{ IERIGRET ]

+Decisive is whether oxygen
poerpeable contact lense is
equivalent o soft contact
lense. If not, no biability
for infringement
Consideratin should be given
to file wrapper estopped

[ INFRINGEMENT )

- DifTicult to concludé on
oxygen perseable hard

contact lenses |
i

{ IHFRINGEMENT )

Hiscel lencous

(Conditions to be met in
reaching conclusions and
others)

- Decisive creterion is
vhether “"only one use™-
requirement should be given.
This case should be
construed as being that the
fact both hard and soft
lenses are useful negates

“it, regardless of the

existence of amendment.

+ Instructions teaching
applicability for soft lens
does not elfect

» Jastructions indieating
uselullness in soft lenses
may constitute inducement.
Use only for the two Lypes
of lenses is not enough for
regard as staple goods,

* Main concern is existence
of .intentin of infringe or
inducement acls

» Specially arranged tablets
as in this case would not be
held staple goods.

- Staple goods can amount to
infringement if accompanied
by use instructions

- Yithout inducement O!jf

1 incitement to infringe!

staple goods can not be held
infringement.

= It is clear that the tablets
ore also useable vith oxgen
permeable. hard contact lenses.
Ho corresponding mention in the
patent specilication does not
alfect this conclusion.
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EXPERT COMMENTS ON MECHANICAL CASE

[TABLE-3

]

Case

JAPAN

UNNED  STANES

UNITED * KINGDOM

FRANCE

GERHANY

.

CASE (i}s

combination of a hammer
head, and an adapter and
un arm,

Clain is defined to cite a

{ DIVIDED)

Rationale for infringement:
Use only for a patented
device would be indirect

1 infringement. o
Reasoning for the opposite!
-4 separate part of &

[0 INFRINGEMEHT )

Highly likely that haomer
head ropresents just an
element and the lawlul
purchaser is entitied to
repair it.  Absent direct

{NIFR IHGEMRNT)

The lawful purchasers
repair does not give third
party oulomatica right to
supply a replacement part.
Prior knowledke of infringe-

(HO WNFRIHGEMENT )

Supely of hammer heads,
single element of the
combinatjon, does not
aoount to "reconstruction”
but peraissible "repair”.

{ PR INGEMENT)

Supply of the essential element,
hammor head is deencd
"reprocuct jon”,

Supply Lo lawful purchaser of
the patenled device is

The invention resides
rather in the hazmer head
construction le.g. its

hole shape) and represents
the most imporiant leature

Failure to find infringement
‘would deliait patent
proteetion or a doecision of
‘direct infringement is
proper

7
i

Patent was granted to a
combination invention.
Hagper head is only, a single
element. This remains Lrue
no matier hov important the
inventive concept is.

The inportance of the

.| relevant element does not

meke auch differene.
Irrespeclive to cost of Lhe
parts and [ife-span, Lhe
knovledge of infringement on
the part of suppliersuffices

Hammer head is itsell
patentable. Additional
requircnent of inducement
acivily is in neced.

infringement there: is no meat as well as linding of irrelevant.
icoabination should not be indirect infringeooent. no other noninfringement are
iafforded independant f NECESSUrY
{ipratection, . : :
CASE (ii): [ IHFRINGEMENT) 1o INFR]IKJBEJ’I‘ ] [ 1HFR INGEMERT) [THER RIGEMENT) [IHER IMGMENT )

Identical reasonings to Case-l
Tendency to find rather direct
infringemcnt

Hiscel lenpous
{Conditiohs to be met in

others)

reaching conclusions and

Exclusive argunents directed
to vhether the hammer head
is to be used exclusively
Tor a single purpose.
Further compent what should
be given to the inventor in
relurn for his disclosure.

Even in the presence of -

| direct infringement, [urther

requiresents must be met:
fiammer head has no olher non
infringing use and prior
knovledge of direct
infringement proved

Kain issue wos whether
hammer head is essential
ehepent of the combination
palent

In Case-1, The nocessily of
specific hamner head
configuration exempts also
the ciaim of unfair
competition

Existence of other comnercial
use does not avoid indirect
infringemcnt il the seller knows
that direel infringement would
oceur.




[Case-1]
THE HYPOTHETICAL INVENTION IN CHEMICAL FIEiD

P n:

CLAIM .. . e R S

"A method for removing proteinaceocus deposits from
soft-contact lenses comprising contacting soft-contagh
lenses having proteinaceous deposits for a period of time
sufficient to clean the goft-contact lensesg with an

-agueous solution comprising an effective cleaning amount

of protease”

Third Partwv:
“Making and selling tablets consisting of an effective
cleaning amount of protease capable of getting rid of

proteinaceous deposits hoth for cleaning soft-contact
s! - v 1 navin gen o eabilitv

on which the protein is deposited, said tablets beipg
allowed to change into agueous solutlion by addzng
distilied watﬂr thereto when used. '

Qur Question:

1. Under above—mentioned_condition, it would be
appreciated if you could give us your comment‘or-opinion
as to whether above performance by third party constitutes
patent infringement in your country, taking account of
indirect infringement as well,

2. In the case where there are the following situations,
we would like to get your opinion or comment as to whether
above action of the third party is liable for the patent

infringement in your country.
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gass . (3) Patentee made the following amendment during the
examination procedure before Patenk office.

l. The claim before amendment:

" "A method for removing proteinacesous deposits from gontact

lenses comprising contacting gontact lenses having
proteinaceous depesits for a pericd of time sufficient to

clean the gontact lesnses with an agueous sclution
comprising an effective cleaning amount of protease"

2. The claim after amendment:

"A method for removing proteinaceous deposits from
soft-contact lenses comprising contacting sofi-contact
lenses having proteinaceous deposits for a period of time

sufficient to clean the sgft-contact lonses with an

- aqueous solution comprising an effective cleaning amount

of protease”

‘gass (b)) Patentee did not make any amendment, that
following claim has been retained from t

the patent issue date.

"A method for removing proteinaceous deposits £from
- soft-conktagt lenses comprising contacting sofi-contact
lanses having proteinaceous deposits £for a period of time

sufficient to ¢lean the goff-~contact lenses with an
‘aqueous solution comprising an effective cleaning amount
of protease” ' '

“In the patent specification thereof, soft-contact lenses

alone are aimed, no mention of oxygen-permeating
hard-contact lenses zare made. '
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[Case-=-2]
THE HYPOTHETICAL INVENTION IN MECHAHICAL FIZLD
Patent:

ari af Qnsgr’rotigu

“%he invention relates to a rotatable device for zemoving
unwanted projections, such as flashings, gates and risers
from metal castings. A so-called rotarzy mace used for |
this purpose includes a plurality of hammers. Each hammer
is pivotably attached to a rotatable body called a hub by
‘a retaininé pin that is locked into the exkterior of the

same.

Referring £irstly to FIG.4, an improved rotary mace _
comprises a rotatable bedy or hub (28). The hub (28) is
mounted, usually keyed, on an axial-shaft (27) driven bv

an electric motor of suitable power, not shown.

The hub (28) has a pluraiity of throughholes (27) at its
cutward end surface f£or receiving pins whichjpivgtably
support an arm .block (1l)}. A plurality of arm hlocks (l)
are thus distributed equidistant around the periphery of
the hub (28) and each block has a hammer head, or impact
~plate (3) secured thereon via an adapter.

Referring now more particularly to FIGS 1 through 3f each

hammer head (5) is formed to have a péir of parallel legs

which straddle the adapter (3). Connection is achieved by
.a pin (25) extending through aligned boreholes (20, 21) in
the legs and a throughhole (19) of the adapter (3).

Each of the arm blocks (1) comprises a recessed portion
(2) defined by a pair of side walls (la, 1lb) and a bottom
wall, The arm block (1) further comprises three notches
(4-1, 4-2, 4-3) formed in the bottom wall into which a
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convergent leg (17) ¢of the adapter (3) £its. The arnm
block (1) has correspondingly £first, second and third
lateral boreholes (7-1, 7-2, 7-3) positionad in a manner
to align with the throughhnoles (18) in the adapter (3) and
into which a pin (22) may be inserted when the leg (17) is
£it into the respective notch (4-1, 4-2, 4-3),. '

In the apparatus shown, when changing a worn out hammer

 head, it is only necessary to drive the pin (25) out of

engagement with the adapter (3) a2nd subseguently replace
the worn out harmmer with a new one.

S:T!a TM

"A rotary mace for the removal of unwanted parts Srom
casting comprising a hub (28) having an axis of rotation;
a hammer head (5); '
an adaptor (3) for fixedly buit removably supporting the
hammer head (5); and ' _
an arm block (1) for pivotably attaching said adapkter (3)
+0 the radially ouitward end surface of the nub (28)"

gur Question:
1. Will a seller of 2 replacement hammer head (5) to a
purchaser be held liable for infringement of the above

claim, if the purchaser initially had the rotary mace
delivered by the patent owner?

2. Assume that the inyegg}gg@@gggwnotmreside~in~them”““”“””””ﬂ

~lwcombiﬁéﬁibh”é"gwﬂéﬁﬁér head (3), an adaptor (3) and an

arm block (l), removably but fixedly connected with each
other so that a worn out hammer head is independently
replaceable, and instead, the invention resides solely in
the nammer head construction (e.g. its borehole
configuration) so that the hammer head presents the most
important feature of the inventive concept. What is your

avaluation?
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STATUTE COMPARISON

(TABLE-1 ]

OF MAJOR COUNTRIES

VIEVPOINTS S JAPAN UNITED STATES UNITED. . KINGEOH FRANCZ GERHANY
Sectiori 101: Section 2T1iacts of indirect | Section 60(2): Section 29 bis Section 10(1}, 1580
N Invention of a product acts infringement The supply of the mears, The supply of means the offer or delivery of an
1. ;;mlléﬁé of manufacturing etc., Sb; 1nduE|ns 'nfr:ngeme.nt r?latlzx Eo.ﬁn essent iz} relating to essential element | essential elenent of the
o a"Y‘h'“Q to be exclusively cleontriputory iniringesent | e ement of the Ivention | of yhe invention when he inveation are forbidden
d tdr th i ; (flexport or japort acts of | when he knows, or it is cbvi y £ is obvious | Section 10(2)
used for the manufacture o components or zaterijal ous in the circumustances, nows, o it Is cbvious In the offer or delivery of a
the product. - which would have been that those peans are the circumstances thet staple good consitute ingirect
tavention of a process: inducement if the scts |suitable for putting the those means are suitable for | infringement only it the acts
acts of ‘manufacturing etc., nad occured in 0.5 invention into effect in the [ putting the invention into are mace To induce o work the
anything for the working of - which ‘I;"’“]d have been ¢ UK. effect in France. patented invention,
the patented process. contributry infringezen
patenteep in the U.S. -
Indegendent Principle: - Prerequisite of Direct * Finding of indirect - Ho need for existence - Indirect  infringecent occurs
. Indirect infringement does | Infringement infringesent does not of direct iniringeoent without direct infringeent
2. MNESD FOR not require direct one =7 | . exception: Section require actwal direst - Supply of essential perts |being established.
DIRECT Ho compercial use or working | 271(n(1)(2) infringement in the U.Z. of the ratent amounts to
INFRINGEMENT | of the invention abroad can - provided that the place of indirect infringement
Co S No need for direct ] .
: create ipdirect infringement|. =~ " e ; either supply or offer to
mt Principle: infringement within the U.S. supply is in the U.%.
Direct Infringesent is in | - tikelihood of direct - Judicial exemption of
def inlte{ need infringement will suffice. private and experimental use
* Private non-commercial ' axfes-nc?t ngc&;sam]y gxcluoe
king of & liability for comsercial
working of a patent may not | iGcing infringenent.
avoid indirect infringement,
« Ho other use of the Section 271 . + The other uses not covered | * Infringement exists if an | - Ho effect on finding of
. essential element to Patent | (b) not required by the ratent is not enough | essential element has no indirect infringement
3. USE OTHER - | would result in indirect (c} required that the part | to avoid mfrmsement other use(s). -1t «ill be found liable for
THAN THAT Infringement ) is not staple goods Section 60(3) indirect infringement either
pescrigep | - Ecommical, comercial ' - The supply of a staple -Predictability of direct
IN PATENT or practical other use my comercial product are infringement by third party

avoid finding of indirect
infringement.

exempted from infringement
unless the supply was mde
for the purpose of inducing
infringement.

-Avareness of the third rarty
of the purpose. or applicability
of the accused components.




gey

CONSIDERING
SUBJECTIVE
ELEMENT
SUCH £3
THTENTICH

Irrelevant

Liability requires that the
2lleged infringer mev that
the part was especially
acapted for use in patented
invention.

Clear evidence of unavare-
ness would avoid
infringement claim, yet
inference of awareness crawn
if the part is not suitable
for non-infringing use.

* The suppiver will be found
liable :if he had knowledge
that the thing is suitable
for use in an infringement
oi a Fatent or it would have
been obvious in the
circunustances to do so.

- Infringement upheld if

- an essential element !
cbjectively useful Tor the
vork of the invention and

- the alleged iniringer:
commits the act with a view
to use such element for!
patent or it is obviousifrow
the circumustances :

- The supply of staple goods
is illegal if 2ccomranied by
the incitement to infringe.

<1t is felt insufficient that
two findings are made: Tirst.
that the element is acapted for
the work of the invention:
second. it wes intended for this
* The third-party customer mest
be aware of its use for matented
invention or it must be ‘
obvious in the circumstances.

INDUCEMENT,
DNCITRENT

. PROVISOHS

Civil Code, Sectio 719
{Joint Tort Case)
Jointly comitted acts of
practicing a invention,
inducesent or aids to
infringe may be subject to
charges.
Crimimal Coce Section BO
Joint Commitment
Section 61(1): Incucement -
Section 62 : Aids

Section 271 () .
Active inducement activity
to induce others to infringe
a patent creates liability
even if it come to-a staple
article

(specifically covered by
Patent Lav provisions)

= Ho statutory provisions

in the Patent Law
< 1.X comon lav states that
inciterent would be-tort and
that aics is also the case
if deemed tantamount to
incitepent..

Section 29(b):

There is a statutery |
provision that provides ifor
inducing infringement in the

.| cese of process patent

Lefined in German Cjvil Code:

Section 830 Inducesent or

: suppOrt as Jjoint

. counitment

Section 840: Liability of each
one in a tort
comitted in common

Patesrt Lav Section 10(2)

. SALE OF
- COHPORENT

SET
(METHER FINAL
ASSEMBLY
IHLEND
REQUIRED
R

INFRINGEMENT)

Independent Principlet
Indirect infringement exists
Depencent Principle:
Indirect Infringement occurs
if completly essembled .
devices are to be imported.

Section Z71(b) (2)

Indirect infringement
affirmed if the supplyer of
conponents knev of a final
essembly of a TV ebroad,
vhere the components were
not suitable for substantijal
non-infringing use,.

- Sale of the comronents in .
the U.K. is Tound to be
indirect infringement

- The act of export coes not
itself cornstitute infringe-

‘ment. However,Section B0(1)

indicates keeping of
couponents prior export or
intention of the work of the
invention in the U.K.would
be guilty of infringement.

Section 29 bis(1) :
The 2ct of infringement can
be established until proof
is made that assembly would
not occur on French :
territory. ;
Also question on liabilit
based on Secticn 23(a)

Section 10(1):

- Sales activity inland
constitutes indirect infringe-
nent '

* Export of the components does
not itself constitute
infringement
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Various subjects expected to the effect of the CPC, which

intends to create the system where a single patent is
effective uniformly throughout the EC area, are discussed.

The subjects are nainly.concefning with features of appli-
cation procedure and patent right, which involve cost coa-
parison, transfer to EPC application, submission of transla

: tion. arrangezent of judical institutions.infringement
litigation, exhaustion of right and parallel import.
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Patent Filing and Enforcement under the Community Patent

Convention (CPC)

1. Outline of CPC

(1) Purpose |

(1) The formal name of the Community Patent Convention
is "The Convention for the European Patent for Common
Market.," It aims at "the free mévement of goods, people,
-service and capital within the EC" which is the purpose
of EC, in the aspects of Patent law. This intends to
creéte a sihgle patent to apply uniformly throughout

the EC and settle the patent infringement claim by a

single legal action procedure.

(2) Process to reach the conclusion of Community Patent
Convention and its development in the future
CPC was signed by nine EC.member states on December
15, 1975. However, ratification was not made by all
of the EC member states that signed it, which is the
: conditidns forxentering.into force. it how awaits
ratification. |

- However, with the advancement of materialization

~.among EC to make a second attempt to make the Convention
come to-effect. On December'15, 1989, a Protocol on
the revision of CPC and relaxation of the conditions

for entry into force of it was signed.
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Each ﬁember stater. is following to procedure for

implementing CPC. It is expected that the CPC will

enter into force as from January 1, 1993, in all EC. -

member states excludlng Denmark and Ireland i.e. in .

hwEngland France, Germany, Spaln, Portuguese, Belglum,

Netherland, Luxemburg, Italy and Greece.

(3). Institution to be established in implementing CPC
(i) Common Appeal Court, CAC

The Common Appeal Court will be established
based on the Protocol on the Settlement of Litigation
. coneerning the Infringement and Validity of Community
Patent, Protocol on Litigation. The CAC will deal with
claim for validity as the counter litigation against
the infringement of Community Patent and infringement
litigation and Provisional protection in case of the pﬁblic

~disclosure of application.

(ii) Special departments for dealing with the Community
Patent, i.e. Patent Administration Division and Revocation
Division, will be set up in the European Patent Office,

EPO. (Article 1, CPC)

2. Main Feature of CPC Application Procedure
(1) Application
Copvéntional EPC application shall apply to the

application of Community Patent. {Article 1, CPC)
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Application shall be made in English, German or

_French language.

(2) Designation of the states

| In the case an applicant designates one of the
States parties to CPC (England, France, Germany, Spain,
Portuguese, Belgium, Netherlands, tuxemburg{ Italy,
Greece) in his applications, He is deemed to designate

all.of these States. (Article 3, CPC)

.(3)' Chaﬁge of CPC application to EPC application

In the event an applicant does not wish the adaptation
of Article 3 of CPC set out above, he may choose conventional
EPC application_by filing a statément based on Article o

81 of CPC specifying the transitional provisions.

(4) _Bxamination
| CPC application is deemed as EPC application having
special joint designation system. Therefore, its privilege

is the same as that in EPC application.

- (5) Relationship‘pgyﬁgngga;;;Q;Mapg}iggtigawandwlaterww”mm_dww

.application
1) 'Relationship between CPC application and EPC

application

et e




Article 54(3) and (4) of EPC shall apply to

the CPC application. The limitation of the scope of

| ciaim of the Community Patent shall be pronounced in

respect of the Contracting States designated in the

earlier EPC application as published. (Article 81(2), CPC)

(ii) Relationship between CPC application and national
patent appliéation in a Contracting State.
.Paragraph (i}IShall apply. The limitation

of the Community Patent shall be pronounced only in
respect of the State designated in the earlier national

patent application as published. (Article 36, CPC)

(6) Submitting translation after granting of patent
(i) The applicant shall, within three months from

the date EPO designates, file a translation of the claims
on which the grant of patent is based in one of‘the
official 1angﬁages of each of the Contracting States.
excluding England, Germany and Fféﬁéé (i.e. Dutch, Italian,
Portuguése, Spanish and, if Denmark ratifies CPC, Danish).
(Article 29(1), CPC)

. If the translations are not filed in due time,
the CPC patent shall be deemed not to have been granted.
Even in case the translations in the languages of some-

States are submitted, no remedy, such as changing to

EPC applicatiOn'in order to be granted the patent only

.in respect of the States, shall be made.
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“infringement Of the patent in the defective translation

{ii) The applicant shall file at EPO, within
three months from the date of publicaticn of the mention
of the grant of the patent, translations of the text
of the application which forms the basis for the grant.
{Article 30(1), CPC)

There is a remedy in this case.

If the translations are not filed in due time,

the proprietor may obtain a European patent for the
Contracting States for which he has filed translations

'[in due time, by notifying his intention to change to

EPC applications within two months thereafter. (Article

30(6), CPC)

(7} Defective translation
1)  The~app1icant'may“file a corrected translation.

The corrected translation shall not have any legal effect

until the fee specified by EPO is paid. (Article 29(6),

. CPC, Article 8, Inplementing Regulations)

(ii) In case the translation of the claims is defective,
any person who is using or has made a serious preparations

for using an invention the use of which would not constitute

of the claims before the corrected translation takes

effect, may continue such use without payment. (Article

29(7), CPC)




(8) EPC application made earlier than effectuation
of CPC
EPC application made before CPC takes effect shall

be deemed as the CPC application after the effectuation

designated. 1In case all of the Contracting States have
not been designated, national patents only in respect

of the désignated States shall be gfanted.

Figure - 1. shows the chart of CPC/EPC transition

procedure.

3. How to Write the Text of Application and Claims
Examination of CPC application is made in the same

manner as that of EPC application by EPO. It is because

the difference.oﬁ CPC'application and EPC-appiicatién
is considered to be the way of designation of the States
and CPC is deemed to be one of the conventional EPC
épplication. Therefore,rit is not hecessary to chénge
the way to write the text of application and'élaims.
However, there is the péssibility that applicants
muét-change how to write the claims a little in the
future, which depends on the judéement of CAC, because

- CAC is the final court with respect to the infringement

litigation.
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4. Cost

As to the matter of cost, it can not be said definitely
because of its flexibility, however, a local agent
foresees as follows:

{i) As CPC application is one of EPC application,
épplication fee, examination fee, search.fee, maintenance
fee and designation fee will be required. Many local
agents forcast that CPC designation fee is three times
as much as the EPC designation fee for one State, however,
other estimafe as six times. The other fées will be
almost the same as those for EPC application.

{ii)} In case fhe Community Patent is granted, the
patent office administrating the Patent is required
to be set up in only one of the Contracfing States,
~not in all States,-uTherefbre, the ‘cost will be reduced.

(iii) Annual fee for maintaining the Community Patent
is forcasted to be three to four times as much as that
in one State.

(iv) Translations in eight languages shall be submitted
to obtain a Community Patent. If it is_taken into account,
the cost for EPC application designating all Contract
~States and that for CPC appllcatlon are almost the same.
'fFor translatlng ‘English ‘text. 1nto other 0ff1c1a1 languageﬁ.”
‘in Europe, it costs 24 .to 36 yen per word under the

- present conditions.
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(v} 1In case the number of-deéignating'States is
smaller than three or four, CPC applications do not

have an advantage in respect of the cost,

Uh%wmwFigure‘”T,MNMZQWshowsuthemchaftmofwchangewof_mmW”M;mwm_wgm f;

esitimated annual fee.

5. Right to the CommunityVPateﬁt

The right to the Community Pateﬁt and other feasures
are as follows:
{1) Right conferred by the Community Patent

(i) As the right to prohibit direct use of the

invention, the proprietor of the communit?'mévmpreveﬂt"i'““”“*“““

“all third'parties not having his consent from: (Article

25, CpC)
{In case of product) Making, offering, putting on the
market or using a'product which is the subject-matter

of the Patent, or importing or stocking the product

for these purposes;

(In case of process) Using a process which is-the_subject-
matter of the Patént or offering the process for use
within the territories of the Contracting Sta_tes} and

(In case of procéss for,produétion) Offering, putting

on the market, using, or importing or stocking for these
purposes the product obtained directly by a process

which is the subject-matter of the Patent.
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{ii) As the right to prohibit indirect use of the

invention, the proprietor may prevent all three parties

not having his consent from conducting following: (Article
- 26, CPC)

Supplying or offering to supply within the territories

of the Contracting States a person, other than a party
entitled to exploit_the patent invention, with means,
relating to an essential element of thét invention,

for putting it into effect therein.

{2) Limitation of the effects.of the Community Patent
" The rights conferred by a Community Patent shall
-not extend to: (Article'27, CPC)
(i) Acts done privately and for non-commercial

purposes;

“(ii)  Acts done for experimental purposes relating

'tO'tﬁe éubject-matter of the patented invention;

{iii) The extemboraneous prepération for individual
- cases in a pharmacy of a medicine in accordance with
a medical prescription; and :

(iv) The use on board vessels, aircraft or land

vehicles of the countries other than the Contracting

States of the pétent npépgiuﬂhggwgggh”yesgglswwaircraﬁt““,wm,

““or land vehicles temporarily or éccidentally enter

the terfitory of Cohtraéting States.




(3) Lapse
A Community Patent shall lapse at the end of the
‘term laid down in EPC, and be effect for twenty years,

(Article 50, CPC, Article 63, EPC)

(4) Annual fee
Annual fees shall be paid to EPO. (Article 48, CPC)
Where the proprietor files a written statement

with EPO thathe is prepared to allow any person to use

the invention, the annual fee shall be reduced. ' (Article

.43, CPC)

"(8) Right based on prior use
Any person who, if a nationéi‘patent had been granted .
in respect of an invention, would have had, in one of
the Contracting States, a right based on prior use of
that invention, Shall enjoy, in that State, the.same
right in respect of a Community Patent for the same

invention. (Article 37, CPC)

{(6) Compulscory licences

Any provision in the law of a Contracting State
for the grant of compulsory licences in respect fo national
patents shall be applicable to Community Patents. (Article
45, CPC)

Provided, ﬁQWEver, that a compulsory licence may
not be granted in respect of a Community Patent on the
grond of lack or insufficiency of exploitation df the
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product covered by the Patent, which is manufactured
in a Contracting State, for which such a licence has
Eeen reqguested, in sufficient quantity to satisfy needs
“in the territory of that other Contracting State.

(Article 46, CPC)

{7) Exhaustion of the rights conferred by the Community
Patent |
In case any third party imports a product covered
by the Patent within the territories of the Contracting
States after that product has been put on the market
in one of these States by the proprietor of the Patent
or with his express consent, such third barty shall
not be complained of infringement. (Article 28, CPC)
(8) Revocation of the Community Patent
An application for revocatiorn may be filed as a
_ cbunterclaim for revocation by a defendant in case disputes
of infringement arise, which will be mentioned below.
Any person may file with EPO an application for
revocatidn directly. (Article 55, CPC) .
This application'for revocation shall be examined
- by-the Revoecation Divisions. (Article 8, CPC)
| Ih case the party has an objection to the decisions
- of the Revocation Divisions, he may appeal to the CAC.
Article 106 to 109 of the EPC shall apply mutatis mutandis

to this appeals procedure.
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(9) Influence of unification of Germany
On October 3, 1990, Germany was unified. - As from_
that date, East Germany has been incorporated in West

Germany, and laws of West Germany has come to apply

..to the ex-territory of East Germany. .Therefore,. applications......i.

for Germany, EPC and PCT applications designating Germany

and protection right granted based on these applications

on and after Qctober 3, 1990, are effective_in the territories
of unified Germany.

Consequenty, the effects of the.Commuqity Patent
_extend Eo the territory of former East Germany, as the
natural course. However, bona fide use on énd before
= July 1,1990 (Unification of currerncy and amendment
of patent law were carried oﬁt prior to the peolitical
unification) can become a right based on pfior use in
the territory of former East Germany in respect of Ehe

‘Community Patent.

6. Litigation concerning the infringement of Community
Patent.

The most importaﬁt‘amendment of CPC in 1989 to
the fifst draft in 1975 is that the validity and infringe-
ment of the Community Patents have come to be simultaneously
examined.

Jurisdiction, procedure and applicable law regarding
the 1itigation are provided in CPC and.Prdtocal on Litigatioﬁ “
CAC, the Community Appeal Court, has the extensive legal
capacity.
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(1) Community Patent Court
Tribunals of first and second instances, dealing
‘with the disputes with respect to the Community Patents,
are to be designated in appropriate numbers in the Contracting
States, which is spécified in Protocol on Litigation.
The number of the first and the second is the same,
énd the names are specified in Annex (a), (b) to the

Protocol on Litigation.

Table 1. shows the list of Community Patent Courts

{ 3 pages)

(2) Common Appeal Court (CAC)

CAC, a Community patent appeal court, common to

““the Contracting States, will be established. CAC is
~an independent institution from EPO and European Court of Justice
{ECJ). The place in which CAC is to be estébliéhed has not vet

" decided. {Article 2 - 12, Protocol on Litigation)

(3) Jurisdiction

The Courts which exercisefjurisdiction over litigation

are chosen in the following order:
a) The courts in the Contracting States where the address

- or the place of business of the'defendant exists.

b) ”In-éase the'addxess or the place of business of

the defendant is not in the Contracting States, the

~ court in'the Contracting States where the address or

the place of business of the plaintiff exists.
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¢} 1In case any of the defendant and plaintiff does
not have its address or place of business in any of
the Contracitng States, the court in the State in which

CAC is located.

Contracting State where the infringement occured. 1In
this case, the court shall have the jurisdiction over
only the infringement occured iﬁ the State. (Articles
66, 67, 68, CPC)

Each court shall examine.the matter under the laws
of the State in which the court is located.

Judgement of the court having jurisdiction in case

‘of above a)-c) is effective in the'wﬁaié territories

of the Contracting States. Judgement in case of d)

is effective only in the State the court has the jurisdiction.

(4) Revocation of the Community Patent

The defendant may file an application for revocation
of the Patent as the counterclaim; against the infringement
claims. The grounds for revocation shall be in accordance
with those mentioned in Article 56{(1) of CPC. (Article
19, Protocél on Litigation)

The examination shall be done by the court chosen

by the proprietor against the infringement claim. (Article

15, Protocol on Litigation)
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(5) Appeal
" The appeal on the judgements of the Community patent
courts of first instance are, as the most standard procedure,
formally lodged with the Community patent courts of
second iﬁstance having jurisdiction. However, in case
the issues raised on appéal are concerning the infringement
~and validity of the Community Patent, CAC shall examine
the issues and shall notify the Community patent courts
of second instance of its judgement on the issues.
The judgement given by CAC shall be final and binding.
Furhter appeal can not be made. (Articles 22-28, Protocol
'on Litigation) |
However, other lissues contained in the litigation

can be appealed to the national courts of third instance.

" (6) pPreliminary ruling

The judicial system of EC is an element enhancing
the supernationality of EC, and the Preliminary Ruling
System is one of the features.

According to Article 177 of EC Treaty, in case

guestions concerning the interpretation of EC Treaty

and EC law are raised before a national court in the

Contracting

4-the court brings the matter before the ECJ and

makes the judgement pending until a deciéion is made
by'the_ECJ. Such decision of = ECJ is called
"Preliminary Ruling."” The preliminary ruling shall

bind the examination of the given court.
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The purpose of the preliminary ruling system is
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to unite the_interpretation of law in the Contracting
States. As to the litigation on the Community Pétents;

CAC shall have jurisdiction to give the preliminary

Litigation on Proteocol)

{7) Judicial.Institutions
Appeal on the judgement of the Community patent

court of_second_instance shall be, in principle, lodged

with CAC; provided, however, that in case the national
law provides fof the appeal to the national court of
" third instance, the final examination shall be made

by the national court of third instance. ({Article 30,

Protocol on Litigation)
- On the other hand, ECJ may give preliminary
rulings to CAC and the court of third instance. (Afticlef

2, Agreement relating to Community Patents) -

Figure 3. shows the inter-relationship of

judicial institutions dealing with the Community Patents.

7. Parallel Import
Questions on propriety of exercising pateht rights
against the parallel import depend on the interpretation

and use of the provisions concerning the rights in Articles
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25 and 26 of CPC and the provision concerning exhaustion
in-Article 28 of CPC, however, it is considered to be
appropriaté to interpret it in accordance with the judicial
-precedenté of ECJ even if the judicial precedents
are regarding the conventional national patents.

Following are the investigation on a basis of the
type of parallel import.
Case-1
Q. P Company which is a proprietor of the Patent manufactures

and sells the Product in (2) which is a State, and at

the same time, P grants the licénce to use the Patent
to L Company in (1) which is andther State. L exports
the Product at”lower price to (2) and injest the market
of P. 1In this case, can P prohibt importing the Product
o (3)7 _ : o - . :

A, No. Provisions for exhaustion of the right applies.

Case-2
Q. P Company which is a proprietor of the Patent or
L Company which is a licensee of use of the Patent under
the contract manufactures the Product in (1) which
is a State, and a third party X purchases the Product . . .
and exports it to (2) which is anothéf State. Can P

prohibit importing the Product to (2)?

A, _No. Provisions for exhaustion of the right applies.

{Centrafam vs. Sterling Drug case, ECJ 1974

(1) England, (2) Netherland)
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Case-3

-Q. Company wahich.is;émcompulsorYJlicensee or Company

Z which has a right based on prior use of ‘the invention

manufactures the Product in (1) which is -a State, and

A ERIFd PATEY X purchdsés the Product and exports it

to (2) which is ancther State. In this case, Can P
prohibit importing the Product to (2)7?
A. Yes. Provision for exhaustion of the right does

not applyv.

. (Pharmon BV vs. Hoechst case, EC Court 1984

(1) England, (2) Netherland)

Case-4

Q. Company P which is a proprietor of the‘Patent or
Company L which is a licensee of the use of the Patent
under the contract manufactures the éroduct in (11)“Which.
is a couﬁtry other than States haVing patent right, and
a third barty X purchases the Product and exports it |
to {2) which is a State; Can P prohibit importing the.
Product to (2)? |

A. Yes,

(Polydol Ltd. vs. Harlequine case. Provided, the judicial

precedent is concerning the copyright. (11) Portuguese,

which was not the Contracting State th