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The Evolution of a Patent Evaluation Tool

This paper tells the story of Kodak’s experience in developing and
implementing a patent evaluation tool. It particularly relates the story of the changes in
that tool from its inception to its current form. Although the paper is entitled “The
Evohition of a Patent Evaluation Tool” it perhaps would be more appropriately entitled
“The Devolution of a Patent Evaluation Tool”, Normally, when things evolve they

- become more complex.” In contrast, Kodak has recently been striving to simplify the

patent evaluation tool originally adopted by the Company only a few years ago. The
simplification process is succeeding in spite of a countermanding principle of evolution,
the tendency of an organism to evolve into different forms in response to a diverse
environment. There has been a tendency within Kodak for the various diverse
organizations to tailor the patent evaluation tool to their own needs. A number of people

- involved with the patent system at Kodak have been trying to reconcile the need for
~ simplicity in the evaluation tool and the need for a tool which can be utilized by the

diverse technology groups within Kodak.
Kodak decided to create a patent evaluation tool in 1996. The creation of

this tool was a small part of a major reorganization of the way that Kodak manages its
~ intellectual property. The process of reorganizing the management Kodak’s inteHectual

property could itself be the subject of several papers and will not be explored in any

detail herein. As an outcome of that process, however, it was decided to manage Kodak’s

intellectual property by aligning all of Kodak’s intellectual property with preexisting
technology clusters. The technology clusters were already being utilized by Kodak’s
Research Division to organize and fund research and development projects. As part of
the process of ahgnmg Kodak’s intellectual property w:th the teclmology clusters an
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" Intellectual Property Subcommittee (IP Subcommittee) was asggned to. each cluster to

create and implement an IP strategy for the cluster. An Intellectual Prspeﬁy Coordinator

(IP Coordinator) was appointed to each cluster to make day-to-day decisions around the

maintenance of the patent portfolio “owned” by the cluster.




As part of the new mte]lectual property management process it was

g : dec1ded that Kodak. should nnplement a system for evahtating the individual patents in-

B the patent portfoho of each cluste:r The initial goal of nnplementmg such a system was B
" to move the focus of the company from “tumber of patents filed” in the direction of -~
“value of patents filed”, Tt was anticipated that a patent evaluation tool would enable

. each cluster to obtain the most value from its patent portfolio and to obtain some

el

- correlation between the value of the patent portfolio and research doHars spent. The - .~
~ initial proposal was that the performance of those individuals involved in intellectnal

property management would be determined in part by the performance of the various

' patent portfolios.

A committee was selected to develop a tool to e\faIuate individual items in

a cluster’s patent portfolio. The committee chosen represented a broad cross-section of
the intellectual property community and included a representative from Kodak’s licensing
group, two patent dttomeys, representatives from the research community, and an |
information management representative. The objective set by the committee was to find
a method for estimating the value of a potential and existing patent that was 1)
quantitative, 2) applicable across all Kodak businesses, 3) easy to use, and 4) easy to.
administer.

This was one time when it was to Kodak’s benefit not to be a pioneer.
Several companies had excellent patent evalnation programs which they had either -
published or were willing to share with Kodak. A few companies had evaluation tools
which they were marketing. The types of systems in the market were quite varied. Some-
systems were very complex and conld be utilized to estimate fairly accurate dollar values
on individual patents. The evaluation results of such ystems were suitable for use in the:
outlicense or sale of intellectual property, tax-related transactions, or in-kind
contributions. Other systems were as simple as rating a patent from 1 to 5 on a fairly
subjective basis. The results of these types of systems could be utilized for different
puzposes, such as making renewal decisions.

It was quickly decided that Kodak would not utilize a tool similar to the
more complex models. Given the size of Kodak’s patent portfolio, such a tool would
have required substantial additional staff to implement. Furthermore, obtaining detailed
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sales information for individual products and relating those products to individual patents

‘would have been extremely time consuming. On the other hand, it was determined that

the IP managers wanted more information than that which would have been available
using one of the simplest models.

| The committee eventually decided to evaluate two existing models for use -
by Kodak. The models were tested on a range of patents from different technical areas.
One of the models tested, although it was easy to use and supplied useful information, did
not lend itseff well to the chemical side of Kodak’s business. It also required a fair
amount of specific salessinformation. During the testing it became apparent that Kodak

was somewhat unique in that it leverages a great deal of its technology across many

~ product lines. Neither of the patent evaluation models reviewed easily took such leverage
_ into account. Eventually the committee decided that Kodak would create its own
-evaluation tool. The Kodak tool would be loosely modeled around one described by a

consultant in that it would have separate questions around “intemal use” and “external

- use” and around the breadth of the claim coverage. The committee decided, however,
that it needed to create an original set of questions that would be tailored to evaluating

Kodak’s products. Further, it was decided that Kodak’s evaluation tool would include a

detectability factor. The assumption was that if an invention was used in a manufacturing

process, the patent on that invention was not as valuable as one covering a product
because the manufacturing process was not easily detected.

. The process used to develop the set of evaluation questions was as
follows. It was determined the questions should be developed by a smalt group of
individuals in order to get the project done in a timely fashion. The committee happened

- to include a highly experienced patent attormney/inventor team who had worked together-
for several years and were very familiar with a particular patent portfolio.. Because of
their familiarity with the particular patent portfolio, these two individuals were able to

subjectively approximate a value for several patents in Eﬂ;wi;or'&'élio.on ascaleof 1to
200. Then, given their combined experience in the patent field and their recent studies of

various evaluation systems, the attorney/inventor team developed a test set of questions.

- They then tested this evaluation tool against the patent portfolio they had already valued
to determine if the test set of questions resulted in a similar value for each of the sample |
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_ | 'patents Usmg ﬂns sample patent portfoho they’ were able to-change the wordmg and. the -
| _:_ ‘ welghtmg of the questmns unt;l they amved at a set-of evaluation. quesuons w]nch, when o
: :'; utxhzed w:th the sample: patent portfoho, gave them apprommately the same valwmons
' -'--ea:rher agreed upon. This team then asked representatives from two other technology
- groups to utilize the test set of questions against patents in their portfolios with which

e

~questions.

_ they were very familiar. After this. secondary revxew a few adjustments were made tothe o

. The final tool coﬁtained two sets of statémeﬂts, one 's'et for the;ireﬁling o
evaluation and one set for the post-filing evaluation. The factors to be rated were -
“internal use” i.e. use by Kodak; “external use” i.e. use by other manufacturers;
“coverage™ ie. breadth of claims and geographical coverage; and “detectability” which is
self-evident. The prefiling evaluation contained a set of ten different statements for
ranking “internal use” from 1 to 10, nine different statements for ranking “external use”
from 1 to 10, and nine different statements for ranking “coverage”. It further prowded
eight different statements for ranking “detectability” from 0.5 to 1.0. The postfiling .
evaluation contained ten different statements for ranking “internal use” from 1 to 10, ten
different statements for ranking “external use” from 1 to 10 and six different statements
for ranking “coverage”, I further provided six different statements for ranking
“detectability” from 0.5t0 1.0. The equation used to arrive at a final evaluation score

" was [Internal Use + External Use] x [Coverage] x [Detectability] = Evaluation Score.

Originally it was intended that the evaluation tool wonld bea
computerized tool, but it eventually became clear that the use of a computerized -
evaluation tool was not well accepted by the research community. The reasons for this:
are not quite clear although it may have been difficuli to shuitle between so many
documents using the computerized tool It was also rare that one person would evalnate
the patents in a portfolio; rather, numerous parties might be involved in the process and it
may have been easier to do this using a paper format. Additionally ofien the analysis Was y
done in venues other than the office.

It was initially proposed that each patent would be evaluated at the time of
filing; after issnance; and at each renewal decision. ¥ was left up to the individual IP
Subcommittees to determine what system they would utilize to value patents which had’
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- already issued prior to the institution of the evaluation tool. A few of the smaller
" Portfolios took on the project of evaluating every patent in the Portfolio as soon as the
evalnation tool was made available. Others determined that it was better to evaluate the
patents as they came up for renewal. _
Once the evaluation tool was available the Patent Department required that
a pré-ﬁling evaluation be done on every patent before it was filed. The Patent
Department also requested that each patent be reevaluated upon allowance. Shortly after
the evaluation tool was available the Patent Department of Eastman Kodak replaced its
patent docketing system’ As part of the new docketing system, fields were provided for
the evaluation scores assigned to each patent. Fields are provided for all four elements of
the final score and not just the total. This was done to capture the valuable information
prowded by the elements of the eguation. ' ' '
'For the two years following the implementation of the patent evaluation:
tool the tool was utilized with varying degrees of success. About ten months ago -
Kodak’s Director of the Patent Legal Staff met with the Intellectual Property Forum (IP
Forum)}, an informal group of IP Coordinators, to discuss issues of concern. The IP
Forum represents approximately half of the Patent Portfolios within Kodak. During the
discussion, several of the IP Coordinators indicated that they felt that the evaluation tool
did not meet their needs in managing their patent portfolios. This group was invited to
improve the tool to better address the needs of Kodak’s operations. - |
The following is a list of some of the reasons that the IP Coordinators felt
that the original evaluation tool did not meet their needs. '
‘1) - Tt was believed that the ongmal tool did not adequately address the needs
of non-media technologies. -
2) . Ttwas felt that there were too many categories and subcategories and that

it -was very difficult to d1stmgmsh between some of the subcategory divisions.

73) Tt was felt that the definitions used for the category/subcategories were
unclear and led to arguments about interpretation.

- -4) It was felt that the external use questions focused too much on licensing

opportunities. ' - ' '




S5y e Hwas felt that some Valuable mformatlon such as the date of the .

evaluatron was: not on the curreni evaluatlon tool. _
| The il Forum used the followmg process to1 rewse the patent evaluatlon

R tool 'Ihey first surveyed the: members of'the group to- obtain i mput with regard to the -
current tool and to solicit ideas and suggestions for a revised evaluation tool. The IP
. 'Forunr:then formed a subcommittee to analyze the information received fromthe - = . .

R LS E I

" membership; to format and test a new tool, and to return recommendations to the group.

As part of the activity of the subcommittee it again reviewed how other compames
perform evaluations, mainly from published articles on the subject. s
- It was hoped that the new tool developed would alleviate all the concerns

around the original evaluation tool.- The two main goals for the revised tool were that it

be simpler to use and that it provide more consistent results among evaluators. The -
general recommendations for the new tool were:

1) that the tool could be used by all areas of Kodak (no jargon, no technology

preference, etc; _ :
2) that it provide s:mple, clear category definitions which were obvious in -

meaning to all technologies; . .
3) that it make all deﬁmtwns quantifiable or measurable (to eliminate argumenzs 3

about which level applied);

4) that it reduce the number of category/subcategory levels to the minimum
number (3 to 4 levels each);
5) that it expand the external use category to broader interpretations;
6) that it be usable throughout the life of the patent from pre-filing to
maintenance; and '
| 7) that it coatain desired information on dates, etc.

Although the subcommittee looked at the possibility of completely -
changing the format of the evaluation tool, it eventually decided to retain the general
format, i.e. “Internal Use” + “External Use” x “Coverage” X “Detectability”. This was
done so that future evaluations would be consistent with the large number of evaluations
which had already been completed. Further, the new evaluation tool contained the same
fields of information to be entered into the patent docketing system.
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The new tool contains only one set of statements to be used for both the
prefiling evaluation and the post-filing evaluation. It provides a set of four different
statements for ranking “internal use” from 1 to 10, four different statements for ranking
“external use” from 1 to 10, and four different statements for ranking “coverage”. It
further provides three different statements for ranking “detectability” from 0.5 to 1.0.
The equation used to arrive at a final evaluation score is the same. A new category of
~ technical coverage was added which is still in the testing stage.

One factor which was again discussed but not included in the evaluation -
tool was the use of mmfortnation around the sales volume and profits of products covered | _'
by a particular patent. & was again decided that it was too difficult to obtain this

- information and that it would discourage the use of the evaluation tool. Additionally, it
was decided that it was very hard to put a value on certain patents because so much of the
technology of Kodak is leveraged across numerous products. In making such a decision,
the committee, once again, has determined that the evaluation tool can basically be
utilized only as a partial valnation tool rather than as a tool to place a dollar value on the
portfolio for use in licensing-out, asset sales, etc.

Several groups also tested the new evaluation ool across a range of
technologies. Tt -was found that at least one stated goal; greater consistency among
evaluators, was met by the new form,

The new evaluation tool was then sent to the management of the Patent
‘Legal Staff for review and implementation. Patent management reviewed the form, made
some snggestions to modify some of the language and then approved the form. This was
a recent development and the new evaluation form is still being implemented by the
Patent Legal Staff. It will then take some months to determine whether the new

* evaluation tool is utilized more widely and whether it is considered to adequately
evalnate Kodak’s Patent Portfolio. - - '
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“Not all of the Patent Portfolios have agree& to use thé new evaluation tool,

only the members of the IP Forum.  Input was solicited from the IP Coordinatoss of the:

. other Patent Portfolios but not all commented on the revision process. At this point itis
not absolutely necessary that every Portfolio choose the same evaluation tool since the
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o new: vtool has been' de&gned 0 result m conﬂstent ratmgs*with the old tool, however 8 S
3 .'f;idlscussedbelow that may change i‘ PRCR e 'j LR TR e

' 'I‘he reason tlus paper was entlﬂed “The Evohztlon of i Patent Tool” was S

o to mdlcate the continuotis change n such an evaluatlon tool: Although Kodak has w:thm s e v
-the last six months revised its patent evaluation tool, there is still an active commﬂ:tee

] - within the P Forum to further refine the tool. The NEW. evaluatlon tool was not even "

. unplemented before discussion started around revising it ome again.

- The issues still bemg discussed range from the philosophical to the

‘mundane. At the highest level there are still discussions concerning the reason for having

an evaluation tool. “As noted earlier, evaluation tools can range from a simple internal
number to be used for renewal decisions to a very complex evaluation which can be used
when evaluating the assets of the company. Another issues being discussed is whether -
the evaluation tool should be normalized to 100. There is also a move afoot to change the
current equation which is being utilized. As noted, it has been proposed to have a.
technical coverage factor in the equation. There is-also a great deal of discussion around
the value of the “internal use” factor utilized in the tool. One thought has been to
multiply the “external use” factor by two or three to increase its importance; another
thought has been to totally eliminate the “internal use” factor. The author personaily
feels that an internal evaluation factor is still important because one measure of the value
of a technology is whether Kodak itself uses that technology. One proposed variation on
the equation is going to be piloted in one of the Patent Portfolios over the next few
months. |

In addition to the evaluation tool being utilized by Kodak as a whole,
certain portfolios have determined that no tool which is utilized across all technologies
can fally evaluate the individual patents in their portfolios. Therefore, some of the Patent
Portfolios are utilizing tailor made evaluation tools in addition to the Kodak evaluation.
tool. There is no concemn regarding this practice as long as these portfolios are also -
utilizing the sanctioned evaluation tool.

One last item which should be noted is that the rest of the company does
not remain static while the evaluation tool is being revised. Computer systems are
constantly evolving within Kodak and may change the way the evaluation tool is being
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used. - The focus of certain technologies may change, technology clusters may change,
research and development groups may be reorganized, and even the patenting philosophy
of'the company could change over the next few years.

It is hoped that it can be seen from Kodak’s experience that developing
‘and adopting an evaluation tool for intellectual préperty is not for the faint of heart. Like
most things in today’s business world, the only thing that can be depended on with regard
to any viable evaluation tool is that it must evolve over time to meet the needs of the
‘company and the users of the system. - Although developing the evaluation tool has not
been an easy task, it has-already partly served its original purpose. Rather then just
concentrating on “pumber of patents”, the research community has become more aware
of and has discussed in some detail the value of their patents. This change in awareness
- is a giant step towards achieving the goal of the original project.
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1. Identification and Receiving Notification of an Invention

There are numerous methods and processes for identifying an invention. These
usually involve some form of interaction with scientists and engineers. For example, this
may involve preventative or informative law tutorials, presentations or classes provided
to the technical and commercial groups occasionally or periodically. The primary
objective of these activities being to train the technical staff'to be able to identify an idea
that should be brought to the attention of a patent practitioner. The following are some
examples of factors provided to the technical staff for determining whether to bring the
idea to the attention of a patent practitioner:

Differentiates the product

Helps sell more of a product
Significantly reduces costs

Increases productivity

Simplifies assembly

Simplifies maintenance time/costs
Provides significant new features
Has licensing potential

_ - Some companies may provide training as part of a structured orientation for new
or recently promoted employees. The training may be focused toward first level
supervisors and above, thereby limiting the expense of training and allowing a ma_]onty
" of the technical staff to focus on their technical activities. Once there is buy-in from
management of the technical staff, reminders and reporting requirements can be built into
pro;ect plans such that the project or research leader mmst report on intellectual property
issues as well as other aspects of the project in a formalized manner and on a periodic
 basis. :

.  Another approach is to periodically meet w1th members of the technical staff -
m«hwduaﬂy or in small groups and discuss any recent project developments and
activities. This approach may be the most comprehensive. However, it also carries the.
greatest cost in terms of the patent practitioner’s and technical staff’s time, and it may
mterfere with important technical activities.

Most of the processes utilized require interaction between the patent practitioner
: and the technical staff The technical staffis generally focused on many other issnes (e.g.
e finidinga solution  to-d particular problei; today). Théy miay not understand of appreciate
- ~ the importance and vahle of intellectual property. Moreover, they may not appreciate the
value of their idea or may be modest in that regard. However, the technical staff are
generally the ones in the best position to initially identify an idea that should be
considered for protectlon Once these issues are recognized and addressed, notification to
the patent practitioner is more readily accomplished,
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 Once the technical staff recognizes the appropriateness of notifying the patént

T '.pract:nnoner of an idea, any number of processes and technologies can be utilized to get
.. the information or notice to the patent practitioner. -Moreover, certain efficiencies can. be SN
~ attained if processes and mechanisms are utilized to ensure that all relevant and necessary
" information is provided in the initial notification. However, requiring all information: -
- requested-on a list before providing netification to the patent practitioner may have the .

adverse affect of discouraging notification and should probably be scrutinized: closely -
before implementation. The following is a listing of some information that is e

I s

recommended-to-be-inchaded-in- anwmltmlmnot:ﬁcaﬂomf it-is-available-from-the techmcm

- staff at the time of notification:

Date of Invention; :

Drawings, Flow Charts, Control Dmgrams & Equanons

Description Of Invention, Including How Invention Functions;

Best Way To Make And Use the Invention;

Probiem Solved;

Advantages Over Existing Systems/Designs;

Closest Known Technology/Designs (Prior Art);

Important (Critical) Dates (e.g. field tests, disclosures,
suppliers, consultants, customers, technical
papers/presentations, sales, offers for sale); and

e Signed and dated by two witnesses who are not inventors.

IL Stewardship of Corporate Technology

Technology is an asset to the company and should be managed properly—with an
eye toward opportunity, return on investment and costs. I is important to closely
cooperate with business management. An understanding of the business’ products,
direction, goals, competitors, markets, manufacturing (both corporate and competitors’)
and opportunities are critical to proper technology stewardship. These are also
imperative for providing a foundation for evaluating an idea and “out-of-the-box™
thinking that may provide the next great opportunity.

There are at least three possible determinations that can resnlt ﬁ-om receiving
notification of an idea. First, a patent application can be filed, and hopefully, a right to
exclude will eventually be obtained. Second, the company’s right to use the technology
can be preserved by publicly disclosing the idea. Third, the idea can be maintained as a
trade secret. Each of these possibilities provides certain benefits and carry widely
varying costs and risks. However, each creates an asset for the company and should be
considered as such.

Like any other asset, ideas and technology should be evaluated based upon its
value. Value is a function of the estimated return the asset can provide to the company
and marketable price. The retum may be in terms of product differentiation, increased
sales of product(s), reduced mammtenance/service requirements, increased manufacturing



efficiencies, improved responsiveness or customer service, barriers to entry into the
~market, perceived leadership by customers, marketing advantages, and the like.
Marketable price may include the money, goods or services other parties would pay in a
particular instance or over a longer period (assignment & licensing), would trade for
access to the technology (cross-licensing), or would coatribute in lieu of such technology

* in order to participate in a joint activity (joint research, development, simulation, _
commercialization and production agreements). The foregoing are not by any means
exhaustive and are provided as being illustrative of the types of attributes that should be
considered when estimating the value of techmology.

There are many different approaches to determining whether to file a patent
application. However, a common aspect of successful and efficient management of
intellectual property is a‘framework wherein value guides every step of the decision
process. Another common aspect of successful and efficient management of intellectual
property is re-evaluating prior decisions whenever action is required.

Value Should Be the Guide in Determining Whether to File a2 Patent Application.

Once a patent practitioner is notified of an idea, the idea should be evaluated to
determine the value to the company. There are many different approaches to making and
documenting this determination. The more methodical managers and those desiring a
written record, statistical analysis, consistency or control of the number of patent filings
may elect to utilize an invention rating sheet. However, there are drawbacks to
documenting these decisions, and those issues should be carefully considered prior to
establishing such a document.

... Invention rating sheets vary greatly from company to company, but usually have
some common features. Generally, there is a section where a mumerical value is assigned
for any or a combination of the following aspects:

Corporate use of the technology;

Licensing opportunity/Blocking capability;

Potential scope of coverage of any potential claims;

Whether the technology can be easily discovered from the product (reverse
engineering); and

- o Amount of investment required to make the invention.

Then, often the numencal values asmgned are weighted according to the value the
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should be considered in development of the weighting factors. The resulting numbers -
can be manipulated according to a formmla such that a final nmumerical score resnlts, .

Often, the resulﬁhg numerical score is compar_ed'to. “a hurdle huﬁ'nber“estab]ished |
by the manager to ensure quality and value in the portfolio. Additionally, several
different break point mumerical values can be provided. - This allows for additional

-. -manager-places on-each-aspect.-The-costs-of certain-actions-along with-potential benefits—-—-—

O ket



_ mterpretatlon for those ideas that may fall within a particular: range of vahxes, or allows ' s
- for a means of readily evaluating the filing decisions. : e

" The establishment of hurdle numbers’ should mclude an aspect of cost-beneﬁt

g analysis. Some determination that if an idea has a certain level of potential, then a patent f_ R I_

should be pursned. For example, there may be categories (Highly Strategic, Moderately

- Strategic, Important, Supportmg, and the like) in which different ideas are d1v1ded based i
- upon the score. s

R

The patent pfactitioner shduld use his/her undefstanding of the business to |

“determine appropriate default filing strategies for ideas in each category. However, once

an idea has been scored and categorized, then an evaluation by the practitioner should '
occur. The default shouid not always be followed, but should provide a guide. Deviation
should be encouraged when supportable. However, if deviations are frequent, the

invention rating sheet, weighting factors, hurdle numbers, break points or the fommla

used should be reconsidered.

Several examples of invention rating sheets have been published and are readily .
available from knowledgeable US law firms. However, in order for the sheet to be
reasonably useful, an organization needs to go through the process of developing its own
sheet. Other sheets can provide guidance, but is no substitute for the knowledge and
understanding that comes from working through the issues posed during the development
of the rating sheet. Development of the sheet forces an organization to focus on its i}
particular characteristics and needs.

Whether combined into one rating sheet or separated into muitiple forms, the
rating sheet concept can be readily expanded to assist with foreign filing decisions. A
patent practitioner should consider the enforceability of a patent in a particular country,
the potential recoverable damages, the translation costs, the local counsel fees and the
government fees when establishing the default filing decisions for different categories of

‘ideas. For example, if primary products are consumer goods or low price/high volume, a

company may value foreign filings in 2 much different way than a company with other
types of products. Some companies may use a shotgun approach that results in filing in a
large number of countries. Other companies may take a regional approach that resultsin
filing in only a few select countries in any given region of the world. Finally, others will
take a surgical approach that results in rarely filing in more than two to five countries.
Whatever the approach to foreign filings, if protection is sought in countries that are
relatively more expensive, then the costs and benefits of filing in these countries should
be accounted for in the rating sheet. '

Additionally, efficient and sound intellectual property management acknowledges
and utilizes publications. In many instances an idea may be of marginal value as a patent,
but the company needs the ability to use it or would not want a competitor to obtain a
patent covering the idea. Therefore, at least one category should provide for public
disclosure. Generally, public disclosures can be accomplished at nominal expense.
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As a result, a table of categories a:nd default filing decisions similar to the
following may be developed:

CATEGORY | SCORE DOMESTIC FOREIGN
DECISION DECISION
Highly Strategic - File - | File in all applicable countries
Moderately - File: R File in regionally significant ~
Strategic countries
Important - File Minimal filing
Supporting - Public Disclosure None -

A sophisticated management system will recognize the value and provide for only
filing patent applications in certain foreign jurisdictions. Such a system requires
significant planing and often employs a two tier formmla, Obviously, situations arise
where only filing in one foreign jurisdiction may provide the most value to the company.

: Re-evahatmg Decisions Whenever Actlon is Requu‘ed

Another attribute of eﬂiclent mtellectual property management is re-evaluatmg
the filing decisions at any time during the patenting process and providing flexibility to -
change decisions or abandon an application when appropriate. Unless protection must be
obtained quickly, use of time deferring practices like PCT filings and deferred '

- examination can be advantageous. An organization that files large numbers of patents
- gvery year may benefit from attrition. The following are some opportumtles for re-
- evaluation (whether in domesuc or forelgn ]I.lIlSlethﬂS) -

Receipt of office actions;
Receipt of notices of allowance;
Paris Convention filing deadlines;
PCT filing deadlines; and

~ Translation deadlines.

Tips] For Time & Cost Saving In Obtammg A Patent

There are three key factors that should be considered when efficiently managmg
- time and costs in obtaining a patent:

Relationship with counsel;
Preparation; and
Prosecution, annuities, etc,

The fo}lowmg discussion also assumes an organization has a reasonable volume of cases
and values a long-term relationship. '

[P Lt



: '_ It is advantageous to bu.11d a partnersh1p w1th cou:nsel that focuses on mutual tmst .

. and respect There are Bumerous ways to accomphsh this mchxdmg the fo]lowmg

. Vlsltmg each others oﬁces and faclhtles ' L o

‘s . Reviewing and discussing patent drafiing, claim phﬁosophms, and oﬂ'ice practlces o
and procedures;

e Identifying costs, then Iook:mg for savmgs and allocatmg the beneﬁt of these for -

T

~both-patties; and -
. Identlfymg 1mprovements 111 efﬁcwncy and share the savmgs

Compames should expect counsel to make a profit. However, the company should be -
advised and agree to wheére the profit is being earned and the magnitude. As long as this

s accomplished and the rewards of cost reduction are shared, the relationship will grow

into a strong, balanced and objective relationship.
- Additionally, companies should routinely verify conflicts with .counsel.

Preparation is critical to efficient patent preparation when working with outside
counsel. Due to the significance of this single factor, a section directed speclﬁcally to
preparation of an international patent application has been mcluded.

However, it is also advantageous for counsel and the examiner to understand the
invention., The better counsel and the examiner understand the invention--the quicker,
stronger and easier the prosecution will be! Therefore, the following practices are
recommended:

Educate counsel on the technology, invention and application of the technology;
Advise counsel as to whether the invention is on a product and how such a
product operates or is used (help them visnalize the environment and operation);
Identify the problems overcome and the advantages; '

Distinguish the invention from the closest known prior art;

Interview cases with an examiner (telephone); and

Take a firm, but fair approach with examiners.

Finally, with respect to prosecution, annuities, and the like, control these to the
extent possible. Many annuities can be paid directly by the company and payment
_services are available for minimal additional cost. Other issues and needs can often be
resolved in a similar manner. Always respond quickly to requests from counsel and
office actions. Attempt to provide counsel as much latitude in preparmg a formal
response as practical

Prosecution should be closely controlled. The quality and expense of prosecution
can quickly disrupt many prudent intellectual property management decisions and destroy



- consistency and allows for changes to the filing decisions and streamlined procedures,

confusion, inefficiency, delays, and exorbitant costs. The following is a brief discussion

- address many of the major issues with others sprinkled therebetween. However, it is

~ type of claim (E.g. both apparatus and method claims) this generally should be indicated. -

invention.

' Cross-refefence to Related Applications
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asset value. Quality and expense may often seem opposed to one another, However,

‘when value is imposed as the guide, the proper decisions quickly become apparent.

Notably, prosecution in one jurisdiction may well impact on the patent rights in
another jurisdiction. For this reason alone, some coordination and consistency is
necessary in the prosecution of corresponding patents. _

HI. Preparation of an International Patent Application - . -

Once it has been determined that a patent application should be filed, it is
important that an international patent application be prepared if the company has a
pattern or intent to file for patent protection in more than one country. This provides

For many patent practitioners preparatidn of an international patent application
may be seen as a daunting task rife with opportunities for mistakes, miscommunication,

of issues a practitioner should consider during the preparation of an international
application. This is not an exhaustive collection. Rather, it is primarily intended to

intended to be a brief guide and reference for the practitioner as he/she prepares an
international application. Therefore; this paper has been arranged using headings similar
to those included in 3 typical patent application. Comments, considerations and
suggestions are included under headings to which they most readily apply.

Title of the Invention

The Title of the Invention should be descriptive of the mventlon and consistent
with the preamble of the broadest claim(s). If the application contains more than one

PCT Rules suggest two to seven English words. A practitioner should recognize that this
is a searchable field in many databases and may also be used to guickly. categonze an

- to save time and costs by claiming the subject matter within the previously filed case can

" Although this section is reqmred for US apphcatmns, it should be deleted when
preparing an apphcatlon for filing in other countries. In a US parent or priority case, this
may be used to serve as a reminder to review the preceding case(s) to determine if these
cases were filed in foreign patent offices and for the scope of disclosure and obtainable
claims. Upon completion of the review, an evaluation of whether there is an opportunity

be made. (E.g. Ifthe present case is a divisional, it may be prudent to pursue claims from




. the dmsmnal case if it is now known that the obtainable claims in the prewously ﬁled
. case are harrow and of a lesser. value than ongmally expected.) ; _

' Techmcal Field of the Invention )

- Tlus should be a very genenc statement about the invention. Generally, ﬂns .

- section is the same for apphcatlons in most countnes.

——

Backg:ound of the Invention

To the extent possﬂ)le, the Background of the Inventlon section should state the

field of art to which the invention generally pertains, identify the reference(s) believed to -

be the closest prior art, disclose the problems or deficiencies of the reference(s) and
identify any of these solved by the invention. Identification of the reference(s) should
include the patent number or identification of the publication, the filing or publication
date, the country of publication and inventor’s or author’s na.me(s) (mcludmg any :m1ddle
initial).

 Any “incorporation by reference” should be deleted, and the mformatlon needed -
for support should be inserted into the application. Additionally, US practitioners ofien
include some boilerplate language in this section. In foreign jurisdictions the value of'the
typical boilerplate phrases is often less than the costs associated with the translation.
Therefore, the practitioner should consider deleting boilerplate langunage.

Summary or Disclosure of the Invention
" Asis common in US pracﬁcé, fhe brdadesf independent claim of each type may-
be paraphrased. Generally, this section is the same for applications in most countries,
Brief Dé_sggpg" ion of the Drawings
Generally, this section is the same for applications in most countries.

However, it is important to consider the format, necessity and content of the
drawings. - A practitioner should critically evaluate the need for each drawing, consider
ways to combine features shown in several figures into one figure and consider whether
mnultiple figures may be presented on a single sheet. Except for flow charts, the

- practitioner should consider eliminating text from the drawings. Inclading text in

drawings significantly increases translation, foreign counsel and other costs but generally

‘provides little value. PCT rules discourage text in the drawings. When text is included,

like in flow charts, it may be more economical to initially obtain two copies of the




- drawings—one including text and one excluding text. Providing drawings with and

without text may assist foreign counsel in some countries.

Detailed Description of the Invention

There are numerous philosophies on drafting the Detailed Description of the
Invention. Any chosen approach should at least meet the Best Mode and Written
Description requirements in the US. If these requirements are met, the description is
generally sufficient for filing in foreign countries.

However, there are a few issues of notable concern when filing applications in
foreign countries that should be particularly evaluated in this section. Other
considerations are listed below in the General Considerations section of this paper.

It is extremely important to keep the Detailed Description of the Inventionas =~

short as possible while adequately describing the invention. Because this section is
typically the longest section of the application it also provides the greatest opportunity to
reduce translation and filing costs. Carefully consider all opportunities to shorten the -

~ description when aspects of the invention are conventional and widely known in the field

and are not necessary for the understanding and use of the invention by one skilled in the
art. Again, the value of boilerplate language should be consulered and weighed agamst
its value in the foreign jurisdictions, if any.

- Additionally, verify that consistent terminology and nomenclature is used
throughout the description and the rest of the application. The terminology should be

short, jargon-free and readily translatable. Every attempt should be made to use accepted

terms set forth in international or professional standards for as many features as possible.
It is important that complete sentences are used and that compound, complex and
compound-complex sentences are avoided, These can severely effect the quality,
timeliness and accuracy of a translation, increase the workload on foreign counsel, and
add to confusion or delays in prosecution and enforcement. A practitioner should

recoghize that some languages are not technically oriented and direct translations can be

difficult. Obviously, these can significantly increase costs in terms of both time and
money.

In an international application it is preferable that all units in the application are

' metric units of measure. Imperial or other units of measure may be placed in parenthems
.after the metric units.. Howeve:,ﬁcaxe should be taken to,yvenfy that mulnple quantmasw -

are equivalent.

As discussed above in the Backgrmmd of the Invention section of this paper, any
identification of reference(s) should include the patent number or identification of the
publication, the filing or publication date, the country of publication and inventor’s or'

-author’s name(s) (including any middle initial). Incorporation by reference should be -

avoided. Instead, insert the necessary information into the application.
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Some words or phrases oﬁen used in US practlce should be reconmdered. 'I‘he.-«

Snmlarly, practrtroners should evaluate the use of words like “entlcal,” T

. practitioner should consider eliminating use of “about,” “approximately,” bstantra]]y’ '
" and the like when used preceding a numerical value. HoWever these maybeleftinany: - - -7
. specific examples included in the description. Often, foreign patent exannnerswrll ob;ect R L I
o t]ns type of language——mresuhmg in mcreased t:me and costs S

e e L e

prosecutron with some foreign examiners. Instead, consider using words hke
dvantageously,” “preferable” and “preferably” in these srtuatmns

The practitioner should consider inclnding a brief section settmg forth how the
invention functions and may be used in practice or by industry. It may teach the broader
commercial use, need and value. Aspects of advantages that might be used to support an
argument to overcome obviousness (lack of inventive step) should be included. This -
section is often useful during interviews with examiners. The practitioner may consider
including this section under a separate title like “Industrial Applicability™ at the end of
the Description or may choose to incorporate it into the Summary and/or Description. -
Notably, all of the same arguments typically advocated in the US to overcome e
anticipatory and obviousness rejections are valid and useful arguments in forelgn
prosecution.

As discnssed below in the Claims section of this paper, it is advisable to reduce

include the non-elected claims in the Description. Ofien, the non-elected claims are -

-placed in a section at the end of the Description titled something like “Other Features of

the Invention™ or “Additional Embodiments of the Iuvention.” This approach retains the
disclosure in the application during prosecution and allows for readily using one of the
non-elected claims should an elected claim fail to make it through prosecution. Once the
application evolves toward an allowable condition, this section should ofien be deleted

from the application.

Claims

It is acceptable in the US to merely title this section of the application S
“CLAIMS.” This is something suggested for doing in all applications. F releves a-
practitioner from remembering to change it when it comes time to file certain 2
applications.

It is generally advisable to leave the claims in their original form when filing the
initial foreign application (except for including reference numerals). In most
applications, there is little justification for changing claims to two-part form
(“characterizing™) unless the examiner requires it. However, the foreign examiners -

“!mportant;”-and-“must:*-These should- probably*not*be*used*anywlrere*m*theapphcaﬁun -
- if it does not form part of the broadest claim. These can cause problems during - -

- the number of claims when filing an international application. However, it is advisable to.
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require it often enough that it is generally advisable to consider at the time of drafting the
_ application whether the claims are readily convertible to two-part form. If not, it may be
advisable to take a few minutes at the time of drafting to prepare two-part claims while
the case is current. It is generally advisable to prepare a copy of the independent claims
including reference numerals and a parts list at the time of drafting the application. A
parts list merely lists the parts called out in the drawings and indicates the corresponding
reference number. Parts lists are not filed and are primarily useful for the drafismen,
clerical staff, foreign associates and sometimes the practitioner. Later, it may be more
difficult, time consuming and costly for the client to produce these. Also, another
practitioner may manage the case during foreign prosecution.

The practitioner should consider reducing the number claims when filing foreign
applications, Generally; many of the claims in a US application are duplicative to a
certain extent or provide narrower protection than other claims. The value of these
claims often can not justify the increased fees, translation costs, prosecution time and the
like. For example, a practitioner should consider filing only independent claims and
- should critically consider filing any more than three claims in Japan. In Europe, similar
considerations should be undertaken. However, in Europe it may often be justifiable to
file more claims than three but fewer than ten. Fees can significantly increase in Japan -
and Europe beyond the three and ten claim cutoffs. Also, a practitioner should make use
of multiple dependent claims in Europe and Japan when possible. Similarly, many other
countries do not discourage use of mmltiple dependent claims through increased patent
office fees. As mentioned above, it is advisable to consider including the non-elected
claims in a section at the end of the Description. Then, the subject matter of the non-
elected claims is disclosed and they are available if needed during prosecution.

In Europe, a practitioner should consider inciuding one very broad claim in the
application. This may be helpful and necessary if the practitioner later needs or desires to
make a broadening amendment to the clalms The one very broad claim is usnally
cancelled at the end of prosecution. :

Abstract

The Abstract often merely provides a general description of a broad embodiment
of the invention. There are many philosophies about how the Abstract should be drafted.
However, the practitioner should recognize that this is searchable text in many databases
. and may also be used to quickly categorize an invention. It may be advisable to include

foreign applications as for US applications.

General Considerations

Prior to filing a foreign application the priority application (ofien the US .
application) should be reviewed for any amendments, particularly to the drawingsor

the title of the application at the top of the abstract. Genera]lv. this section is the, samefor ... ...

[



- clalms The practlnoner should cons:der mcludmg these changes n the forelgn :
. application. If changes are made in light of amendments, the cham of clann dependency
st 3-:should be venﬁed and cor.rected J.f necessary - S :

.' '. 'I'he format for all dates provnied in an mtematlonal apphcatlon should be smnlar |

o .-;nd follow international customs (E.g. 23 April 1999).

A well drafted apphcatlon for ﬁ]mg mthe EPO can readlly be used for

i most“Ewep’eﬁﬂ"ewﬂtﬁeﬁﬂd Tarvan ”“’Afi’ﬁ?ﬁhﬁﬁﬁﬁﬂ*ﬁﬁﬂ”ﬁ’l‘ﬁi’wﬁﬁ”ﬁﬁ? also beusefil”
~ and reduce costs when working with foreign associates in the People’s Republic of -
- China. A well drafted application for filing in Japan can be used for South Korea. In -

T

summary, a well drafied international application suitable for filing in Japan and/or the
EPO will generally be suitable for ﬁJJng in other countnes, meludmg Asmn, South

- American and African countries.

References to pendmg US apphcatlons should generaﬂy not be included when
drafting an international application. However, if these are present in the application, the
practitioner should consider deleting them or replacing them with references to
corresponding applications pending in the foreign jurisdiction in which the application is
being filed when these foreign applications exist.

: Standard Am)hcatlon Format

This paper has been dxv1ded accordmg to headmgs commonly found in US- patent
applications in order to assist the US practitioner. However, it is recommended and
prudent in international applications to use the PCT headings after the title (i.e.
“Technical Field”, “Background Art”, “Disclosure of Invention”, “Brief Description of
Drawings”, “Best Mode for Carrying Out the Invention™ or “Mode(s) for Carrying Out
the Invention”, “Industrial Applicability”, “Sequence Listing”, “Sequence Free Text”,
“Claims™ and “Abstract™). Notably, the USPTO does accept applications with these same
headings.
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Parts (or Element) L1st‘ : Sl ' '
- For mechanical and electncal apphcatlons wn:th dIawmgs, a parts ]1st
... should follow the abstract, as a ‘page(s) separate from the specification, -
" with no in¢ numbering.  The parts list shonld list each reference number
- inthe drawings and the associated part name. The patt name should be -
- consistent throughout the specification and parts list. Parts lists are not -

-~ filed and are primarily useful for the drafismen, clerical staﬁ forelgn
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- afﬁﬁﬁt@é"ﬁa‘ﬁd, soﬁ*ﬁfﬁéﬁ,‘“’fhe practmoner

- Awell dra:&ed mtemanonal apphcatmn can readlly and easﬂy be prepared by an

~ informed patent practitioner. The comments, considerations and suggestions contained -

herein serve to inform and provide a reference. Although foreign prosecution may
potentially impact a US patent, it is not necessary that the US case be compromised in a '
substantive manner in order to provide a well drafied intemational application. In fact,
well drafied international applications turn into valuable and enforceable US patents all
the time. Further, by prudently drafting the international application a patent practitioner
can help minimize prosecution in other countries, opportunities for mistakes,
miscommunication, confusion, inefficiency, delays, and exorbitant costs. It scems that a
patent practitioner’s responsibility to the client and the profession requires such action,
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. Evaluation of Inventieas '~
“ 1. Tntroduetion .

.. The nurhber_.'of-"paten't_'--a'ppli‘cat.i'on's_-,by the Jépahes"e*-nat'idnals .

‘has ranked top in the world. for the\bas’tﬁ- feWEQ@J;S,;,;WWith MOYe i

e
R SNSRI

_than 30, OO_O'_domestic‘ applications.and more than 10,000 foreign -

application's'per year. 1In spite of the-l-'arge n‘-umber of patént-
applications, it must be admitted that these 'a'ppl:iC'ations'are _
not fully utilized. Since we have to bear costs in connection
with  patenting inventions.. '(including applications,
registration and maintenance), it is desirable for a company
to.increase the number of patents put into actual use as much
as possible from the point of view of cost performance.
While Japan has been facing extremely severe economical

conditions these years, we are urged to realize the so-called

.globalization and the so-called “pro-patent” ‘handling of

patents. Legislative' actions have been in progress, including

‘some enacted laws aiming at the implementing of the “pro-patent”
policy. In particular, the amendment to Japanese Patent Law

to “shorten the period for request for examinaticon” effective

a

ffofn January 1, 2001 will greatly affect ‘the method of

- evaluating inventions, and thus it gives us a good occasion for

reconsidering the method of invention evaluation. Considering.
these circumstances, it would be worthwhile for us to review
our methed o¢f revaluation, aiming for its improvement.

Therefore, first we would like to clarify the present cendition

(B8]
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of patent application by the Japanese and the problems involved,
and then we would like to make z proposal of a new method of
evaluationfkeepinginndnd“theutilizationofpatents”inline

with the present patent globalization and “pro-patent” trend.

- 2. Present Condition and Problems of Japanese Patent
.Applicatiqns
2.1 Trend éf Japanese applications
The number of annual applications both domestic and in foreign
‘countries by perscns of the leading countries in 1995 is as

follows: .

Japan: about 320,000 domestic applications and about
150,000 foreign.applications
-U.S.A.: about -100,000 domestic applications and about

‘800,000 foreign applications T = : : b

Germany: about 50,000 domestic applications .and about
200,000 foreign applications
(from the - Japanese .  Patent . Office’s home page}
http://www.jpo-miti.go.jp/tousi/nenzif8s/1/1-1-2.htm).
As shown above, as far as domestic applications are

: Sdncerned (apart from foreign applications), Japan ranks

first-in-the-werld,-and-considering-the-size-of-population

and GDP, Japanese domestic . applications are considerably

larger in number than other countries.

Among this large number of domestic aprlications, the

ratio of applications reQuested'for examination to the total

it

ke



' "4':applic_ation'_s' 13 ‘about 50%, the - ratio “of' registered.
__appl_i_ca'ti'o_ns_t'c_:')i the ones requested f_é_r examination is about
60%, further, among-existing total registered patents of |

__approximately 900,000, about. 600,000. zegistered nat_ent_s_:_aré__ SN

dormant - (from the Japanese’ Patent- Office’s’:'home” pége,-

http://www.jpo-miti.go.jp /tousi /ki6.l.htm). In other

words, only 30% of total applic_atj'-_ons were issued as patents

.and only 10% of total applications were applied to practical

use.
. The above figures show that many patented inventions are

not actually utilized. The reasons for these results are

- commonly pointed out as follows:

1} Research & development with stress on improvement
Japanese lindustry started with efforts to catch up with
American and European technology, and tried to develop its -
products in a manner so as to improve the technology
introduééd ffom abroad. Sincé wé“ are s.till aééustdmed to
-this practice even now, verjf few basic inventions are made
while a large number of improved inventions are made. This
--,:_is the reason why only a small portion of the patented -
inventions is-actually-applied to practical use.
2) Laying stress on qgquantities instead of qualitiés in
applications. |
There is a strong tendency th.at we try to maintain a leading

=

position by increasing inventions in quantity instead of

K9
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promoting inventions in guality. In order to grasp the
- results of patent promotion activities in a company,
guantitative results are easier for appraisers to visuzlize,
 and thus qguantitative evaluation is preferred to qualitative
-evaluation, and stress iz apt tobe laid on the number of patent
applications made.

3) Defensive appliqations
Although the méin purpose for companies to make patent
~applications is either to use the patent exclusively for the
. company or to grant licenses expecting revenue from the
_ license fee, companies often file patent applications for the
purpose of defense. For example, patent applications are
- sometimes made to prevent otheré from developing similar
~..broducts to their own by obtaining patents for the improvement
©f their own inventions and products, without intention to
use the  improvement patent.. Such defensive patent
.. applications are strategically very important, but in fact
it is not easy to judge properly whether the applications
'_zactually.serve the purpose of defense, énd in reality such

'défensive applications are made quite often without

e @V B LRSI RG-FULLY-Ehe-effectiveness~of-~the—applicationr—In
addition,_the current 7 years period of the reguest for

“examination is thought to encourage £His practice. This period

leads us tomake the initial applicationas a temporarymeasure,

thinking that we may make a final judgement as to whether to

fn
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' r_equ'est' jfdr':exafni_ﬁation_7 y'éars from the filihg’;,da_te'._ "E‘u:rthé.'r',' R
in some cases, a patent application is.filed only for. fear ..
. that other companies may-obtain a patent on the invention - =

> cbnre;‘npd:. even.if.the.patentability.ofithe invention.is.mery.

§

e el .

__wea};-__'_,_-Acco-rdi_ng‘to'.a survey conducted by the Japane’se'Pa-tent'

Office. on. “cor};:'so_rate' '.trends concarning _--intellectﬁél’.
pi:operty”, Japanese companies make more .defensive patent
applications than foreign companies do (http://www.jpo—.
miti.go.jp /tousi/nenzi®98s/1/1.1-2.htm).

Considering the abox}e—mentioned present situation (50%

[+]

ratio of examined applications to total applications, 30%

. ratioc of issuance as patent to total applications, and many

dormant patents), we cannot deny the fact that we tend to make

applications and obtain patents for inventions which are not

worth patenting. Under these circumstances, companies face_

the following problems:

(l) bad cosﬁ p».erlfo'rmance sﬁchl that the costs incﬁrred by pétént
~applicaticns and maintenance cannot be recovered, |

{2) a large number of applications with low patent 'valué are

.
2 -

~examined at the Patent Office, and as a result the issuance
as.patent of applications with high pateht- value is delaved,

{3) since human resources in companies’ intellectual property
division though they are quite limited, must be assigned
even teo applicaticns with low patent value, the cazre that.

can be taken with app'lications of high patent wvalue is -

=y



lessened.

" In order to solve these problems and obtain many
Andustrially -usefui "patents, conducting an appropriate
evaluation as to whether a patent application or the issuance
of each patent should be sought with respect to an individual
invention while it 1is important for us to change the

fundamental corperate policy of patenting 30 as to shift to

the basic technology development type from the improved -

technology development type, and also Ito switch over to
quality oriented practice from -gquantity oriented practice.
2.2 Effect of shortened period of request for examination
For patent applications from effectirve date of October 1,
2001, the period of request for exainination is scheduled to be
-shortened from 7 yeafs to 3 years. With this amendment,
“evzluation of inventions” will become more important than
before. The effect of this ‘amendment is discussed below.
‘As mentioned above, the ratio of application requested for
-examination was 50% in Japan. The statistics show that half
of these examined applications requested for examinétion iﬁ the

A

6th or 7th year from the filing dates of the applications, under

the Japanese Patent Office’s home page, http://www.jpo-

miti.go.jp/tousi/ kié 2.htm). The fact that the request for

.examinaticn is usually made just in-time before the expiration

of the request period, raises the following transitional and

~

~the'provigsion of 7 year perisd o tHe examination réquest (from

L PR
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Y . permanent problems involved in this amendment of'the abridged
"exam‘i:n.atidn.. request. period from 7 yéars to. 3. ..

im;w@@@mw;@wmmm’ﬁhempkﬁ@@Lemwi» g mﬁ»@heﬁ@t@a—ns&m&i@ﬁa&mﬁpéasmi@dw@fwG@m%ﬁgw%@w}myea@s o

or more is now taken up for discussion. As fora compéﬁy which. .
‘makes it a strategy to. request for examination. just 1n time
before the expiration ‘of'.. the request period, patent.
-applications subject to review as to the request fof
examination will increase. in nﬁmber temporally £or the

transitional period. Taking the year of 2004 for an extreme

examples, there will be in that yvear requests for examination
relating to applications filed in 2001, three years prior to
2004 and applications fi_led in 1897, 7 years prior to 2004.

‘Assuming the applications filed in 1997 and the applications

in 2001 are equal in number, the applications to be requested
for examination in 2004 would be doubled in number. This
situation would continue for about 4 years from 2004.
This transiticnal increase of the request for examination
‘will not only cause increased costs, but also will have an

adverse effect on intellectual property jobs as a whole 'c.iue

to the suddenly increased work. We cannot easily handle the

increase in requests for examination, due to budgetary
restriction. In order to preclude the cost increase, we have

to decrease the number of requests for examination by an

appropriate evaluation of inventions. Under. the present

ey o G T
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circumstances, it is a difficult management problem for us
to increase manpower to solve the problem of the
éxtraordina_rily increased- work.

On the other hand, the Patent Cffice will be thrown into
confusicon in handling the extremely increased requasts for
examination. We  are wondering whether standards for
~examining procedures will be maintained in such a situation.

Under these circumstances, we will have to equalize the_
requests for examination evenly over the reguest period, but

a temporary increase in the request for examination in the

transitional period will still be inevitable. Therefore, it
will be necessary for us to decrease the number of patent
applications_ to.-some extent through-an approp?__"_iate evaluation .
~-and ‘selection of ‘inventionms.
2) Perm roblem
 The system of the request for examination means that
examiners are obliged to examine only the patent applications
_ _thét are requested for examination within a stipulatedperiod.
.Urhlder this system, applicants can postpone their decision to

2 .

-seek ‘the issuance of their applications up until the

e BT PR IO OF tHIS eXanination Taquest period. THeréfore, in’

- -the meantime, companies can make a strict and careful

selection of the applications for the request for examination,

and as a result companies can keep low the cost related to

the acquisition of patents. Asmentioned above, the Japanese

o



 *7fé6mpéﬁEééfﬁaké,hélf‘cf"théirfréquéStsLférﬁaﬁpliéétibnsﬂfoﬁ”‘Lc
examination in the-6th and- 7th year from the filing dates of.
the -applications, "taking advantage of the current system.

NN

~Hrder-the-amended-system—the-conpanies~which—are-—used-

to regquesting: for examination Just in . time ' before the
expiration of the request period, will ‘face the following

| problems:

(1) The rate of applications requested for examination is

anticipated to idincrease. Since the production of the

applicability of inventions will be difficult within such a

shortened request period, it will not be easy for us to

properly determine whether request for examination should be
made. Therefore, some of the inventions that would not have
g been requested for examination under the old law may well be

requested for examination in the future. The increased

number of requests for examination will have unfavorable
effect on cost performance.:

In particular, 1f we  judge whether to request for
: e%amination by the same evaluation method as the present one,

a -

~more applications not worthy of patenting will be requested

for examinaticn, .and it ‘is most likely that the increased
applications requésted for examination will not be utilized
effectively even if they are issued as patent. Therefore,
it is not advisable to allow the requesis for examination to

increase. Though the efforts to decrease unnecessary

[
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requests for examination as much as possible is important,
fundamentally speaking, it would be more important to improve
our quality of judgement rega‘rding the examinaticn requests,
keeping fully in mind the significance of the issuance of the
| - patent.
(2) The shortened period of the reguest for examination will
also affect the timing of evaluation. We will have to decide
‘whether to request for éxamina_tion at latest two years or two
'_.,years and half from the date of filing of the applicatioﬁ,
therefore the timing for judging whether tc make a domestic
application or whether to file a foreign application, or
whether to request for examination will be much earlier than

at present. If a company makes the above three judgements

. separately, it means the company conducts similar Jjudgements
repeatedly in a short time, and it is not efficient to do so.
‘Therefore, in. order to increase efficiency, it is necessary
to conduct at least two judgements simultaneously.  In other

. ,__words, it would be advisable to make each of these judgements

by adopting a stricter method of evaluation of the invention

.

instead of mere-increase of efficiency of the present method.

Since-theamerndment to the Patent Law to shorten thé period
. of examin-ation'-requests will have a great effect on the costs
and management of patenting work, improving the method of

evaluating inventions will become very important in order that

the above problems confronting us be solved.
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3.1 Purpose of evaluation of '.linvé:_itidné s

: The'-ques‘tidR to discuss h‘é_re is what is a good method of

N -

inv&ived*in t'he_.pat.:'.eﬁt.'-.appl.i'ctations.':‘Ln"Japan as mentionad in
the preceding Section 2. We will not be able to solve thdse’_
problems by merely making the evaluation standards stricter.
It would be better for a company to review and consolidate
its business operations and R & D areas _first,.' before placing |
a mere limitation on the number of patent appiications.
However, 1f a company files an application for every
invention, the expenses and manpower necessary to handle thesse
applications would be enormous and this will impose a heavy
burden on the company.  We are accustomed to making a large

number of patent applications, but properly speaking, the

- patent application is a kind of investment,. thus if no return °

is obtained on the investment, it is nothing but a _loss. In

-order to minirﬁ-ize the risk of loss, we should select and make

an application for only inventicns that will contribute to
;1-13: company profit. - We would like to propose that it is most
important to ewvaluate inventions comprehensively from many:
viewpoints with respect ﬁo whaf benefits-.the invention will
bring about to the company. Through such evaluation we could

expect to improve the quality of patent applications ard to

decrease total applications and requests for examinaticn as

t3
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& result.
The main points of our proposal are as follows:
_1)toshiftfromthepresentsfandardizédmethodofinvention
fevaluatiantothenethmjofinventionevaluationaccording _ ;j
. to its fulfillment of the “Utilization Objectivef set for
the ingention. Under such new method -of evaluation, the

dnventions wh_ich'can be used by the company to its exclusive

profit or areexpected togain license fees under its patent,
will be highly evaluated,

'2)-to-unify evaluation factors (standards} at all stages

- from the patent application through the expiration of a

-patent term,

-3) tozéhift evaluation of.inventions from patentability
oriented standard to business-oriented standérd. Under
this standard, an invention with high business value is
_evaluated highly, even if its patentablility is low;

..3.2 Utilization Objectives of patent application

'“Utilization_objectives are-divided into the folloﬁing 4

”Categories from a viewpoint of whether the invention is

3
.

- utilized exclusively by the company or whether_it is licensed

==to-~use-to~other-companiess:

. A. In the case in which the .company desires to utilize the

invention exclusively, that is, the company desires to

- operate its business to its advantage by moncpolizing the

product embodying the invention in the related market.

—
(P8}
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.. B: In the-case mwhlchthe 'c'_émpé-r'iyf; 'des__ifré,s' ;' tOutl}.l ze'the

- invention and to license to'use it to other.companies for

- license fee or under.a-quss—licensejarrangement-~-~— an.

Jdnvention expected to'becom,e;the-sofcal_l_'ed de fact. standard.. R

R N

© falls into this category,
C. In the t;ase in which the c.:ompany' neither intends to utiliz.e.
- the invention nor to license to use it to other companies
J— at the stage of patent application, many of thé
applications are aiming at possible industrial application
in future, thus practical applications of the patent may
be few; an invention comprising merely improvement
techniques that is not used by the company but for which
a patent is applied for a defensive purpose falls into this
category,
D. In the case in which the utilization of the invention by
- the company is undecided,. but-there'is a possibility that
the invention will be licensed to ﬁéé to.other companies.
This category includes  -the patent applications Qf which
objective is not clear and do not fall uhder the above
_féategories of A~B, .and also inventicns related to a suﬁject
of which a feasibility study was canceled after the patenﬁ
appiication on the inventions.
3.3 Evaluation Factors

In order to determine whether an invention conforms to the

above classified Utilizaticn Obijectives of patent
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application, the following five evaluation factors were
established as & measure of evaluation:
technical evaluation,.business evaluation, strength
of patent right (patent utilization}! evaluation,
patentability evaluation and cost evaluation.
' We cong}der it advisable that the intellectual property
department of the.company is respcnsible for the evaluation
-as a final evaluator, taking account of the opinion of the
departments ahd divisions concerned;

1) hai val ion

This is the evaluation of an invention on the basis of
technical value. The following subdivided factors.can be
considered:

- Originality: Judgement of whether an invention ‘is a

basic invention or an improvement inventioﬁ. A basic

- invention without any substitutable technique is highly
evaluated.

'« Degree of technical completion: Judgement of to what

extent additional study is needed for its completion.

\
-

- Effects of invention: Judgement of the degree of the

gt eSS AN T HYEHT o, T such T ag En 1ﬁpro€€ment'of

quality and the saving of manufacturing costs.

* Life of technique: Judgement of how long the technique

"will be in use.

2) Busine A2 ion

'ww-w"w-‘"’"‘j'w i X A
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[ This is the évaluation of an inventicn on the basis of
. .Contribution ‘to - the. company’s - profit.. The following.

subdivided factors can be considered:

i A i e A P AL S 2 A S O PRl - The - Longer- the ~L AVe Nt i OR-48 - a8 e d-Bys i

© v the cbmpany, thehmdre=profit'acbrués to thé.company.'

‘e .. Market size of - product: Evaluation is made
comprehensively with respect té the company’s prodﬁcts
incorporating the invention, the scale of relatedmarket,

"the estimated market share of the products, estimated
guantity of production and sales volume of the product.

* Relation to R & D areas: Judgement is made with respect
to the status of the invention in the company business
on the basis of the importance of area of the invention,
whether it is one of the company’s designated important
concerns or cne of the R & D areas.

3) Strength ¢f P ight (patent utilization) Evaluation:

This is the evaluation of an invenfion on the basis of the.

effect of the invention issued as patent on other companies}.

The following subdivided factors can be considered:

4“ Design around: If design around of the ‘invention is’
technically difficult, it is effective in preventing_
other companies’ imitations. The moxe an iInvention is F
of general-purpose nature, the more it will be difficult
to design arocund.

+ Ease of ascertain meat of infringement: Generally it is



1-42

easier forus to find infringement of a product invention,
and to assent our rights over it than to a process
invention. |
+ Possibility of becoming the standard: When the invented
technique is expected to become a de facto standard or.
to be a formally established as the standard technique,
. we can expect with certainty that other companies will
_seek a license on the invention, and we can obtain a large
'aﬁount of income from the license, and such an invention
is 'highly rated.
*+ Situation of Other Companies’ Use: A technique that cother
companies will desire more highly to use is more highly
_ - evaluated.
4) Patentability .
The patentability bf an invention is evaluated according
- to the standard requirements such as “nove_lty” 'aﬁd “inventive
step”.. Properly speaking, the determinati@n of the
patentability of an invention may be given priority to cother
_ factors,-because‘without.patentabilitjrno_patent application

& -

would be of wvalue. However, since we cannot predict the

e

—-patentability-ofan -invention—perfectdy; it-will-not—be-
. .necessary for us to employ patentabllity as an essential
wevaluafion factor, élthough we have to suspend a patent
application for a clearly unpatentable invention.

- 5) Cost Evaluation

PO Y



~. o f.This is the evaluation of an invention om ‘the basis of @
. ..estimated costs.necessary for.issuance '‘as.a patent. For.
" instance, an -invention that we cannot expect a favorable

generation.of.income..from, as.compared-with.costs-invelved,.

o S

" would be negatively rated:.

3.4 Evaluai_:ion’ Process

The evaluation of inventions involves . judgihg .thé .
necessity of patent. application, reguest for examination and
maintenance of the patent. We would like to explain our
proposed method of the evaluation of inventions by a flow chart
(Chart 1) below which illustrates a total evaluation process,

determining whether to £file an patent application and whether

- to request for examination based on our evaluation method.

Since to predict the feasibility of inventions invelving
basic research is difficult, it does not fit this method of
e{raluatiOn, which lays stress on the business side..
Therefore, under this method of evaluation, we _handie
inventions_other than those r_elated to. basic research.
Whether the evaluation is done for judging the propriety of
;‘patent application or 2 request for examination, we firsﬁ"
select appropriate one category of Utilization Objectives out: _
of four Utilization Cbjective Categories (A~D) for an invention .
to be evaluated, judging for which objective the invén.tit;n
will be utilized after the issuance as a patent. Then the

invention is rated according to one of four types of evaluation



sheets that are prepared for the respective Objectives (A~D),

} .

and on the basis of this rating, determination is made as to
whether to make a patent app-lication or whether to request
for examination. With respect to an invention related to
basic research, we consider that a separate method of
evaluatio_z} is preferable, but this is not referred to in this
. paper. |

The evaluation sheets are divided into 4 types in accordance

with 4 Utilizaticn Objectives (A~D), and as a maximum

aggregate point (a full mark) rating, 100 points are assigned

. to the evaluation Sheets of A and B, 60 points are assigned

~to Sheet C, and 40 points are assigned to Sheet D. The passing

mark is set at 35 points for all inventions both for the
evaluation regarding the patent application and the request
for examination. By adopting this method, we are aiming at
-such a drastic change in our patent application behavior that
the inventions with the objectives A and B may increase in
terms of the ratio of patent application, and the inventions
.-in the cbjectives C and D may decreas_e ‘in terms of the ratio

-

of patent application.




Chart 1

rrpatent appllcatlon and request for exanlnatlon” .

| Start;_ 

“FlOW'chart of total;evaluatlon process regardlng
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* File an * Application “a”(Objective A) 80 points
application or |, , " Rpplication

request for ' ) _
b (Objective A} 70 points

examination
. . Application
“c”{Objective B) 70 points
- i Application
“d” (Cbiective B €0 points
. _ Application

“e” (Objective C) 50 points

* Do not file an | -application “f”(Cbjective C) 30 points

application or + Application “g” (Cbjective D) 25 points

do not reguest ] ) . . }
 Application “h” (Obiective D) 20 points

for examination

We intend to maintain consisfent standards in our
evaluation through both the patent application and the request
for examination by unifying the evaluation factors applicable

jtoinventions,iﬁordertoSecurethenwstappropriatepatents
forapplication, acquisition, andmaintenance after issuance,

always for the purpose of effective utilization.
. For example, suppose there are 8 applications “a”~“hf as

E

shown in the above chart. For each appliéation one of the

UtiTizaticn Obyectives ArD s §¢lected, and the application”

is rated according to the evaluation sheet corresponding to

the cbijective. The applications “a”~“e” scored higher than

35 points and thus are eligible for patent application or

examination request, and the applications “f“~“h”, which

=
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',éccfédjloweﬁﬂthan"33“pointsf;érefexdlﬁdederbmipétenf,f“
"”applicatiOH:or:éXamination:request;;_"x;.;;;@r

.5 Evaluation Sheet

51 m.g.ﬁ_*[.i.np' ~F 'F:"Tajﬂaf"l'ﬁﬂ ...qh-s.\s,'_. O
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- Table 1 shows an example of the format of the evaluation’

_SheetSthatareusedfortheeValuathiofpatentappliCations”

and examination regquests. 4 types of sheets in a similar
format are prepared according to the Utilization Objectives
A~D. |

In the column of “Coefficient”, one of coefficients from

al to al2 is assigned beforehand to each of the 12 evaluation:

- factors other than “Cost Evaluation”. The wvalues of the

coefficients represent the weight given to those evaluation
factors, and vary with the Utilization Objectives. 1In this
paperj more details are explained later in the trials showing
actual figures of these coefficients corresponding to the
Cbjectives A~D. The same values are given to the coefficients
of the evaluation factors for both patent applications and

examination requests, in order to keep consistency in the

)
-

judgements of evaluaticon all:through the stages of the
evaluation process. -

An evaluator in charge of the evaluation of inventions
selects one of the rating poin'ts' 1 through 5 shown in the “Five
Level Rating “ column of each evaluation_factor and enfers

it in the column of “Rating Points”. A three level rating

i3
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- o0f 1, 3 and 5 is adopted for “Difficulty of Design Around”,

©. invention. The definition of each of the five levels or three

= LCosts” shows “0” for the stage of patent application and “~1”~

“Ease in Ascertaining infringement” and “Patentability”. In

the “Score” column of each evaluation factor, an amount:

obtained by multiplying rated points under “Five Level Rating S
™. by the “Coefficient” of the evaluation factor is to be
- entered. The aggregate rating points of each score for the

12 evaluation factors constitute an “Overall Score” of the

'le_vels for each evaluation factor is shown in Table 2

“Definition of Five Level Rating

The 'sccres may vary between those rated at the stage of

patent application and those rated at the stage of examination
.request, since the applicability to business may change with
. the lapse of time. Therefore, Overall Scores obtained .at the
Stage of examination request. could. be higher or lower,
compared with those evaluated at the stage of a patent -

application. “Score” in the column of “Cumulative Procedure

for the stage of examination reguest. 1In other woxrds, “-

a
@ -

1”must be added to “Score” if an examination 1s requested.

This-evaluvation-factor-ofCunulative procedutre costs™” g§¢ts™

. as a negative factor in evaluating benefits to the company

brought about by the inventor, because cumulative costs of

handling an invention grows as the process of patenting

.. ‘progresses, from an application, a request for examinatiocn,

|[J
L3
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U0 registrationdnd maintenance (the latter two arenot refiected .

- inthe Tables). Thismeans.a stricter rating 1s required. for
" an advanced procedure such as a request for examination than

PRI\ Vs

L A

p e

i EO BB PR R E-apPLication Al though-as-a-negative-numb
is. assigned to the score for a examination request in this
 paper; this figure should be adjusted acéording to the size

~of the related market to the products concerned, for instance,'

if ™“Cumulative Procedure Costs” are negligibly small
"considering the scale of the prospective market, the score
could be changedl to “0”, on the other hand, if the prospective
market is not big_enough to justify the costs, the negative
nurnber could be increased. |
If the Overall .Score of an invention is higher than 35 points,
we decide to proceed to & patent applicatién or a request for
examination, while if the Overall Score ¢f-an invention is
lower than 35 points, we decide not to continue with further_ '
: procedures; : : . | ..
3.5.2 Weighting of Evaluation Factors

Tables 3~6 1illustrate four evaluation sheets, each

A
2 -

corresponding toUtilization Objective s A~D. Ineachsheet,
“":J : RIS ‘a weighted value based on our proposal in this paper is
aésigned to each “Coefficient” of each evaluation factor.
As stated above, maximum total points of rating (£full marks)

‘are established in such a manner that 100 points are assigned

to Evaluation Sheets of A and B, 60 pcints are assigned to

_.._‘_;..-\_—-ﬁw_r.»\mg\,-\;%w- : -
(R
s
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Sheet C, and 40 points are assigned to Sheet D. In order to
‘afford you a better understanding of this method, in each of

the tables 3~6, a highest rating of 5 points (a full mark)

is entered in each “Rating Points Y column of all the e

-evaluation factors only for convenience. Eowever, an

aggregate maximum points minus one point is set as a full mark
of the overall score for the rating relating to a request for
examination. |
In establishing- the “Coefficieht”} we considered the
- weighting of the coefficients for each evaluation factor, so
as to reflect the maximum benefit obtainable through the
vtilization of the invention towards the selected objective.
We will éxp_lain below the greunds for the weighting of each
ex_faluation factor in each case of the utilization objectives
.. A~D as shown in tables 3~6.
(1) Objective A (Exclusive use by the. company}
| Since objective A is to make a profit for the company by
ufilizing the invention exlclusively by the company, the amcunt

~0f the increased profit of the company'att-ributable to the

. a
il

' application of the invention can be the basis of evaluation.

~The-profit-generated-by-the-exclusive-use-of-the-invention-— =

is considered *to be the ddditicnal profit_ after the

application of the invention over the profit before the use

. of the inventicon. Theprofit canbe estimatedby the following

simplified formula: <{scale of product market) x {(company’s

(¥

s R o g TR P




*a?sharelvx (rate ‘of: proflt), prov1ded that necessary expenses S

~ for the. woz:ks.ng of the invention is to'be estlmated separately PR

and aust be deducted from the 1ncreased proflt

e e e

The . related -pwppn'qec;--'i'n'- be.. con qi-dp'r"‘pd are . as..follows.e.
e iicense feedpeyeble.feqnired te:ncrkinhe'invention '
e Neq ‘investment necessary for the working of the

invention |
. Additional costs of Research & Development

Therefore, the basis of the evaluation of 2 patent with

.Objective}XCanbesimplifi@dastheincreasedprofitobtained

as above, less expenses required teo utilize the invention.
Each evaluation factor is explained below.

“Scale of Product Market ™ is itself an evaluation factor
and one can easily understand that it has much effect on the
profit to be created by the invention by a mere comparison

between a 100 million yen market and 1 trillion yen market.

‘Therefore, the highest maximum score of 20 (coefficient: 4}

is assigned to this factor of “Scale of Product Market”.

. Both “Company’s share” and “the rate of profit” reflect

a
.

“the effect of an invention”, for instance, an improvement

- of a product’s special qualities could increase market share
froma few percent to several tens of percent and also increase

- an amount of profit largely. In addition, a reduction of costs

by an invention contributes greatly to the rate of profit.

‘Therefore, like “Scale of Product Market ™, the highest

R
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maximum score of 20 (coefficient: 4) was assigned to this
factor of “Effects of Invention”.

Market share has much to do with whether other companies

Ihav_e technique substitutable for the invention, that is, the
possibility of “design around”. If other .comp_anies do not
have subsi?itute technique, the company can enjoy a mohopoly
and can .license cther companies to use the invention.
‘Generally speaking,. the application of substitute technigque
: is considered with cost and benefit. Thus, a maximum score
| of 15 (coefficient: 3}, second to that of “Scale of Product
. Market ™ in weight is assigned to this factor of “Difficulty
of Design Around”.

If profit is considered in 'ter%ns of time, “Period of
~Utilization” of. the -invention .is important, because it
directly relates to the amount of profit. “Period of
Utilization” is related to “Life of Technigque”. Therefore,
.2 maximum score of 7.5 (coefficient: 1.5) 1is assigned
© respectively to the factors of “Period of Utilization” and
- *Life of Technique” with total maximum score of 15,

>

The next point is costs required for a working invention,

as-a-negative-factor-for-the-evatuvatiopy-hi:cense-fee-payable

.is related to outside .prior patents to be utilized to work

the invention . (hereafter called "“prior patents to be

utilized”}, and 1is handled - here in relation to the

- “Originality” - evaluation factoer. Therefore, the - e

g



5_3__-'g'_“OrJ.g:Lnal:Lty” factor here 1s establlshed to check to whatj'__j
;extent the utlllzatlon of other companles’ _patents 13__'__

' _.n_ecess._ary_ for _the_ utlll_zatlon of the 1n,ventlon_‘ in question...

I£ we use other companies’ patents, license fee to be paid. .-

e

works a-s'.a"negativei factor against the 'company pro’fit-; | We

assumed the profit decreases roughly by a few pe--rcent due to

the payment of license fee per license, but of course in

actuality the percentage varies with the rate of royalty and

- the wvolume o¢f salés. A maximum score. of 10 points

(coefficient: 2) is assigned to this “Originality” evaluation
factor. In this evaluation, although we assume the necessary
license from other companies is available, this availability
must be checked separately.

An additional investment for the utilization of the
invention has much to do with whether_the invention is related’
to the company business. If the invention .falls in the
company’s R & D areas, the required additional investment
would be kept to a minimum. Although this evaluation could
vary with the actual investment in additional'R & D required,
:En this paper a maximum score of 10 points (coefficient: 2)
is assigned to the "Match v-v*ith R & D Areas” evaluation factor.

This additional investment with additional funds is also
related to the factor of “Degree of Technical Completion”.

A maximum score of 5 points (coefficient: 1} is assigned to

this “Degree of Technical Completion” factor here.

B
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"“Ease in Ascertaining Infringement” is a factor to judge
whether other companies will penetrate the market related to
the inventicn by attempting to sell infringing products. IF
~such penetration occurs, of course the company suffers a
decrease in profit, but considering the recent amendment to
‘the Japanese patent law that makes a patent infringement more
difficult, the effect to the ccompany ¢f this factor would
diminish in future. Thus, a maximum sccocre of 5 points
(coefficient: 1) is assigned to this “Ease in Ascertaining
‘Infringement” factor here.

“Patentability ™ factor is needed for the patent, but large
~weighting is not necessary. Since patentability, though it
is excellent, has nothing to do with an expected profit created
by the invention. Therefore, a maximum scbre- of zero
“{coefficient: 0) is assigned to this “Patentablility” factor.
Patentability is reviewed when what to do with an invention
isdecided, and an invention found unpatentable iseliminated.

“Situation of Other Companies’ Use” factor has nothing tc
do with the objective of the exclusive use of the invention

x

by the cdmpany, thus a maximum score of zero (coefficient:

()
¥ S

<Final judgement of the exclusive use of the invent_ion by the

‘company>
As stated above, in order to make exclusive use of the

invention, it is prerequisite that there is no related “prior

PR
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' patent to be utlllzed”,orthatltlsavallablelf necessary

It is also.true that an invention without any patentability .. .
'_is of no,'-vé_lu_e. ' Furthermore,.an inve'ntion that_ is -nbt. rei.atﬁed'_'

to.the.company-business:isunlikelyv.tobeused by the company:

e

B NS

Therefo_r'e,'- in -'evalua_tin.g: benefits  brought -about by the

~invention, the fo'llowing'minimum requirements must be judged:

*Rating of “Originality” is not 1 (viz. should be more than)
. Rating. of “Patentability” is not 1 |
* Rating of “Match with R & D Areas” is not l-'..
If the above reguirements are ﬁot met, we should decide
not to -continue with the further procedure of a patent
-application or a request for examination, even if the overall

score is 35 points and above.

2. Objegtive B { in the case where the invention is used by

the company and licensed to other company):

The patent application of an invention which can be used
by the éompany as well as by other companies include .an
application :for patent for the purpcse of cross-licenée,
licensing and the establishment of a de fact standard, each
.of which is aiming to obtain money, licenses and a common
market in compensation for the license on the invention.
Therefore, in this evaluation, different weighting of the
evaluation factors as compared with the case of objective

A is required for such factors as “Other Companies’ Present

Use”, “Possibility that Inventien will become a Standard”,

8
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e s A
- —

“Originality” and “Match with R & D”.
The possibility of the use of the invention by other

companies and the expected benefit (licensing fee) from the

invention heavily depend on the operation of other companies -

in the field of similar products. Therefore, a maximum score
of 10 poi_l:lts {coefficient: 2} is assi_gned te this “COther
Companies’ Present Use” factor.

If the contents of the invention are likel;} to become a
standard in the industry, the company can expect td'enter a

huge market related to the standard produced. Thus, a maximum

score of 10 points (coefficient: 2) is assigned to the
“Possibility of the Invention becoming a Standard” factor.

“"Originality” is a factor tomeasure the degree of necessity
~.of using outside prior p.aterits to be utilized as mentioned

above, but the weight of this factor in evaluation is

- comparatively small, because we need not confine patents only
to the company, and the objective B itself is aiming at the
wide utilization of patents thrdugh mutual use as much as

‘possible by cross-license and standardization and so on.

a
-5

- Thus, only a maximum of 5 points (coefficient: 1) are assigned

il

“Factor:

~Eo-this-YOriginality
. ™Match with R & D Areas” is an important factor for the |
utilization by the company of the invention but has nothing

‘to do with other companies’, on the contrary, an inventicn

which has no relationship with the company business may be

ted
e



- important” to ‘other ‘companies::  Theréfore; ‘only 5 points =
© (coefficient: 1) are assigned to this factof as a maximum

- .Score . '.

-“‘Effeﬁ's -of:-Inve'nti'-.oﬁ"’ and “Scale-of: Productk: 'Ma_.rkei'”- are. ..o

e A

e e

‘. important factors in the case of objective B to the same extent

.~ as in the case of objective A, therefore a maximum score of

20 points (coefficient: 4} is assigned to these two factors
respectively as well. .
Judgement of the p‘ossibility to gain prbfit through the use
of an invention both by the company and other companies>

As discussed in the case of objective A, in addition to

‘the estimate of the company profit from the utilization of

the invention in this manner we have to judge whether the
invention can actually be so utilized.

When the use of another company’s prior patent is necessary

to utilize the invention in guestion, if the other company

interds to use the invention in question at the same time,
there is a good possibility that a goocd arrangement could be:

made for mutual use of these patents through a cross-license

A
a -

agreement. Therefore, the existence of other companies”
prior patents to be utilized weould not be an unavoidable
obstacle. However,  an invention without any pétentability
is outside the scope of the.'evaluation..

" Therefore, before evaluating the benefits of the invention,

- the following minimum requirements must be judged:

ks
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*Rating of “Patentability” is not I ~iz. should be abovel)
* Rating of “Match with R & D Areas” is not 1.

If the akove requirementé are ncs met, we should decide
net - to continue with the further crocedure ©0f a patent
application or a request for examinazizn, even if the overall
score is '35-.points and above.

- {3) Objective C {No intention to use the invention in the company
‘and no intention to license to other companies) |

The inventions falling under this ctjective group are only

-

aiming at such indirect effects on the company profit as

preventing other companies from utilizing the invention and.
making profits. Inthis sense, those Inventions in this group
- are comparatively low in impcrtance =5 +the company compared
with those in the groups of Objective A and B. Therefore,

- a maximum Overall Score of only 60 pcints {when given a full

mark in each factor) is assigned tc Cbjective C evaluation’
as against 100 points to Okjective X and B evaluation.
Since the main objective of this grcocup of invention is to

- preclude other companies from using the invention, a high

A
E

maximum score . is assigned to the factors  preventing

infringement,.so.that-a.high-score.nayv.se-given-to-an-invention

serving this defensive purpose. On th2 other hand, a maximum

score assigned to “Patentability” was raised in order to set

of _obj ectives A and B, in view of the cimparatively low weight

2




. 'of Objective C. -Therefors; if thepossﬂnl:.ty of ‘obtaining
a ré_g‘i-strati_onj.ﬁ of p:aten'_t_ ,is:- -fouﬁd "wea'l_c_,; fur’the_r_'p'rOCedﬁr'es_'- S

L-are given up.

__With respect to evaluation factor to appraise. the abilify. .

S N

- ‘to-exclude other company, there are two factors, “Difficulty

of Design Around” and. “Ease in;Ascertéining' Infringement”

under the control factor of “(other companies’) Patent

. Utilization Evaluation”. -Comparatively hich maximum score

is assigned to these two factors respectively. By contrast,
a maximum score of “C” point is assigned teo “Possibility of
the Invention becoming a new Standard” and “Other Companies” -

Present Use”, because these factors are incompatible with the-

~objective itself of preventing other companies from the using

of the invention.

On the other hand, only 10% of maximum overall coré is
assigned to “Business Evaluation” factor, because this factor
is not rélevaht where tﬁere- is no .in.tenti-on ‘to use the ..
invention for the company.

Since the invention falling under .this group has so need
Eo be appraised based on the value of the invention for the
company use, it is not neca'-'es.sary to evaluate -those.:_inventions_. :
under each factor in the “Technical Evaluation” category, as

far as internal utilization is concerned. Therefore, only

cne fourth of overall maximum score are assigned to “Technical

-Evaluation” as a whole, but some weight is assigned te “Degree

i
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e e e

0f Technical Completicn”, “Effects of Invention” and “Life
of Technique” under “Technical Evaluation”, because the
higher the rating score under these factors, the more other

companies would seek to use the invention, and also the more

- the invention is expected toact as an effective barrier
.against tlj.e using of the invention by other companies.

Furthef, if the invention is foundunpatentable, proceeding

.'to the next step is meaningless, however high scores the

~invention get under other factors. Therefore, in sucha case,

taking further action is given up:.
(4) Objective D (Utilization by the company is undecided, and

utilization by other companies is allowed)

The invention iﬁ this objective group cannot be expected
to have a contributicn to the company business at the time
of evaluation. Therefore, judging from the primary purpose
of obtaining profit through its issuance as a patent, this
kind of invention should not be selected for a further
procedure such as patent application. Therefore weighting
of the evaluation factors in this formwas made so as to abandon
z;lést of these inventions in-thi_-s category, while saving only

i BOMEOELhe-oukstandingdnventions-by-exception,

The maximum overall score obtained when the invention

- receives a full mark in each evaluation category is set at

49 points., only a little above the boundary poi'nt in deciding

whether to proceed further. Under this assignment cf maximum

!w
.

B



*f3ratihgipdintsf:mbStﬁoffﬁhe inﬁeﬁtiéns-infthié:ObjeCtiVé*ifou§ﬂ ‘S {j:a”"
. are automatically eliminated from selecition-fo'f. going further . .
~in- the patenting procesé,_withﬁﬁhe eXgeption.of a'feW-u

inventions given almost..full.markS. .

{
:
!

A total of 30 points, eéual“to three fourths of the above

. overall maximum score of 40 points, is divided equally into

15 points and assigned -to “Technical Evaluation” and

‘“Patentability Evaluation” respectively. The greater

portion of the polints assigned to “Technical Evaluation” is

allocated to “Effects of Invention”. Under this assignment

cof rating points, only inventions with excellent effects and

strong possibility of patenting could be selected for further
procedure.

The remaining 10 points are assigned to the subdivided
factor of “Match with R & D” under the factor “Business
Evaluation”, because the inventions in this group'would.havé
béﬁfér poégigilit§ of utiiization in the future if they are
in important R & D areas of the combany, compared with the

inventions in other areas. Needless to say, the inventions

Y
¢ ]

without any patentability are omitted from the selection in

‘. the same way as in the case of Objective C.

4. Conelusion

As mentioned above, in ocur proposed method of evaluation
of inventions, stress 1is laid on the business side of

evaluation, and this method makes a clear distinction from

|b)
{38
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the various methods of evaluation hitherto proposed in that
uniform evaluation factors and evaluation method, according
to the different objectives, are adopted to apply to all stages

of patenting process, from a patent application through the

cexpiration of a patent term.

How to evaluate adequately inventions, as resulis of
.research -and development,; is a permanent subject in the
~handling of intellectual property, and our proposed method

of evaluation in.this paper can not necessarily be said to

be an ideal one. But we believe that we can conduct evaluation
-Qf inventicns in ¢close relation to the company business, by
means of such evaluationmethod that gives a higher evaluation

to inventions that would contribute t¢o the profit of the

.company.. = Specifically, under this evaluation system, a
higher rating is given to an invention that is expected to
be utilized by the company and other companies as well, and
| a2 lower rating is given to an invention that is excellent in
- technical ideaor Conception but is not valuable for business
“application purpose. As a result of such kind of evaiuation,

A

it would be possible for a company to eliminate unnecessary

patent—applieations—or—the~requestsfor-examination—0f

course, we do not believe that this method can be applied as

it is uniformly :to. companies that wvary in the size of

organization, the type of industry (or the type cof technique),

2

‘the in policy of intellectual property and so on, but we would g
{
{



) ll‘l some way, )

through necessary adjustment for matchlng 1t to.'-

the actual c:chumstances of the lndlva.dual company.

Lastlv, we. hooe the dlscuss_um Qn: “the method of eva'lnpt'l on

; e L an Tty s ssiial b
i St i d T i h SRS S E

of 1nv_‘eht3.-<_)ns_' emp‘loyed-.by comp_ani_es_'_j.__n_-*_the' future” w:Ll_l be_

encouraged and developed further, as a result at this paper.:

]
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Table 1 Example of the Format of Evaluation Sheet

Evaiuation Factors Patent Application Phase Request for Examination Phase | Five  Level
. Ratin,
Coefficient | Rating | Score | Coefficient | Rating | Score .
- | Points Paints
Technical Evaluation | Originality - al . . 3 alx3 .} al - {3 al*3 |1,23,45
Degree of Technical Completion - | a2 2 a2%x2 | a2 4 azx4 | 1,2, 34,5
Effects of Invention a3 2 a3x2 | a3 2 a3*2 |1,23,4,5
Life of Technique ad 4 adxd4 | a4 3 ad# 3 [1,2,3,45
Business Evaluation | Utilization Period ab 2 a5%2 §ad 3 a5%3 } 123,45
Scale of Product Market ab 2 agx2 | ab 4 abx4 |1,2,3,45
Match with R & D Areas a7 3 arx3 a7 3 ar%3 |1,2,3,4,5
Evaluation of Patent | Difficulty of Design Around a8 3 a8%3 | ad 3 agx3 |1, 3, &
Utilizaﬁo;'-i {by Other "Ease in Ascertaining Infringement | a8 5 agx5 | a9 5 ag%5 |1, 3, §
Comparies) Possibility of the Invention | ai0 1 at@s1 | afd 1 alo*1 | 1,2,3,4,5
becoming a Standard :
Other Companies’ Present Use att 3 afi*3 { alt 4 alt%4 | 1,2,3,4,5
Patentability Patentability al2 3 al2%3 { al2 3 all%3 {1, 3 5
Evaluation :
Cost evaluation Cumutative Procedure Cost 0 -1
Total Cverall Score Cverall Score

¥k Total of all scores is the “Overall Score”.

v
o




'l'able 2 Definition of" Flve I.evel Rat:.ng

T i,

Linked with next generation important area
Peripheral technique of a major business strategic area
Key technigue of a major business strategic area

Evaluaton Ra!mg Definition
Factor . | Points i i )
Originality . "~ | 1 Improvement of basxc patent of other company‘ there are pIuraI patents [§i mposs:ble to monopohze)
- 2 Reduction to practice requires 3~5 prfor patents to be utilized (availabllity of I'cense is weak).
13 Reduction to pracfice requires-1~2 prior patents to be utifized. : _
4. improvement of basic patent of the company, dependent patent.

. 8 Basic patent (no infringement of prior art involved). : : . .
Degree: (+] il 3 There™ we“maﬁ?“prﬁblémﬂd”wweidmﬁﬁlmﬁgpmﬁm”@ﬂﬁﬂéﬂlﬁ“@%ndmg much manpower and -
Technical - time. o
Completion 2 With progress of technology, there is good possibifity of utilization 10 yeafs from now.

3 To solve problems, investment and time about the same as that hitherto spent is needed
4 Only easy problems remain unsolved, utiization is possible in near future.
5 Ready to ufilize.
Life of [ 1 Be¢ome obsolete within 2~3 years.
Technique 2 Become obsolete within 5 years
3 Become obsolete within 10 years.
4 Become obsolete within 15 years.
5 No substitute technique anticipated for the coming 20 years. - : :
Effects of A. Reduction of manufacturing cost | B. improvement of | C. Creation of market (Increase of share)
invention *1 (% against present manufacturing | performance (Increase of sales : :
cost) by performance) :
Less than 10% reduction Less than 10% increase Less than 10% of the present relevant market
10~20% reduction 10~20% increase 10%~20% of the present relevart market
20~30% reduction 20~30% increase 20%~40% of the present relevant market
30~40% reduction 30~40% increase 40%~60% of the present refevant market
over 40% reduction over 40% increase Over 60% of the present relevant market
Utilization Totat utilization period of under 3 years
Peried Total utilization period of over 3 years and under & years
Yotal utilization period of over 6 years and under 8 years
Total utilization period of aver 9 years and under 12 years
Total uilization period of over 12 years
Scale of 10 million yen
Product Market 100 million yen
*®2 1 billion yen
10 billion yen
; 100 biilion ven
B Match with R & No relation
D Areas General R & D subject

WGN=lorwNa2fbhONSI WAL DB OGN ON SR OMNA|0 W N -

Difficutty of Substiute means are available, therefore other compames will not use ﬂ'us invention.
Design Around Substitute mearis are available, but other companies will desire to use this invention.
' - Substitute means are not avaiable therefore other comparies wil be forced to use thig invention.
Ease in Cannot ascertain infringement whatever measures are taken.
Ascertaining Can ascertain infringement but a huge cost is required.
Infringement Easy to ascertain infringement.
Possibility of the Undecided or no possbility of becoming a standard.
Invention Discussion of becoming a standard commenced.
becoming a Begoming a standard is under discussion but adoption is still pending.
Standard o Becoming a standard is under discussion, and adoption is promising.
Becoming a standard is detenmned
Other 0~20% of market
Companies’ 20~40% of market
Present Use * 40~60% of market
3 60~80% of market
80~100% of market
Patentability None
Unknown
Patentable

k1 Each of 2~C is rated separately and the highest score among three is
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regarded as the rating for the factor “Effects. of Invention”.

*2 If the growth of the market is anticipated, the average scale of the

market over the remainder at the patent term is to be used.

k3 Those percentages show the other. companies’ present use of the technique
qu

prior -te the invention,

IR




Ta.ble 3

Evaluat:.on Sheet for Ut:.l:l.zat:l.on Ob:;ecta.ve A

Ut:.l:.zatzon Objecta.ve A (exclusz.ve use J.ntended for the

—e » e T T

g_company)
Evaluation Factors . Patent Application Phase ~ - Request for Examination Phase Five Level
’ - : . . : Rating
o ; ) Coeflicient 1 Rafing | Score Coefficient. | Raifing | Score
o - L o oo | Points NS R Points .

Technical Ongnalgy 2 5 10 [ 425 [2.. 1 5. 10 . {425 [1,2,3,4,5
Evaluation | Degree of Technical Complet:on 11 5 5 1 5 5 1.2,3,45

Effects of Invention 4 5 .. 20 4 5 |20 - 1,2,3,4,5

Life of Technique 15 5 75 1.5 5 75 ) 1,2,3,4,5
Business Utilization Period 1.5, 5 : 75 3765 |15 5 75 375 {1,2,3,4,5
Evaluation Scale of Product Market 4 . 5 20 14 5 20 1,2,3,4,5

: Match with R & D Areas 2 5 - 10 L 2 5 10 1,2,.3,4,5

Evaluation of | Difficulty of Design Around 3 5 15 20 3 5 15 20 1, 3, &
Patent UMiization | Ease jn Ascertaining Infringement | 1 5. 5 - - 1 5 5 1, 3, 5§
(by ~~  Other [ Possibility of the Inwention | O 5 . 0. 0 5 o 1,2,3,4,5
Companies) becoming a Standard.__ o :

Other Companies’ Present Use 0 5 0 . O 5 [+} 1,2,3, 4,5
Patentability Patentability o 5 -G 0 4] 5 ] 10 1, 3, 5
Evaluation 2 -
Cost Evaluation Cumulative Procadure Cost 0 9 g ... |0 10 0 -1 -1

Total - 100 . 99
Overall Score Overall Score
Note: If a rating is “1” for “Originality®, “Match with R & D Areas ™ or

“Patentability”, further procedures are not to be takeh, regardless of . -

_ the Overall Score.




Table 4

Utilization Objective B (In the case where an

invention is both used by the company and licensed to other

companies for a fee)

Evaluation Sheet for Utilization Objective B
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et et s

Patent Application Phase

Overall Score

Ove}:all Score

*Note: If a rating is “1” for “Match with R & D Areas™ or “Patentability”,

further procedures are not to be taken, regardless of the Overall Score. '

Evaluation Factors Request for Examination Phase Five Level
g : ) Ratin
< Coefficient | Rating .| Score '} Coefficient | Rating | Score .
. Points 1 | Points
1 Technical Originality 1 S 5 375 i . 5 5 375 1,.2,3,4,5
-4 Evaluation Degree of Technical Completion | 1 5 5 1 5 5 [1.2,3, 4,5
o Effects of Invention 4 5 20 4 5 20 1,2,3,4.5 ]
: Life of Technique 15 5 175 . 15 5 75 1,2,3,4,5 |
Business Utilization Period .~ 1.5 5 7.5 325 135 5 75 - [325 11,2.3,4,5
Evaluation Scale of Product Market 4 15 20 | L4 5 20 11.2,3,4,5
Match with R & D Areas 1 15 5 1 S 5 1,2,3,4,5
Evaluation of | Difficulty of Design Around 1 5 5 30 1 5 5 1 30 1, 3, 5
Patent Utilization { Ease in Ascertaining Infringement { 1 5 5 . 1 5 5 1, 3, 5
{by - .- Other i Possibility. of the Invention | 2 5 10 2 3 10 1,2,3,4,5
Companies) becoming a Standard ' .
Other Companies’ Present Use 2 5 10 2 5 10 1,2,3,4,5
Patentability “Patentabifity ) - 0 5 0 o) 0. 5 i) 0 1, 3 5
- 7| ‘Evaluation .
‘| Cost Evaluation Cumulative Procedure Cost -~ 0 0 0 0 0 0 -1 -1
“Total 100 99

.



Table 5

: Evaluat

Utllzzatlon Objectzve C

_Sheet for'Utlllzatlo‘_Objectlve C

(In thercase}wherentherQUis_y-f

‘no 1ntentlon of utlllzatlon by the Company and no 1ntentlon

'i-n ]1(‘pr1c;p Lo n'l'ho'r- r‘ﬁmn:ﬂﬁnc\ o

o ~

Evaluation Factors Patent Applacatmn Phase Request for Examination Phase Five ‘Level | -
; : - - : . : Ratitg - ’
Coefﬁment _Ratmg Score Coeflicient } Rating | Score )
_ : Points Points | . -
Technical Originaiity 0.4 5 2 14 {04 § 2 14 11,2,3,4,5
Evaluation - - | Degree of Technical Compietion 0.8 . 5 4 0.8 5 4 i 1,2,3,4,5
: o Effects of Invention 0.8 - 5 4 0.8 5 4 1,2,3,4,5
Life of Technigue 0.8 5 4 - 08 5 4 1,2.3.4,5
Business Utilization Period 0 5 0 . 8 0 5 0 [ 1,2,3,4.5
Evaluation Scale of Product Market 0.4 5 2 ' 0.4 5 2 1,2,3,4,5
Match with R & D Areas 0.8 5 4 0.8 5 4 1,2,3,4,5
Evaluation of Difficuity of Design Around 2 5 10 20 |2 5 10 20 (1, 3, &
Patent Utlization | Ease in Ascertaining Infringement | 2 5 10~ 2 5 10 1, 3. 5
(by  Other [ Possibility of the Invention | O 5 7 [ 5 0 1,2,3,4,5
Compapnies) becoming a Standard- _

: Other Companies’ Present Use 0 3 ] [+] 5 ] 1,2,.3,4,5
Patentability Patentability . 4 5 20 20 4 5 20 20 1, 3, §
Evaluation . |
Cost Evaluation Cumutative Procedure Cost "] A0 0 0 0 0 -1 -1

Total 60 59
Overall Score Overall Score
Note: If a rating is “1” for “Patentability”, further procedures are not.

to be taken, regardless of the Ovefall Score. .

i
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Introductlon L SR S _ .-
Businesses today are. takmg ou tsourcmg 1nto greater con81derat10n

o The factors. contrlbutlng to the. growth in interest.in this .new bus1ness’”:
- approach 1nclude the p0551h111ty of functional decentrallzat1on as a

'result of advanced developments in communication networks 51mp11f1cat10n .

B T

of the ablllty to have a Wide variety of collaborations, the necessity of
specialized skills due to the diversification: of society, and the

~ reconsideration of general.organlzatlonal setups. (concentration on core

competencies ahd preference towards.a compact head office).
An IP department in an organization also faces similar business .

concerns.. The point here is that the procedural system to obtain

intellectual property rights is likely to be divided into functional
components, some of the tasks of which will be transferred to outsourcing

vendors. As business operations expands globally, processes of obtaining

. IP rights (hereinafter referred to as “0IPR” )are necessary respectively.

in each target country. While business trends have made international

IPR-process a common practice, significant issues are raised, namely what

to choose and how to use outsource for the purpose of promoting high quality

~and cost effective OIPR. This paper discusses such issues from the

viewpoint of efficient use of resources.

2. Parameters for resource evaluation in obtaining rights .-

When contemplating outsourcing for the purpose of improving
operation efficiency, . no consequential deterioration in the quality of IP
should be made. Streamlining OIPR and flexibility in the use of resources

does not ensure that the existing process quality will be maintained. An

_ organization must also evaluate the output returned from outsourcing
objectively and feed the evaluation back to the resource, thereby

maintaining the quality of IP. And IP departments should continue to play
an instrumental role in the organization.  Consequently, successful
outsourcing, particularly cost-effective performances by an outside human
resource, will heavily depend on the availability of an objective and
reasonable evaluation parameter within an IP department. The following
are possible parameters that can generally be applied for IP management.

(1) Cost
When an organization regards IPR as “a tool to increase proflts
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it will decide whether or not that tool is necessary by bqlancing the cost
to obtain it and the profit to be yielded. Accordingly, the comparison
between expenses incurred within an IP department and the outsourcing
expenses such as legal fees for patent attorneys can be regarded as a
representat1ve evaluation parameter.

(2) Strength of IPR (quality of added value in view of the evaluation of
an invention)} - '

Outsourcing, if employed, should enhance the strength of rights,
or at least maintain the existing quality standard. Strengthening of
rights, in this context, refers to the quality of added value i.e. the
resulting increase in quality gained by outsourcing. Actually, the
‘measurement of the true quality of work such as a patent specification
- typically is extremely difficult. The number of claims could be a
candidate for an objective evaluation parameter, however, the evaluation
by an objective and absolute parameter alone is not sufficiént to measure
the true quality. A comparative evaluation approach may be applied as
.well. Comparative evaluation of several draft specifications drafted by

~more than two patent firms would be an ideal solution if an organization

- ecould afford to hire them. But, this is not realistic, because the cost

is difficult to justify. A sensible organization will typically hire
~ a single vendor (patent firm) and revise the obtained draft to suit the
organization’s idea. On the other hand, the quality of operation
management and the administration of “due dates” can be evaluated easily,
“as it is related to risk management.

- (3)Communication (simplicity of communication)

Every OIPR has its objective. In order to achieve the objeétive every
- participant in the OIPR process must share a common understanding. In this
- sense, smooth communication among the participants is extremely critical.
Inathe drafting stage of a specification, an essential parameter for
-acquiring strong rights is dependant on the participants having extensive

]
}
z
|

‘knowledge in the technological field relevant to the invention’s
subject-matter, and their ability to reach a mutual understanding of the
technological concerns and the objective of the OIPR, i.e. the OIPR

. strategy. '

- {4) Flexibility

The tasks of an intellectual property department have both routine and
highly variable aspects. ' Qutsourcing enables the flexibly to address the

-

i joonboe



_: excess of work arising from such varlable aspects And this'is indeed one
of the true benefits of outsour01ng _ LInE AL R 0
'(a) C0n51stency in the procedure as‘a whole’*“

“Consistency, -especially in communication, is a vital factor for- such an  o
entangled process as handling OIPR, namely in Lhe application, prosecution

andpost—reglstratlonprocesseq Outsour01ngalways1nvolveszﬂ:leasttwo" _' ':

. parties, a beneficiary user and a f1du01ary vendor., Accordlngly,__m
~ appropriate attention should be paid towards the integration with in-house

resources when considering the efficiency of outsourcing.
(6) Simple checking system (feedback)
All outsourcing must be evaluated. Where an unambiguous evaluation

-parameter is established, it is easy to identify what type of outsourcing

is appropriate.

(7) Personnel training

From time to time a personnel training scheme for the purpose of active
in-house resource management is as important as finding a good outsourcing
vendor. Such a scheme will require considerations towards the
harmonization with the career path structure of an organization. - When
contemplating outsburcing, the instability of the outsource staff is also
an essential evaluation parameter from a viewpoint of maintaining an
operation s stability and conserving the competitive know—how and skill.
Routine works may be affected by an unstable outsource personnel structure,

therefore, an organization’ s readiness to reduce such a negative impact -

~can be measured by the availability of a flow chart and instruction manuals

illustrating the required pfocedures, which can be incorporated into the
evaluation parameter.

(8) Confidentiality :

Strict confidentiality should always carefully be adhered to, especially
begause multiple party interface is inevitable once ocutsourcing is used.
Consequently, .information management capability can also be an important

evaluation parameter.

3, Resource evaluation in each work stage _

Now based on the concept of the evaluation parameters which have been
explained, we will discuss in this text the details of the operations in
each of the OIPR stages, specifically new applications, prosecution, and
post-0IPR activities, and then address the viability or necessity of
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outsourcing as well as iIts advantages and disadvantages.

(1)New application
1) Extracting (or “Digging”) an inventive subject matter from Inventors

and broadening the idea for better patent (hereinafter called “Extracting

invention”)

An organization should conduct extracting and broadening invention
activities with the full understanding of its development history and the
. technological art concerning the invention subject-matter. An

organization is advised to promote its invention based on relevant market
trends, the invention’ su importance, and the current state of art and overall
operation strategy. In most organizations R&D departments and IP
departments are jointly responsible for extracting and broadening
invention activities. They may sometimes employ a patent attorney in
"collaboration with a patent firm, which can take care of the'prepafation
of specifications and application administration together as a package.
An arrangement like this will achieve greater work consistency and
facilitate communication, thereby enabling the drafting of specifications
more closely in line with operation strategies. Furthermore, multi-party
involvement will add an element of variety and objectivity to an extracting
invention activity, despite the higher expenses which may be incurred.

- 2) Evaluation of an invention '

This application stage evaluates an invention from the viewpoint of
_patentability, marketability, the potential for contribution to sales and
a competitive edge against rival companies, and then determines whether
‘the application for OIPR should be made domestically or internationally.
' The evaluation of an invention should be conducted taking into account the
identical factors as those considered for an extracting invention activity,
~again nbting that the evaluation is often handled jointly by product
development and IP- departments. .

Some of above factors such as market trends, can-be investigated by

~contracting with outside service vendors sich as market ¥Yeséarch companies
and consulting firms. Indeed the use of outsourcing will benefit an

organization through providing an objective evaluation report. However,

the use of outsourcing will require a full explanation on the relevant
. technology and an OIPR strategy to the contracted vendor, thus being a

foreseeable time—consuming and expensive process.

" 3) Selection of a domestic or a foreign patent firm

e et 8 i e



An IP department selects d patent flrm after welgthg the advantages and'j_

" disadvantages of in—hoise: documentat1on “such as: the drafting ofia
--spec1f1cat10n.  The.advantages_and_dlsadvantages.should be measured by. 
" evaluating'the grévifi.:ybf' an invent-i'on'!' ‘the 'capabil_iﬁy of a candidate patent

'"firm;'théfIP“department'and”thé'estimatéd‘cOstf:”Subh"evaluainh”éhdﬁldf'“”””m
e berhandledrwithin;thé“IP'department;'further‘supporting'the organization’s

e

e e e,

- belief that the evaluation function ié“generally one of ‘an IP department’ s

core competencies. The evaluation: parameter to be applied to measure a
candidate patent firm' s capability may vary depending upon. the intended
job to be assigned. Therefore, it is difficult but critical to carefully
détermine which parameter is to be applied. - When specification drafting
is of issue, the percentage of patents granted may be viewed as a worthy
evaluation parameter. But, this value is not practical to compare
different types of technology, and tends to be subjective in light of the
scope limitation to particular arecas. Thus, it barely serves as a general
parameter to evaluate a patent firm s average success ratio in obtaining
granted patents. The staff size, filing system, and interview results is
sometimes useful, but as a dominant factor for a parameter this often
becomes more subjective rather than objective. As is often the case,

reputation of a patent attorney or equivalent talent-established through

previous performance, reliability of application know—how, technological
expertise is taken into consideration.
When contracting with a new patent firm the majority of organizations might

-like to evaluate it primarily based on a trial-job result. Cost-wise the
.- patent attorney association’s tariff set the standard rate, which leaves

virtually no room for competitive pricing among patent firms.

As far as foreign patent firms are concerned, data analysis for evaluation
may not be sufficient.  If an organization often files international
applications, it could investigate such a foreign office’ s operational

- history and the reliability of their job handling processes. The

availability of Japan—based offices could also be considered. On the other
hand, if there is little international application experience it will be
hard for an organization to obtain the necessary data to evaluate ihe
previous performance and staffs’ reputation. In a situation like this
there is no choice but to trust another evaluator’s opinion. (i.e.
third-party Japanese patent firm)

4) Deciding if foreign patent filing is necessary and Selecting countries



- so, inwhich country. If calculated risk has to be taken based on objective
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where foreign patent should be filed
. The necessity of an international application should be considered in
coordination with the development of business operations relevant to a
patent. Therefore, the development and IP departments are responsible for

the decision of whether international application is to be made and, if

information due to a patent’s critical importance and investment value, N
an organization should go back to the above invention evaluation stage and '
- again discuss outsourcing to a market research or consulting firm.

5) Administration of due dates

This will not gain much benefit from outsourcing as it is substantially
subject tc»other'dperation stages. Normally, responsibility rests with the
party in charge of a specification (a responsible in—house department or

- contracted patent firm).

. 8) Prior art research {(Prior art research & evaluation of patentability

during the promotion of a. project)
It is often the case that a development department takes the initiative I

~of prior art research with the support from an IP department. Recent
.development in internet and intranet communications allowed the carrying
-out of online research with relative ease. A development engineer can
obtain necessary solutions through a periodical information research.
Research companies or subsidiary companies are useful for systematic and-
detailed research, as such work requires a reasonable degree of experience.
A subsidiary where an former executive familiar with the relevant art is
in employment is particularly useful, as the time and money necessary for
giving instructions regarding the research purpose can be saved to some
extent. '
7) Drafting an invention report and a domestic application specification
.- Egsentially, an invention report should be prepared by an inventor himself.
" However, where a patent attorney is employed or IP members are involved

wvith an-ihvention project, it 13 possible to assiginto either of “them the
responsibility of drafting a report, based on instructions from an inventor,
'in order to reduce the workload imposed on the inventor.

A specification can be drafted by IP members to the extent at which the
Jjob can be handled internally, otherwise a contracted patent firm should
take over. The advantage of using in—house resources like this is in

promoting smooth communications with a development department, which




_ enables the. reflect of the operat1on strategy in the spe01flcat10n On
L the other. hand, if outsour01ng is. relied upon: for: handllng the entire Job

of drafting a specification and up- to’ filing an’ appllcatlon cost reduction

"t;:may definitely be achieved, however the operation: strategy may not fully" R
- be reflected and the invention w111 not fully be:proteécted.. With the aim

towards protecting 1nterna11y“developed art: one possible solutlon

T e

leencourages an I[P depariment to work together With an. outsource patent

. attorney on a specification, and then re~check a completed_sp901flcat10n._

This will cost more, but the main objectives will be achieved.

8) Drafting a specification for an international application and
translations into local languages
An organization usually lets an IP department or Japanese patént firm.

.draft a Japanese specification prior to filing an international application.

An IP department can continually revise a draft specification to reflect
fresh data in accordance with ongoing operation development which takes
place after a domestic application. Therefore, a Japanese patent firm can
maintain procedural consistency and perform its service . in.a cost—
effective way, if it is involved from the drafting stage.

Today, English translation work can be outsourced to a patent specialist
translation agent. Such outsourcing benefits an organization in terms of
cost savings. However, an organization must carefully investigate the

‘expertise of a translation agent in each area so as not to deteriorate the
© quality of the rights, therefore particular attention should be given to.

~an IP department’s final check.

OQutsourcing a translation to a Japanese patent firm, as well as Japanese
documentation, will help secure the procedural consistency, which, in turn,
enables to enhance. the accuracy in translation. Although their

translation costs more, this could save the cost for an organization’s

‘admginistration work required particularly in the case of multiple

international applications, as the Japanese patent firm can operate as an
liaison with the overseas agents and help sort out the paper work on behalf
of the IP department. o

9) Application before the Patent Office

Applications before the Japanese Patent Office can be carried out by agents -
specialized in Japanese specifications. However, when applying before a
foreign Patent Office a foreign patent attorney must be employed. An IP

. .department is responsible for the evaluation of such foreign agents from
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the viewpoints of cost, quality of rights and communication. Constant

feedback is essential. The demands on the agents operating in major
markets such as the US or Europe should be exceptionally high. 1If they
do not establish efficient systems to manage costs and the quality of rights

- through close communication with their clients, they may not be strong

candidates for outsourcing. One possible solution to clear this sort of

uncertainty is to employ them on a long~— or short term basis so that they

" can learn from the client’ s in-house practice and gain the client’s

"confidence.

o

(2) Prosecution

1) Examination requests

-This process includes two stages, namely discussion of the necessity to
request examination and preparation of the request letter. Generally an
IP department takes care of the first stage, and the second stage is left

to the party which is handling application work.

. 2) Countermeasures to take against the office action

Theappropriatestepsincludearrangingz;translatﬂm1oftheofficeactiom
a discussion of whether to refute or not and of the appropriate argument

approach, and preparation of the argument statement and amendment. These .
works are normally assigned to the party which is handling the application.-
-The translation could:be separately left to a translation agent or the
~entire work can be contracted to an outside agent as package. However,

the agent must be the one who is fully knowledgeable ‘about the operation
strategy and the patent application concerned, otherwise the documentation

could end up as no more than a white elephant. Still worse an IP department
~can not stock much technical know-how through this arrangement. Therefore,
an IP department is advised to step in at the'decision making stage as an
intermediary; in other words, there should be a discussion as to whether

to refute or not and to establish the argument approach. In the meantime,

the~department-promotes-closer-contact with engineets 56 tHat "0TPR "will

agree with the direction of an overall operation.

(3)Post-registration procedure

=..1) Retain or disclaim? Proposal for the use of a patent

An organization determines whether they should retain or disclaim a right,

‘normally, based on its usefulness towards an organization’ s operation, or

I



combetitbr”scurrentpracticanoberatjvenesscOmpetitorscouldregliZQand'

?f;élaimSa:-Use~0f’outspurciﬁg'tb;perform this“taskciS:pOSsibIe_iﬁLOfder-to'**j;;{f:i':
 maintain an objective view in decision making. =Tt is notable that' = = -
_engineers are the most knowledgeable about their subJect—matter art "Ih'm
':_llght of .the 1mportance of communication to establish a mutual '
. understanding with the engineer, it is senslble to leave the de01310n to_

e e, e

. an IP -department, which is. in an advantageous position to confer with. the...

- engineer closely. -

2) Retention administration - R o : _
Annuity payménts are the primary part of retention administration.
However, a sound approach .is required to do the job properly, therefore
certainty and cost-effectiveness is the most important evaluation
parameter.

3) Litigation on infringement

Most infringement related litigation proceeds in cooperationwith a lawyer

.. or a patent attorney. An organization must take precaution against pushy

lawyers, or so—called "ambulance chasers, ” as well as venture businesses
. 2

that are attempting to obtain licenses, and understand that there is no

ideal outsourcing to deal with such litigation. Accordingly, a

development department is advised to take the initiative, collaborating
with an IP department, 'a lawyer and patent attorneys.
- Now that the possible choices for resource management have been discussed

- with respect to each work stage, the subsequent discussion focuses on the
application stage, which accounts for the biggest portion-qf OIPR budget

4. Comparative cost analysis: in-house handling vs. outsourcing for new
application preparations

How much does a patent firm cost?.
Calculations based on “the standard tariff of Japanese Patent Attorney

- Association” indicates that an organization spends approximately 350, 000

yen per patent application, (assuming an average of 10 claims per
application, the expenses for typing, drawings and miscellaneous services
included). The expenses for services like typing, drawing and preparation
of tables are items which will required outsourcing anyway, even if a
specification is drafted internally. Effectively outsourcing to?apatent
firm for the purpose of drafting a specification is deemed to cost

approximately 300, 000 yen.

10



- What if the hourly personnel expense per patent staff in an IP department

- yen and 1, 533 yen/hour) takes care of four patent staff members work, an
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1) Personnel expenses in an IP department

It is very hard indeed to compute the personnel expenses per application
an [P department bears when a specification is drafted without outsourcing.
Here, we dare to attempt a rough computation anyway, for the sake of

- comparison with the above-mentioned outsourcing to a patent firm. The

computation is based on the assumption that total personnel expense per

employee, taking fixed expenses into consideration, costs twice more than
the salary expenses. Accordingly, a personnel expense by an employee whose
annual salary is 5,000,000 yen is deemed to be 10, 000, 000 yen per year.
Let’ s compute hourly personnel expense per employee by setting provisional
annual working hours as below.

¢ Annual working days: 365 x 5/7 — 36 = 225 (36 national holidays and annual

leaves, for example) :

e Working hours per day: 7.2bhours

These values indicate that hourly personnel expenses for an employee with
-an annual salary of 5, 000, 000 yen and 10, 000, 000 yen is approximately 6, 000

ven/hour and 12, 000 yen/hour respectively.

1510, 000 yen? When one support administrator (annual salary 5, 000, 000

IP department is supposed to incur personnel expenses of 11, 533/hour for

one application. Total personnel expenses vary, depending upon how many .
days one patent staff member spends to prepare one patent application.

- e lday : 11,533 x 7.25 = 83,614 yen/application

e 2days: 83,614 x2 = 167,228

e 3days: 83,614 x3 = 230, 842

o 4days: 83,614 x 4 = 334, 456

e .5days : 83,614 x 5 = 418,070

- Needless to say, the above values widely vary depending-upon the size of

Tan organization,” philosophy towards personnél “expenses. “ahd actual
application fees paid to a patent firm. This text is based on the
~assumption that an IP department takes more than three days to draft one

specification, and asserts that effectively outsourcing costs less than -
in-house handling when drafting a specification, even though this
assumption may be a little far—-fetched.

i1

i A T A



CEffective’ outsourc1ng for new patent appllcatlon
In con31derat10n of evaluatlon parameters ‘and- advantages and

'Zdisadvantages(ﬂ?outsour01ng for éach stage dlscuseed,so far, the text,w1ll B
" examine how efficient use of outsourc1ng in the TP 1ndustry should be with

‘respect to the following different: types of prOJects

e

 (a)patenting project for-inVention‘having received a low evaluation rank -

(b)patenting project for invention having receiveda medium evaluation rank. -

(c) patenting project for invention having received a high evaluation rank

The bases for the discussion here is such that an IP department

manpower is a minimum for a given project and an appropriate task for the

- patent application filling work can not be carried out without outsourcing.

The following discussion will focus on the new application Stége, because

it has the broadest room for outsourcing.

Definition of symbols in the following evaluation tables:

" ©@:Process performed by a single resource performs
O:Process performed by more than two resources perform jointly
O=*:Distinctive feature in a new proposal

A Auxiliary process
(A)patenting project for invention having received a low evaluation rank.

~+ Purpose of outsourcing: Reducing application cost and the number of

processes an inventor and an IP department must cope with.

, ' This project assumes that only domestic application will be filed.
e Cost reduction by using a single resource R

Multiple resource operation tends to cause an overlap in Wofk,
resulting in an increase in evaluation time and cost per proceés. It is
advisable to use a single resource, and leave specification dréfting and

application work to, for example, a patent firm.

In the meantime, process simplification should be taken into
consideration for the purpose of lightening the workload imposed on an

12
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e e

inventof who has to handle an extracting and broadening activity and prior
~art research by himself. To this end preparation of an invention report

could be partially assigned to a patent firm so that the work will be 1inked
. to a preparation of domestic- specification.

e [Duty of an IP department _

An IP department still has to evaluate an invention and outsourcing
service, in other words, a specification drawn by a patent firm. It should
regard these works as its duty to be performed so as to maintain strength

of rights.
Takle 1
Extracting| Prior art ! Invention | Reportof | Spec. - | Spec. { Application

.| Invention | research | evaluation | Invention | Drafting |Evaluation] Filing
Inventor © © O O
IP dept. O . ©
Patent firm o @ ©
(domestic) | (domestic)

(B) Patenting project for invention having received a medium evaluation

~ rank

* Purpose of outsourcing: Reducing application cost and, at the same time,

preparing a high quality specification

.When an invention gains an above average evaluation use of outsourcing
must be discussed con51der1ng the possibility of foreign patent appllcatlon
to the major markets like the US or Europe. _

e Increase in manpower for highly evaluated invention _

the better the invention is evaluated, the more internal personnel should
be involved for substantive patent works so as to.improve patent quality.
-When.-the.invention-is. evaluatedwes a-medium-rank,-it-may-be-preferable-to- -

rely solely on the inventor to find the inventive subject matter and
'”broadenlng the idea for the better patent. {t is preferable, to add the
| certainty, that an inventor cooperate w1th an P department in searching -
prior art. In selecting which country to apply, both party should work
together, as it is necessary to take into account the issues including

internal and external trends of technology, market size and the country’ s

13
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_IP;EnforoementrIegislation=statu34

e Sav1ng appllcatlon cost by reduc1ng the number of workload conducted'

inan IP. depdrtment:

=7 When*dealing with an invention: Whlch has Teceived a medium- evaluation;
.an IP department § resources should be focused on invention evaluation,

e e

_;;research and approprlate selectlon of target countries, while the
“specification drafting and application: admlnlstratlon should be assigned

to a patent firm.. N - o _
 This approach will reduce the number of processes a patent department

“has to clear, and save application costs. However, an IP department still

owe the duty to evaluate an invention at the initial stage and also to
evaluate the outcome of the outsourcing, namely the drafted patent

specification by patent firms.

Table 2 s
Extract- | Prioratt { Invention { Report of Spec. Trans. | Spec. Country | Application
ing research { evaluation | invention Drafting evaluation | sefection Filing
Inventor ® O @) @] - O
IP dept. o @) ® O
Palent firm Q © @ ®
{domestic) (domestic)
(intemational) (international)

(C) patentiné pro-_']"ect for ihv"ént:ioo hév.ing. i".éceived_ a high evaluation rank

+ Purpose of outsourcing: Elaborating on and improving the quality of a
specification

1Y
»

* Improve an invention to the degree of a generic concept by multlple

sourcing and obtain strong rlghts

Prime concern with this type of invention is to cobtain strong patent

rights, therefore it is necessary to discuss from various points of view

by multiple resourcing. It is advisable to have an IP department and,
if necessary, apatent firm involved with an activity to find the inventive

subject matter in their projects and broadening the idea therein in order

14
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to improve an invention to the degree of a generic concept.

- ® Drafting a specification by an IP department
An IP department should be involved in drafting a specification for a
~ domestic patent appliecation in Iapaﬁese and alsoc a foreign patent
application in such foreign language, in this type of invention in
cooperation with a patent firm. Taking'advantage of easy access to
inventors, an IP department can closely communicate with them so that it
can improve claims and include a variety of embodiments in the
specification.-

The higher the invention is evaluated, the more the IP department should
be involved in drafting the patent application because they are aware of

internal technical trends and business prospects.

e Use of outsourcing for the purpose of prior art research

An organization should employ ™ a patent research company” and carry
~ -out objective and precise prior art research. By outsourcing the prior art
"-search work, workload of an IP department——whlch is already tied up with

an extractlng and broadening invention activity and draftlng

_spec1f1cat10n——w111 he effectlvely lightened. .

‘Table 3 _
Extracting | Priorart { Invention | Reportof | Spec. | Trans-| Spec. Country | Application
Invention | research { evaluation | invention { Drafting | iation | evaluation | selecion |  Filing
Inventor 0 @) o | @ Q
iP dept. o O O o © O
Patent firm o O] ® )
(domestic) -
{intemational)
Research o :
Firm

(C-1) Patenting project for invention having received a high evaluation

- —— 1°* Proposal For cost reduction

e  Use of “translation agents”
When an IP department has to take care of a broad field of work ranging
from an broadening the idea of inventive subject matter to drafting a

15
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:  _spééificati@n_likéfih:thg.abové_ééSe:(c),eapblibatioh'prdcédUre tends to

.:fllee_cbgtgéffeétiveneSsﬁﬂth i$Tpoésible'tojusenoutsouréiﬁgito reéq§ér |

_'flcqsﬁ—éffectiﬁeﬁess bygléavihg the;ﬁrocedu}al-aspect of patent application
.;fiiingﬁbrk”ﬁandtranslationwnrkferUtSOurC& ‘;OutSOurcithendorsliké;-T'”

transla;idn'agent¢COuld'undértake:translationfand procedural’ work

©:.necessary to employ a foreign patent attorneys for the purpose of foreign

I L R

patent -application filing at reasonable price. ..

Table 4 - |
Extracting | Priorart { Invention | Reportof |  Spec. Trans-| Spec. Country | Appilicafion
o Invention {Researchy evafuation | invention Drafting | lation | evaluation | selection Filing
Inventor G A O © O
Pdept. | © A o) ® ®© o) ©
(domestic) (domestic)
{international)
Patentfim | _ ©
ne
(intemation.)
Research o
Fiem '

(1)Requesting procedure to a foreign patent attorney only

(C-2) Patenting project for invention hdving received a'high evaluation

rank : — 2™ Proposal for cost reduction

e When outsourcing for the purpdse of fqréign patent application, it is-
possible to hire translation agents who exglusi#ely conduct translation
services. This'outsodrcing requires an IP départmént én additional
process for proofreading a translation and complete it into a formal
specification for the purpose of foreign patent applibation. An IP
department or an butside'pateht attorhey could take over this additional
work‘ or, alternatively, an organization could employ a pafent attorney from
an patent filing target country (e.g. US attorney) or patent engineer on
a full-time basis for such work: .

The salary for a patent attorney is a serious concern. The cost reduction
achievable through outsourcing to a translation agent, as above, is
unlikely to set off the high costs entailed with the employment of a patent
attorney. An organization must be ready for a considerable amount of
personnel expenses. However, if the patent attorney is used effectively,
not only for the stage of preparing new patent applications but also in

16
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-responding to Office Actions, it is possible to relax the impact of the
cost increase and even achieve further cost reduction. That is to say, in
~responding to the office action, an inventor, IP members and an in-house
patent attorneys should collaborate to establish the approach to overcome
 the rejection and prepare remarks in an appropriate language (e. g English)
. thereby bypassing the translation stage. Through this collaboration

- communication can run smoother, and accordingly foreign patent prosecution
can be efficiently performed. By improving the efficiency in the combined
area of operation from appllcatlon to prosecutlon cost reduction effect
~ could be generated.

- e Staff Training/education considerations

| The exper1ence of a cross—funct10na1 operation contributes to build-up
'band retention of internal know-how regardlng the practical skill in patent
Z prosecutlon and also in evaluating the outcome of outsourcing. This type
'of‘project, (C-2) as discussed above, involves using an in-house patent
attorney to complete a specification, therefore, it should be ah excellent
opportunity'to improve the IP department’s capability to handle an
international patenting operation.

6, Evaluation of médels of efficient outsourcing
Discussion in section 5 presented five possible models of efficient

outsourcing . in different bus1ness contexts. The table below shows the
‘result of the 5-grade evaluat1on of each model in terms of (a) cost (b)
. strength of rlghts (¢) communication (d) flex1b111ty (e) consistency in
" the procedure as a whole ( f) simple checking system (feedback) (g) personnel
-training.'Sf}ength of righté is supposed to be defined as the quality of
patent related to the quality of an invéntion5 o ” '

)
EY
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Evaluation parameter : | Model A [ Model'B [ Mode(C | Model C-1-] ModelC:2].
- )(1) Cost R T 1 2 |11
|2 Strengthofights | -2 | 3 | 5 5 - .5
1{3) Communication 1 2 5 4 4
(4) Flexibility 5 4 1 1 1
-{{5) Procedural 5 4 3 2 2
L. Consistency .. |. L '
- |(6) Simple checking 1 3 5 5 5
____System .
- |{7) Personnel training 1 2 4 4 5.

This table indicates that model A is evaluated highly in respect of cost
(5 points), whereas the points scored with respect to the strength of rights
is low. In model A organization assigns as much specification drafting as

 possible to an outsource vendor, consequently the flexibility scored
“relatively high (5 points). By converting the fixed cost to variable cost

(cost for outsourcing) the budget allocation becomes flexible in accordance

with increase/decrease in the number of applicatlons On the contrary,

the quality checking for specifications is more severely evaluated (1point)

than in other models, as Cl and C2 indicate a tendency contrasting to model
A.  Cost points are low, but the quality of output (i.e. 'strength of rights)
is highly ev:ailiuated, as it is necessary to mobilize greater manpower for

the _application procedure in order to obtain strong rights, Another '
notahlé fact is that flexibility is Iost due ﬁo expanded fixed éosts which,

on the other hand, enables to check the evaluatlon of quality of output
to be precise (5 points). It seems ‘that model C is best suited for an

invention received a h_igh' evaluation rank and would have an exclusive effect
on competitors. Models C~1 and C-2 suggests how to maintain strength of.

- rights ( 5 points ) reducing the cost burden slightly { 2 points ). C-

2 is highly evaluated from the viewpoi-nt of personnel training.

In actual practice, some organizations may put priority on cost savmgs

‘while others may be serlously concerned about the strength of rights even.

to the pomt of disregarding cost increases. So the table below the
multiplier is applied so as to represent the weight of each evaluation

'parani'eter. The supposed cost, for the sake of evaluation, is weighed 3 and

strength of rights 2.

18
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o disadvantages that offset each other, thus leaving the total points almost

Table 6
Evaluation parameter Weight | Model A | ModefB | Model C | Model C-1 | Maodel C-2
{1} Cost 3 5x3 4x3 1x3 2x3 1x3
(2) Strength of rights 2 2x2 | 3x2 | 5x2 5x2 5x2
~ 1{3) Communication 1 1 2 5 4 4
~ |(4) Flexibility 1 5 4 1 1 1
|(5) Procedural 1 5 4 3 2 2
Consistency
(6) Simple checking 1 1 3 5 5 5
_ System _
{7} Personnel fraining 1 1 2 4 4 5
Total point ' 32 33 3 32 30

Weighting like this does not make much difference in the total points of
cach model. This shows that every model has both advantages and

even. Therefore, weighting the parameters, namely cost, strength of rights
and etc., should be determined by an organization’ s policy towards the IP,
" and it is essentlal to choose an outsourcmg model based on the evaluation
of an invention. o

"As discussed above,' for efficient'patent-related_ admir_xistration an
‘organization must discuss the pros and cons of outsourcing, the evaluation

parameter for ou'ts_ourcing and the possible choices of the above-mentioned
" models, and then establish the evaluation of an invention, b_ased on which
“the most appropfiate model will be identified' The point is that an

-organization must max1mlze the advantage of s1ng1e—outsourcmg from the
viewpoint of cost savings ‘when an invention is not hlghly evaluated. On
‘the contrary, when it is highly evaluated multiple resourcmg, ranging from
" internal IP and development departments to out31de patent firms, can be
used to make a concerted effort to obtain rlghts by mobilizing as much

manpower as posslble for each administration stage such as extracting and

broadenlng invention act1v1ty and apphcatlon This w111 eventually work

“to secure both cost—-efficiency and the greatest strength of rights.

- Use of 'outsour'cing cannot fully replace an IP departme'nt. An organization

‘must retain certain functions in an IP depertment; it must evaluate an
invention reasonably and evaluate the performance by each member resource
reasonably. In order to maintain these functions an IP department should

internally deal with the extracting and broadening patentable subject

19
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o matter, espemally for the 1nvent10n whlch has a crltlcal mgmfmance for_" '

1ng spec1flcat10ns for domestlc and

-'-41 n'ternatl onal patent appl 1 ca'tlons

: 7 Conclusmn . :
Thzs paper has. dlscussed ways of 1mprov1ng efflclency in obtamlng rlghts '

_ _‘Irom the v1ewp01nt ot the dltterent Kinds of outsourcing that are offered.
The goal is to achieve the hlghest level of cost- eff1c1ency poss1ble A_
patent firm can be used as one example of a valuable outsource. - It is also
important to recruit such talents among an orgamzatlon s in~house
resources, and prow}ide the necessary'tréining for them. - When empldying
a non-Japanese national (e.g. American) resource, other factors should be
considered; the gaps in working ethic, patent attorney’ s practice, attitude
towards rights (litigation) and etc. Whether using outsourcing or in-
house resources, an Organizati‘bn—particﬁiarly, an IP department—will
definitely have to play an important role in evaluating the resources and
the appropriate posting of recruited talents. _
The IPR-process used to be simple, but the degree of procedural complexity
has intensified in scale due fo the increase in the volume of applications
and multiple international applications. As the use of multiple'resources
accelerates the output, i.e.’ patents, will be a remote existence from the
starting point of an invention. Now that the necessity for the effective
use of the largei""scale and entangled system is pronounced, isn’t it time.
to review the patenting procedural system including the issues of - |

outsourcing?

20



1-90

(1) Title: = The Protection of Three-Dimensional Designs:

- Three-Dimensional Trademarks and Designs -

(2 Date: - October 1999 (80" General Meeting in New Orleans)

)] Source: ‘1.PIPA
" 2.Japan
3.Committee #1

(4) Authors: - :Shimizu Sonoko, Eisai Co. Ltd.
.. Yamagata Yoshiaki, Hitachi, Ltd.
Tanaka Hisako, Pfizer Pharmaceuticals Inc.
Mizuno Emi, Sapporo Breweries Ltd.

(5) Key words: 3-D Trademarks, Designs, Partial Designs -

~ (6) Statutory provisions: Trademark Law Article 2-1, 8-1, 3-2, 4-1-10, 4-1-11,
T AR £1.15 4118, 26, 29, 37 e b
Design Law Article 3-1,3-2,5-2,5-3,26,38
Unfair Competition Prevention Act. Article 2-1-3

(7) Abstract ~ Due to the introduction of 3D Trademarks and Partial Design in

' ‘their respective laws, the border between trademarks and designs

seems to have become ambiguous. = This report presents the
results of the investigations concerming the comparison of 3-D
trademarks and Designs. We provide proposals and suggestions
regarding application strategies designed for the effective

.management.of rights....We. also.summarize.the.various.-confligtg ...

that can occur, both in examinations and in ri_ghts enforcement,
when trademarks and designs are closely intertwined and
combined. We also study possible approaches and solutions to
such conflicts.




e

~ (8) Table of Conténfs_-. e
- % Lntroduction -

L Overview of 3-D TMs'and Désigns™ ™~~~ 7

Ay Ao e

(RO

1. Overview.of 3-ID TMs
7 (1) Definition of 3-D TMs- -
" (2) Registration conditions =~
(8) Current status of 3-D TM apphcatlons and reg1$trat1ons

oA, Overvzew of Designs

(1) Definition of Designs

" (2) Registration conditions

(3) Current status of design applications and registrations

(4) Notable Points regarding the amendment of the Design Law

III. Comparison of 3-D TMs and Designs
‘Table Contrasting Trademarks vs. Designs

IV. Actual Cases Showing Status of Protection Provided for 3-D TMs and Designs,
. and Considerations

V. Problems of Conflict between Designs and Trademarks
1. Applications

- 2. Examinations
(1) Examinations to ascertain the prior-after application relatlonshlp

between trademarks and design apphcatlons _
-(2) Novelty as a registration condition | T
3. Protected Objects and Rights Infringement _
- 4, The relationship between 3-D TMs and Partial Designs

VI. Three-Dimensional Designs: Application Strategies and Management :

1. Application Strategy Flowchart
2 A Study of Effective Methods of Combmmg Apphcatmns for Trademarks

- and De31gns

VII. In Conclusion



1-92

I. Introduction

The amendment of the Trademark Law in 1997 introduced three-dimensional
trademarks (3-D TMs), and the 1999 Design Law amendment introduced partial

designs. The goal of these amendments was the expansion of the protective scope
for both trademarks and designs.

Today, we see a forward movement in the trends to "make brands of designs"
and to "make designs of brands." If one considers the above amendments as
"changes (for increased rivalry) in the dimension of designs and trademarks,” then
one can imagine that, in the future, trends in the protection of intellectual creations
will tend to make more ambiguous the border lines separating these two laws.

Meanwhile, the spirit of the Design Law amendment was described in this way:
"'Along with the changes in industrial structure, company management has also
come to have a strong recognition of the importance of designs. [ . . . ] Thus, it has
become necessary to establish a new protection system that stimulates the creation
of designs with high creativity, through the appropriate protection of designs
having high creativity.” Thus, designs have become increasingly important, which
means that the effective protection of designs has also become more important. In

:the actual business arena, we have seen several trends which have spurred
diversification in the types of protection available for creations. Such business
trends include even finer segmentation of markets, and a greater diversification of
products and services, as exemplified by niche products

" In such an environment, how will companies best be able to protect their
creations? Indeed, more can be done than merely protecting 3-D TMs and designs,

- -Another possible, and effective, means of protecting product-related 3-D marks and

the like would be the establishment of fixed protection periods, through the
regulation of dead copies in the Prevention of Unfair Competition Act.

The present report provides a detailed comparison of, chiefly, 3-D TMs and
designs. This is accomplished through a detailed analyms of everything from the
purpose of the laws, to actual registration requirements. One goal of the report is a
clarification of the borderlines separating these two distinct items. . _
- In add.ltlon this report lists actual cases of creation protection adopted by specific
._compames In sum, this report provides a consideration of product design and

sales activities being performed by various companies. .We study how product
.designs, .company.."mascots,”..and..the..like..can.be. protected. by..an..effective....

* combination of both the Trademark Law and the Design Law.

Finally, we provide proposals and suggestions regarding application strategies

~ and policies designed for the effective management of rights. We also summarize
the various conflicts that can occur, both in examinations and in rights enforcement,
when trademarks and designs are closely intertwined and combined. We also study -

“possible approaches and solutions to such conflicts.

i et iy e e et
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i II Ovemew of 3-D TMs and Des1gns -

1. 0vemewof3—DTMs

(1) Definition of 3-D TMs | | Gl
_ "Characters, graph;cs, symbols thrgg d;mgnglongl §h§pg§ or their

combinations, - or combinations .of characters, -..graphics, . symbols, . or three-
- dimensional shapés with color.” (Trademark Law, Section 2(1)) -

In terms of the use of 3-D TMs, the following uses are assumed:

1) Shape of a good itself,

2) Shape of a package (container, etc.) of a good;

3) Shape of an article, ete., used in a service;

4) Shape of an advertisement (signboard).

(2) Registration conditions

DM without distinctiven nnot

The following will not be registered: "Trademarks consisting solely of marks
indicating the . . . shape of goods . . . (including the shape of goods packaging) .. . in
the ordinary manner.” (Trademark Law, Section 3(1)(ii)).

2) However mark that acqui istinctiv hr i ntinues use
can be registered. '

"Even trademarks conforming to subparagraphs iii-v of the preceding paragraph,
when, as a result of the use of such trademarks, consumers can thereby identify the
source of the goods or services concerned with a certain person's business,
. notwithstanding the stipulations of the preceding paragraph, are eligible for -
trademark registration." (Trademark Law, Section 3(2))

3) However, even hat hav i istinctiveness through their u
cannot be r gggg;g red ;;g a ghapg that is i d;gpg nsable for securing the functions Qf
h ri k
"A trademark consisting solely of a three-dimensional shape indispensable to
seguring the functions of goods or goods packaging, as in the shape of goods or goods
packaging," is not registrable (Section 4(1)(xviii))

(3) Current status of 3-D TM applications and registrations

Since the introduction of 3-D TMs, as of December 1998, a total of 1,700
applications had been made for 3-D TMs, while 420 had been registered. Around
1,000 applications were received at the date of introduction; since then, around 30-
50 applications were received each month.

As for applicants, one notes an extreme polarization. That is, for companies in
the same industry, there are some companies which make numerous 3-D TM
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applications, yet there are others that make absolutely no such applications. Thus
one can see here a clear difference in internal company policies,

For example, in April 1997, there were a total of 116 applications for goods
classification 33, “Japanese and Western liquors, ete.” Yet of these, 84 applications
were made by one single company. _

- 3-D TMs may be divided into two major categories: 1) marks consisting only of
the three-dimensional shape, and 2) marks that are combinations of distinctive
characters, symbols, etc., and the three-dimensional shape.

Up to the current date (July 1999), registered trademarks in category 1) have
been only 3-D marks for advertisement and publicity uses; there have been almost

no examples in this category of registrations of marks for goods or goods packaging,
' containers, etc. _

The majority of registrations have been for applications with 3D shapes
combined with distinctive characters, symbols, etc. When 3-D TMs were introduced,
protection was not sought directly for goods themselves, but rather for company
- “characters” and mascots and the like. However, a survey of 3-D TM applications

shows an extremely large number of applications for goods and goods packaging,

containers, etc. '

The examination standards of the Japanese Patent Office consider trademarks
“recognized solely as not exceeding the scope of the figure itself that is the shape of
- the . designated good or is used for the provision of the designated good” as
corresponding to trademarks as described in Section 3(1)(iD.

Thus, for example, even if the object has undergone characteristic changes, or
- has made to include decorations or the like, in the case of a television which can
- still be recognized as a television, or a car as a car, or a perfume bottle as a perfume
- bottle—in other words, in the case where the change, etc., can be recognized as

being for the purpose of merely improving the aesthetic appearance of that object—
then such will be considered as not having exceeded the scope of the figure itself,

and will thus fall under Section 3(1)(ii).

It should be noted that although 3-D shapes that have acqulred a selﬂ'other

distinctiveness as a result of trademark-like usage are stipulated as registrable
~under Section 3(2), considering current examination standards, it is still thought
thetj. it will be quite difficult to register 3-D TMs that are comprised solely of the
three-dimensional shape of the product, the package or container, efe. '

Further;-only- a-very.few-trademarks-have-been-found-to-be-not-registrable-for
the reasons stipulated in Section 4(1)(xviii); this is because most such trademarks
have been recognized as falling under Section 3(2). :

2. Overview of Designs

- (1) Definition of Designs

i
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- The deﬁmtmn of "de31gn" 18- "the shape pattern or: color or any combmatmn

_ 'thereof in an article (including a portion of an article) which produces an aesthetm
... impression-on the sense of sight.” (Section 2(1))
" The types of designs that are to receive protectxon are::
- - (1y An entire article; - :
__(2) A portion of an article;

e R ATl T T T

(3) Component parts;
(4) Systems (system’ de31gns)

(2) Registration eondltmns

1) The design must be capable of being used in mdustnal manufacturing.

2) Novelty (Section 3(1)):

Designs cannot be registered if they are:

Publicly known or described in a publication prior to the filing of the design

- application.

3) Ease of creation (Section 3(2)):

Designs cannot be registered if they can easily be created, by a person with
ordinary skill in the art, or.on the basis of a shape, patfern or color or any
combination thereof widely known.

4) Functionality (Section 5(3):

Designs cannot be registered if they consist only ofa shape that is despensable
for securing the functions of the article.

(3) Current status of design applications and registrations.
Over the past few years, design applications have been steady at around 40,000 B

.cases [??per year]. The large number of applications has continued to be made in

the following fields: civil engineering and construction goods, electrical and
electronic machinery and apparatus, communications machinery and apparatus,

- and household equipment. This particular trend has shown no changes over recent
-~ years,

Notably, however rapid progress has been made in product deveIopment of
digital still cameras. This has been spurred by lower prices for charge coupling
deyices (CCDs), liquid crystal devices, efc., as well as the general availability of
convenient image-processing environments, by the result of the widespread

_ diffusion of the personal computer in Japan. There has been thus a corresponding
- rapid rise in the number of design applications in the digital still camera field.

For wristwatches, numerous product developments have been made for an
increasing diversity of users. This increase in unique, “personalized” designs has

led to a corresponding increase in related applications. At the same time, there

were also many imitations in this field. This has led to numerous applications
under the accelerated examination system, which was revised in September 1997.
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{The above information was taken from -the Patent Administration Annual
-Report.) '

Since the promulgation of the amended [Design] Law in 1998, there have been
15,782 applications (as of June 17, [1999]; source: Japanese Patent Office). Thus, at
the current time, no major changes in terms of application quantities have been
seen. ' : '

In regards to the new introduction of partial designs and related designs, there
appears to be some confusion on the applicant side as to just what rights would be
the most effective. Especially, the examination and practice standards for partial
" designs are still unclear. It is hoped that instruction and gu1dance will be provided

- as soon as possible in these areas. '
In terms of registrations, there have been some year-on-year discrepancies in
terms of registration quantities. In 1998, 36,264 designs were registered, or 1,100
- less registrations than in the previous year (source: “Current Status and Future
 Trends in Industrial Property Rights Administration”, edited by the Patent Office).
It is thought that the number of registrations will continue to decrease in the future,
largely as a result of the raising of the “ease of creation” levels.

In terms of Patent Office examination periods, since 1995, there has been a
steady year-on-year reduction of 2 months each in average first action periods.
Thus in 1998, this figure stood at 18 months. The PO is currently pursuing various

. policies towards the realization of earlier granting of rights. Its goal is to realize a
12-month period for first actions by the end of the year 2000. -

(4) Notable Points regarding the amendment of the Design Law
Under the amended Design Law, protection was extended to newly include partial
designs. And in actual practice, the examination standards were made less stringent for
__partial designs. The partial designs and
part designs are the essential part of / - ‘Partial Design Application \
“creafion, which is not easily changed. R ‘Flat—plane diagram -
. Therefore this change gives a large scope of
_registration and greater strength to the
rights of rightholders.
_The legal model for partial designs was | S
. the protection provided for partial designs | - Lett—side diagam

s - i the-Tnited-States: - that-nation; where - i,
' . _ " legal (case) precedence is the standard, the | . D
history of such protection goes back to the | T T e

- 1960s, when a court agreed to accept the. o o g’
- -claims of an applicant. The “broken line [in &u~ R /
_diagrams] practice” proved to be an effective

[Electric Pot ]
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SR -_.means of providing a large protectmn for' mdustnal product de31gns Tt is sa1d the R
L '-1deas underpmmng such rights granting, as well'as the mterpretatmn ofthe details o
of such rights, have been the. objects of careful study. ' :

As it is, the U.S. patent design system was ongmally estabhshed as‘one specﬁic o

“category or facet of the patent system; namely, the “patenting of design inventions.”"
It is uniquely characterized by the fact that the type of protection for objects is- ..

.. provided by means of claims. In this sense, ‘the U.S. system appears to differ from -
‘the design system of Japan.

Nevertheless, the U.S. model was [ﬁna]ly] 1ntroduced in Japan due to the

necessity of responding to acts of imitation, whereby although the created portion

with unique characteristics was imitated, infringement of the entire design was
still avoided by changing the remaining portions. Under the new law, protection is

provided specifically for the created portion of the design having unique

characteristics.

" Under the newly adopted partial designs, the portion with unique characteristics
is extracted, and shown in drawings with solid lines. Meanwhile, other portions are-
shown with broken lines, thus making it possible to acquire rights solely for unique .
portions.

Compared with entire designs, partial designs have fewer configuration-
elements comprising the design. That means that, [for partial designs], unique
points/portions can be more accurately depicted and expressed; as a result, these
rights can be interpreted as being stronger than those for entire designs. '

It should also be noted that the name of the article used at the time of
application for partial designs is recorded as the name of the article as a whole; that -
is, those portions of the article depicted in both solid and broken lines. Also, the

- scope of the portion recognized as the partial design is the scope of portions that are
. clearly ascertainable as portions, as designated in umts which have unity and

consistency.

As for the interpretation of partial design rights, this is not exactly clear—even

in the United States several theories and hypotheses exist. However, portions
shown with solid lines are interpreted as important elements in terms of their
arrangement locations vis-a-vis broken lines. :
Moreover the criteria for judging “ease of creation” has been raised from “well-
Lnown (known to anyone in Japan)” to “existing in the international pubhc_
domain." This means that nghts are granted only for des1gns havmg a high degree
of creatrwty . :
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In other words, in the past, the
ease of creation was judged on the
basis of widely known motifs or
designs. With the amendment,
however, now ease of creation
judgments will be made on the
* basis of types in the public domain,

Thus, the end goal [of the (o erntor sonne 3757]

amendment] is an improvement of R : _ 4 N

the current situation, whereby asa |7 (Potbepon | [P Bemaie )
result of the above-described
. environment hitherto, currently
. many design rights exist that are
narrow in scope; this was due, in . .
‘turn, to the increase in defensive applications made in order to protect designs
having little creativity.

{Raising of “Ease of Creation "Level (From Well~Known to Public Demain) j;

ITI. Comparison of 3-D TMs and Designs

In our daily lives, among the many media available which enable us to
discriminate articles are: 1) article shape; 2) color; 3) graphics (“signs” or designs);
4) characters; 5) sounds; 6) smells, etc. Of these, combinations of 1), 2), 3), and 4)
are used to form marks. The Trademark Law is designed to protect such marks, to
recognize distinctions between differing marks, to protect the reputation of a
business that is physically incorporated in such marks, to prevent recognition-
related confusion in the marketplace, and thus to protect the interests of
consumers. :

- On the other hand, the Design Law has as its goals the protection of aesthetic
creations as well as the novelty of articles that are combinations of 1) physical

' shape, 2) color, and 3) graphics, all in order to spur the development of industry.

' Stated in a different way, trademarks protect the reputation of a business, while

- -designs exist to protect aesthetic creations. Thus, for trademarks, the main

qtiéétion_is selffother distinctiveness, while in the Design Law, what is at question -

.is.the.novelty.of a.design.compared with.previous.designs :

The present chapter provides a detailed comparison between designs and
-trademarks, covering everything from the purposes of their respective laws to their
respective registration conditions, related expenses, effectiveness of rights, etc. An
attempt has been made to provide a clear demarcation between designs and
trademarks; the results are shown in the following Table.

PR
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Designs

. i : 3D Trademarks
Purpose of { “The purpose of this law shall be to encourage | “The purpose of this law shall be to ensure the
Taw * | the creation of designs by promoting their maintenance of the business reputation of persons
: .protection and utilization 50.as to.contribute to. | using trademarks by protecting trademarks, and....
.| the development of industry.” {(Design Law thereby contribute to the development of industry
1 Sec.1) : and to protect the interests of consumers.”
: . (Trademark Law Sec. 1}
|- Objects “Design’ in this Law means the shape, pattern:| “Trademark’ in this Law means. characters, signs,

. or color or any combination thereof in an | three-dimensional shapes of any combination
article (including a portion of an article) which | thereof, or any combination thereof with colors,
produces an desthetic impression on the sense { which are used in respect of goods . . . in the course
of sight.” (Design Law, Section 2) of trade.” (Trademark Law, Section 2) :

Protected | Aesthetic creations related to articles Distinctive marks of goods and services

Obj.ects + Shapes of articles _ : - Goods or their packaging shape

- + Partial shapes of articles - Shapes which symbolize services
_ _ : . . * Three-dimensionsal advertisements

Time 18 months (1998) Approx. 18 months

Required for

Registration |

Continuous | 15 year period from registration. 10 year period. May be continued in perpetuity

| Rights ' through renewals
4 Period -

=y | Distine- | Not required. Required
2 tiveness | - -1 "Trademarks recognized solely as not exceeding the
= : scope of the figure itself that is the shape of the
=y designated good. or is used for the provision of the

g}_ designated good” are not allowed (3-1-3,

13 Examiration Standards)
e However, cases are excepted whereby, “as a result
& of the use of such trademarks, consumers are able
% to recognize the goods or services as being

_ g connected with a certain person’s business.”

‘ 3 ' (Trademark Law, Section 3(2))

& | Novel | Required ' .| Not required '

Z iy However, a six-month lack of novelty exception
exists (Design Law, Sec. 4).

Creati | Required Not required
ity
"I Fune- | Exist. ' o Exist.
tiona] | Designs consisting solely of . a. shape | Trademarks consisting solely of a shape
indispensable to securing the functions of the | indispensable to securing the functions of goods or
Exclu- article. (Design Law, Section 5(3) [sic]) goods packaging, as in the shape of goods or .goods
510n3 No restrictions regarding effectiveness. packaging. (Trademark Law, Section 4(1)(xviii})
Stipulations regarding effectiveness restrictions
: exist. (Trademark Law, Section 26)
Aesthe | Required Not required
tics

e e 1 L T
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Designs " 3D Trademarks
Applicatio | Expenses required to create design sample | Almost no expenses required for creat ion
n (figures for application use). trademark sample. ‘
E Application: for all types: ¥16, 000 (entu-e partial, | "Descriptions in applications for thr
EPENSES | ralated) dimensional trademarks must be made witk” '
' drawing or photographs showing one or two}*
more differing directions of that trademark." L
Application: (for each 1 class) ¥21,000 :
Continuat | Registration Fees Registration: (for each 1 class) ¥66,000 ¢
jon 1st-3rd years: ¥8,500 years)
E 4th-10th years; ¥118,300 Renewal fees ¥151.000 (10 years)
XPENSes | 11:h-15th years: ¥169,000 20 year total: ¥238,000
15 year total: ¥311,800
1 Non-Use [ None. ' Exist.
1 Cancellati | Cangellation after three or more years of
ons - Ccontinuous non-use.
Ease of = 75% of applications were registered (fiscal year | * A high = burdle exists in terms
: - . ]°1995) distinctiveness,
Registrati | * It is thought that the new Design Law | * For 3-D applications, it is almost impossibi
on amendment will raise the hurdle in terms of "ease | receive registration for 3-D marks, other t :
of creation”. “characters” (goods themselves, packaging, et:”.
which contain no written characters. -
+ Of 1,729 applications, 424 were registered, 3"
585 were rejected, and the remainder are und};'t;
examination (through December 1998). j{.__'
| Scope | Scope identical with, or similar to, article. Scope identical wzth, or similar to, article or 17
of o service. i
'Rights !
< | Exclusiv. | Exclusive rights exist to the identical and similar | Prohibitive rights for similar scope only.
:N__: ¢ Rights I SCQpe. : .
= Prohibiti
K< | ve Rights
' 99 Simila | Similar in visual aesthetic appearance from the | Is there any confusion about the origin?
e | rity ' perspective of consumers. '
= * | Do consumers experience confusion in reoogmzmg
= the article? '
“ Do the aesthetic feelings engendered by the
external appearance of the article fall within the
“identical scope?
Compensa | Claims for damage compensations can be made. | Difficult in cases where there is no usage.
|.tion . for ﬁ\”ren if no workmg exists. ' | Supreme Court ruling exists (Kozo Sushi case

.Damage

L B
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IV. Actual Cases Showmg Status of Protecl;mn Prowded for 3-D TMs and Des1gns,
and Considerations :

Based on a consideration of the respective protection purposes for 3-D TMs and
designs, the scope of protection provided under these types was studied. To
ascertain this in more detail, a survey of applications filed by companies was

““performed to see exactly how they apply for 3-D TMs and designs

Survey results revealed various circumstances. In general, companies first
attempt to gain rights for designs. Then, regardless of whether design rights will
continue or expire, companies apply for 3-D TMs for products and “characters”
which appear to have a long-life, in an attempt to gain semipermanent rights for
such items. :

Another division is also seen. That is, for 3-D shapes showing creativity, design

- nights are applied for; conversely, for 3-D shapes with few unique characteristics,
but which have been used continuously for a long time, a 3-D TM is applied for.

This practice of combining designs and trademarks in order to effectively protect
creations was one that the authors of this report concurred with as they made more .

~and more- detailed comparisons between trademarks and designs. In fact, in
- summarizing the present report, the authors will also submlt their proposal for
using such means to protect 3-D demgns . '

Further, the type of organizational system employed by a company has
lmportant effects on application circumstances which cannot be ignored. That is,
cases occur whereby, for protection of a single product design, there is no
communication between personnel in charge of trademarks and those in charge of

" designs; there are even cases where either a trademark supervisor or a design
supervisor does not exist within a company. In both such cases, applications become
one-sided and prejudiced in favor of one protection type over another.

It has now been just over two years since 3-D TMs were introduced. Yet we still

_see S0 many cases where appeals are pending for only those parts of the -
examination which deal solely with the three-dimensional portion at issue. Thus,
one must conclude that we are still in the “trial-and-error” stage in terms of such
applications.

From now on, in tandem with examinations performed under the 10-year Design
Law we should be seeing new developments in terms of the registrability of designs.
Thus, we shall have to continue to closely monitor exammatlon trends for both 3- D
TMs and designs. e

For the present report, from among our nUMmMerous survey results, the authors

selected 9 companies in differing industries. Herein we will introduce the protection

¥ o strategies of these companies for some of their most famous and well-known
products.
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Actual Examples Showing Protection Status

" Yakult "/Yakuit Designated good: Lactic acid beverage Article name: Packaging container
3-D TM/ Registration No. 4182141 | Design/Registration No. 409380 [Comments

- For the 3-D TM,
application was also made
for the article without the
"Yakult" logo; this was
rejected, and is currently
under appeal.

|

TM/Ap 97.4 @388
] ' B

: DP @759 R 507 :
_-{"Kurifu"/Meiji Seika Designated good: Confectionery Article name: Packaging box

- 13-D TM/ No. 101450,/1997 - Design/Registration No. 1011959 {Comments

- SR o : : * Design application was

made for the package of a
_|chocolate candy called
{"Kurifu", while 3D-TM
application was made for
the chocolate contained
. |inside the package.

" e TS N

.. . IMiAp 97.4  Rejected 88.8
| . I —
DPiAp 6.8 ®583

'| "Kero-chan "/Kowa Designated good: 12 separate classification categories employed,
including pharmaceuticals, clothing, and confectioneries. Article name: Animal toy

~ [3-DTM/ No. 111721/1997 Design/Registration No. 507422 |Comments
B SR erpe— — — | For the design, rights
were obtained for 2
{patterns.
IM/Ap 874~
! i —

DP/Ap177.8 @734 544

13

T
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Soy sauce bottle/Kikkoman Designated good: Seasoning Article name: Packaging bottle

3-D TM/No. 105216/1997 Design/Registration No. 288210 |[Comments

. * This is a pioneering
bottle for table-top soy
sauce bottles. Yet will it be
recognized as having
distinctiveness as a result

like use?

TMZAp 97.4

DP®68.8 83.8 _
One-time use eye medicine/Santen Pharmaceutical Designated good: Pharmaceutical

Arficle name: Packaging container
Design/Registration No. 946420-7
Registration No. 946421-2

3-D TM/ No. 102687 /1997 Comments

* Design rights are
possessed for two types: an
individual item, and seven
|{contiguous items.

* The design includes the
Santen mark, while the 3-D
" |TM has no mark.

TM/Ap 97.4  Rejected 88.10
L | 1
| 1 :
DP!Ap 9412 ® 9612

“Sarasaht:"/l(obayasm Pharmaceutical Designated good: Sanitary napkin
" Article name: Sanitary napkin

3-D TM/ Registration No. 4168940{ Design/Registration No. 969554 Commments

2 * Currently, it appears
that the logo is not found
on the product. However,
the registered 3.D TM does
include the logo. So where
exactly are the rights '
located?

TMiAp 97.4 @987
| % I|
i
DP/Ap 94.6 ®969

vy

) ' 14

ofitsIOHg-térmh'ademark-
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Shaver/Philips Designated good: Shaving blade
Article name: Holder with blades for electrical shaver

3-D TM/No. 102731/1997 Design/Registration No. 1014039 [Comments

* This is thought to be the
only shaver that uses three
rotating blades;
nevertheless, will
trademark functions
actually be recognized for
that portion?

:EM/Ap 97.4 Rejected 988 'Tri,al 99.3
1 . f =

DF/Ap585.10 ®884

{"Move"/Daihatsu Designated good: Toy Article name: Passenger vehicle
. [3-DTM/No.102432/1997  [Design/Registration No. 985998-1}Comments

« After obtaining design
rights for this passenger
car, 3D-TM application
was made for a model toy
version; perhaps this was
an attempt to prevent
¥ |imitations?

TM/Ap 97.4 Rejected 98.8
| I |
‘ DP/Ap95.3 ®97.4

"G-Shock"/Casio Designated good: Watch Article name: Wristwatch body

- |3-D TM/No. 101771 /1997 Design/Registration No. 980970 |Comments

' “ | = Even though both the
designated product and
the article was a watch,
was applying for both
RN 1, 1L - TR SN Y B R

P
-

exclusive rights to also
cover advertising uses and
the like?

TMIAD 87.4 Reﬁcr.ed 88.9

} l
i 1 S

DPiAp 962 @97.2

15
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| V. Problems of Conflici between Designs and Trademarks .

Ag deseribed above, the objects of protectlon are snn:tlar for both for 3-D T’VIs and
designs. However, since the respective purposes of protection are different, in the
process from application to execution of rights for 3-D'TMs and designs, conflicts”
may occur m any of the several sﬂ:uatlons descrlbed below

1. Applications

3-D TM applications are likely to fall under one of the following types: 1) those
.. solely for the 3- D shape itself 2) those for the 3-D shape and symbols; 3) those for
- the 8-D shape and written characters; 4) those for the 3-D shape, symbols and
characters.

Conversely, design apphcatlons are likely to fall underone of the followmg types:
1) those solely for the 3-D shape itself 2) those for the 3-D shape and patterns.

The Design Law excludes characters and symbols possessing selffother
distinctiveness, If, however, at the time of the design application, the 3-D shape is
displayed together with symbols possessing selffother distinctiveness, then such
symbols will become an object of protection tbgether with the 3-D shape.

- Therefore, one sees two types of applications—ie., trademark and design
.. ..applications—for a single design; namely, for designs having solely a 3-D shape,
and for designs comprising a 3—shape and symbols (including patterns).

' -,2 Examinations

(1) Examinations to ascertain the seniorfjunior apphcatlon relatmnsh:p between
trademark and design applications

Registration conditions as stipulated in the Trademark Law c}ueﬂy concern
selffother distinctiveness - and functionality; novelty is not at issue. Still,
trademarks well known among consumers (Trademark Law, Section 4(1)(x)), and
trademarks which are liable to cause confusion with another person’s business

. (Trademark Law, Section 4(1)(xv)), are not registrable. -

Further, although separate stipulations exist in both the Trademark Law
(Section 29) and the Design Law (Section 26) regarding the respective relationship

. with the patent rights, etc., of others, there are no stipulations concerning the
seniorfjunior application relationship between trademarks and designs under
application.

. Therefore, from a logical standpoint, two separate rights could be obtained for a
single design (this applhies whether the apphcants for the two separate rights are
the same person or different people). : T

Thus, in some cases where the rights owner of a design apphcatlon is not the -
same person as the rights owner of a trademark application, even if the creation of

Alidsd
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.. relationship exists between Trademark Law and the Design Law. However, the

. _applicant herself cannot obtain design rights as a result of making a trademark
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the design application was prior, one can imagine that protection is not truly

provided for that prior creation.

" Therefore, we can predict that in the future, it will become necessary to stipulate

the senior/junior application relatxonshlp between and among the Trademark Law
and the Design Law.

(2) Novelty as a registration condition —
Subsections 3(1)(1) and (ii) of the Design Law stipulate that designs described
in a publication prior to filing, and also similar or identical designs, cannot be
registered. i : :
As described above in 2.(1) of this report, no semor/]umor "application

application abstracts of trademark applications are usually published
approximately three months after application; and, of course, another person or the

- application (with the exception, however, of cases where the applicant is the same
person, and where a lack of novelty exception within the Design Law is applied).
Even when the designated good and the article of the 3-D TM are non-analogous,
the corresponding shape of the 3-D TM will be rejected as a design which can easily
be created, in those cases where the design is widely known prior to the filing of the
“ design application, by a person with ordinary skill in the art to Wthh the design
pertains (Design Law, Section 3(2)) :
To summarize the above, n hat ign 1 ti n shoul

o Pom T T A T,

3. Protected ObJects and R:ghts In.frmgement

For trademark rights, an act of infringement is defined as the use of a trademark
:szmﬂar to the registered trademark in respect of the des1gnated goods or demgnated
-services (Trademark Law, Section 37).

For design rights, an act of infringement is defined as the use of a registered -
...des1gn or a design similar thereto in respect of an. identical or snmlar article
. (Désign Law, Section 38).

' In.terms.of-specifying-an- mﬁmgement»«of rights;-the-designated-portion-is-the

. TMs and designs are for protecting the same three-dimensional shape, the scope of

: .i_mportant element of trademark rights, while the article is the important element

of design rights.
- Thus, one can summarize the above by stating that although the rights of 3D-

the protection may differ according to the methods used to obtain rights. - v
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Let us examine, for example, Fig. 1.
Here, the scope of the article covered
by the design right for a bottle for
containing toiletry water is the entire
container; thus, even' if the item -

- contained ' within the bottle is not

- otlotty water. the arbiols san stll e 5
protected. - ‘
However, when the designated-
portion of the trademark rights is
SOIely the toiletry water, when
- anything other than toiletry water is
contained within the bottle, such will
be excluded as an object of protection.
~ In sum, a design: right is  for -
protecting the external (aesthetic)
appearance of the article, and a 3-D
- TM that is. being subjected to: -
. trademark-like use will be excluded
E from protection. o _
[ _ In Fig. 2, the hypothesis is thata 8- Desior, Right D G 3-D M A
f B .D TM is being infringed, both in terms ooty waker
|

irritation configuration.

of its use in a good that is a toiletry :aﬁdtv extencds. CoNIT o ppr exterets
water container, and also in terms of '
- its trademark-like use within s1gns '
advertising posts, etc. ' Pockagig D G
In- this case, there is an- Vaﬁdwcbs Veﬁdwm Cossrretic: product
infringement of the design rights in = L _
terms of the article that is the Trade Mol vemes.
container, but its' working in signs,; - = :
advertising ' posts, - etc., is excluded . -
‘[from protection].
One should take important note of the followmg in regards to trademark rights
- where, to a 8-D shape lacking selffother distinctiveness, symbols and characters
having selffother distinctiveness are added to comprise the mark. That is, such
rights are being interpreted, in some cases, as not bemg infringed by an act of
working the 3-D shape alone.
Therefore, prior to the active use of a 3-D TM compnsed of d1stmct1ve characters,
symbols, etc., one must: first ensure that sufﬁclent study is made in regards to the
above-described issue. . S

e e i e e i



| provided on a shirt. Thus, when creating the diagram, the shirt will be outlined
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4. The relationship between 3-D TMs and Partial Designs-

Partial designs were introduced with the goal of granting broader and stronger
rights. A partial design may be considered as a means of obtaining rights by
designating the article, and then by "spotlighting” only the essential portions of the
creation—i.e., portions which are the unique characteristic of the designated L
article. : =S

-In terms of the relationship between partial and entire des1gns, partial designs ' -
which have been shown in a portion of the senior application will not be registered
(Design Law, Sectmn 3(2)). However, when the partial design is the junior
application, an entire design that includes the prior partial design is registrable. At
this time, a use relationship is interpreted to exist between the partial design and
the entire design. Further, the rights of a partial de51gn extend to the entire design
which includes the partial design. :

_ For these reasons, it is thus thought that no special conflicts will occur between a
partial design and a 3-D TM, other than those relationships with 3-D TMs as
described above for entire designs.

Nevertheless, as described below, prior to obtaining nghts one must first make
some adjustments concerning the relationship between a partial design and a :
plane-figure trademark. %

Consider, for example, a case where one wants to protect a figure (pattern)

using a broken line, while the figure will be. dlsplayed using solid lines. The result is
“as shown on the accompanying figure.
Here, if the figure displayed on the shirt has selffother rhstmctweness at the
_ time of application, and when the design is one that may cause confusion with the
- articles related to another person's business (Design Law, Section 5(2)), then the
design will not be registered. It will be registered, however, if it has no selffother
distinctiveness. : :

Thus, one must always pay special cons1derat10n to these factors. That is, in the
case where the figure does not originally possess self/other distinctiveness, first, a.
design application should be filed. Then, at the point and time where the mark does
- possess selffother distinctiveness, trademark application should be performed.

" The scope of protection of partial designs has still not been made crystal clear.

.However,..it..can..be..imagined .that . the. object.-of SO VI S
protection will be the figure and the arrangement « i . ™
location of the figure. e I P

In other words, even if the shirt outline shown in -
broken lines is changed somewhat, so long as-the
impression made by the shirt is maintained, the
scope of protection can be considered as covering
designs where the figure and the arrangement location of the figure are identical,

19
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or have an analogous relationship. Stated another way, these can be called rights

~ for the figure itself, as is.

Thus, as described above, in terms of partial deszgns one can expect more

conflicts with plane-figure trademarks than with 3-D TMs.

VI Thrée-Ditiensional De51gns Application Strategies and Management

LA PR L el it
. : R TR M R )
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' 1. Application Strategy Flowchart

* The illustration found below is a charting of basic categories which can be used
in studying whether to protect a three-dimensional creation as a design, or as a_

trademark.

To use the chart, start in the center cu'cle Then proceed in the direction that

- matches the characteristics of the creation under consideration. When you've

reached the outer circumference portion of the circle, then you will have a general

idea concerning which type of protection to apply.
Naturally, in actual cases, various unique circumstances wﬂl also have to be

‘taken into consideration. You may first use this chart, however, to get a basic idea

of where to start.

'Tm B

mder . M Use A ..
| & DesignAp. Y ves Yes Distinctiveness No

. -~
2l
Yes
Type ' No
consider TM Ap. ™ Use
o .
No Cortirious T Use

. fmA

wer Desin

THM Use
cansider TH Ap.

Fype
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" same time will be rejected due to a lack of distinctiveness. At that point, and during

Type A Has novelty and creativity, but will not ex. A perfume bottle that has
consider, be used as TM. novelty and ereativity, which is
Design Application used solely as a container. %
Type B Has novelty and creativity, and will be ex. A perfume botile that has
consider; used as TM. novelty and creativity., AD I
Design & The bottle is going to be used as —
TM Application TM.
new
Type C No novelty and creativity. ex. Using a dice “mascot” as TM
consider; But is distinctiveness as a TM and will be { for advertising a medicine. s
TM Application usedasa TM : 4
o |
I Type D No novelty and creativity and not ex. A striped can used as TM of
consider; distinctive as TM. beverage. Striped in itself is not .
TM Application However continuous TM use is intended | distinctive enough to be registered AD
. and the mark may  become distinctive as a TM. But it may become (=S
as a result of continuous use. distinctive after continuous use.

. . — ) mew
Iype E No novelty and creatmty and willnotbe | ex. A container that has no novelty
Application Difficnlt or  usedas TM and creativity, used solely as 2

: container. -

Net Required é
- 2. A Study of Effective Application Methods

The authors made a study of effective application methods for protecting 3-D
TMs related to goods "'con_tainelfs “and goods themselves. As shown in the
accompanying illustration, "Effective Filing”, within the three year period from the

" launching of a product, one can obtain protection through a combination of 3D-TMs
and designs, as well as under the dead copy restnctmn of the Preventmn of Unfair
' Competmon Act. - '
- There is a high possibility that a design wﬂl be reglstered around 19 months -
after its application; yet there is also a high possibility that the 3-D TM filed at the

the time while the design protection remains valid, one must collect evidence
showing a distinctiveness for which Section 3(2) can be applied.

CWe ask our readers to pay close attention to one fact: namely, that in order to
obtam a 3-D TM, the applicant must make every effort ‘towards, and fully

'concentrate on, successfully achieving that goal {Below is a summary of how to do
. -Just that.] :
First, one must maintain the exclusivity of the registered design; and that
means, in part, -the av01d1ng of licensing to other entities in order to avmd
dispersion of distinctiveness. -
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Also, in publicity and advertisements, one must emphasize the figure (shape) of
the goods rather than any accompanying written characters or statements. In other
" words, one must make sure that the contents of ads enable the recogmtlon of the
~ goods configuration. :
Further,-as evidence for acquired dlstmctlveness 1t is -important to secure
‘evidence of any imitations or copies that appear.

And finally;evenif “one  makes e t6 make N6 appédl in terms of the
functionality of the goods configuration, one must‘also be sure to avoid a rejection
for the reason stated in Section 4(1)(xviii), i.e., of being solely of a 3-D shape that is

- indispensable for securing the functions of the goods or their packaging. _

In the pursuit of the above-described strategies for acquiring distinctiveness, it
is especially a wise policy to emphasize Section 3(2) (distinctiveness by use) as one
makes one's responses. : :

- Thus we emphasize that trademark registration be performed in order to protect

the 3-D configurations related to goods containers and goods themselves. By doing
80, even after the expiration of the design rights for those particular 3-D creations,
they will continued to be protected [as trademarks] virtually forever.

Effective Filing

Dead Copy Restriction (Unfair Competition Act.2-1-3)

3 years
Pesign. : '

_ Rpp! icat o Registered . P Expired
‘Designs Apprx. 19 months 15 years
G_oods ) . ’ : A
Containels 30 Trademark Pratiminary Seni
Packaged - Apniications - Rejectioﬁ.s - Y mpum ’ ﬁ

o _— Apprx. . : R : B .

' ' 18 months Final Reject. Semi~
L | Appeals egistered permnen>

=

Lack of distingtiveness

(3—1-3}
Tat . : [Prme Acquiring Distinctiveness .(3—2))
. % Avoid of licensing to others — .avoid dispersion of distinctiveness
) Applicants Pay % Emphasize figure(shape) — acquirs distinctiveness as figure
Attention to . Securs evidence of imitations — As evidence for acquired distinctiveness

4% Make no appeal in torms of the functionality of the goods configuration

[\]
12



1-112

- VII. In Coneclusion

Is the 3-D TM system, introduced in Japan as part of its international
harmonization efforts, finally beginning fo take root in our country? In the current
situation, where—with the exception of company "characters"—registration is only
being made for 3-D [configurations] that accompany a plane-figure trademark, it
will be of great interest and importance to monitor future decisions for
examinations and appeals regarding distinctiveness acquired through use. One will
also have to wait for more examination results to see how high the eriteria for
judging “ease of creation" is to be set as a result of the latest amendment of the
.Design Law.

It is commonly said that, when one wants o obtain protection for a 3-D
[configuration], the best method is to first acquire protection via a design, as
- designs are relatively easy to register. Then, after achieving aequired
distinctiveness, one should obtain registration [for the 3-D configuration] as a 3-D
TM. Yet other considerations make it difficult to say that registrations for designs
are only—and always—easy. That is, for designs, novelty and creativity are
registration conditions, and especially under the new Design Law, the guidelines o
for judging creativity have been effectively raised. Conversely, for trademarks, : g
‘novelty and creativity are not registration conditions; only selffother distinctiveness
is at issue. Thus with trademarks there is still some leeway whereby the efforts of
the applicant (e.g., by acquiring obviousness through long-term use, or through

mass communication and other media and publicity efforts) can be decisive.

As described above, designs will not be registered if, prior to application, there
‘are cases of identical or similar designs in the public domain. On the other hand, for
trademarks, the existence of identical or similar marks in the public domain is not
‘at issue; rather, senior applications will prove an impediment to registration.
Therefore, if 2 trademark application is not made simultaneously with the design
“application, there is a danger that the trademark rights may be acquired by
another party.

Taking all of the above points into consideration, we recommend that the
following application strategy be seriously studied. That is, first, simultaneous
dedign and trademark applications should be performed for a creation. Then, in
order to gain semipermanent exclusive. rights, while using.in a timely manner the.-

- Act, and while ensuring that one preserves the exclusive nature of one's mark, one

protections provided in the Design Law and the Prevention of Unfair Competition

should strive to acquire distinctiveness through use,

Further, one must be aware that, in those cases where there is a difference
- between the rights holders for the design application and the similar trademark,
even if the creation in the design application has priority, there may be cases where
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the creation is not truly protected. It is thus thought that, in the future, policies for
responding to such conflicts will become a necessity.
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1. Introduction

The purpose of the patent law is to ‘“"contribute to the
developnent of industry" {(Japanese Patent law. Section 1} and
to "promote the Progress of Science and useful Aarts* (US
Constitution, Article I, Section B8[8]). In order to achieve
this purpose. the patent system needs to function as an infra
structure to support the development of creative technologies.
While providing a framework to assure quick and appropriate
protection of the results of research and development, the
patent system has to include a mechanism to adequately recover
from infringers. Private companies have put more weight on the
importance of patents and other forms of intellectual property,
and regarded them as a means for collecting income’ for the
-compensation of past R&D investments and for fund-raising for
further investment. Bearing witness to this, the amount of
litigation inwvolving any form of intellectual property rights
has constantly ‘increased both in Japan and the United States
{See Table 1 and Table 2).

Hovever., damages awarded against infringers of intellectual
property rights have been comparatively small in Japan
heretofore. Such small damages have been one of the mnain

" reasons for the criticism that an infringer still gains even if

. hesshe pays for damages. Some of the reasons for this were

‘difficulties of proving cousation of lost profits and the

provision of an upper limit under the word of i normally. i as
. a claimant was limited in their damages collectable to what
- they would I normallyl be entitled to receive as royalty under
Section 102, para. 2 of the Patent Law. In 1998, the Patent
lawv was amended to address these problems. Before the Amended
Yav became effective on January 1. 1999, there was a case
deci=ion in which a court awarded a large amount of damages in
1938 (See Table 3). Tn the contrary., the United States has,
since the Young Report in 1985, been adopting a so—called pro-
patent policy under which the doctrine of equivalence and
. theories favoring larger damages, including the incremental
damages theory and punitive damages. have been applied. These
theories have allowed the collection of  large amounts of
g?mages, sufficient for the protection of patentees (See Table

On the other hand. industrial development cannot be achieved
without the effective use of patented  technologies by the
public. The protecticn of patentees has to be balanced against
with public interest. This can be assursed by disclosing useful
arte to the public in patent opublications. There are
increasing concerns that higher damages may bring out higher
rovalty rates, which would adversely affect the snooth
development ©f technologies.

~ This paper discusses overviewsthe ocutline of the danages award

systems -in-Japan-and theUThaited -States and hypothetical cases
to illusirate difference of damages avard beforse and after the
"law amendment. It further discusses hov damages are determined
in Japan and the United States and what would be the desirable
~implementation of the damages avard system. It also discusses
the critical points of licensing practices under the damages
avard systen.

2. Dutline of the Damages Award Systenm




-

1 Difference between Japan and the United States

1} Nature of Damages
In the award of damagee Japan is significantly different

 from the United States in the following respect. In Japan.

law does not allow the award of damages higher than the

actual damages. On the other hand, the U5 Patent Act.

Section 284 makes it clear that a claimant can seek adequate
- damages, "but in no event less than a reasonable royalty.".

*The court may increase the damages up to thres times the
anount found or assesse In case law, also, theories

Tadmitting inflated damages amount have develcped.

Tnited States, the damages awvard system functions as a means
for deterring infringement by way of the introduction of
punitive damages while, in Japan, sanctional judgments can
only be sought under the Crlmlnal Code.

2} Calculatlon of Damages
. There are three types of nmethods for celculatlng damages

- for patent infringement: lost profit, presumnsed undue profit

by the infringer and rovalty adeguate to compensate for the
infrings=ment. In Japan. these types of calculation methods
are avalilable. However., the undue profit calculation is
unavailable in the United States.

3) Burden of Attorney Fees on the losing Party

In the United States, 35 USC 285 sets forth that the court
in exceptional cases may award reasonable attorney fees to a
winning party. The exceptiohal cases include intentional
infringement by infringer and abuse of rights with frivoclous
and sham pleading by a patentee. -In Japan, there are no
explicit statutory provisions to support the idea that the
losing party will pick up the attorney fees of the winning
party. The only exception is the case where damnages are
established s=atisfyingwith a statutory required lewel of

causation of infringement. In this case. the claimant can

claim entitlement to recovery of compensation from the other

- party for their attorney fees. The case law shows that the

reasonable range of compensation is around 104 of the actual
danages.

4) Deferred Interest T

In Japan, the statutory rate ef 5% is applied as is set
forth wunder the Civil Code. Section 404. In the United
States., banks' prime rates or state statutory rates are

applied in general. They are relatively larger figures

aversging around 10%. In addition. the date of starting

- calculation is diffevent: the date of filing complaint in

Japan and: the date of starting infringement in the United
State. :

‘£) Slight Hegllgence

One of the features under the Japanese Law, Seetinn 102,
‘Para. 4 (before amendment, Section 102-3) is a provision for
slight negligence. In cases where a claimant claims danages
larger than adequate license fees undexr Paragraph 3. the
court has disecretion to lower the award taking into account

=light negligence. FProvided however, this provision has

seldor been applied in actual cases.

&) Procedures for Discovery

In"the”



In the United States, there are procedures called discovery
in which relevant svidence has to be produced. This systenm
helps provide proof to patentees. In Japan. there was an
amendnent of the Patemt ILaw in 1999 to ease the
establishment of infringing act and the damages amount. The

" amended law to become effective in 2000 has the following

2.

1)

features.

® 2 special provision is introduced for affirmative demial
at the time of denial of infringement. For defense,
Defendant must argue about its own acts in a specific and

- concrete manner. (Section 104 5:1s)

® Orders for document production are strengthened to

. -establish infringement. Judges can review in canrera
. whether there are reasons for the refusal of production.
- [(Section 105%)
® Danages expert system was introduced. Alleged infringers
have a duty to give explanation to the damages expert.
(Section 105475

® Courts have discretion to determine the amount of damages.

It is now clear that Section 248 of the Civil Procedure
Law {discreticnary finding of damages) is applicable to a
patent infringement case. (Section 105 Z=22)

2 Damages Calculation in Japan

lost Profits )

. The legal basis for lost profit damages has been Section
709 of the Civil Code. Before its amendment in 1998,
there was no explicit provision in the Patent Act.

Before the latest amendment, a patentee was reguired to
prove: 1) intent or negligence, 2) infringement of a
patent. 2} occurrence of damage. 4) causation between
damage and infringement. and 5) damages. Among those,
the proof of causation., factor 4) above. was difficult.
In addition. the patentee had to prove that, but for
infringement, all customer demand would have gone to the
patented products. Since any court finding was a sort of
all-pr-nothing judgement., no lost profit damages were
awarded in the folloving cases: 1) when the sane
features would be available without the use of a patent

at issue; 2) when there vere competitive products on the

market or; 3) when the court found the existence of
demand for .other characteristics of the infringer's
product . :

‘The amended Patent ILaw newly includes a provision,
Section 102, Paragraph 1 for the presumption of damages.
When proof is appropriately made to show  the
substitution of infringing products by patentees’'s
prospective product. damages can be calculated by
nultiplying-a-profit-nargin-by-the-patentee’s-product-in

the number of infringing products scld by the infringer,
- by the sales capacity of the patentee. In the provision,
there is a reference to the reduction ofi a damages
. amnount . The reduction shall be in proportion to the
- degree of reassons for unavailability of s=sale by the
patentee. In this case, however., the alleged infringer
has a burden to prove the inapplicabilitylack of the
presunption. This will reduce the burden of proof of
causation on the part of the patentee. The court will
awvard lost profit damages on a case by case basis,




The gist of Section 102, Para. 1 of the patent law can
be expressed in the eguation that follows.

" [Damages to Patentee]

={Sales volume by Infringer]z[Profit Hargin to Patentee]
— [Amount which Patentee cannot selll]
¢ [Utmo=t Sales Capacity of Patentee]

Generally, the term | profitl allows three types of
interpretation: gross mnargin. marginal profit and net
income.  The gross margin is ohbhtained by deducting

B et P L U R SIS A I LT

. manufac t‘ui‘iﬂg eymtaf I‘ om-the-sales -amount: - For—the
. marginal profit. wvariable overheads (personnel and sales
- expenses) are further deducted in order to determine the

manufacturing cost and the sales amount. The net incone

. also deducts general administrative and selling expenses.

In recent years, a prevailing interpretation is that the
profit to be used in the above equation is the marginal
profit.

- With regard to the limited sales .capacity of the

patentee, and the presuned amount successfully

N challenged by the infringer., it is unlikely that the

damages to be awarded would be nil. Rather. resultant
danages would be a reasonable rovalty under Section 102,
Paragraph 3.

Z2) Presumption of Profit by Infringer _
The amended law sets forth in Section 102, Para. 2
(b=fore amendment., Section 102, Para. 1) that  the
profits gained by the infringer through infringement
shall be presumed to be the amount of damage suffered by
a patentee or an exclusive licensee. . This provision is
included. in the Patent lLaw as a special provision from
the Ciwvil Code, since proof of lost profit is difficult.
In the case law, however. the courts did not award any

danages when the patentee had not exploited its patent. .

Their rationale was that presumed damages were nothing.
Substantially. this provision has been functioning as a
right to demand to return undue enrichment under the

" condition that the patentes exploits its patent.

3) Reasonable Rovalty

The amended law sets forth in Section 102, Para. 3
{Section 102, Para. 2 before amendment) an amount of
money which a patentee would receive for the working its
patent, is the amount of damage caused by the infringer,
In the law before anendment., the provision articulated
this by stating "an amount of mnoney which a patentee
would normally be entitled to receive for the working of

its patent."” During the legislation of the amended law,

however, the word "normally” was deleted.

Conventionally, "normally” dictated the allowance of the

calculation of damages based on abstract.  evidence

. including the industrial norm and standards for nation-

owned patents. Even if a patent at issue were licensed
to a third party at a higher rovalty rate. such existing
rovalty rate was often disregarded and. instead. nore

"general standards, such as the public norm were &pplied.

The amended law will provide the judges with discretion
to weigh special features of an invention and specific
circunstances such as existing licensing policies =o as

gl dGarding tHE  conventienal  "all-GronStHing ~EppReach. T




to determine the amount of damages. If there are
restablished policies for licensing. rovalty rates used
for such licensing shall usually be relied on for
danages calculation.

2.3 Damages Calculation in the United States

1} Lost Profits

The rationale for lost profits is called the "But for®
rule. Profits which would have been obtained without
the infringement occurring are  considered danages.
There are four requirements called the Panduit Tests: 13
existence of demand for patented products, 2) non—
"existence of non-infringing substitutes, 3) patentees's
capacity for manufacture and sale to neet demand. and 4)
‘calculation of lost profit= which the patentee would
have obtained but for the infringement. With regard to
causation between torts and damage., procf of reasonable
probability would be considered sufficient.

In many cases. courts awarded damages by multiplying the
infringer's sales volume by the patentee's profit margin.
Like in the marginal profit approach in Japan. only the
variable expenses are deducted from the total sales

© amount.

2} Heasonable Rovalty
When proof of lost profits is unsuccessful, conpensation
by award of a reasonable royalty is available. In many
cases, the amount can be determined  following the
- hypothetical negotiation method established by the
‘Georgia—Pacific case. Assuming that a willing licensor
- sits for negotiations with a willing licensee, a
reasonable royalty will be determnined. There are 15
factors to be observed. Yhen it turned out that a
patentee wasz in fact unwilling to license its patent.
then, the court has discretion to apply a higher royalty
rate. :

Vhen a patentee granted a license and evaluation for the
" license is established, the court may apply the rate for
the license. In & case vwhere a rate based on the
bhypothetical negotiation approach is higher than an
existing royalty rate., the court applies higher rates
based on the hypothetical negotiation approach

3) Theories for Enlarged Damages

1} Entire Market Value Rule

- Even if a patent cover only some components of an
- infringing product. calculation of damages would rely on
the whole product but not limited to the infringing
_parts, provided that the sale of the whole product is
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“ratiributed €6 "the paterited cnmpanents

-11) Collateral Sales Rule

Vhen the =ale of parts and ezpendables is attributed to
the sale of an infringing product. the sales amnount of
such parts and expendables are to be included into the
basis for calculation of damages. to the extent such
‘ parts and expendables are collateral tn the 1nfr1nged
. product .

oidid) Accelerated Eeentrv Rule




“When infringer starte eslling its infringing produst em

certain market before the expiration of a patent and
when hesshe obtains profits by the early entry into the
market, the difference between the pre—exzpiration profit
and the post-ezpiration profit of the iniringer can be
subject to damages. :

iv} Damages for Hon-exploltatlen of the Patent

The King Instruments case teaches a xrule that when
infringenent causes the decrease in the sale of non-
patented products and s=such decrease is reasonably
foreseeable, the sales reduction can be recoverable as a

' part of lest proflts

3. Hypothetleel Infrlngement Case Study

Having outlined differences betwsen and features of the
damages recovery systems in ‘Japan and the VUnited States. the
authors would like to discuss how damages are calculated

based wuwpon specific hypothetical cases. Such discussion -

will hopefully show realities Df law enforcement 1n both
enuntrles :

3.1 Outline of the Cases

1} Patent at Issue
Patented Invention &:

A cart system comprising a golf bag cart and rails

. provided on =supports to hold said cart and have said cart
run on said rails.
Patented Invention B:

4 cart system comprising a golf bag- cart and-: rallS' .
provided in grooves to hold said cart and have eald cart run

on said rall

2) Defendant's acts

Defendant manufactures and sells a system aeeerdlng to
invention B.

_ 3} Other Competitors

a.. Plaintiff manufactures and sells the e?etem accordlng

to invention &.
b. A third party C (f Party ClI ) manufactures and sells a

cart system different from those of inventions &4 and B.

In party C's system., rails are provided at the height
of 3 m from the ground and carts hang dewn from the
rails.

4) Sales ?nlume

The following table shows the Sales vyolume of the system by

Plaintiff, Defendant and Party C. Each year. sales figqures
for Plalntlff and Party C remain the sane. Defendant
.started sales in 1997.

1994 1995 1995 1997 1998' |
Plaintiff 60 70 80 70 78

Defendant 1) g 1] g0 80
Party C 60 70 80 78 70 -

Tetal 120 140 160 190 220

‘5} Price and Profit for the Parties
Prices and profit ratios of the products of Plalntlff and
Defendant are shown in the following table. Profit ratios
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are divided into three groups for: gross margin, marginal
profit and net income. '

Plaintiff Defendant

Price Unit Price: ¥100 mil. Unit Price: ¥8D0 mil.
For Inventicn A: For Invention B:
¥80 mil. ¥60 mil.
For accessoriesk*: For accessories:
¥20 mil. ¥20 mil.
Grozs margin 35% 30%
Marginal profit 20% unknown
Het income 10% unknown

* Accessories do not use the invention.

Accessories here mean battery chargers exclusively designed
for the cart in each systen. They cannot bes narketed
independently from each system.

6) HManufacturing Capacity of Plaintiff

Defendant manufactured and sold it= products in 1997 and
1998. In that period. Plalntlff s manufacturing capac1ty
"was 100 sets per wyear.

7) Plaintiff's Licensing Policy

Plaintiff did not have any place of business in Hokkaido. In
1994 it granted a non-exclusive license to another third
party D (I Party DI } whose principal folCE was in Hokkaido.
The agreed royalty rate was 5%.

8) Intentional Infringement by Defendant

It appears that Defendant was aware that the manufacture and
sale of its products would infringe the patent at issue. In
1994, Defendant wvisited Plaintiff and had a tour 'to learn
about the system. At that time, Defendant was informed of

two relevant patents owned by Plaintiff. There - is no
evidence to show that Defendant performed study of the
validity of Plaintiff's patents. Upon knowing the

Defendant's use of its patents, Plaintiff gave a prior
notice of infringement to Defendant. Defendant did not heed
the notice and did not stop using the patents.

9} Claims by Plaintiff ' '

1) Injunction against manufacture and sale of products by
Defendant .

ii) Damages of lost profits cauzsed by reduced sales
(Defendant's total salez volume 1is tantamount to the
Plaintiff's reduced sales.)

111} Damages as a preliminary claim assuning 1nfr1nger s
profits as being lost profits.

iv) Reasonable rovalty as a preliminary claim {conpensation
for interruption against Plaintiff's enjoyment of a

higher than the statutory rate).

10) Defendant 's Argument

"1} Defendant admitted the walidity and infringement of the
Invention B. .

ii} Plaintiff failed in exploiting the Invention B. Party C
{third party} launched competitive products on the market.
-There was no proof of causation to establish that without
infringement Plaintiff could have sold the wvolume that

nonopoly under the  patent T T rovalty T TatE et e T which TiE”
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standing for the claim of lost profit danages.

iii} The basis for the rowyalty rate should be 3% according
to the calculation for the nation-owned patents. In view
of the patent use ratio of 0.75 (¥60 mil to ¥80 mil). the

- resultant rate should be 2.25%.

3. 2 : DBClSanS to be Hade

-”The 1n3unct10n claim is adm1351hle by the court in view of-
‘Defendant's admission of infringement. It does not matter
vhether the applicable lav is Japanese law or US law., or -

whlch country’'s practice is takeni into” accaunt

'The follow1ng discussés likely dec131ons on other- clalms

more specifically. damages claims, tsking into account.

traditional Japanese practice. enforcement of the amended

Japanese Patent Law and US practice.
3.2.1 Damages of Lost Profit Caused by Reduced Sales

13 Tradltlnnal Practice in Japan
Conclusion: Dismissal of clained damages
Applicable law: Civil Code. Section 709

Reason: Plaintiff did not exploit the patented
invention at issue. Thus, Plaintiff has no lost

profits caused by reduced sales.

Comnent : Ewen if Plaintiff actually expleoited the

_ patented invention, this claim would  have been
disnissed for the following reasons. First, there

were non—infringing competitive products on the -

mnarket . Second, there was no proof to show what
amount out of Defendant's sales volume would have
gone to Plaintiff.

2). Practice under the Amended Law. : _
. Conclusion: - Award of ¥1100 nil. as lost profit
danages.
Applicable law: C1v1l Cnde Sectlon 709: Patent Law,
Section 102, Paragraph 1
. Reason: The equation for calculatlcns in the Patent
Iaw, Section 102, Paragraph 1 is applicable.

The Section 102, Para. 1 defines the Plaintiff's
products as a basis for calculation of "itemswhich
could have been sold but for infringing acts." This
provision does not necessarily limit the statutory
coverage to the patented product actually infringed.

Like in this case, products uging Plaintiff's other -

- patents can be a basis for calculation of damages.
Accessories sold by Plaintiff do not fall within the

‘category of the goods wutilizing the patented -

invention. They are chargers ezxclusively used for

the cart manufactured and sold by Plaintiff. It is

-unlikely that they will be sold independently from
the Flaintiff‘'s systen, Taking them all into
consideration. the vwhole accessories could be

“included into the category of products which “could’

have been =old without infringement.” Therefore.
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the price of ¥20 mil. can be included into the basis

“for calculation of Plaintiff's profits.

Defendant sold 50 sets of the system in 1997 and 80
sets in 1998. Section 102. Para. 1 of the Patent
Law provides for two conditions: “upper limitation
not to exceed the amount for which a patentee can
comply with" and “deduction of the amount which is

tantamount to sales volume which a patentee cannot

afford to sell.” These conditions have to be

- considered in connection with the sales wvolume by
 Defendant . :

‘With zregard to the first condition., Plaintiff's

mnanufacturing capacity in 1997 and 1998 was 100 sets
per year. Plaintiff sold 70 sets each vear so that

the remaining capacity per vear was 30 sets for both

Years.

With zregard to the second condition. each of
Plaintiff and Party C occupied, before  the
comnencenent of infringement, a 50% share of the
golf bag cart market. ~Their market share remained

the sane even after the commencement of infringement.
‘But for infringement, 50% of the demands for

Defendant's products would have directed to
Plaintiff's patented products. :

In other words. but for infringement, 50% of the

' Defendant's sales volume, more specifically. 25 sets
“din 1997 and 40 sets in 1998 would have gone to
" Plaintiff. In wview of the remaining manufacturing

capacity on the part of Plaintiff. 25 sets in 1997

‘and 30 set=s-in 1998 would reasonably be converted to

the recoverable sales voalume in favor of Plaintiff.

With regard to "Plaintiff's profit margin per unit,”
a__percentage of 20% should be employed as the
mnarginal profit in view of lost profit recovery.
Hultiplving a 20% of the marginal profit by the unit
price of 100 million ven would result in 20 million

ven.

To sum up. the amount of damage against Plaintiff

" .can be calculated as follows.

L  3}

(25sets + 30sets) x ¥20 mil./set = ¥1100 mil.
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Practice in the United States
‘Conclusion: lost profits of ¥1100 nil. to be awazrded.
Authority:

, 35 _USC.- 284, e

Panduit Corp. v. Stahlin Bros. Fibre Works, 575
. F.2d 1152 : :
Reasons: Application of the Panduit tests revealed
the same finding which would be anticipated under
the amended Japanese Patent Law.

Comments: In this casze. the mnanufacturing capacity

" of Plaintiff was found to be 100 sets per year.

Hovever, it is arguable whether increased capacity
should be admitted if Plaintiff had a plan to expand
its manufacturing plans subject to the continuation

10




anended Japanese Patent Law, the upper limit of
Flaintiff's manufacturing capacity is stipulated
explicitly. Inclusion of planned expansion may noct
be persuwasive. .

With regard to the influence of non-infringing
substitution fallocation —of ~ the demands for
Defendant ‘s products to Plaintiff's products and
non—-infringing substitutions. and in- what
percentage). Defendant has a burden of proof in
Japan while Plaintiff does in the United States. In

2-11

“of expanded sales By way of contrast; under “the e

Tthis specific DOibt, FEcent TIAW  anetdneht in  Japan
‘=esms to have reduced the burden compared with the

plaintiff in the Unlted States
3.2. 2 Danages Based on Infrlnger s Proflt

1y Tradltlonal Pract1ce in Japan -
Conclusion: Denial of claimed damages

Aggllcahle law: Patent Law 102, Para. 2 (Section 102,

Para. 1 before amendment)
Reasons: Plaintiff did rot exploit the patented
invention at issue. There should be no presumed

‘"damage so that Sectlon 102, Para 2 chall not be

applicable.

- Comments; Even if Plalntlff exploited the patented
invention., a majority of prior cases support the

interpretation that infringer's profits are net
incone. In this hypothetical case. net income. is

" unknown while gross margin is established. The

claim would be dismissed due to an absence of proof.

2) Enforcement of the Amended Patent Law -
Since the lost profit award is found, the court
would not hear this preliminary clain.

3) Practice in the United States

. Infringer's profit was excluded from the basis for
calculation of damages when the Patent Taw vas
 amended in 1946. o

3.2.3 Clain for Damages as a'Eeasonable Rovalty

1} Traditional Practlce in Japan

Conclusion: 234 mnillion ven to- be agvarded as a

reasonable royalty.
2pplicable law: Patent Law, Section 102, Para. 3
{old law, Section 102, Para. 2}

Reasons: Defendant sold 50 sets in 1997 and 80 =ets

in 1998. Unit price per set is ¥80 mil.

A royalty rate of 3% is employed from the method for

nation—owned patents. This rate is multiplied with

the use ratio which is 0.75 (out of the product

price of ¥80 mil.., the patented components are ¥60
mil.) Thus, the royalty rate .can be obtained by:

3% = 0.75 = 2.25%

'”The total amount of reascnable royalty which will be

found is:

11



{S0sets + f0sets) = ¥B0 mil. = 0.0225 = ¥324 nil.

. 2) Enforcenent of the Amended Law

Conclusion: Reasonable rowyalty of 300 million vwyen
will be found.
. Applicable law: Patent Law, Section 102, Para. 3
Reason: Defendant's sales initiallvy congidered
‘putside of the calculation of lost profits are in
fact subiect to the calculation of a reasonabl
rovalty.

o i

Sales wvolume beyond the manufacturing capacity of
Plaintiff are 25 sets in 1997 and 50 sets in 1998.

‘Accessories sold by Defendant do not use the
patented invention. However. they are chargers
exclusively designed for Plaintiff's carts and they
are unlikely to be marketed independently from the
Plaintiff's systen. They are indispensable for
- working the patented invention. = Taking these

factors into account. the sale of the accessories by
Defendant can be regarded as being unseverable from
Jits infringing acts. Therefore, it could be deened

appropriate to include the entire sales amount of
the accessories _into the basis for rovalty

caleulation. The sales price of the Defendant's set
with agcessories is ¥80 mil. per set.

. As a rovalty rate, 5% is applied as agreed upon.

Therefors, the reascnsble royalty to be avarded is:
{25 sets .+ 50 sets) = ¥80 mil. = 0.05 = ¥300 mil.

3}Practice in the United States

Conclusion: ¥480 mil.  as reasonable rovalty.
Aduthority: 35 USC 284; Georgia—Pacific Corp. .
United States Plywood Corp.. 318 F. Supp. 1116 {15
Factors}.

Reason: Defendant 's sales initially considered
"irrelevant to lost profit calculation axre in fact
subject to the calculation of a reaszonable royalty.

. -Sales wvolume beyond the manufacturing capscity of
Plaintiff were 25 sets in 1997 and 50 sets in 1998.

Accessories sold by Defendant do not use the

2-12

patented invention. For the s=same 1reascn as
discussed above, the entire sales amount of the
~acoessories--should-be--included--into--the-basisfor
‘royalty. calculation. The sales price of the

Defendant 's set with accessories is ¥80 mil. per set.

The rovalty rate is EZ as clainred. Although

Plaintiff ha=s experience in granting a license. such
license was limnited to a certain geographical area
(Hokkaido). Apart from that area, Plaintiff kept a
policy to malintain an exclusive right. Therefore,
the rate of 5% as= seen in the license agreement

12




3.2.3 Total Amount of Damages . '

- aheuld Het be considered as an establlshed woyalty .

rate. For the compensation of interrupticon against
Plaintiff, 8%. higher than the exlst1ng license,

should be appropriate.

For the reasnns nentioned ahave the reascnable
royvalty is: : :

(25 sets + SU Sets) b: 4 ¥80 ril. .= 0.08 = ¥480 nil.

2-13
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.1) Actual Damages ' ' '
To sum up. actual damages calculated fnllow1ng the

traditional practice in Japan are supposed to be ¥234
mil. Under the amended Japanese lLaw. they will be

¥1400 =il while they are ¥1580 nil. in the United-

States.

2} Punitive Damages -
There are no punitive damages in Japan
In the United States. punitive damages of up to 3 times

“as much a= actual damages are available when

infringement is found to be intentional. In this
hypothetical case., intentional infringement can be

'found, thus constituting treble damages of ¥4740 nil.

3} Deterred Interest

'Let us assume that the pericd from the date of filing a

conplaint to the date of decision is 3 years. For
gimplicity. the period of 3 wyears is considered to be

" subject to deferred interest. In Japan, the statutory

interest is flatly defined as 5% in the Civil Code
(Section 404}. " In the United States. 10%X are
frequently employed so that 10% is applied to this
hypothetical case.

. Under the traditional practice in Japan, the deferred
.interest will be ¥35.1 mil. (¥234 nil. = 0.05 =2 3 yrs)

Under the amended Japanese Law, it would be ¥210 mil.

{(¥1400 % 0.05 = 3 vyrs},
Under US practice, it would llkely be ¥4?4 mll (¥1580

nil = 0.1 = 3 yrs). In the United States. the period
for deferred interest could commence when infringement
has taken place and accrue through the date of decision.
Therefore, actual amount of deferred interest would be

much higher than the above simulated figure.

4) Atturne? Fees
In Japan., attorney. fees cannot be shlfted to a losing

party

In the Tnited States. an exceptional case allows for a
- court order against a loging party to pick up attorney

fees for a winning party. In this hypothetical case,
Defendant continued infringement even though the
patents were valid and infringement was apparent and
such continuation triggered the lawsuit. Therefore,
Defendant should be ordered to pick up attorney fees of

" Plaintiff.

5) Total Payment from Defendant to Plaintiff

13



.The total payment from Defendant to Plaintiff would be

‘wvariable depending upon the law and practice applicable.

Undexr traditional practice. the total amount would be
¥269.1 mil. (¥234 nil. of actual damages plus ¥35.1 mil.
of deferred interest).

Under the amended Japanese lLaw, the total amount would
be ¥i610 (¥1400 nil. of actual damages plus ¥210 nil. of

deferred interest).

" Under US practice. it would he ¥5314 nil. (¥4740 mnil.
of punitive damages plus 474 mil. of deferred interest
plus ¥100 nil. of attorney fees).

The chart on the next page compares likely decisions

. under the different applicable laws.

3.2.5 Summary of the Likely Decisions

1) There are significant gaps between the amount of
actual danages calculated under traditional
Japanese practice and the amended Japanese Law
{¥234 nil. to the former wv. ¥1400 mil. to the
latter). Part of the reasons for this gap is that
lost profitse were not usually found under

traditional practice in Japan. Under the amended
Japanese Law, however, lost profit awards will
likely be found more flexibly, taking into account
various factors such as the existence of
competitive products. Further, our calculations
vield gaps in royalty rates. Conventionally, an
. established rate for nation-owned patents has been
employed. Further, a use ratio was nultiplied to
obtain the rate of 2.25%. Under the anended law,

the rate of 5X enmploved in existing agreements

would be used. OUnder certain circumstances, the
inclusion of collateral sales into the raovalty
“ 7 salculation basis would be enployed. '
23} On the other hand, the gap between the amounts of
' the amended Japanese Law and the US practice is not
large: ¥1400 mnil. to the former and ¥1580 to the
former. ‘Both jurisdictions would have a sare
 finding on lost profits. In the United States. the
court may put more weight than in Japan on the
interest of Plaintiff to maintain its monopoly
right under patents. Eventually, 84 was awarded.
In cur hypothetical case study. this has caused the
. gap in actual damages between twoc countries.

..3) ‘Payment from Defendant to Plaintiff is far highar.

in the United States than in Japan as a result of
the application of punitive., treble damages which
have not been adopted in Japan. '

2-14
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Claims of

Likely Court Decision -

Piaintiff
: ~ Traditional Approach Approach under Amended Law- -Approach in US
Lost Profit D:smlssal ' ' Awarded lost profit ¥1100 mil.’ Same as. Japan
dueto. | Plaintiff did not expicitthe | Calculation: )
reduced sale | patents so that Plaintiffis . | Defendant's sale within Plaintifs
' ot entitled to lost profit capacity 25 sefs (1997} + 30 sets
due fo reduced sale: (1998) x Plaintiffs marginal profit
: _ ¥20 milfset = ¥1100 mil. : . _
o |- DEMAYES - |- DisMmiggalks - -[-No-need-because lost: profitis- - -|-No-statirtory provision to-presume - -
presumed | Plaintiff did not exploitthe | found. infringer’s profit as Plaintiff's
from patents so that Plaintiffis damages. .
infringer's not entitied to presumed
profit damages. - '
Reasonable | Awarded reasonable Awarded reasonable royaity: ¥300 . | Awarded reasonable royally; ¥480
royalty | royalty: ¥234 mil. mil. For Defendant's products not | mil. for Defendanf's products not
Calculation: covered by lost profit. - '} covered by lost profit.
Defendant's sale 50 sets | Calculation: . | Calcufation: '
.1 (1997).+ 80 sets (1998) Defendant's sale heyond Plaintiffs Defendant's sale beyond Plamtlﬂ‘s
x Defendant’s sales price | mfg capacity 25 sets (1997) + 50 mfg-capacity 25 sets (1997) + 50
-¥80 mil. x royatty rate sets (1998) x Defendant's sales - | sets (1998) x Defendant's sales
0.025 = ¥2340 mil. price ¥80 mil. x royalty rate 0. 05 = |'price ¥80 mil. x royalty rate 0.08 =
. _ ¥300 mil. ¥80mil. :
Total amount | ¥234 mil. ¥1400 mal. ¥1580 mil.
of actual . : : : oy
damages : : : ) c . O ; o
Damages ¥234 mif without punrhve - ¥1400 mr{ thhout punrtwe '+ ¥1580 mil. x 3 = ¥4740 mil.
including damages damages o
punitive
damages
Deferred ¥234mil. x0.05x 3 ¥1400mil. x 0.05x 3=¥210mil. | ¥1580 mil. x 0.1 x 3= ¥474 mil.
inferest =¥35.1 mil. S
Attorney fees | No No _ ¥100 mil. as Plairtiffs attorney fees
Total ¥234 mil. +¥35.1mil. = ¥1400 mif. + %210 mil. ¥4740 mil, +¥474 mil,
paymentfrom | ¥269.1 mi. C | =¥1610 mil. 1 +¥100 mil. = ¥5314 mil,
Defendant to L R :
Plainiff
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4. Recent Development of Case Law'in Japan

" The 1998 Amendment has introduced the calculation of lost

profits and has eliminated limitations posed under the term of
"normally” in connection with finding of a reasonable rovalty.
Such new provisions could have been realized toc sore extent
even under the old law through interpretation of laws. The
amendrent has made it clear from statutory provisions. Before
the amendment., courts were in a position to introduce the gist
of the amendment in their decisions. In fact, there are
recent court decisions reflecting points of the law amnendment.

- Here in this paper. we would like to discuss ‘two

representative  case decisions, bhefore and after the
enforcement of the amended law, relating to points of the
amendment .

1) “Cimetifdine” Case (Tokyo District Court, decided Oct.

12, 1998, Civil Hei S5(wa)11876}
Applying the similar calculations as those in the amended law,
a total anount of 3000 nrillion ven was awarded as damages.

Defendant argued to deny any flndlng causation between .

f—lnfrlngement and lost profits in view of present of non-
cinfringing substitutes being on the market. However, the

court did not accept this argument and found causation between

‘the entire sale of infringing products and lost profits.

.2) . "Package tray" Case (Osaka District Court. decided Jul?
6., 1989, Ciwvil Hei 6{wa)13508%)

Defendant argued that a reasonable rovalty should be in the
range of 1-3% in view of industrial norms and profit ratios.
-However, the court. negating this argument, . agreed to the
“argument of Plaintiff that the royalty rate should be 0.2 wyen

per tray, vwhich amounts to 5.46%. This rate reflects the

terms of 3 past settlement.

5. Desirable Enfofcement of Damages System for Private

Companies
5.1 Ezxpectations for the Amended Law

Litigation requires allocation of a huge amount of cost and
labor. not only for attoraney fees but also internal research
‘and analysiz for the case. Companies in general desire
amicable settlement before the dispute goes to court. Once in
litigation, however, companies hope rovalties obtained through
court proceedings willbe higher than that for amicable
settlenent . If such rovalties are not available, bringing a
- case to trial seems unreasonable. In this zrespect. the
gituation has to be improved to prevent a "free ride" on
others’ proprietary rights. Under the amended law. the lost

profit award should be introduced more actively. Even in the
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case 0of a reasonable rovalty. Plaintiff’'s license policy. if
any. should be reflected in the court-awarded rovalty rates.

With regard to the enforcement of the amended law, we would
like to see the development of the following points.

1) Scope of Patentee's Products to Be Basis for
Calculation of Lost Profit

Section 102, Para. 1 of the Patent ILaw broadly defines the
scope 0of the Patentee's products which can be a basis for
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have been sold without infringement.” This definition nay
allow interpretation and application c{ .lqw whlch. is
tantamount to the incremental damages theories in the United

States. In order to protect a patentees appropriately. a

reasonable scope should be sought in proportion to the value
of a patented invention.

2) Finding of Royalty Rate .

In finding royalty rates, the court will poss1bly respect for
past agreements, if any. being free from industrial norm or
established rates for nation—owned patents. However, it is

e g i bt e e e e e

value of the invention at issue. be agreeable to a rate higher

.. than a rate used in a past agreenent.

In this s=specific respect., the hypothetical negotiation
approach should be appreciated in order to find a rate for
reasonable rovalties. Given an estahlished rovalty. the court
should not hesitate to award a higher rate if thers are
reasons to support such higher rate. Sometimes it is likely
that a royalty rate was set at a somevhat lower level for
various reasons. PFor example, it may be reduced because of

- package business transactions including non-patented products:

because of cross-licenses with the other party's strong
patents or: because of limited license to a limited number of
licensees due to the need to spread patented technologies. In
these instances, Patentee's demands for higher rates w1ll he
considered reasonable.

3) Ievel of Proof

In the United States, there are two types of standards for

evidential proof: preponderance of evidence and clear and

‘convincing evidence. Depending on a case, either of these two

standards i=s employed. To the contrary., in Japan, ¢ourt
practice has required that with regard to important facts,
proof had to be made to the extent which can enable the judges

to be convinced without reasonable doubt. Thi=s reguirement
“has been the background of the "all or nothing” approach. In

the Amended Lav, however. discretional finding of damages is
introduced into Section 105 f{er. However, discretional finding
iz limited to a situation where the prooi of facts necessary
for the establishment of damages is extremely difficult
because of the nature of the facts. If this provision is

applied in a limited manner, it would be difficult to find

lost profits and reasonable rovalty in order to recover the
actual damage caused to the Plaintiff. Then. there should be
no substantial difference from the conventional approach taken

by the courts. On the other hand, Defendant may find it
“difficult to strictly prove the facts to reduce the amount of
" presumed damages under Section 102, Para. 1. Witk regard to

the level of proof., balance should be taken into account

thereby to protect the interests of both Plaintiff and

Defendant, adegquately and appropriately.
5.2 Remaining Issues

For the increased protection of a patentese and the adeguate

- protection of a third party. below a few remaining issues are
~ discussed. ) '

5.2.1 For Increased Protection of a Patentee

17

2-17 -

“paléulation of lost profits. Tt Sovers 'produsts which esuld




2-18

1} Attorney Fees Being Paid by a Losing Party

For a patentee, attorney fees for litigation should have been
avoided if there were noc infringement. The fees can be
considered as arising from the tortuous acts of the Defendant.
UInder the Japznese law, there are no provisions setting forth
attorney fees to be borne by a losing party. In a case of
intentional infringement., causation can hopefully be found and
findings should be substantially the same as those in the
United States with regard to attorney fees. .

23 Determent of Infringement under Criminal Penalties

The amended Patent lLaw increased criminal penalties. However,
-effects of these penalties for deterring infringement is
gquestionable because of the statute of limitations of 3 years.
Even if a patentee sues infringer immediately after the
discovery of infringement. prosecution offices are not wyet
ready for prosecuting patent infringement cases. In actuality,
it may be difficult for them to commentce prosecution in tinme.
Prosecution may theoretically be available using facts
established through civil procedures. However., ciwvil
procedures take a long time to go through =so that this may be
impractical in view of the statute of limitations for criminal
prosecution. In order to make this system truly effective,
prosecution authority should be lined wuwp for patent
infringement cases otherwvise special arrangements should be
sought to freeze the statute of limitations when a civil
-action is filed.

5.2.2 Adequate Protection of a Third Party

In actual infringement cases. there are arguments made in gray
areas, wherein determination of infringement is not apparent.
Hevertheless, the law is designed to draw a line to make the
"matter black or white. This poses a fundamental problem in
practice. The increase of  damages amnounts will have a
patentee expect larger income by drawing a line to expand the
black zone, i.e., the area of infringement. This will be an
incentive for a patentee to enforce hissher patent despite the
natter of infringement requiring a gray area argument. When
damages in the gray area increase. such trend may work out to
wither the gray area plavers. specifically newly alleged
infringers, thereby resulting in consequentialexpansion of the
scope of patent rights substantially. The same thing can be
said about walidity in the gray area. '

It can easily be predicted that the amount of damages will
incresase in Japan. There are in fact already appearing the
synptons of such increase. With this background. it seens
necessary that some consideration should be made with regard
to drawbacks of increased damages amounts. For that reason.
excepting truly pioneer inventions, the existence of the gray

|
1
|

“g¥en Sshould be recoghized S0 far "ag clained inventions relate

to improvement. In the gray area. arrangements should be
sought thereby to secure the easier settlement of disputes
bestween a patentee and potential infringers - this will

contribute to the development of industry as proclained in the
‘patent law. In many cases. a reason for the appearance of the
gray area is ambiguity of description in the specification.
liability for such ambiguity should be placed on the patentee.
the party must be able to prevent ambiguity.
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or whose inventive-step is very low. In this case, although
appeal for invalidation may not be successful because of
court's inclination towards stability and predictability of
law. refusal by the examiners might have besn highly likely
during the examination if a good prior art was available. 1In

. such instance. enforcement of such vulnerable patent shall not

be justified to claim strong enforcement rights and a larger
danages amount. With these in anind, we would like to propose
the following. .

1) Use of Slight Negligence (Section 102, Para. 4)

2-19

S5e+far;-there -are—ne-cases--vhere -argumnents. ‘based. .on .slight

negllgence wvere made. However, in the environment where high
danages are awarded. s=light negligence will likely be a
valuable basis for lcmering damages amounts. In the case
where issues of infringement or wvalidity are argued. the court
should not be .reluctant., even if Plaintiff has a strong case,

to find slight negligence when and if arguments of non-
. infringement by Defendant have a good reason to be believed.
. In that case. a normal rowyalty rate should be used for

avarding damages or in r=aching settilement.

2) Refinement of Evaluation of Value of Inventions
For a patent with high walue., high damages should be awarded
vhile for a lower walue patent., damages should be in

proportion. For that purpose., methods for evaluatlon of the

value of inventions should he established.

3) Punitive Damages

The amended lawv did not include punltlve damages Te. ﬁhe_

authors are against the introduction of punitive damages into
the IP framework of Japan in the future. We appreciate its

.;effects of deterring 1nfr1ngemant However, we cannot see
‘Jjustificdation for a system in which only the patentee is
entitled to enjoy it=s benefit. Rather, we see a concern that
‘punitive damages would invite unnecessary litigation. A=

sanctions against intentional infringement, attornay fees and
criminal penalties would work out effectively. 0f course,.
circumstances related to criminal penalties should be refined

in Drder to make it substantlally effective a=s discussed above.

.4} . Preparation of a Guldellne

éncumulatlon of case laws with regard to remalnlng issues will

' require a  long period of time. Such time lapse cannot be
. jJustified for industrial development. There should be sone
‘neasures whichk will make the system run without legislation.

They include., for example. factors for fluctuation of royalty
rates,  reguirements for a losing party to provide the
attorney fees of a winning party, requirements for =light
negligence, and methods for evaluation of the wvalus of
inventions. For these measures. however, the Japanese Patent
Office and the courts have to cooperate with each other to
prepare a guideline for the operation of a system which will
enhance the predictability of the systen. Such guldellne
should reflect the voice of the industrial circle.
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6. Critical Points of Licensing

6.1 For Patentee '

"Phen a patentee prepares its license policy, hesshe has to
keep in mind that it can be a basis for claims in litigation
and settlement negotiations. Hershe should put the policy for
“individual patents into documents. Here are po:mts to be
avare of in preparation of such documents.

1) Hake it clear whether the patentee agrees to license.
Example: No license available to others: No exploitation but
no licen=ze: Limited license available: and  Open license
available. Preferably detailed reasons should be added.

2) Hake the terms and policy of a license clear. “Example:
Explanation of discriminated rovalties and payments. depending
on the initial stance of potential licensees, i.e.. whether
‘they wanted to settle amicably or to challenge the patent;
Explanation of patent policies for specific patents and for
other unspec:l.f:.ed patents; Inclusion of expenses for license
negotiations in the initial payment. etc.

6.2 For Licensee
Licensee should keep in mind the following.

i} Patent clearance should be performed as nuch as
possible in order to avoid the finding of intentional

infringement. If there is a concern about patent infringement,

an opinion should be obtained from patent attorneys. If
concern involves an inportant. major product of a potential

licensee, second or third opinions should be sought. If the

 Opining attorney  sees reasons for possibly finding
infringement. the potential licensee has to quickly decide
whether to avoid the patent or to obtain a license. In the
case of the former, an opinion should be sought from an
.attorney considering design  around technolegies. the sane
th:mg could be said when a potential lln::ensee rece:tves 2
warning letter.

"2} Then a potential licensor and a potential licensee have
conflicting wviews on infringement and when a dispute between

them seemns unavoidable, the potential licensee should analyze

the natter for sarlier decision—making with respect to whether
the matter goes to court. whether the case is strong. how much
cost would be involved, and whether to obtain a license.
. Chances for settlement should always be sought and
- econonically reasonahble settlement should be. attempted even
after litigation starts. .

3) The framewark under the Amended ILaw is"r"'uncertain in

Japan...When---a--potential --licensee - ecenducts-negotiations —and

‘argues about disputes in Japan. hersshe should try to asset any
- pertinent matters disc:ussed in this paper in order to achiesve
inexpensive resolution. It does not matter whether hesshe is
a voluntary licensee or & challenger against the walidity or
the protective scope of the alleged patent. .
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1P Htigation newly fled in Japan
‘ © 589

< Table 3>> Highest Dathages Award in Japan

When & Where Type of P : Damages (\mil.)
98.10.12 | Patent on anti-ulcer I 3059 o
Tokyo District Court- | chemical {out of which ¥500 mil. are for undue entichment)
73.5.25 . '
Tokyo District Court Design for motorcycle. ) . 761
94.3.25 .
Shizuoka District | L2tent °“;’“am’nD 729
Court ..compoun.
98.6.16 . ' Co
Tokyo District Court Design for a crane structure | . o451
< Table 4> Table 4 Highest Damages Award in US
Plaintiff v. Jury . '
Defendant Damages  Bench _Year invention Court Content of Award
o, B _ Ravalty.$204 467 854
Ea::;i‘:’g:éak $873,158,971| Bench | 1991 Pm')‘:’ar:‘:h _ Mass | LostProfit$233,055,432
- - B graphy -~ | interest$435,635,685
Harworth Inc. v. - A o R Westem :
' Steelease $211,499,731( Bench.| 1996 _ Wall Panel Mich | _
Smith Intfv. : _ ' O-ring seals for] Central’ $134,569,161.50
Hughes Tooi | 92048093491 Bench | 19861 " "y | Ca | +inferest§70,241,187.90
Procter & Gamble _ D e
v.Paragon Trade Brands $178,000,000 Bgnch 199_7 ' -.Dlaper ' .De!
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I. Introcduction

In accerdance with the restructuring and diversification of
businesses, corporate mergers, divestitures, and acquisitions have also
become active in Japan.

To prevent problems from arising after the conclusion of a
licensing agreement, it is important that a study be made of the impact
on a licensing agreement due to a change in the contracting parties as
a result of such mergers, split-ups (divestitures), and acquisitions;
of what issues will arise; and of what contingencies and solutions should
be employed, particularly when framing the agreement provisions.

The case of protecting the rights of the licensee when the licensor
goes bankrupt as an example of a case where the parties to a licensing
agreement change was previously studied. For this paper the authors
decided to focus on protection of the licensor when the licensee changes.

In this paper-the authors studied the issues that arise, including

‘avoiding competition, maintaining confidentiality, risk management,
and economic advantages and disadvantages when measures have and have
not been provided in the agreement for beoth when the liccnsee contlnues
and does not continue as a corporate entity.
' First, in Section II the authers conduct a general consideration
of the legal aspects, and then in Seéction III discuss the results of
" a case study. For the case study the authors addressed the case where
the licensee is merged and the surviving entity succeeds to the rights
and duties of the non-surviving entity. For example, if the licensee
is acquired in a merger with a competitor of the licensor, the competitor
will automatically succeed to the license, which thus has a major impact
on and causing major problems for the licensor. Section IV is the
conclusion for this paper and discusses points of comsideration in
regards to the characteristics of intellectual property agreements, such
‘as patent licensing agreements.

II. General Consideration

.1. Contracting Party Exists as a Legal Entity: Divestiture/Sale
1.1 Licensee Divests of Business Covered by License Agreement

In case that a licensee is divided into several companies and
assign the license agreement to & new company which will engaged in
the business covered by the license agreement, the licensee (assignor)
exists as a legal entity after such possible assignment, even if the
-contractual licensee itself is not engaged in the business covered by
. the license agreement. Therefore, from a viewpoint of legal treatments
and contractual arrangements, it should be considered tc determine
whether the license agreement can be assigned or not.
(1) Legal treatment

If a licensing agreement is silent on possible assignment of the.
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agreenent; iR Japan and the United States, a licensee cannot license
contractual status to a third party without the consent of the licensor.
(Restraint of assignmentassignment o¢f interests and obligations)
assignment
(2) Centractual Arrangements

As mentioned above, a licensee (possible assiagnor) exists as
a legal entity. Therefore, the provisions that any assignment without
any consent of a Iicensor shall be invalid can fuaction
effectively.assignment In other words, if the licensor does not consent
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licensee is not engaged in the business covered by the license agreement,
the license agreement itself remains in affect between the licensor and
the dormant licensee. The agreement is not automatically assigned to
a new legal entity without consent of the licensor. Running royalties

donet come in because the licensee is no longer manufacturing and selling.
In the case of a spin-out, manufacturing is subcontracted to a subsidiary,.

s0 the arrangement is essentially unchanged.

(1] Agreement Restricts Alienation
It is very conceivable that a newlegal entity (possible asss.gnee)
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"t assignment of the Agrecmedt, fOr example, even if the Gontractual T
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and the former business division of the licensee will be
substantially(not legally) one and the same. This may not present amajor:

problem for license agreements only for industrial property rights, such
as patents, or only for executable and object code computer program
license agreements,-but for license agreements that include know-how

{including source code}, there is a high possibility that a problem will.
arise with regards to know-how protection and maintaining
-confidentiality., This requires that the disclcesing of confidentizl.

information, such as said know-how, to the new legal entity or the
wrongful use of such information by the new legal entity be prevented.
To prevent such actions it is possible to request the strict
confidentiality control of the legal entity that is the contractually

dormant licensee, such as not handing over any materials, including
confidential information, to the new legal entity, or, if the materials - -

are unnecessary, to request the licensee to completely destroy or return

them to the licensor, and such should be reguested by-the licensor at - .

the time it gives notice that it will not consent to assignment. Also,
if the new legal entity is financially weak, it might be difficult to
collect the license fee. This possibility should be considered by the
licensor especially when a deferred payment method is used. Care must
be taken when a new company is established to effect a 100% internal
restructuring because prohibiting assignment of the agreement in this
case might not meet the intendment ¢of restraint on assignment and thus
could give rise to abuse of status or violation of good faith. And even
if assignment is restricted, if a2 contractual “have made” right has been
framed for the instance where the licensee sells and the new legal entity

manufacturers then in essence the arrangement remains unchanged if.

manufacturer is outsourced to the new legal entity.

[2] Assignment of the Agreement is Possible

This includes the case where provisions have made contractual
assignment possible and where assignment is contractually restricted
but where the licensor agrees to assignmenit, but these cases will be

‘considered in terms of the assumption of the duties, responsibilities,

and obligations of the former licensee.

a. Duties and Respon51b111t1.es of Former Licensee

Even if contractual status has been assigned to the new legal
entity, the former licensee’s duty to maintain confidentiality shoulgd
continues with the assignment of the license agreementregarding know-how
{including source code) while the licensed rlghts of the former llcensee
should be extinguished.

Consideration alsoneeds to be made of whether the former licensee -

is responsible in any way for the actions of the new legal entity. When



' assignment is made to a third party in which the former licensee has

a stake, especially in the case where the former licensee has established
the new legal entity as its own subsidiary, from a viewpoint of the
licensor there is a need for the former licensee to bear joint
responsibility for execution of the agreement by the assignee to assure
execution of the agreement by the assignee, especially the payment of
royalties. For this reason a study must be made of the obllgatlons
assumption problem as discussed hereafter.

b. Form of Obligations Assumption

When the license agreement is assigned to a new legal entity,
the obligations (duties) of the licensee toward the licensor as
prescribed in the license agreement must be transferred to the new legal
entity. In this case, a study must be made of how the transfer will take
place and how the new legal entity will be made to assume the obligations.

There are two types of obligation assumption, exempticnary
obligation assumption and contemporaneocus (concurrent) obligation
assumption. Exemptionary obligation assumption is when the licensee’s
obligations to the licensor are assumed by the new legzl entity making
the licenscr the obligor and exempting the former licensee from any
obligations to the licensor. Contemporaneocus (concurrent) obligation
assumpition is when the licensee’ s obligations to the licensor are assumed
by the new legal entity but the licensee is not exempted from the
obligations but continues to be cbligated to the licensor such that both
the new legal entity and the former licensee are both obligated for the

execution of all cbligations to the licensor. And this arrangement has

the options of leaving the former licensee obligated for all or part

of the obligations. A spin—-out is a form of contemporaneous ocbligation

assumption.
When assigning a license agreement if the party contracting with
_the former licensee is not desirable from the standpoint of the licensor,
contemporaneous obligation assumption should be used except for limited
special circumstances. For example, if a dispute concerning royalties
arises after there has been a successicn of contractual status, if the
problem is simply a royaltyproblem related to execution after succession
of status, theproblem isnot difficult nomatter which formof obligation
assumption is used, but difficulties will arise if there is a question
regarding royalties related to execution by the former licénsee.

{3} Other

In addition, if the license agreement prescribes duties to the
licensor, such as the duty of notification of technolegical improvements
or -the duty to avoid competition with the licensee: {including the
granting of exclusive rights), a consideration of the assignment,
including the handling of these duties, needs to be made from the
standpoint of the licensor. For example, if the assignee is a competitor
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- of the licensor, even if there is deemed to be no problem with the granting
of licensing rights itself, it may not be possible to reach agreement
-.on the providing of 1mproved technolocry : :

1.2 Licensee Sells Business Covered by Agreement {Bus:.ness Transfer)
Basically this is the same as 1. above.

For the transfer of business, even if in principle the assignment

of agreement is prohibited, the agreements often allow assignment of
the agreement, and the risks in this case are-basically the same as those
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a greater risk that the assignee will be a competitor of the licensor.

U ST S

1.3 Llcensee Acguires Business of Nen-licensee

" When this situation occurs the case where there is an essentlal
problem from the standpoint of the licensor is when the license
consideraticn is the lump sum payment and the acquisition causes the
scale of business of the licensee to expand beyond the scope expected
when the lump sum payment was determined.

A measure that can be used in the agreement to deal w:Lth this
.8ituation is to frame a provision that allows the modification of the
terms of the agreement in the event that the acgquisition of the licensee
by a non~licensee expands the scale of the business by a set percentage
over the scale prior to the acquisition. This percentage should be set
on a case-by-case basis. It is important that arrangements be made to
prevent the license from being extended to any portion of business
outside the scope of the license that was estimated at the time the
.agreement was concluded.

1.4 Licensee Acquires a Third Party by Merger

When the licensee acquires a third party by merger, the potent:'_al
problems differ depending on what kind ¢f third party is acquired. When -
a non-licensee third party is acquired by merger the situation can be
considered to be the same as that for 1.3 above, but if the third party
is a joint owner of industrial property covered by the license agreement .-
or has already received a license under different conditions than the
acquiring licensee, the problems are complex and thispeoint is considered

_in the case study. .

2. Contracting Party Ceases to Exist as a Legal Entity
2.1 Licensee Is Acgquired through Merger

{1) Assignment of Agreement (Assignment of Contractual Status):

When  acquired by merger, the former licensee company. is
extinguished and ceases to exist and the acquiring company succeeds to
all rights and duties of the acquired company, so if a provision of
cancellation in the event of merger is not provided in the agreement,
the acquiring company will succeead to the contractual status of the
licensee. General succession in the event of merger is an imperative
provision, so as long as a cancellation preovision does not exist in the
agreement, the licensor cannot oppose the succession of status.

If the business of the licensee has been purchased, it can be
addressed as a type of business assignment issue, but if the licensee
has previcusly ceased to exist the licensee will no leonger be able to
assign contractual status even if there is a provision governing the
assignment of business, so this should probably be considered as an issue
of assumption of obligations and interests. That is, the agreement cannct
be assigned without an agreement to assign between the company that
purchased the former licensee and the licensor.

For a divestiture the former licensee remains as a legal entity,
so this can be considered as a business assignment issue.

(2) Assumption of the Duties and/or Obligations of a Former Licensee
During an acquisition merger the acquiring company succeeds to
all of the obligations and rights of the former licensee, so the duties

menticned above, but compared to a restructuring divestiture, there is T



of the former licensee cannot be independently addressed.

' When the business of the former licensee is purchased, the
licensor may desire to address the duties of the former licensee, but
.this is not possible if the former licensee no longer exists as a legal
entity, so it is desirable that a guarantor be assigned or that collateral
Or a mortgage be designated, but this is difficult to accomplish in
practice. Therefore, provisions should be provided allowing the licensor
.to cancel the agreement or binding the assignor and/or the assignee in
the event the business of the licensee is purchased or sold. Further,
it is a2lso desirable to provide in the agreement the duty of prior
notification in the event the business will be scld or assigned.

If the business of the former licensee is sold and the former
licensee ceases to exist as a legal entity, the licenscr faces the issue
of the assumption of the obligations by the purchasing company. This
will give the licensor the option of whether or not to continue the
license. .,- ' :

(3) Policies to Substitute for a Restraint on Alienation

. - As was discussed above, the position of the licensor cannot be
legally protected using an agreement restraint on assignment in the case
of an acquisition merger. In substitute of this the policies of {1] making
an .acquisition merger a cause for contract cancellation,. and [2]
restricting the manufacturing location and/or production amount of the
product covered by the agreement can be considered, and this is
considered in detail in the following case study. If the licensor desires
a guarantee of royalty collection and payment rather than a cancellaticn
of the agreement then a guarantor can be assigned ¢r a mortgage be
designated, but this is difficult to accomplish in practice.

(4) License Contractual Points that Should ‘be Considered

If the licensee is acquired by a merger or its business is-

purchased, it is conceivable that a state of competition with the
licensee could arise or that it could no longer be practically possible
te observe a duty of confidentiality. And of course there is the
possibility that royalties could no longer be collected.

III. Case Study and Consideration
This case study only considers the case of a merger.

[1] Acquisition merger of party with joint ownexrship rights

Joint ownership

Company B
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Acquisition merger




CompanyAand CompanyB have301ntown <reh J_p ofap atentCompany e e

B is acquired through merger by Company C. What happens to the rights
held by Company B?
They are succeeded to by Company C. What happens if Company A
is opposed to the status being succeed to by Company C?
~In Japan the imperative provision of the Commercial Code

proscrlbes that Company C succeed to the rights of Company B, and Company
A cannot oppose this. (Commercial Code Article 103) :

llcensee.

It is the same 1f Company A i1s the licensor and Company B is the
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[2] L:Lcensee is acqu:.red through merger by a party with jomt ownershlp
rights. .

Joint ownership

Company A Company B ;

I.:Lcensor ' Licensor -

Company A -and Company B have joint ownership of a patent. Company

C received the same patent license from Company A and paid royalties..
Company C is acquired through merger by Company B. What happens to the

royalt:.es paid by Company-C?
Does Company B succeed to the status of Company C? Because Company
B is a joint owner with Company A, unless a special clause 1s prescribed,

Company B will be exempt from paying the fixed past obligations and so '

is not required to pay the royalty.
However, even if joint owners, 1if the executing party is

contractually required to pay the royalty to the other party, Company '

B is required to pay the royalty.



[3] Merger of licensees with differing royvalty rates

Acquisition merger

Company A » | Company B

Licensee
"RR 3%

Licensee

Company C
Licensor

R e

Company A received a patent license from Company . Company B
also received.a patent license from Company C. Company A's rovalty rate
is 2%. Company B’s royalty rate is 3%. Company A is acquired through
merger by Company B. What percent will the royalty rate be after the
.merger? What happens if no arrangements for this casé have been taken?

This issue can only be resolved through negotiation, but one idea
is to pro rate the production guantities of both former companies. A
license contractual measure that could be taken to protect the licensor
is to prescribe the possibility of canceling the agreement in the event
of a change in status, such as merger. This is beneficial to the licensor
. because it not only provides the ability to cancel the agreement but
also serves as a trigger for modifying the license agreement. But this
meaning is lost if the royalty rate of Company B is set lower than that
of Company A.

Other - ‘measures that can be considered is restricting the
production to specified plant and egquipment, etc.; or restricting the
‘production. quantity. With these types of provisions there arise no
problems if twe types of agreements coexlst anci the rights of the Llcensor
or protected. : :

[4] Merger of licensees from different licensed manufacturing areas

Acquisition merger

Company B
Proprietary Technology

Company A
Licensec

W6 production and sales in Japan {

oo - r— r— . 3 R R e
'3‘23 %«m‘& R SR

Licensor

S e
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Company A has Fecsived a 1icense From Company € and has Bgreed T

not to produce or sell in Japan. Company B uses proprietary technology
to produce and sell Company A’s product in Japan. Company B acquires
Company A through a merger. Can Company A manufacture and sell Company
A’'s product in Japan? Company A acquires Company B through a merger.
Can Company A manufacture and sell Company A’s product in Japan? If
Company A does not use Company C’s technology, then can Company A can
probably use Company B's technology to manufacture and sell Company A’ s

preduct -in Japan, but the license agreement must be modified so that

the duty to avoid competition in Japan is cbserved.
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Company A’ License . ‘Company B . |

Licensor Licensee

N

Acquisition merger

(Acquiring company)

: AcquiSi tien mercjér

Company-A-granted a pateht license to Comp'any B. The_consideration

was a lump sumpayment of ¥1million +a royalty of 1.5%. Company B annually .
produced 100 tons of a product. Cne year Company B was acquired through-

merger by Company C. Company C annually produced 5, 000 tons of a product.

In this case, will Company C succeed to the licensee status granted to.
Company B? In other words, can Company C license the patent for a royalty
rate of 1.5% and no lump sum payment? In Japan, a comprehensive succession
"in the case of a merger is an imperative provision and cannot be opposed .
by Company A, the licensor, as long as the agreement does not contain

a Cancellation provisicn in the event of an (acquisition) merger.

[6] Merger of Licensee with Company that 15 InfrJ.ngJ.ng on the R:Lghts '_

of Licensor (1}

(Licensee: is acqulred by other party company and becomes the

extinguished company)

Right infringement suit

-

Licensor A Licensee B Infringer C

St oel

R SEREEE

License a.greemenf Acquisition mergexr
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- Company C ‘— Rights infringement period —,—
Year Y ‘ ' '
Company B ' License period |

. Year X - . ) Year Z.

Company B concluded a license agreement with Company A in Year

Company C infringed on rights of Company A from Year Y.
In response to this, Company A is seeking damages against Company
c.

In Year Z Company B is acquired by Company C through merger.

As a result of the merger, Company C succeeds to the license which
results in Company C having acquired the license since Year Z. The
"licensee changes from Company B to Company C, but if the production
gquantity of Company C is larger than the quantity of production covered
by the scope of the license possessed by Company B, can Company C be
considered to have possessed the license since Year Z? If so, Company
C would obtain a benefit without having to make an initial payment. In
‘effect, this would eliminate the infringement of rights from Year 2 but
the duty of Company C to pay past damages would remain.

" After the merger Company A would no longer be able to seek damages
and so would want to cancel the license agreement at the time of the
merger. If the license agreement contains a provision for canceling the
'agreement, then the agreement could be canceled

[7] Merger of Licensee w:.th Company that is Infrlnglng on the R:Lghts

. of: Llcensor (2)
' “{Licensee acquires othez party company and becomes the surviving

company)

Right infringement suit

/

Licensor A | Licensee B Infringer C

; m%mm«w:wm%

License agreement Acgquisition merger
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~ Company C ]———-—"Rights infringement period —'

Year ¥
Company B {L : License period i

Year X S ' Year Z

Company B concluded a license agreement with Company A in Year

11




Company C-infringed on rights' of Company A from Year Y.
In response to this, Company A is seeking damages against Company
C. .

merger does not change the license.

As a result, the infringement of rights from Year Z is eliminated
but the duty to pay Company C's past damages remains.

After the merger Company A would no longer be able to seek damages
and so would want to cancel the license agreement at the time of the

merger. Even though Company B is not assigning the license agreement, .

In Year Z Company C is acguired through merger by Company B. This.
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ifthe license agreement provides that merger is a cause for cancellatien,
then the license agreement can be canceled. :

[8] Treatment of Licensee when Licensee is Acguired through Merger -
Company A: Licensor, Company B: Licensee, Company C: Sublicensee .

that has received a sublicense from Company B, Company D: Acquires
Company B {acquiring company) : '

Company C pays royaltles to Company B, part of which Company B

pays to Company A.
Agreement 1: License agreement between Company A and Company B,
Agreement 2: Sublicense agreement between Company B and Company C

After the merger Company D, the acquiring company, succeeds to

agreements 1 and 2 of Company B. If Company A cancels the Agreement 1
based on a cancellation provision, is Agreement 2 valid? It can be argued
that Agreement 2 would, naturally, be invalid if the principal agreement

is canceled, but there is a question ¢f legal interpretation as to whether

the authority of Company A extends to the cancellation of an agreement

with a third party. The answer depends on the framing of the provisions .
in the agreement, so care needs to be taken in the framing of provisions

to deal with this contingency. When the agreement contains no such
provisionsg, the license can be considered lost because of the removal

of the base for the sublicense, but according to-the Article 545 proviso

of the Civil Code the execution of the right to cancel shall not infringe
upon the rights of a third party. And also for a sublease, according
to Article 613, when the appropriate method is used to frame a sublease,
the subleasee’s rights are protected, so a sublicensee’s rlghts can also
be considered to be protected.

If Agreement 2 is valid, Company C will pay royaltles but because -

Agreement 1 has been canceled, Company A can only receive the portion
of the royalty paid by Company D. Even if Agreement 1 is canceled, Company

12



D will still receive royalty payments from Company C, but the license
will be eliminzted and therefore cannct be exercised. This makes it
difficult for Company A tc cancel Agreement 1. Actually, Company C will
cancel the agreement with Company D, conclude a new license agreement
with Company A, and directly pay running royalties to Company A.

IV. Conclusion (Points of Consideration, etc.)

(1) Characteristics of Intellectual Property Agreements

The split up of a company, transfer of a business, or merger will,
of course, affect other contractual relationships, but compared to
regular pecuniary liability agreements or real estate agreements,
agreements for intellectual property, such as patents and know-how, are
greatly affected by the status of the contracting parties. The reason
“for this is that because the economic value and scope of use of pecuniary
liabilities and real estate are nearly fixed, the value does not
fluctuate depending on the owner. In comparison, however, intellectual
property is intangible and is conceptually determined by the
technological scope, so the usage value fluctuates greatly depending
on the user. The use of the technology itself is what increases the added
value. The greater the developmental capability of the licensee the
‘technological value of the inteliectual property. Therefore, the users
of intellectual property must be carefully selected.

(2) Status

As this paper has shown, it is very disadvantagecus for the

licensor, which is a party to the agreement, if licensee status can be
assigned or succeeded to without any degree of agreement being sought
from the licenscr. And unexpected situations could also occur. Scmetimes
- there are provisions that allow assignment of the agreement without the
‘prior agreement of the licensor in the case of a transfer of business,
but in principle there should be provisions that require prior agreement
‘inwriting of the licensor to assign the agreement, but this is difficult
to achieve for agreements with multinational companies.

There is the possibility of contractual assignment due to some
circumstance, but in this case there should be provisions to require
notification of agreement or precauticnary measures in the assignment
agreement, in other words, provisions that clarify the assumption of

the duties, responsibilities, and obligations of the former licensee

as well as the duties of the licensee after the assignment as a condition
of assignment in this case and when there is agreement to assign when
there is a contractual restriction on assignment. In this way it is
theoretically possible to prescribe the conditions of assignment for

assignable license agreements, but it is not possible to foresee and

set conditions for all possible contingencies. In principle, therefore,
from the licensor’s standpoint it is more desirable to restrict
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dssignment then to set conditions for allowing assignment. Further, a

* license agreement is based on a relationship of trust between the

- licensor and licensee, so restriction on-assignment can also be viewed
as not being unreasonable from the standpoint of the licensee.

~ Restriction on assignment can be applied in the above case, but

in the case of a merger the succession of status cannot be refused, so

& restriction on assignment provision becomes meaningless. In this case

provisions that require cancellation of the agreement in the event of

sale, divestiture, or merger should be used. Canceling the agreement

13




this case study shows, when a party to the agreement changes, there is
a need to determine if problems will arise from the continuation of the
agreement, such as reviewing fixed royalty amounts, exchange of improved
technology, and exclusivity/non-exclusivity. In this case, having the

licensor hold the right of agreement cancellation places the licensor

in a superior position for negotiating modification of the agreement:.
Therefore, when framing the right of agreement cancellation it is
desirable that the provision alsc be valid: for other changes in
contractual status in addition to mergers, and that it is used together
with agreement restriction on assignment. '
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iSO jUst a standard sélution when such circumstances occur, but, as

It is not necessary to make the restriction on assignment and
agreement cancellation provisions cover every possible situation, that
is to say, assignment and merger can contractually be allowed in cases
that are not problematic. For example, even in the case of an acquisition.
merger, if the business of the acquired former licensee clearly functions
separately from the business of the acquirer, there is essentially no
problem with the agreement remaining valid under the condition that the
scope of the license does not extend to the business of the acquirer.

(3) Performance of Duty to Maintain Confidentiality - S

There sometimes occurs the [contaminaztion???] .of technical
information. This problem occurs when strict information control is not
conducted when a license for similar technology. is obtained and when
there is a merger between two entities that have been conducting joint
development. This problem cannot be prevented through contractual

. measures alone. In this case the researchers can be isolated from each
other. In the case where the company is split up or sells one of its -

businesses, provisions are required so that the duty to maintain
confidentiality is succeeded to, but care must be taken so that
confidentiality is not lost due to de facto diffusion. '

(4} Exchange of Improved Technology

Merger
Company A

Licensee

Licensor -

X
@@MM’E@%&&R&%

Company A receives a technology license from Company C. And
Company B receives a techneclogy license from Company D. In both cases

 there are provisions exchanging improved technology. The technologies.

of Company C and Company D are very similar. Companies A and B merge.
In this case the merged company respectively grants back
technical improvements to the technologies c¢f Company D and Company C,

14



$0 the improved technologles need to be strictly defined.

(5} Appllcable Laws : -

: .Generally, the applicable laws in Japan are civil law, commercial
law, industrial property rights law, fair trade law, and contract law.

Whent a merger will have a major impact on competitiveness in a specific
product market or technical field then anti-trust law also applies. When
the agreement is with a foreign entity, then there arises a problem of
international private law and so the .‘Laws based on the selected governlng
law apply. : :

{6) Economic Impact .
' Mergers, split ups, and sales of an entity’s bus.mess have amajor
impact on the interests of the licensor and licensee. The license income
changes. The licensor and licensee could become competitors. A licensee
with-technological development capability could become a2 major threat
to the licensor. The licensee could loss its ability to pay. Of course,
the agreement should be framed so that it can be canceled due to failure
to pay,. bankruptcy, ligquidation, dissolution, etc. '
One suggestion is to frame provisions so that the involved parties
can in good faith discuss modifying the license agreement provisions
when circumstances change greatly due to a marked change in the merits

obtained from the license and/or an essential loss of value. Inserting

an arbitration provision is also necessary.
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L INTRODUCTION.
- The way in which a patent practitioner should conduct himself/herself with the public
and within the legal profession and legal system are set forth under various canons, rules,

codes and considerations within the United States, Japan, Europe and Taiwan,
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. Within the United States, during the last several years, there has been a's'trérady increase
in the number of disciplinary actions regarding ethical conduct brought against attorneys.
- According to the Legal iﬁmés, January 19, 1998 -édiﬁon, the number of grievanbes'ﬁled in
1997 against 'attomeys in the Washington D.C. area hit an all-time high of 1,612 compléints
representing a steep climb of 81% in the last decade.’ |

The Lawyers in the Office of Bar Council speculate that the increase in the number of

disciplinary actions is due mainly to the overall increase in the number of lawyers as well as

- greater public awareness of the disciplinary process itself?> Whatever the reason for the -

increase in disciplinafy activity, the patent practitioner’s‘understanding of and appreciation for
the rules of professional conduct are essential to his/her successful practice of law.

.The legal systems within the United States of America, Japan,--Eufope,'and Taiwan
“-each have rules governing a patent pradtitioner’s préfessional'conduct. By co:nparing these
rules, certain similarities and differences among. these -systems have beeﬁ-.identiﬂed. To
facilitate this comparison, these similarities and differences have been separated into three
broad themes, namely, “protection of the client”, “protection of tﬁe legal system” and

_ “protection of the legal profession”. ®

! Legal Times, January 19, 1998, at page 1.

C?5d. atl. S ' N B TR S L ' :
* The three themes are completely discretionary and have been developed to facilitate the comparison between
the different systems.
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The special emphasis placed in the United States in protecting a client clearly affects
the conditions under which an attorney representing a licensor {typically in-house counsel) can
negotiate with a prospective licensee and especially when the prospective licensee has retained
outside counsel to assist the latter. P_articular care must be must be taken by ﬁcensor’s in-
house counsel to understand the relationship between the prospective licensee and the
prospecﬁve licensee’s outside counsel’s. Otherwise, the prospective licensee’s rights to
counsel can be compromi;ed and place the licensor’s in-house ccnmsel' in jeopardy of having
- violated the rules of professional responsibility.

IL OVERVIEW — RULES OF CONDUCT
A : United States

Within the United States, the various states have adopted, in whole or in part, portions
of the older American Bar Association (ABA) Model Code of Professional Responsibility*
and/or newer ABA Rules of Professional Conduct’ The rules goveming tﬁe practice by
attorneys and agents before the United States Patent and Trademark Oﬁice (USPTO), entitled
| the Code of Professional Responsibility, are based .on the ABA Model Code of Professional
- Responsibility.® For purposes .of this paper, the USPTO Code of Professional Responsibility
wﬂl serve as_the United States’ quel and as the basis of comparison to the rules from Iapa_n,
Europe and Taiwan. |

. The USPTO Code of Professional Responsibility includes both canons and disciplinary
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rules. The canons “are statements of axiomatic norms, expressing in general terms the

* American Bar Association Model Code of Professional Responsibility (1981). ‘
‘5 American Bar Association Model Rules of Professional Conduct, reprinted as amended (August, 1997)
37 CFR. §10.20- §10.112 (1997).
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standards of professional conduct expected of practitioners. in their relationships with. the

public, with the legal system and with the legal profession.” The “[dJisciplinary rules are

mandatory in character and state the minimum level of conduct below which no practitioner

can fall without being subjected to disciplinary action.® The USPTO “Commissioner may, after

2-41
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“notice and opp(-)rt‘u/ﬁ-ity for 2 heari;lé, (1) repnrnand or (2) 'suspénd or --éxclude, either generally

or in any particular case, any individual, attorney or-agent . . . who violates a Disciplinary

‘Rule” -

The Japanese Patent Att'omeys'Associaﬁon (“JPAA™), authorized under the Japanese
Patent Attorney Law', has established two sets of rules governing the conduct of patent

attorneys, namely, 1) the Articles of Association (“Articles”) and 2) the Ethics of Patent

- Attorneys (“Ethics”). The Articles impose legal obligations upon members of the JPAA to

conform to ‘a certain' conduct, which if violated, may subject the member to. sanctions,

* disbarment, etc. .Ethics, however, are discretionary in nature and urge members to follow their

moral responsibilities and obligations. -

All patent attorneys are obligated to become mémbefs of the JPAA and as such, the

Articles apply almost exclusively to patent attorneys. However, if a patent attorney hires a

non-attorney assistant, the assistant may be indirectly: bound to conform to the Articles,

737 CFR §10.20(2). The canons include §§10.21, 10.30, 10.46, 10.56, 10.61, 10.76, 10.83, 10,100 and
10.110. o

#37 CER §10.20(b). The disciplinary rules include §§ 10.22-10.24, 10.31-10.40, 10.47-10.57, 10.62-10.68,

1 10.77, 10.78, 10.84. 10.85, 10.87-10.89, 10.92, 10.93, 10.101-10.103.

37 CFR. §10.130(a).
10 rapanese Patent Attorney Law, Law No. 100, Volume VI, Article 16 (1991).
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-although the uliimate responsibility remains upon the patent attorney to comply with the rules.

Non-attorneys, such as patent engineers, are not bound by the requirements of the Articles.

-..-C..~ Europe

The Council of the Institute of Professional Representatives before the European
‘Patent Office (“epi”) amended the Code of Professional Conduct at its 43" meeting in October
| .1 997 and remitted it to thé EU-Commission for approval. This Code includes both mandatory
provisions and ethical considerations.

The Commission_’s_ decision was rendered in Aprl 1999, and in May 1999, the
" Amended Code 6f Conduct (“Amended Code”) was put into full force and effect by the board
of the epi. Articles 2(b) and 5(c) of the Code of Conduct relating to advertisement and
- relations with other members, respectively, will be in force until April 23, 2000. Although the

.Amended Code was used in the analysis of this paper, the epi Council inits meeting on 10 May

1999, decided to file an appeal against the EU-Commission’s decision at the European. Court

- of Justice (“ECJ”). Further develop.ments should be carefully monitored to reevaluate the
- validity of these discussions in the future. . | .
D. Taiwan |
- The mandatory rules (i.e. violation of rule subjects practitioner to discipﬁnafy action)

and ethical considerations (i.e. axiomatic norms/moral obligations) governing attomeys’ and

2—-42
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‘patent agents ethics in Taiwan are codified under the Rules Governing Attotney Ethics and the

 Rules of Patent Agents, respectively.
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IO  COMPARISON OF RULES BY THEME

A, Protection of Client

Thus first theme is directed to the relationship' between the patent 'practitibner and the .

et e e e e g B
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ﬁublic. This relationship 1smu1t1-faceted and is more easily understoodbyldentlfy'mg different
- areas/topics of the relationship. .These topics, which have been summarized within Table 1,

| appended hereto, include 1) zealous representation, ii) fai]jhg to act competently, iii) preservihg

client funds, iv) disagreement with clients, v) method of compensation for legal service, vi)
conflict of interest, viii) payment of legal services, viii) billing amount, ix) client confidences, x)

communication with adverse party represented by counsel, and xi) advertisements and xii)

withdrawal from representation.

Each of the four systems include provisions addressing zealous representation, conflict

of interest, client confidences, and communication with adverse party represented by counsel.

Within the USPTO, all other topics are addressed except for disagreement with clients. There
‘are no specific provisions within the Articles of Association or the Ethics of Patent Attorneys
of the JPAA which address failing to act competently, preserving client funds,.form of

. compensation for legal services or advertisement. The epi does not address the topics of

preserving client funds, disagreement with clients, billing amounts and withdrawal from

representation. - The Taiwanese rules governing attorneys’ ethics and patent agent rules do not

~ include the topics of disagreement with clients and form of compensation for legal services.-

As compared to the other three systems, the USPTO provides the most comprehensive -

set' of rules governing the patent practitioner’s (attorney and agent) relationship with the
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public. This special emphasis in protecting the client within the USPTO has resulted in far
more disciplinary rules, in number, governing the patent practitioner’s relationship with the
client than with the legal system or legal profession.
B. Protection of the Legal System
The second theme is directed to the relationship between the patent practitioner and the
legal system. Tépics, summarized within Table 2, appended hereto, include i) admission to
.. practice, 11) representing é;c]ient within the bounds of the law, iit) limitations of practicing law,
iv) lawyer communication with witnesses, v) cooperation with the patent agency, vi) improper
influenée upon a government agency, Vii) avoiding the appearance of imprbpriety and viii)
. statements regarding public/elected.ofﬁcials and the judiciary.
Each of the four systems include provisions addressing admission to practice. Within
. the USPTQ, all other topics are also addressed. There are no specific provisibns within the
-Articles of Association or the Ethics of Patent Attornéys of the JPAA which address lawyer
- communication with witnesses or statements -rega_rding public/elected officials and the
judiciary. The Taiwanese rules governing attorneys’ ethics and patent agent ml_es do not

- address the topic regarding limitations of practicing law.

Unlike the other three systems, the epi does not address the many different relations

between the patent practitioner and the legal system, including representing a client within the

2-44

bounds of the law, limitations of practicing law, lawyer communication with witnesses,

cooperation with the patent agency, improper influence upon a government agency or avoiding

the appearance of impropriety.
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C. Protection of the Legal Profession .
~ The third theme is direcfed to the rela:tidnshi_p between the patent practitioner and the

legal profession. -~ Topics, summarized within: Table 3, appended hereto, include i) general

- ethical bonsiderations, it} objebtiﬁ}es of the legal profession, iii) safeguarding the integrity of the

- legal profession, iv) maintaining conduct within the legal profession, v) unauthorized practice
- of law, vi) regulating prdfessional standards.and discipline, vii). fellowship among attomeys,
vii} business conduct viii) maintaining professional standards, ix) disciplinary actions, x)

reporting fellow attorney misconduct, xi) fee splitting requirements, and xii) discrimination.

Each of the four systems include provisions for safeguarding the integrity of the legal

profession and reporting fellow attorney misconduct. There are no specific provisions Wlthlﬂ

the Articles of Association or the Ethics of Patent Attbmeys of the JPAA which address the
unauthorized practice of law or discrimination. The Taiwanese system does not specifically

govern regulating . professional . standards and discipline, fee - splitting requirements -or

- discrimination.
.. Unlike the other two sjrstéms,- both the USPTO and the epi.address far less.topics N
. within this theme. More particularly, the epi has no specific provisions rega:ding objectives of |

~ the legal profession, maintaining conduct within' the legal . profession, business conduct,

maintaining professional standards or disciplinary actions.- .. The USPTO has no specific
provisions regarding objectives of the legal profession, safeguarding the integrity of the legal
profession, fellowship among attorneys, business conduct, maintaining professional standards

or discrimination.

i e e e i ki AR
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Iv. COMBARISON OF RULES BY SYSTEM

- A " ‘United States

Generally speaking, the USPTO has far more canons and disciplinary rules governing

the ‘patent practitioner’s. relationship with a client than with the legal system or legal
-profession. The emphasis placed in the USPTO on protecting the client clearly signals to the
‘patent practitioner the spegial care that one needs to .atténd to in the practitioner’s relation with
;tlie- public. - On the contrary, the USPTO has far less restrictiéns ‘placed on the patent
I_ practitioner’s day-to-day conduct with regard to the legal profession ,espeéially_@ihpa’fgd with
.the Japanese, epi, and Taiwanese systems. ~ . |

~B.. - Japan .

. Generally speaking, and in comparison with the provisions- df the USPTO and
) Taiwanese systems, the Japanese requirements for protecting the client are less restrictive and
-more comparable with that of the epi. With regard to protection of the legal system, however,
the Japanese requirements are more restrictive than the epi, but less burdensome than either the

- USPTO or Taiwan. - There appears to be a special emphasis placed in Japan in protecting the

legal profession. ‘The only mandatory rules governing patent practitioners are directed to the

legal profession. There are far more ethical considerations governing the patent practitioner’s

relationship with the legal profession than with the client or legal system.

2-46
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. C. Europe

The epi is the least restrictive of the four ‘systems. in safeguarding the client. and

protecting the legal system. The epi and the USPTO are relatively comparable in protecting _.

~the legal profession.
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D. . Taiwan - -

There appears to be no special empha51s on any one of the three themes W1th1n Talwan

Generally speaking and in comparison with the prowsmns of the USPTO, the Taiwanese

provisions are substantially similar in topic and by number in protecting the client and legal

- system.

V..  US.LICENSING APPLICATION

There are several ethical prowswns within each theme, thh are partlcularly relevant

. when offering a patent portfolio for license. The special emphas1s placed in the United States in

protecting a client clearly affects the conditions under which an attorney representing a licensor

(typically in-house counsel) can negotiate with a prospective licensee and especially when the

. prospective licensee has retained outside counsel to assist the latter. -

In each of the four systems, there is a variation on this fundamental eo'ncept regarding

the limitations placed on a practitioner in communicating directly with an adverse party. Inthe

USPTO, epi and Taiwan, the provisions are mandatory and can subject a practitioner to

~ discipline if violated. On the other hand, in Japan, the requirement is imposed merely as a

moral obligation to be followed by the practitioner at his/her own discretion.

Under 37 C.FR. §10.87, the USPTO requires that “during the course of representation

of a client, a practitioner shall not communicate or cause another to communicate on the -
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subject matter of the representation with a party the practitioner knows to be represented by
another practitioner in that matter; unless the practitioner has the prior consent of the other
practitioner representing such other party or is authorized by law to do so.” In addition to the
USPTO, all 50 States and the District of Columbia have considered this concept to be critically
' impdrtant and thus embodied the fundamental precept into their respective Model Codes.
In licensing a patent portfolio to a prospective licensee represented by counsel, it is
unclear whether the liceﬁ;sor’s representative (typically in house counsel) is precluded from
direct contact with the prospective licensee.  To determine how to proceed, reference should
‘be made to the Iimitations.imposed under 37 CFR §10.87. Under this provision, the “subject
matter of the representation” needs to be fully explored in order to determine whether the
_.practitipner can contact the represented party.
| It is therefore important that the “subject matte;r of the representation” be well defined.

~The practitioner should seek to have the subject matter clearly set forth (identified) before

- . ‘proceeding. As a general guideline, the licensing practitioner should abstain from discussions

with the represented party until such time as the discussions expand to areas outside the scope
of representation or until the licensee’s counsel consents to such discussions."!

Where the subject matter of the representation is general, such that a prospective
licensee indicates only that the licensee’s counsel will represent them in “all” matters, then

. there is a strong presumption that the subject matter lacks sufficient specificity to trigger the
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operation of the rule.” Similarly, retaining counsel for “all matters that might arise” may be

- construed as too vague to trigger the rule. A répresented party or their attorney cannot smmply

1‘2 ABA Committee on Ethics and Professional Responsibility — Formal Opinion 95-396 (July, 1995).
Id
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claim blanket, inchoate representation and expect the prohibition on communication to apply.
If there is any question regarding the extent of the scope of the relationship between the
prospective licensee and his/her -counsel, or the subject matter of the representation, the

practitioner should direct all correspondence exclusively through the prospective licensee’s

counsel to avoid ethic violations.

VI. CONCLUSIONS

The legal systems Wlthm the United States, Yapan, Eufope and Taiwan each have rules
governing the patent practitioner’s professional conduct. The emphasis placed in the USPTO
on protecting the client clearly signals to the patent practitioner the special care that one needs

to attend to in the practitioner’s relation with the pub.lic. In contrast thereto, there appears to

be a special emphasis placed in Japan in profecting the legal profession. The epi is the least
restrictive of the four systeﬁls :in': safeguardmgthechent an.d. protecting the legal system. There
is no special emphasis on any one of the three themes within Taiwan.

The special emphasis placed by the USPTO in protectin_g a client clearly affects the

conditions under which an attorney representing a licéns_or (typically in-house counsel) can

negotiate with a prospective licensee. *As a general guideline, the licensing practitioner should

abstain from discussions with a prospective licensee when the discussions directly relate to the

‘subject matter that has been clearly defined as the subject matter of the representation between

the prospective licensee and his/her attorney.

13 Id
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OMPARISON OF PROVISIONS GOVERNING PATENT PRACTIONER COND
Topic Area | United States - Japan European Taiwan

(Mancialory rules are codified under Title 37 -
Code of Fedaral Regulations (37 CFR) and are
: identifled by Sectlon Number,

Ethical considerations (Halicized) aro identiffed
i - by Canon Number).

(Mandstory rules are governad by Article of

Association 19 & 28 of the JPAA. Ethical
considerations (italicized) are governed by Articles

of Association and Ethics of Patent Attorney).

{Mandatory rulas and athical considerations are
governed under the Amended Code of Professional
Conduct of the Institute of Professional
Representatives before the EPQ).

(Mandatory rutes and ethical
considerations are codified under Rules
Governing Attorney Ethics and/or Riles

of Patent Agent).

Zealous Representation

Sec. 10.84: A practitioner shall not
intentionally - 1) fail o seek the lawful
objectlv{es of a client through reasonahle
available means permitted by law and the
Disciplinary Rules.

Canon 7:_ A practitionet should represent a
client zéalously within the bounds of the law.

CH4 (Art18): A pitent attorney must
always proceed with a case so as not to

to fulfill the trust of his/her client.
Regarding the case the patent attorney

impede its progess, and make the best effort

accepts, it is hisfher responsibility to manage
and fo administer the case untl it is closed,

Secda: A member shall at all times give
adequate care and attentlon and apply the
necessary expertise fo work entrusted to him
by clients. A Member shall keep clients
informed of the status of their cases,

A

CHa4 (See,25): Attorneys ought to
do thelr best to defend the client's
legal rights according fo the laws
with the legal procedure. Aftorneys
ought not to delay handling cases.
Altorneys ought to inform their
clients about the progress of the
cases,

CH4 {Art18B): A patent attorney
must always proceed with a case so
as not to Impede its progress, and
make the best effort to fulfill the
trust of hisfher client.

CH4 (Sec.27): Attorneys ought to

- (tell honestly their clients about legal

oplnions. Attorneys ought not to
fwist laws or deceive, leading their
clients to wrong expectancy or
judgment to thelr cases.

CH § {Sec39): Attorneys must not
slander the oppositions or do

“|anything that wilt hurt the

oppositions, while they defend their
clients’ legat rights.
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COMPARISON OF PROVISIONS GOVERNING PATENT PRACTIONER CONDUCT

Topic Area

United States

(Mandatory rules are codified under Title 37 -
Code of Federal Regulations (37 CFR) and are
~ identified by Section Number.
Ethical considerations (itallcized) are identifled
by Canon Number).

Japan
(Mandatory rules are governed by Article of
Association 18 & 29 of the JPAA. Ethical
considerations (italicized) are governed by ArHcles
of Association and Ethics of Patent Attorney).

European
(Mandatory rules and ethical cunSIderallons are
governed under the Amended Code of Prorea;;lonal
Condust of the Institute of Professional !

Representatives bafore the EPC). ?

Taiwan :

(Mandatory rules and ethical;
considerations are codified under Rules
Governing Attorney Ethics and/or Rules

of Paten! Agent). :

Falling to Act Competentiy

Sec.10.77: A practitioner shall not: handle a
legal matter which the practitioner knows or
should know that the practitioner is not
competent to handle, without associating with
the practitioner another practitioner who is
competent to handie it, handle a legal matter
without preparation adequate in the
circumstances, or neglect a legal matter
entrusted to the practitioner.

Canon 8: A practitioner should represent a
client competently.

No applicable provision.

Sec 5d: Where a member is instructed by a
client to take over the handling of a case fmm
another member, the member so [nstructed Is
free to accept such instruction but then shal
ensure that the other member is informed.
Such other member shall without delay, loan or
transfer all documents necessary for the |

- |handling of the case or provide copies at : i

reasonable expense to the new representatlve.
Secdb: In principle, a Member does not need

to serve the Interests of a client in matters< not

connected with professional work entrusted to
him by the client. i

CH2 (Sec1b): Employees of the law
office ought to be well behaved.!

Altorneys ought to supervise and
guide their employees to obey IaWs
and act properly

Preserving Client Funds

Sec,10,112: All funds of clients paid toa
practitioner's firm, other than advances for
costs and expenses, shall he deposited in
one or more identiflable bank accounts. A
practitioner shall promptly notify a client of
the recelpt of the client's funds, securities, or
ather propetties, identify & label securilies,
malntaln complete records of all funds,”
promptly pay or deliver to the client as
requested by the client all funds, securities,
or other properties.

Canon 9: A pracifioner should avoid even
the appearance of professional impropriety.

No applicable provision.

No applicable provision.

|CH4 {Sec34): Attorneys ought to

pass immediately the money to thelr
clients, which Is entrusted to col:!ect
by their clients. Attorneys ought ic
return afl stuffs related to the caise
to their clients after the case is !
accomplished. Attorneys must not
postpone or refuse to return them.

SRS [
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Topic Area

United States
(Mandatory rules are codified under Titie 37 -
Cote of Federal Regulations (37 CFR) and are

- { identified by Section Number,
Ethical:considerations (ltalicized) are Identified
by Cancnh Number).

Japan
(Mandatory rules are governad by Arlicle of
Association 19 & 29 of the JPAA, Ethical
considerations (Halicized) are governed by Articles
of Assactation and Ethics of Patent Atforney).

European
(Mandatory rules and ethical considerations are
governed under the Amended Code of Profassional
Conduct of {he institute of Professional
Representatives before the EPO).

Taiwan
(Mandatory rules and elhical
considerations are codified under Rules
Governing Attomey Ethics and/or Rules
of Patent Agent).

Disagreement with Clients

No applicable provision.

CH3 (Art25) _When a disggreement comes
about between a patent attorney and his/her
client, the attorney must make an effor to
come to an agreement with his/her client by
using the mediation committee of the patent
attorney association,

No applicable provision.

No applicable provision.

Method of Compensation for
Legal Services

Sec.10.46: A practitioner shall not acquire a
proptietary interest in the subject matter of a

: proceej;i!]ng before the Office which the
. practil_idier Is conducting for a client, except

that the practitioner may 1) acquire a lien

|granted Eby law to secure the praciitioner's fee

or expenses 2) contract with a client for a

_{reascnable contingent fee 3) In a patent

casé, take an interest in the patent as part or

- lall of tha fee.

Canon 3 A practitionet should assist in
preventing the unauthorized practice of law.

No applicable provision.

Secde: A member must not acquire a financlat
interest in any industrial right in such
circumstances as to give rise to a confiict

|between professional duty and interest, He

must not charge a fee directiy related to the
outcome of the services he provides.

No applicable provision,




;‘I

OMPARISON OF PROVISIONS GOVERNING PATENT PRACTIONER
PROTECTION OF THE CLIENT
Topic Area United States Japan European Taiwan

(Mandatory rules are codified under Title 37 -
" Code of Federal Regulations (37 CFR) and are
identified by Saclion Number,
15 tm'cal considerations (italicized) are ldenfiffod -
by Canon Number).

(Mandatory rules are governed by Articla of
Association 19 & 29 of the JPAA, Ethical
contsiderations (italicized) are governed by Arkicles
of Association and Ethics of Patent Attorney).

{Mandaiory rules and ethical consndemhons are

governed under the Amended Code of Professiona!
Conduct of the Institute of Professional:
Represantalives bafore the EPD). -

(Mandatory rules and ethical:
conslderations are codifled under Rules
Governing Attorney Ethics and/or Rules

of Patant Agent).

Conflict of Interest

Sec.10.68a. A practitioner shall deciine

proffered employment or continue
representation if the exercise of the
practitioner's independent professional
judgment in behalf of a cRent will be or Is
likely to be adversely 2 affected by the’
acceptance of the proffered employment, or if
it would be likely to Involve the practitioner in
represenling differing interests, except if the
practitioner can. adedualely represent the
interest of each and il each consent after full
disclosure,

See, 10.624: Except with the consent of a
client after full disclosure, a practitioner shall
not accept employment if the exercise of the
practitioner's professional judgment on behalf
of the client will be or reasonably may be
affected by the practitioner's own financial,
business, property, or personal interests.
Canon 5: A practitioner should exercise
independent professional judgment on
behalf of a client.

CHA (Art21): A patent attorney must not
take a case with which he has dealt asa.

representative of the other party. If an
attorney has taken a cdse as representative of
an applicant or person with patent rights,
the attorney must not take this caseas a
represeniative of the party which takes
offensive action against the applicant or
person with patent rights. Also, a patent
attorney must not take any action similar to
the afore described.

CH4 (Art20): A patent attorney must not
take a case which might cause a conflict of
interest with the case he is working on at the
moment unless the person mncemed
consents o it,

Sec.1d: A Member shall take measures to
safeguard his client's Interests in the event he
would be prevented from exercising his
profession, Sec4d: A member shall decline an
order which Is in conflict with his own interests.
In alt such cases, if the order cannot be
postponed without possible damage to the
client, a member shall accept and perform the
arder so far as immediately necessary to évoid
such possible damage: thereafter he shall
resign from the case. Sec.tc: The basictask
of a member Is to serve as a reliable adviger to
persons interested In patent matters, He -
should act as an independent counsellor by
sejving the interests of his clients in an
unbiased manner without regard to his - ¢
personal feetings or interest. 1
Sec.4f: A member shall not take any act:cn
against a particular matter which is being :
handied or has been handled by the Member
or another person In his office, unless the:
client in the matter agrees to this actlon. |

CH § [Sec.38): Attorneys must not
worl for both parties in one case.
Even though they discontinue the
job with their clients, they must hot
accept the appointment from |
another party in ohe case, except
working on arbitrating or mediating,
entrusted by both parties with. :
certificate of appointment. , f

CH2 (Sec.32): Aftorneys workmg in
the same law office, must not p!ead
for both parties in ope case. |
Altorneys ought to inform their client
and deal with It properly when they
find out the below circumstances
happen.

Payment of Legal Services

Sec.10.68: Except with the consent of the
practitioner's client after full disclosure, a
practitioner shall not: 1) aceept compensation
from one other than the practitioner's cient
for the praclitioners fegal services to or for
the client 2) accept frofh one other than the
practitioner’'s client. any thing.of value refated
to the practitioner’s representation of or the -
practitioner's employment by the client.
Canon 5: A practitioner should exercise
independent professional judgment on
behalf of a clfent. :

CH4 (Art22): A patent atiorney must not

accept money, entertainment, or ofher beneﬁt
fram any concerned parties. - .-

No applicable provision,

CH4 (Sec36): Attorneys must not
galn money for the tender for the
case that is being handled and
accept anything related with the!
tender for the case before the case
is finished,

CH 5 (Secd9): Attorneys must nol

discuss with the oppositions without '

thelr clients' appointmentor. |
agreement, Attorneys ought notto

gift,

accept opposmon s remuneratmn or{

Page 4 of 8 :
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United States

Topic Area Japan European Taiwan
(Menuelury rules are codified under Title 37 - (Mandatery rules are governed by Article of {Mandatory rules and ethical considerations are (Mandatory rules and ethical
Code of Federat Regulations (37 CFR) and are Association 19 & 29 of the JPAA. Ethical | governed under the Amended Code of Professionat { consideratiens are codified under Rules
' * iidentified by Secilon Number. considerations (italicized) are governed by Articles Conduct of the Institute of Professional Governing Attatney Ethics andfor Rules
Ethlcaf considerations (fallclzed) are idontified |  of Association and Ethics of Patent Attorney), Representatives befors the EPO). of Patent Agent).
] by.Canon Number;. P ‘ 3 . .
Billing Amount Sec 10 38: A pfac!!tloner shall not enter into [CH4 (Art 24): As a rule, a patent attorney |No applicable provision. CH4 {Sec3b): Attorneys ought to

an agreément for, charge, or collect an illegal
or clearly excesslve fee. A fee s excessive
when, after a review of the facts,a -
practltio?ner of ordinary prudence would be
left withia definite and firm conviction that the

fee is iniexcess of a reasonable fee,

Canon 2: A practitioner should assist the
legal profession in fulfilling its duty to make

legal counse! avallable.

wust have a contract to include fees before
the case is begun. Itis prqferable for a patent
attorney to take a case as & service when the
applicant has no means.

convince their clients clearly about
the remuneration and calculation
ways: Attorneys must not set the
further remuneration according to
the result of the cases.

Client confidences

§gg': ;10. BT_b Except when per'milt'ed,'a' '

practitioner shall not knowingly 1) reveal a
confidence or secret of a client 2) use a
confidence or secret of a client to the
disadvantage of the client 3) use a
confidence or Sectet of a client for the -
advantage of the prac!ltioner or of a third
person, unless the client consents after full
dlsclosu?e A practitioner may reveal 1)
conﬂdensces o secrets with the consent of
the client affected but only after a full
dlsclosuie to the citent 2) confidences or
secrets \!vhen permitted under Disciplinary
Rules or ~required by court order 3) the
intentlonof the cllent to commit a crime 4)
conﬂdences or secrets necessary to
establlsh or collect the practitioner's fee or to
defend tE\e practitioner or employees against
accusatipn of wrongful conduct, .
Canon 4; A praclitioner, should preserve fhe
confidences and secrels of a client.

CH4 (Art19); All business and technical
information an attorney has learned about
from his/her client from the case must be
kept confidential. An aftorney must not take
any action which may raise a doubt,

Secdq: A member is' automatically reieased
from his secrecy obligations if the secret
information becomes published.

Rules of Patent Agent {Rule 8):

The patent agent must not reveal or
steal his client's invention or
creation, '

CH4 (Sec.33): Attorneys must
keep secrets about the cases,
except their clients' intention and
plan of crime, or the confinuation of
ctime that may damage other life or
heaith.

CH6 {Sec48]: Attorney ought not
have their dlients of his previous
company change fo entrust him
after he leaves the company,

96~Z
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Taiwan

European

Topic Area United States Japan

Mandatory fules are codified under Title 37 -
Code of Federal Regulations (37 CFR) and are
identified by Section Number.

Ethical considerations (Haliclzed) are identiffed
by Canon Number).

(Mandatory sules are governad by Article of
Association 19 & 29 of the JPAA. - Ethical

considerations (italicized) are governed by Articles

of Assoctation and Ethics of Prtent Atforney),

{Mandatory rules and ethical cunslderatlnns are
governed under the Amended Code of Professmnal
Conduct of the Instituta of Professional ; :
Representativas before the EPO).

(Mandatory rutes and ethical.
considerations are codified under Rules
Governing Attorney Ethics and/or Rules

of Patent Agent}.

i B
Sec,5¢c: A member must avoid any exchahge CHS {Sec.41): Attorneys cught not
of views about a specific cage, which he ; to contact directly with the
knows or suspecis Is being handied by another opposltions without the agreement
member, with the client of the case, unles§ the |of the oppositions' attorneys, after
client declares his wish to have an lndepeﬁdent the attorneys know the oppnsmun

CH3 (ArE17): A patent attorney must not
directly negotinte with an adversarial party
who has retained an attorney, unless the
patent attorney has a valid reason why this
rule should not apply.

Sec, 10.87: During the course of
representation of a client, a practitioner shall
not: a) communicate or cause another to
communicate on the subject of the
representalion with a party the practitioner

Communication with Adverse
Party Represented by Counset

knows to be represented by another
practitioner In that matter unless the
practitioner has the prior consent of the cther

|practitioner representing such other party or

Is authorized by law to do so. ftis not
improper, however, for a practitioner to
encourage a client to meet with an opposing
party for settiement negotiations. b) give
advice to a person who is not represented by
a practitioner other-than the advice to secure
covinsel, if the interests of such person are to
have a reasonable possibility of being in
conflict with the Interests of the practltloners
client S

view or to change his representalive. The
member may inform the dther member only if
the client agrees

have attorneys

Page6of 8
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services through public media {i.e., telephone
directory, legal directory, newspaper, or other
perlodlcai radio, T.V.}. Nothing of value may
be given for the person recommending the

] practlonfer‘s service, except that practioner

may pay reasonable cost of advertising.
Sec.10.33: A praclitioner may not solicit
professiﬁnat employment from & prospective
client wigh whom the practitiener has no
family or prior professionat relationship, by

‘| mail, In- person or otherwise, wheh a

signifi cayt motive for the practitioner's doing
so0'ls the practitionsr's pecuniary-gain under
the circimstances evidenicing undue
ihﬁu’en‘cé, intimidation, or overreaching.
Canon 2; A praciitioner should assist the

: Iagaf profess:on in fulfiling its duly to make

legaf counse! available.

Topic Area United States Japan European Taiwan
(Mandatory rules are codified under Tills 37 - {Mandatory rules are govarned by Article of {(Mandatory rules and ethical considerations are (Mandatory rules and ethical
Code of Federal Regulations (37 CFR} and are Assoolation 19 & 29 of the JPAA, Ethical | governed under the Amendad Code of Professfonal | considerations are codified under Rules
ﬁ identified by Sectlon Number. considerations (italicized} are governed by Articles Conduct of the Institute of Professional Governing Attorney Ethics andfor Rules
Ethical vonsiterations (Haflcized) are Identified of Assoctationt and Ethics of Patent Attorney). Representatives before tha EPQ). of Patent Agent).
] by Canon Nuimber).
Advertisements Sec, 10:23; Practioner may advertise No applicable provision, Sec.2: Generally permitted provided true and |CH2 {Sec12): Attorneys must not

objective and conforms with the basic
priniciples of integrity and professionat
secrecy. NOT allowed are: 1) comparison of
professional services of one member with
those of ancther; 2) identification of a client
without express authorization of that client; 3)
mention of the name of ancther professional
entity uless there is a written cooperation
agreement between the member and the entity;
4) advertisement, announcement or publishing
of offers to buy, selt or negotiate industrial
property rights. except upon the instruction of a
client.

Sec.3b: A member shall not give any
indication on office premises, stationery or
otherwise which is misleading fo the public.

promote thelr business by
exaggerated advertising, paying
commission to infroducers, hiring
sales or in other inappropriate ways.
CH2 {Sec13): Attorneys must not
gain business by any ways that
violating soclal order and geherat
standards of behaviors, or damage
allorneys' reputation.




COMPARISON OF PROVISIONS GOVERNING PATENT P
PROTECTION OF THE CLIENT |

Lol I

TABLE 1

5

Topic Area

United States
{Mandatoty rules are codified under Title 37 -
Code of Federal Regulations (37 CFR) and are
identified by Section Number.
Ethical considerations (Haflcized) are identifled
by Canon Number).

Japan
(Mandatory rules are governed by Article of
Assoclation 19 & 29 of the JPAA. Ethical
considerations (italicized) are governed by Articles
of Associntion and Ethics of Patent Attorney),

European

(Mandatory rules and ethical cansideratiohs are
governed under the Amended Code of Professional
Conduct of the Instilute of Professional
Representaiives bafore the EPC),

Taiwan
(Mandatory sules and ethical
considerations are codified under Rutes
Governing Atterney Ethics andfor Rules
of Patent Agent).

Withdraw| from employment

Sec, 10.40a; A practitioner shall not
withdraw from employment in a proceeding
before the Office without permission from the
Office. A practitioner shall not withdraw from
employment until the practifioner has taken
reasonable steps to avold foreseeable
prejudice to the rights of the clfent, including
giving due notice to his or her client, allowing
time for employment of another practitioner,
delivering to the client all papets and property
to which the client Is entitled, and complying
with applicable laws and rules. A practitioner
who withdraws from employment shall refund
promptly any part of a fee paid in advance
that has not been earned.

CH4 (Art23): A patent attorney must
report matters about a case, clear the
account, and return items in his/her custody
without delay.

No applicable provision.

CH4 (Sec31): Attorneys ought to
discontinue the case with their |
clients when the following :
circumstances happen. 1) the
attorney finds out what the purpose
of thelr clients is 1o threaten or harm
others 2) the attorney is aware of the
case will break the Rules of
Governing Atlorneys' Ethics if they
continue to handle the case 3) the
attormey's health is not good engugh
to continue coping with the case,
When the aftorney discontinues the
case, they ought to adopt legal :
procedures avoiding their clients'
fegitimate rights are damaged. :
Altorneys also ought to return part
of the remuneration. f

Page 8 of 8
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COMPARISON OF RULES GOVERNING PATENT PRACTIONER CONDUCT

Topic Area

United States

(Mandatory rules are codified under Title 37 -
Code of Federal Regulations (37 CFR) and are
identifiad by Section Number.

by Canon Number).

Ethfcal considerations (ltallcized) are identified

Japan -

{Mandatory rules are governed by Arlicle of
Association 19 & 29 of the JPAA, Ethical
considerations (italicized) are governed by Arlicles
of Associatton and Ethics of Palent Atlorney).

European

{Mandatory rules and ethical considerations are
governed under the Amended Code of
Professional Conduct of the Institute of
Professional Representatives before the EPQ).

i

Taiwan _
{(Mandatory rules and athical -
considerations are codified under Rufes
Goveming Aftorney Ethics andfor Rules of
Patent Agent).

Admission to Practice

Sec.10.22: A practioner Is subject to
discipline If the practitioner has made a
materially false statement in, or if the
practitioner has deliberately failed to disclose
a materlal fact requested in connection with,
the practitioner's application for registration
or membership in the bar of any U.S. court
or any State court or his or her authority to
otherwise practice before the Office in
trademark and other nion-patent cases.
Canon 1: A praclitioner should assist in
maintaining the mfegnty and. compefence of
the Iagai pmfessfon

CH3 (Art36); A member has fo pay
metnbership of 20,000Yen, by the end of
every month. This amount is due for as long
as hefshe belongs to the Association.

CHS3 (Art37): When a member neglects
payment of membership dues for more than
six months, a director must give him/her
warnting that he/she has to withdraw from
the Association if he/she does not contplete
payment within 30 days.

Secda: A member shall uphold public
reputation of this Institute, of its Members and
of the practice of representation before the
European Patent Office.

Sec.7b: Members must pay in accordance
with arrangements laid ‘down and notified by
the Council the annual subscription required
by Article 6 of the Regulation on the :
establishment of the Institute. If a member
fails to pay the subscription as required by the
arrangements, the matter may be referred by
the Treasurer to the Disciplinary Committee.

Rules of Patent Agent {Rule 3):
People who have residence in the
Republic of China and mafch one of
the following conditions, may register
with the Patent Organization after their
credentials are examined. 1) Judiclal
Officers, Attorneys or Accountant 2)
Reglstered Technicians 3) People
graduated from college and worked in
the patent organizations, responsible
for examination for two years.,

Representing a Client within the
bounds of the law

Sec. 10. 85a In representahon of a client, a
practitioner shali not 1) initiate or defend any
pmgeed!ng before the Office, assert a
position, conduct a defense, delay a trial o
proceeding before the Office, or take other
action on behalf of the practitioner's client
when the practrtloner knows or when it is
obvious that such action would serve merely
to harass or_mallclously injure another. -

cfient zea!ously within fhe bounds of the
faw.

CH4 (Art18): A patent attorney must
always proceed with a case so as nof to

impeded its progress, and make the best
effort to fulfill the trust of Higfher client.

Canon 7: A practitioner should represents |

No applicable provision.

CH3 {Sec22): Attomeys must not
refuse or delay the cases that are;
assigned by the Judicial Depariment,
and get remuneration from the -
defendant or other refated person ‘of
the cases.

CH3 [Sec2§): Attorneys ought to
assist the Judicial Department to |
handie the cases that are inquired,
entrusted or assigned by the Judicial
Department, . .

CH3 Sec23): Attomeys must not
deceive and cheat when they fulfill
their roles. Attorneys must not forge
or instigate others to forego the :
evidences, as well as hinder others
from revealing the truth.

Page 1 ofti
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Topic Area

Code éf Federal Regulations (37 CFR) and are

" United States

{Mandalery rules are codified under Tille 37 -

{identified by Section Number,
Ethical considerations (ftallcized) ara identifled
i by Canon Number).

H

Japan
(Mandatory rules are gaverned by Article of
Assoclation 19 & 29 of the JPAA. Ethical
considerations (italicized) are governed by ArHecles
of Associntion and Ethics of Patent Attorney).

European
(Mandatory rules and ethicat considerations are
govemed under the Amended Code of
Professional Conduct of the Institute of
Professlonal Representatives before the EPO).

Taiwan
_ (Mandatory rules and ethical
considerations ars codified under Rules
Goveming Attorney Ethics andfor Rules of
Patent Agent).

JLimitations of Practicing Law

- {a special advantage in legislative matters for
‘ithe praclmuner or for a client’ under

‘fofa: cllent 3) accept any thing of value from

fis obwaus that the offer is for the purpose of
- Inﬂuenoing the practitioner's action as a
public _ojf icial. A practitioner who is an
~lofficer ar employee of the L1.8. shall not

8ec.10.101: A praciitioner who holds public
office shall not: 1) use the praciitioners
public posstlon to obtaln, or attempt to obtain,

clrcumstances where the practltloner knows
oritls obvlous that’ such action Is not in the
public Interest 2) use the practllloners public
posrtlon to Influence; or attempt to influence,
a tribu I fo act in favor of the practatloner or

any person when the practltloner knows or it

;:ufacth:eé before the Office in patent cases
except where so provlded

Canon 8: A practitioner should assist in
impro vﬂgg the legal system.

CH2 (Art24): A member can not hold an
official pesition which concurrently pays
him/her additional salary.

CH2 (Ar£25): When a member, who himself
runs a business pursuing profit, is employed
by a person who manages a business, foins
the staff or becomes d director of a body
corporate, the member has to report the
malier to the patent attorney association
beforehand,

No applicable provision.

No applicable provision.

Lawyer Communication with
Withesses

{cllent zea!ously withm the bounds of the

Sec.10.92: A practitioner shall not stippress
any evlcfence that the pracfitioner or the -
practitloner's cliént has 4 legal obligation to
reveal of produce. A’ practitloner shall not
advise or cause a person to be satreted or
to leave the juﬂsdlctlon for the purpose of
makfng the person unavaiiable.

Canon 7 A pracfifioner should represent a

law.,

No applicable provision.

No applicable provision,

CH2 (Sec186}): Attorneys can inquire
the witness for the truth outslde the
court, bt Inquires should be iimited to
information related to the case, They
ought not to Induce the witness to lie.

Page 2 of 4
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Topic Area

United States
(Mandatory rules are codified under Title 37 -
Code of Federal Regulations (37 CFR) and are
idenlified by Section Number.
Ethical considerations (itaNcized) are ldentiffed
by Ganon Number). '

Japan
(Mandatory rules are governed by Article of
Association 19 & 29 of the JPAA. Ethical
considerations (italicized) are governed by Articles
of Association and Ethics of Patent Atlorney).

European ,_

(Mandatory rules and ethical considerations are
yoverned under the Amended Code of |
Professional Conduoct of the Institute of
Professional Representatives before the EPO).

Taiwan _
(Mandatory rules and ethical :
considerations are cedified under Rules
Govarning Attorney Ethics andfor Rules of
Patent Agent).

Cooperation with the Patent
Agency

Sec 10,131: Praclitioners shall report and
reveal to the Director any knowledge or
evidence required under the disclosure of
information to authorities requirement, which
require that a practitioner possessing
unprivileged knowledge of a violation of a
Dissiplinary Rule shall report it to the

" | Director. Any non-practitioner possessing

knowledge or informatfon concerninga -
violation of a Disciplinary Rule by a
prac!itloner may report the vlnla!ion to the

~ {Director, -

Canon 9: A praciitioner should avoid even
the appearance of professional impropriety.

CH2 (Art11): A patent atfomey has to
cooperate with the Patent Agency and the
court regarding the process of filing an
application, judging a case, and proceeding
with a lawsuit, He/She must not take any
action to extend a lowsuit. _

CH2 (Ar£12): A patent attorney has fo-
cooperate in regard to a matter assigned by
government or mutticipal offices.

No applicable provision,

CH3 (Sec20): Attorneys ought to,
assist court to defend judicature

dignity and justice. Attorneys are also
responsible for prompting the socjety
to rule by law together witht the
Judicial Department. -

H

Improper Influence Upon A
Government Agency

Sec. 10.111b: A practitioner shall not accept
private employment in a matter in which he
or she had personal responsabulty whlle a
public employee,

Sec.10.93b: inan adversary proceeding,
Including any inter partes proceeding before
the Office, & praclttioner shall not

* lcommunicate; or cause another to

communicate, as to the merits of the cause
with a judge, officlal, or Office employee
before whom the proceeding is pending,
expect If official proceeding, In writing,
adequate notice to opposing counsel or to
adverse parly. . '
Canon 7: A praciifioner should represant a

| cHent zealously within the bounds of the .

faw.

CH2 (Art13): A patent.attorney must not
accept a case with which hefshe has dealt as a

government employer.

No applicable provision.

CH2 (Sec14): Attorneys must not
have inappropriately soclat
engagement with the judicial staffs in
order to facilitate cases and gain more
business.
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TABLE 2

mw PATENT PRACTIONER CONDUCT

PROTECTION OF LEGAL SYSTEM

. Topic Area

United States
(Mandatory rules are codified uhder Title 37 -
Code of Fedéral Regulations (37 CFR) and are

: ldazfllﬁed by Section Number,
Elhical considerations (ltaffcized) are identified
.i.iby Canon Number). .

Japan
(Mandatory riles are goyern'ed by Article of
Assoclation 19 & 29 of the JPAA, Ethical

- | considerations (itaticized) ave governed by Articles

of Association ad Ethica of Patent Atlorney).

European
(Mandatory rules and ethical considerations are
governed under the Amended Code of
Professional Conduct of the Institute of
Professional Representatives before the EPQ).

Talwan
(Mandatory rules and ethical
considerations are codified under Rules
Governing Attorney Elhics and/or Rules of
Patent Agent).

Avolding the Appearance of
Impropriety

,Sec' 10. 111g= A practitioner shall'not accept
private employment In a matter upon the

merits of whl%h he or she has acled ina

Judicial capaélty
Sec.10.93: A practl!toner shall not give or

[tend anything of value to ajudge official, or
-lemployee of a tribunal under clrcumstances

which might éive the appearance that the gift
of loan Is malle to Influence officlal action.
Canon 9: A practmaner shoidd avoid even
the appearar%ce of professmnar impropriety.

£
o8
!

£

CH2 (Ari14): A patent attorney must not
either privately interview or negotiate with
the person dealing with official business in
order to gein an advantage in a case in
which hefshe is involved.

No 'applic'able provision.

CH2 [Sec18): Judicial staffs must not
work as an aftorney in the same courls
or the same procurator department
within 3 years, where they worked In
the past 3 years.

Statements Regarding
Public/Elected Officials & the
Judiciary

Sec.10.702a&b: A practitioner shall not
knowingly mafke false statements of fact
concerning tﬁe qualifications of a candidate
for election or appointment to a judicial office
or to'a positioh in the Office. A practitioner
shall not knowingly make false accusations
against a }udge other adjudicatory officer, or
employee of the Office.

Canon 8: A iaracbiioner should assistin
Improving the fegal system.

No épplicable provision,

Sec.la: A member shall uphold public
reputation of this Institute, of its Members and
of the practice of representation before the
Eurapean Patent Ofiice,

CH3 {Sec21): Attorneys ought to
attend aclively the assessment to

Judges and public procurators, which
are run by the Attorneys Association
or other government depariment.
CH3 {Sec24): Attomeys must hot
slander judiclal staffs or the Judicial
Department. Attorneys ought to
inform police when they get evidence
about judictal staff corruption.

Page 4 of 4
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Topic Area

i United States
(Mandatory rutes are codified under Titie 37 -
Coda of.Fedara! Regulations (37 CFR} and are
{identifiad by Section Number.

Eihical conslderations (allclzed) are idenfified
g by Canon Number).

Japan
(Mandatory rules are governed by Article of
Association 19 & 29 of the JPAA. Ethical
considerations (italicized) are governed by Articles of
Association and Ethics of Patent Attorey).,

European
(Mandatory rules and athical considerations are
governed under ihe Amended Code of Professional
Conduct of the Institute of Professional
Representatives before the ERPQ}.

Taiwan
(Mandatory sules and ethical
considerations are codified under Rules
Governing Attorney Ethics and/or Rules
of Patant Agent).

General Ethical Considerations

Sec, 10.89: A practitioner shall not disregard
or advisé a client o disregard any provision
of the Céde or a decision of the Office, but
the praéljtloner may take appropriate steps in
good faith to test the validity of such
provlslo'ré or decislon,

. \Canon 7: A practitioner should represent a

client zeafously within the bounds of the law.

A patent attorney must foster and protect
originality and creativity in the industrial field,
and contribute to sound use and development of
the owhership system of industry. Through
this, a patent attorney will contribute to the
progress and development of sociely.

CH2 (Art19): an attorney must value hisfher
personal integrity, do business honestly
following all codes of conduct and laws
pertalning to attorneys, - .

\CH1 (Art1): A pafent attorney should value
honor, cultivate sound Feason, bie assiduous in
raising integrity arnd maintairing trust,

CH1 (Ari3): A pafent attorney should keep
abreast of current law.and scienice, shudy
technical advancement, be familiar with
business case law and perform his duties
sincerely and fairly.

No applicablz provision,

No applicable provislon.

Objectives of Legal Profession

No applicable provision.

A patent attorney must foster and protect
originality and creafivity in the industrinl field,
and contribute to sound use and development of
the cwnership of industry. Through this, a
patent aftorney will contribute to the progress
and development of society,

No applicable provision.

The missions of the attorneys are to
protect human right, to ensure
justice, as well as to enhance
democracy. Al attorneys ought to

" {self-government and defend the

dignify and reputation of attorneys
basing on the consciousness of
attorneys' Ethics. All attorneys
ought to obey the Rules of
Governing Attorneys’ Ethics.
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TABLE 3

COMPARISON OF RULES GOVERNING PATENT PRACTIONER CONDUCT

PROTECTION QF THE LEGAL PROFESSION

Topic Area

United States
(Mandatory rules are codified under Title 37 -
Code of Federal Regulations (37 CFR) and are
identified by Section Number.
Ethical considerations (ltaliclzed) are identified
by Ganon Number).

Japan
(Mandatory rules are govarnad by Article of
Association 19 & 29 of the JPAA. Ethical
considerations (italieized) are governed by Articles of
. Associationt and Ethics of Patent Attorney).

European
(Mandatory rules and ethica! consldemi:ons are
governed under the Amended Code of Professionat
Conduct of the Instilule of Professicnal
Representatives before the EPO},

Taiwan _
(Mandatory rules and ethical
considerations are codified under Rules
Govemlng Aftorney Ethics andfor Rules
of Patent Agent).

Safeguarding the Integrity of the
Legal Profession

No applicable provision.

CH1 (Artd); A patent atlorney should
maintain hisfher integrity, carry out business
based upon his/her beliefs. When dealing with
acase, a patent attorney renders judgments or
an opinion, a patent attorney should be
independent, and perform mutters with legal
and techmcal conﬁdence .

Sec.3c: A member shall not giveany
commission to others for the lnlroducttori; of
business, but this does not extend to the!

acquisition in part or whale of another paient
agency practice. B

CH1 {Sec.3): Atiorneys ought to
defend the dignity and reputation of

©jattorneys,

Maintaining Gonduct within the
Legat Profession

Sec. 10.23a: A practitioner shall not engage
in disreputable or gross misconduct,

Canon 1; A practitioner should assist in
maintaining the integrity and competence of
the legal profession.

CH1 (Art1): A patent attorney should value
honor, cultivate sound reason, be assidous in
raising integrity and maintaining frust.

CH2 (Art 19): An attorney must value his/her
personal infegrity, do business honestly
following all codes of conduct and laws
pertaining to attorneys. .

CI1 (Art 6): A patent attorney must not do
amy business which might harm his/her
itegrity of the patent atorney.

CHT (Art8): A patent aftorney must not lef
others use his name. CH1
(Art9): A patent attorney nust not unfairly

* |brittg about a case,

No applicable proviston.

CH1 {Art8): Attorneys ought to be
prudent In their speech and
behavlors, and to rectify bad trends
in the soclety as a good model in the
society,

CH1 (Art8): Attorneys’ jobs ought to
be based on honest, justice, reason
and consclence. :

Page 2 of 7
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Topic Area

i United States
(Mandatory rules are codified under Title 37 -
Code of Federa! Regulations (37 CFR) and are
jdentifiad by Section Number,

Ethlca! considerations (italiclzed) are identified
i by Canon Numibsr),

Japan
(Mandatory rules are governed by Arlicle of
Assoclation 19 & 29 of the JPAA. Ethical
considerations (italicized) are governed by Articles of
Association and Ethics of Patent Attorney),

European
{(Mandatory rules and efhical considerations are
governed under the Amendad Code of Profassional
Conduct of the [nstitute of Professlonal
Reprasentatives before the EPQ}.

Taiwan
(Mandatory rules and ethical
considerations are codified under Rules
Goveming Attorney Ethics and/or Rules
of Patent Agent).

Unauthotized Practice of Law

Sec.10.47: A practitioner shall not aid a non-
practitioner in the unauthatized practice of
law, nor §hall a practitioner-aid a suspended
or excluded practitioner in the practice of law
before the Office. A practitioner shall not aid
a non-lawyer in the unauthorized practice of
faw.
Canon 3: A praciifoner should assist in
prevanﬁn? the unauthonized practice of law.
*

3

No applicable provision.

Sec.3d: A member shall not permit without
adequate supenvision, professional activities
related to the European Patent Office under his
name or the name of this association by a
person who Is not a member.

CH2 {Sec.17): Attorneys must not
assist people, who do not have

Licenses in the Republic of China,
to practice law by forming
partnership or any other ways,
except approved by law,

Regulating Professional
Standards & Disclpline

Sec, 10.23b: A practitioner shall not 1)
violate a disciplinary rule 2) circumvent a
Disciplinary Ruie through actions of another
3) engage in illegal condtict invelving moral
turpitude 551) engage in conduct invelving
dishonesty, fraud, deceit, or
misre’pre_sfentatian 5) engage in conduct that
Is prejudigial o the administration of justice

. |6) engage in any other conduct that

adversely reflects on the practitioner’s fitness
to practice before the Office.

Canon 1: A practitioner should assistin
maintaining the Intagrity and competence of
the legal érofes.slpn. ,

i
B
H
{
H

CH1 (Art5): A patent attorney must conform
to the rules related to patent attorneys, and to
the rules and decisions of the Paient Attorney
Association, A patent attorney must sincerely
deal with cases nssigned by the Patent Atiorney
Association, ) CH1
(Art7): A patent attorney must not bea
representative of, nor be assigned to a case by,
nor-get a case, through those who have the
possiblity of vielating patent laws, or who

 |might be violating them.

Sec.1f&q: Each member should know of the
Code of Professional Conduct and cannot
plead ignorance of it. A breach of the Code
cannot be jusiified by referring to instructions
from a client.

No applicable provision.
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Topic Area

United States
(Mandatory rules are codified under Title 37 -
Code of Federal Regulations (37 CFR) and are
idantified by Section Number.
Ethical considerations (ftalicized) are identiffed
by Canon Number).

Japan
{(Mandatory rules are governad by Article of
Association 19 & 28 of the JPAA. Ethical
considerations (italicized) are governed by Arlicles of
Association and Ethics of Patent Atlorney),

European ..
(Mandatory rules and ethical considerations are
govemed under the Amendsd Gode of Professional
Conduct of the Institute of Professional
Representatives before the EPO),

§

Taiwan
(Mandatory rules and ethical
considerations are codified under Rules
Gaveming Attormey Ethios andfor Rules
of Patent Agent).

Fellowship Among Attorneys

No applicable provision.

CH3 (Ari15): Patent attorneys must help ench
other, respect each other, must not take any
action to harm or trouble other attorneys.

Sec.1e: Good fellowshlp among members is a
necessify for preserving the reputation of the
profession and should be exercised Irrespectlve
of personal feelings. :
Sec.5a: A member must observe good 3
fellowship toward other members, and this
includes courtesy and the fact that a member
may not speak of another member in l
discourteous or offensive terms. Grlevaﬁces in
respect of another member should first he
discussed in private with the other member
either directly or through a third member,\and
then if necessary through the official channels
prescribed by the Institute and in the
disciplinary Regulation.

CH 6 {Sec42): Attorneys ought to
respect each ofher, and concem the
proper benefit of law fleld.
Attorneys ought to respond to other

- {attorneys’ inquire or give themthe

reason that they can't respond.
CHe (Sec43): Attorneys ought not
slander other attorneys, as well as
instigate or induige thelr clients to
slander other attorneys.

Business Conduct

No applicable provisien.

CH3 (Art16): A patent attorney must not iry
to get involved in a case which other attorneys
have alvéady recetved, B

No applicable provision,

CHE {Arf47): Attorneys ought to ask
the Attomeys Association to medlate
when they have conlroversy W|th
each other because of a case.:

Maintaining Professionat
Standards

No applicat_:vle provision.

CH1 (Ari2): A patent attorney considers the
internationatity of indusirial ownership,
undertakes business with a broad vision, and
fiakes an effort to contributte to society in
conformity with international trust.

CH1 (Art3): A patent attorney should keep
abreast of current law and science, study
technical advancement, be familiar with
business case lmw and perfornt his duties
sincerely and fairly.

No applicable provision.

CH1 {Sec8): Attorneys ought t_o
attend public law services or soclal
activiltes so as to spread law |
services. 4
CH1 (SecS): Aﬂomeys ought to he
proficient In laws, enrich .
professional knowledge, absorb -
update information and keep -+
improving thelr services. :
CH4 {Sec28); Attorneys ought not
fo assure their clients that they
could have favorable results when
the attorneys try to get the cases.

Page 4 of 7
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Topic Aréa

United States
{Mandatory rules are codified under Title 37 -
Code of Federal Regulations (37 CFR) and are

identified by Section Number.
Ethical considerations (ltalicized)} are identified
by Canon Number}.

Japan
(Mandétory rules are governed by Arlicle of
Association 19 & 29 of the JPAA. Ethical
considerations (italicized) are governed by Articles of
Associntion and.Ethice of Palent Attorney).

European
{Mandatory rules and ethical considerations are
governed under the Amended Code of Prafessional
Conduct of the Institute of Professional
Reprasentatives before the EPO),

Taiwan
{Mandatory rules and ethical
consfderations are codified under Rules
Governing Attorney Ethics and/or Rules
of Patent Agent).

Disciplinary Actions

Sec, 10.89: A practitioner shall not disregard
or advise & client to disregard any provision
of the Code or a decision of the Office, but
the practiﬂoner may take appropriate steps in
good fallh 1o test the validity of such
prnws!on or decisian.

M The Gomrnlsswner may, after
notice and an opportunity for a hearing, 1}
reprimand or 2) suspend or exclude, either
generally or in any particular case, any

_ indlwduaf attorney, or agent shown to be

incompehgnl or disreputable, who is gullty of
gross misconduct, or who violates a
Disciplinary Rule. '
Canon 8: A practitioner should avoid even

the appearance of professional improprety.

CH2 {Art29): A member will be punished
according to the following procedures when
he/she violates the rules of the Patent
Attorney Association. 1) Warning issued. 2)
Notification of disciplinary punishment. 3)
Withdrawal from membership. When a
director believes that there is a case of
viotation of rules, he/she must inform the
Investigation committee, A director must
report the person who has been withdrawn
from the assocation by the aforementioned
rules for more than a year, if that person
becomes a member agali.

CH2 (Art29.2): When it is decided by the
investigation committee, or by the board of
directors to withdraw a member from the
Association, a director has to follow the
necessary procedures to get authorization
from the Minister of international Trade and
Industry.

No applicable provision.

Rules of Patent Agents {Rule 10):
If the patent agent raveals or steals
his client's invention-or creation, -
they would be punished with the
following issues by the patent _
organization: 1) warn 2) stop thelr
license from 6 months to 2 years or
3) cancel their qualifications.

CH2 {Sec19): Attorneys must not
break thé Rules Gaverning
Attorneys' Ethics even though thelr
clients require.

Page 5 of 7
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Topic Area

United States
(Mandatory rules are codified under Title 37 -
Cade of Federal Regulations (37 CFR) and are
identified by Section Numbar,
Ethical considerations (ifallcized) are identified
by Canon Number).

Japan
{Mandatory rules are governed by Article of
Assoclation 19 & 29 of the JPAA, Ethical
constderations ({lalicized) are governed by Articles of
Assocition and Ethice of Patent Attorney).

European :
(Mandatory rules and ethical consideralionis are
governed under the Amended Code of Professional
Conduct of he Institute.of Professiong!
Representatives before the EPO}.

Taiwan :
{Mandatory rules and ethical
considerations are codified under Rules
Governing Atlorney Ethics and/or Rules
of Patent Agent).

Reporting fellow attorney
misconduct

Sec10.22h: A practitioner shall not further
the application for registration or membership
in the bar of any U.S. court, State court, or
administrative agency of another person
known by the practitioner to be unqualified in
respect to character, education, or other
relative attribute.

Canon 1: A practifioner should assistin
maintaining the integrity and competence of
the legal profession.

CH2 (Art30): When it is believed that there is
a case of violation of the rules, it should be
referred to a director.

Sec.de: As far as the exercise of his &
profession Is concerned, a memberis
responsible for the acts of non-member
assistants, .

‘.

CH8 (Artdd): Attorneys ought to
report {o the attorneys Assocfation

about other attorneys breaking the
Rules of Governing Attorneys, when
they get evidence, besides keep]ng
secrels.

CHS (Sec4$): Attorneys must: not
hinder other attorneys from their
cases, orlead the clients
discontinue the appolntment with
thelr current attorneys, :

" |CHS {Secd6): Attorneys oughtto

inform the Attorneys Assoclatlgn
before they accuse other attomays,
because of their own reasons.: If it
is a clvil case about disputs, the
attorney ought to let the Attorneys
Association mediate the case first.

Fee Splitting Requirements

Sec. 10.37: A practitioner shafl not divide a
fee for legal services with anather practitioner
who is not a partner in or associate of the
practitioner's law firm or faw office, unless
full disclosure and client consent proportion
division.

Sec. 10.48: A practitioner or a firm of
practitioners shall not share legal fees witha
non-practiﬂoner excepl: by agreement, to
complete unfinished business, non-
practitioner compensation or retirement plan.
Canon 2: A praciitioner should assist the -
lagal profession in fulfifing #s duty te make

fogal counsel available.

CH2 (Art 21,2): A member cannot share with
a specific foreign law atlorney remuneration
\from income received for business secured
under contract with the Patent Attorney
Association, or from income received from
doing bisiness in the manner described under
the ritles of the Association,

$ec.10.37: A practitioner shall net divide a fee
for lega! services with another practitloner who
is not a partner i

No applicable provision.

Page 6 of 7
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COMPARISQN OF RULES GOVERNING PATEN] PRACIIONER CONDUCT

PROTECTION OF THE LEGAL PROFESSION

Topic Area 1 United States Japan European : Taiwan
{Mandatory rules are codified under Titla 37 - (Mandatory rules are governed by Article of (Mandatory rules and ethical considerafions are (Mandatory rules and ethical
Code of?:ederal Regulations (37 CFR) and are Assoclation 19 & 29 of the JPAA, Ethical governed under the Amended Code of Professional | considerations are codified under Rules
. .iidentified by Seclion Number. - - | considerations (italicized)} are governed by Articles of Conduct of the Institute of Professional Governing Attorney Ethics and/or Rules
- Ethical considerations (itaficlzed) are identified Association and Ethics of Patent Atiorney). Representatives before the EPO). of Patent Agent).
. i . by CanonNumber). : : ’ |
Discrimination No appligable provision. : No applicable provision. §ec.6b; Since a prime interest of the Institute |No applicable provision.
. . . Is to maintalh a uified profession, no member
must exercise or promote discrimination
between members, for example on grounds of
language or nationality.
#
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PATENT RULES

(3) To the best of practitioner’s knowledge, infor-
mation, and belief, there is good ground to support the
correspondence, including any allegations of improper
- conduct contained or alleged therein; and

(4) The correspondence is not interposed for delay.

(b) Any practitioner knowingly violating the provi-

sions of this section is subject to disciplinary action. See
§ 10.23(c)15).

' [Added 50 FR 5175, Feb. 6, 1983, effective Mar. 8, 1985;

- para. (ayamended, S8 FR 54494, Oct. 22,1993, effective Nov. 22,
1993] _

§ 10.19 [Reserved]

PATENT AND TRADEMARK OFFICE CODE OF
PROFESSIONAL RESPONSIBILITY

$ 10.20 Canons and Disciplinary Rules.

() Canons are set out in §§ 10.21, 10.30, 10.46,
10.56,10.61, 10.76, 10.83, 10.100, and 10.110. Canons are
statements of axiomatic norms, expressing in general
terms the standards of professional conduct expected of
practitioners in their relationships with the public, with
the legal system, and with the legal profession.

~ {b) Disciplinary Rules are setoutin  §§ 10.22—10.24,
10.31-10.40, 10.47-10.57, 10.62~10.68, 10.77, 10.78,
- 10.84, 10.85, 10.87-10.89, 10.92, 10.93, 10.101-10.103,
10.111, and 10.112. Disciplinary Rules are mandatory in

" - character and state the minimum level of conduct below: |

which no practitioner can fall without being subjected to
disciplinary action.
[Added 50 FR 5175, Feb. 6, 1985, effective Mar. 8, 1985]

§ 10.21 Canon 1.
A practitioner should assist in maintaining the

B ~ integrity and competence of the legal profession.

fAdded 50 FR 5175, Feb. 6, 1985, effective Mar. 8, 1985]

§ 10.22 Maintaining integrity and competence of the
legal profession. :
(a) A practitioner is subject to discipline if the
practitioner has made a materially false statement in. or

§10.23

States court, State court, or administrative agency of
another person known by the practitioner to be unquai-
fied in respect to character, education, or other relative
attribute.

|Added 50 FR 5175, Feb. 6, 1985, effective Mar. §, 1985]

- § 10.23 Misconduct.

(2) A practitioner shall not engage in disreputable
or gross misconduct.
(b) A practitioner shall not:
(1} Violate a Disciplinary Rule.
(2) Circumvent a Disciplinary Rule through actions
of another.

(3} Engage in illegal conduct involving moral turpi-

tude,
(4) Engage in conduct involving dishonesty, fraud,

‘deceit, or misrepresentation.

(5) Engage in conduct that is prejudicial to the
administration of justice.

-(6) Engage in any other conduct that adversely
reflects on the practitioner’s fitness to practice before the
Office.

{¢) Conduct which constitutes a violation of paragraphs

~ (2) and (b) of this section includes, but is not limited to:

(1) Conviction of a criminal offense involving moral
turpitude, dishonesty, or breach of trust.
© {2) Knowingly giving false or misleading informa-
tion or knowingly participating in a material way in
giving false or misleading information, to:

(i} A client in connection with any immediate,
prospective, or pending business before the Office.

(i) The Office or any employee of the Office:

(3) Misappropriation of, or failure to properly or
timely remit, funds received by a practitioner or the

- practitioner’s firm from a client to pay a fee which the

client is required by law to pay to the Office.
(4) Directly or indirectly improperly influencing,

- attempting to improperly influence. offering or agreeing

to improperly influence, or attempting to oifer or agree

woeeree—if-thepractitionerhas deliberately failed to ‘disclose a
" material fact requested in connection with, the practi- -

tioner’s application for registration or membership in
the bar of any United States court or any State court or
“his or her authority to otherwise practice before the
Office in trademark and other non—patent cases.

(b) A praciitioner shall not further the application
for registration or membership in the bar of any United

R -~ 197

to improperly influence an official action of any em-
plovee of the Office by:
(i) Use of threats, false accusations, duress. or
coercion, L )
(it} An offer of any special inducement or promise
of advantage, or

(ilf) Improperly bestowing of any gift, favor. or
thing of value.

Rev. 3, Julv 1997
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(5) Suspension or disbarment from practice as an
attorney or agent on ethical grounds by any duly
constituted authority of a State or the United States or,
in the case of a practitioner who resides in a foreign
country or is registered under § 10.6(c), by any duly
constituted authority of:

(i) A State,

(i) The United States, or

(i) The country-in which-the practitioner tesides; ="

(6) Knowingly aiding or abetting a practitioner
suspended or excluded from practice before the Office in
engaging in unauthorized pracuce before the Office
under § 10.158.

{7} Knowingly w1thholdmg from the Off' ice infor-

‘mation identifying a patent or patent applxcation of

another from which one or more claims have been
copied. See §§ 1.604(b) and 1.607(c) of this subchapter.
(8) Failing to inform a client or former client or

failing to timely notify the Office of an inability to notify

a client or former client of correspondence received
from the Office or the client’s or former client’s
opponent in an inzer partes proceeding before the Office

when the correspondence (i) could have a significant

effect on a matter pending before the Office, (ii) is
received by the practitioner on behalf of a client or
former client and (iii) is correspondence of which a
reasonable practitioner would believe under the circum-
stances the client or former client should be notified.

(9} Knowingly misusing a “Certificate of Mail-
ing or Transmission” under § 1.8 of this chapter .

(10) Knowingly violating or causing to be violated
the requirements of § 1.56 or § 1.555 of this subchapter.

{11) Knowingly filing or causing to be filed an

application containing any material alteration made in
the application papers after the signing of the accompa-
nying oath or declaration without identifying the alter-
ation at the time of filing the application papers.

{12) Knowingly filing, or causing to be filed, a

* frivolous complaint alleging a violation by a practitioner

of the Patent and Trademark Office Code of Profession-
al Responsibility.

(13} Knowingly preparing or prosecuting or provid-
ing assistance in the preparation or prosecution of a
patent application in violation of an undertaking signed
under § 10.10(b).

(14} Knowingly failing to advise the Director in writing .

of any change which would preciude continued
registration under § 106.

Rev. 3, July 1997
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(15) Knowingly signing a paper filed in the Office in
violation of the provisions of § 10.18 or making a
scandalous or indecent statement in a paper filed in the
Office. _

(16) Willfully refusing to .reveal or report knowl-
edge or evidence to the Director contraryto § 10.24 or
paragraph (b) of § 10.131.

(17) Representing before the Office in a pate
case either a joifit ventire comprising dn inventor an
invention developer or an inventor referred to the
registered practitioner by an invention developer when
(i) the registered practitioner knows, or hasbeen advised

| _ by the Office, that a formal compiaint filed by a federal

- Or state agency, based on any violation of any law relating
to securities, uafair methods of competition, unfair or
deceptive acts or practices, mail fraud, or other civil or

- criminal conduct, is pending before a federal or state
court or federal or state agency, or has been resolved
unfavorably by such court or agency, against the inven-
tion developer in ¢onnection with invention develop- .
ment services and (ii) the registered practitioner fails to
fully advise the inventor of the existence of the pending

. complaint or unfavorable resolution thereof prior to

- undertaking or continuing representation of the joint
venture or inventor. “Invention developer” means any
person, and any agent, employee, officer, partner, or
independent contractor thereof, who is not a registered
‘practitioner and who advertises invention development
services in media of general circulation or who enters
into contracts for invention development services with
customers as a result of such advertisement.“Invention
development services” means acts of invention develop-
ment required or promised to be performed, or actually
performed, or both, by an invention developer for a
customer. “Invention development” means the evalua-
tion, perfection, marketing, brokering, or promotion of
an invention on behalf of a customer by an invention
developer, including a patent scarch, preparation of a
patent application, or any other act done by an invention
developer for consideration toward the end of procuring
or attempting to procure 2 license, buyer, of patent for
an invention. “Customer” means any individual who has
made an invention and who enters into a contract for:
invention development services with an invention devel-
oper with respect to the invention by which the inventor
becomes obligated to pay the invention developer less
than $5,000 (not to include any additional sums which
the invention developer is to reccive as a result of .
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PATENT RULES

successful development of the invention). “Contract for

invention development services” means a contract for
~invention development services with an invention devel-

oper with respect to an invention made by a customer by
 which the inventor becomes obligated to pay the

" invendion developer less than $5.000 (not to include any

additional sums which the invention developer is to

reccive as a result of successful development of the
“invention).

(18) In the abscnce of mformanon sufficient to
cstablish a rcasonable belief that fraud or inequitable
conduct has occurred, alleging before a tribunal that
‘anyone has committed a fraud on the Office or engaged
" invincquitable conduct in a proceedirig before the Office.

(19) Action by an employee of the Office contrary

“ to the provisions set forth in § 10.10(c).

(20) Knowing practice by a Government employee
“ contrary to applicable Federal confiict of interest laws, or
rcgulations of the Department, aoen"y, or commission
employing said individual. -

(d) A practitioner who acts with reckless indiffer-
ence to whether a representation is true or false is
.chargcable with knowledge of its falsity. Deceitful
statements of half—truths or concealment of material

 facts shall be deemed actual fraud within the meaning of
~this part.

. [Added 50 FR 5175, Feb 6, 198:: ﬂEfnctlve Mar. 8, 1985;

"amended 30 FR 25073, June 17, 1985; 50 FR 25980; June 24,
1985; paras. (c)(13), (19) & (20), 53 FR 33950, Oct. 4, 1988,
cifective Nov. 4, 1988; corrected 53 FR 41278, Qct. 20, 1988;
paras. (c)(10) & (c)(11),57FR 2021, Jan. 17,1992, effective Mar.
16, 1992; para. (c)(a) amended, 58 FR 54494, Oct. 2, 1993,

- effective Nov.22,1993; para. (c)(9) amended, 61 FR 56439, Nov.

1, 1996, effcctive Dec 2, 1996]

§ 10.24 Disclosure of information to authorities.

(a) A practitioner possessing unprivileged knowl-
“edge of a violation of a Disciplinary Rule shall report
isuch knowlcdgc to the Director.

(b) A practitioner possessing unprivileged knowl-

cdge or cvidence concerning another practitioner,

_employec of the Office, or a judge shall reveal fully.such..

#1032

§ 10.30 Canon2,
A practitioner should assist the legal profession in
fulfilling its duty to make legal counsel available.
[Added 50 FR §177, Feb. 6, 1985, effective Mar. 8, 1985]

§ 10.31 Communications concerning a

practitioner’s services. .
(a) No practitioner shall with respect to any pro-
spective business before the Office, by word, circular,

" letter, or advertising, with intent to defraud in any
- manner, deceive, mislead, or threaten any prospective
- applicant or other person having 1mmcd1ate Or prospec-

tive business before the Off' ce.

(b} A practilioner may not use the name of a
Member of either House of Congress or of an individual
in the service of the United States in advertxsmo the

_ practitioner’s practxce before the Office.

() Unless authorized under § 10.14(b), a non—

lawyer practitioner shall not hold himself or herself out

as authorized to practice before the Office in trademark
cases. '

(d} Unlessa pracutlonvr is an attorney, the practi-
tioner shall not hold himself or herself out:

(1) To be an attorney or lawyer or

(2) As authorized to practice before the Office in
non—patent and trademark cases.

. [Added 50 FR 5177, Feb. 6, 1983, effective Mar. §, 1985]

 § 10.32 Advertising.

(2) Subject to § 10.31, a practitioner may advertise
services through public media, including a telephone

tions not invoiving solicitation as definad by § 10.33
(b) A practitioner shall not give anything of value to

.a person for recommending the practitioner’s services,
except that a practitioner may pay the reasonable cost of
advcrt:smo or written communication permitted by this

2~76

___dlr_ec_:tory, legal directory, newspaper, or other periodi-
cal, radio, or television, or through writien communica-

"~ “kniowledge or cvidence upon proper request of a tribunal
or other authority empowered to investigate or act upon
‘the conduct of practitioners, emplovees of the Off“ ice, or
-judges.
[Addcd 50 FR 5176, Feb. 6, 1983, effecnve Mar. &, 198‘3]

-§ 10.25 — 10.29 {Reserved]
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section and may pay the usual Chdl’"(.‘"- of a not—for—
profit lawyer referral service or other l gal. service
organization.

-(c) Any communication made pursuant to this
section shall include the name of at least one practitioner

‘responsible for its content.

[Added 50 FR 5177, Feb. 6, 1985, cffective Mar. 8, 1985}
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§ 10.33 Direct contact with prospective clients.
A practitioner may not solicit professional employ-
ment from a prospective client with whom the practition-

" er has no family or prior professional relationship, by

mail, in—person, or otherwise, when a significant motive
for the practitioner’s doing so is the practitioner’s
pecuniary gain under circumstances evidencing undue
influence, intimidation, or overreaching. The term

§1033 © " MANUALOFPATENTEXAMINING PROCEDURE

(b) A feeis clearly excessive when, after a review of
the facts, a practitioner of ordinary prudence would be
left with a definite and firm conviction that the fee is in
excess of & reasonable fee. Factors to be considered as
guides in determining . the reasonableness of a fee
include the following;

(1) The time and labor requ:red the novelty and

2f77

difficulty of the questions.involved,.and.the skill.requi~.wmmmen

~gslici™ inchides éontact in person, by telephone or

telegraph, by letter or other writing, or by other
communication directed to a specific recipient, but does
not include letters addressed or advertising circulars

distributed generally to persons riot specifically known to

need legal services of the kind provided by the practi-

tioner in a particular manner, but who are so situated

that they might in general find such services useful.
[Added 50 FR 5177, Feb.6, 1985, effective Mar. 8, 1985]

§ 10.34 Communications of fields of practice.

A registered practitioner may state or imply that the
practitioner is a specialist as follows:

(a) Aregistered practitioner who is an atiorney may
use the designation “Patents,” “Patent Attorney,” “Pat-
ent Lawyer,” “Registered Patent Attorney,” or a sub-

‘stantially similar designation.

(b) A registered practitioner who is not an attorney
may use the designation “Patents,” “Patent Agent,”
“Registered Patent Agent,” or a substantially similar
designation, except that any practitioner who was
registered prior to November 15, 1938, may refer to
himself or herself as a “patent attorney.”

[Added 50 FR 5177, Feb. 6, 1985, effective Mar. 8 1985] .

§ 10.35 Firm names and lefterheads.

(a) A practitioner shall not use a2 firm name,
letterhead, or other professional designation that vio-
lates § 10.31. A trade name may be used by a practitioner
in private practice if it does not imply a current
connection with a government agency or with 2 public or
charitable legal services organization and is not other-
wise in violation of § 10.31. '

(b) Practitioners may state or imply that they
practice in a partnership or other organization only when
that is the fact.

[Added 50 FR 5177, Feb. 6, 1985, effective Mar. §, 1985]

§ 10.36 Fees for legal services.
(a) A practitioner shall not enter into an agreement
for, charge, or collect an illegal or clearly excessive fee.

Rev. 3, July 1997

site to perform the legal service properly.

(2) The likelihood, if apparent to the client, that the
acceptance of the particular employment will preclude
other employment by the practitioner.

(3) The fee customarily charged for similar legal
services.

{4) The amount involved and the results obtained.

(5) The time limitations imposed by the client or by

- the circumstances.
(6) The nature and length of the professional -

relationship with the client.

(7) The experience, reputation, and ability of the '

practitioner or practitioners performing the services.
(8) Whether the fee is fixed or contingent.
[Added 30 FR 5177, Feb. 6, 1983, effective Mar. 8, 1983]

§ 10.37 Division of fees among pract:tloners.

{(a) A practitioner shall not divide a fee for legal.
services with another practitioner who is not a partuer in
or associate of the practitioner’s law firm or law office,
unless:

(1) The client consents to employment of the other
practitioner after a full disclosure that a division of _fees
will be made.

(2) The division is made in proportion fo the
services performed and responsibility assumed by each.

(3) The total fee of the practitioners does not
clearly exceed reasonable compensation for all legal
services rendered to the client.

(b) This section does not prohibit payment to a
former partner or associate pursuant to a separatnon or

- retirement agreement.

fAdded 50 FR 5177, Feb. 6, 1985, effective Mar. 8, 1985]

- §10.38 Agreements restricting the practice of a

practitioner.

(a) A practitioner shall not be a party to or

participate in a partnership or employment agreement
with another practitioner that restricts the right of a
practitioner to practice before the Office after the
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termination of a relationship created by the agreement,
except as a condition to payment of retirement benefits.

(b) In connection with the settlement of a contro-
- versy or suit, a practitioner shall not enter into an
agrccment that restricts the practitioner’s right to

practice hefore the Office.
[Added 50 FR 5177, Feb. 6, 1985, effective Mar. 8, 1985]

" § 10.39 Acceptance of employment.
A practitioner shall not accept employment on
behalf of a person if the practitioner knows or it is

* - pbvious that such person wishes to:

(a) Bring a Icgal action, commence a proceeding
before the Office, conduct a defenss, assert a position in
any proceeding pending before the Office, or otherwise
have steps taken for the person, merely for the purpose
" of harassing or maliciously injuring any other person.

{b) Present a claim or defense in litigation or any
proceeding before the Office that it is not warranted
under existing law, unless it can be supported by good
faith argument for an extension, modification, or
reversal of existing law.

{Added 50 FR 5177, Feb. 6, 1985, effective Mar. 8, 1985]

% 10.40 Withdrawal from employment.,

(a) A practitioner shall not withdraw from employ-
meat in 2 procecding before the Office without permis-
“.sion from the Office (see 8§ 1.36 and 2.19 of this
- subchapter). In any event, a practitioner shall not
‘withdraw from employment until the practitioner has
taken reusonable steps to avoid foreseeable prejudice to
the rights of the client, including giving due notice to his
or her client, allowing time for employment of another
practitioner, delivering to the client zi papers and
‘property to which the client is entitled, and complying
with - applicable laws and rules. A practitioner who
withdraws from employment shall refund promptly any
- .part of 4 fee paid in advance that has not been earned.
(b) Mandatory withdrawal. A practitioner repre-

senting a client before the Office shall withdraw from
employment if:

" client is bringing a legal action, commencing a proceed-
ing before the Office, conducting a defense, or asserting
a position in litigation or any proceeding pending before

- the Office, or is otherwise having steps taken for the

client, merely for the purpose of harassing or maticiously
. injuring any person; | .

R —
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§ 10,40

(2) The practitioner knows or it is obvious that the
practitioner’s continued employment will result in viola-
tion of a Discipiinary Rule;

~ (3) The practitioner’s mental or physical condition
renders it unrcasonably difficult for the practitioner to
carry out the employment effectively; or

(4} The practitioner is discharged by the client.

(¢} Permissive withdrawal. If paragraph (b} of this
section is not applicable, a practitioner may not request
permission to withdraw in matters pending before the
Office unless such request or such withdrawal is because:

(1) The petitioner’s client:

(i) Insists upon presenting a claim or defense that
is not warranted under existing law and cannot be
supported by good faith argument for an extension,
modification, or reversal of existing law;

(ii) Personally seeks to pursue an illegal course of
conduct; '

(iii) Insists that the practitioner pursue a course of _

- conduct that is illegal or that is prohibited under 2
Disciplinary Rule;

(iv)By other conduct renders it unreasonably
difficult for the practitioner to carry out the emplovment
effectively;

(v) Insists, in a matter not pending before a
tribunal, that the practitioner engage in conduct that is
contrary to the judgment and advice of the practitioner
but not prohibited under the Disciplinary Ruie; or

(vi)Has failed to pay one or more bills rendered
by the practitioner for an unreasonable psriod of time or
has failed to honor an agreement to pay .a retainer in
advance of the performance of legal scrvices,

(2) The practitioner’s continued employment is:
likely to result in a violation of a Disciplinary Ruie;

(3) The practitioner’s inability to work with co—
counsel indicates that the best interests of the client
likely will be served by withdrawal;

(4) The practitioner’s mental or physical condition
renders it difficult for the practitioner to carry out the

. ‘emplovment effectively;

e

fl)-Ihﬁ-‘PfﬂCli150115rwknewsf»orﬁit"-is"o_bvious'"‘;ﬁa‘t"'t'h“e""‘““"“."’“""""'"'"""('S‘)"‘Th"e"'”p'rﬁcuuoncr's client Knowingly dnd fresly

assents to termination of the employment; or
(6) The practitioner belicves in good faith. in a
proceeding pending before the Office, that the Office
will find the ecxistence of other good causc for
withdrawal.
' {Added 50 FR 5178, Feb. 6, 1985, cffective Mar. 8. 1985}
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. §810.41~10.45 . -

§§ 10.41 — 1045 [Reserved]

§ 10.46 Canon 3.
A practitioner should assist in preventing the .

unauthorized practice of law.
[Added 50 FR 5178, Feb. 6, 1985, cffcctive Mar. 8, 1985]

§ 10.47 Aiding anauthorized practice of law.
in the unauthorized practice of law hefore the Office.

(b} A practitioner shall not aid a suspended or
excluded practitioner in the practicc of law before the

. Office. _
(c) A practitioner shall not dld a non—lawyer in the _

unauthorized practice of law. _ _
[Added 50 FR 5178, Feb. 6, 1985, cffcctive Mar. 8, 1985]

§ 10.48 Sharing legal fees.
A practitioner or a firm of practitioners shall not
share legal fees with a non—practitioncr except that:

{a) An agreement by a practitioner with the practi- '

tioner’s firm, partner, or associatc may provide.for the
payment of money, over a reasonable period of time
after the practitioner’s death, to the practllloner s estate

or to one or more specified persons.

(b) A practnt:oner who undcrlakc‘; to omplete

pay to the estate of the dccc.dst,d practitioner that
proportion of the total compensation which fairly
represents the services rendercd by the dcccased practi--
tioner.

(c) A practitioner or - firm of practmoners may

' include non—practitioner employces in a a compensation
or retirement plan, even though the plan is based in

whole or in part on a profit—sharing arrangement,

3 _prowdmg such plan does not circumvent another Disci-
_ plinary Rule.

[Added 50 FR 5178, Feb. 6, 14K5, :.Ilu.uvt. Mar. &, 19"3]

§ 10.49 Forming a partnership with a
non —practitioner.
A practitioner shall not fnrm a p.nrmcrsh:p with a

"non-practitioner if any of the activitics of the parmaer-
_ ship consist of the practice of putcnt, trademark, or o
_law before the Office.

[Added 50FR5178 Fcb 6, 1985, cllective Mar. 8, 1925

§§ 10.50 — 10.55 [Reserved]

Rev. 3, July 1997
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§ 10.56 Canon 4.

A practitioner should prcserve the confidences and
secrets of a client.

[Added 50 FR 5178, Feb. 6, 1985, effective Mar. 8 1985)

§ 1057 Preservation of confidénces and secrefs of a
a client. )
(a) “Confidence” refers to information protected by

applicable law. “Secret” refers to the other information
gained in the professional relationship that the client has

- requested be held inviolate or the disclosure of which
- would be embarrassing or would be likely to be detrimen-
- tal to the client.

(b) Except when penxutted under paragraph {c) of this

- section, a practitioner shall not knowingly:

(1) Reveal a confidence or secret of a client.

(2) Use a confidence or secret of a client to the dis-

advantage of the chient. -
(3) Use a confidence or secret of a client for the

advantage of the practitioner or of a third person,-

unless the client consents after full disclosure.
{c) A practitioner may reveal:

(1) Confidences or secrets with the consent of the
client affected but only after a full dxsclosurc to the
client.

(2) Confidences or secrets when permitted tinder
Disciplinary Rules or required by law or court order.

(3) The intention of a client to commit a crime and
the information necessary to prevent the crime.

{(4) Confidences or secrets necessary to establish or
collect the practitioner’s fee or to defend the practition-
er or the practitioner’s émployees or associates against
an accusation of wrongful conduct.

(d) A practitioner shall exercise reasonable care to-

prevent the practitioner’s employees, associates, and
others whose services are utilized by the practitioncr

~ from disclosing or using confidences or secrets of 2

client, except that a practitioner may reveal the informa-

tion allowed by paragraph (c) of this section through an

cmployee, _
[Added 50 FR 5178, Feb. 6, 1985, effective Mar. 8, 1985]

§§ 10.58 — 10.60 [Reserved]

' §10.61 Canon 5,

A practitioner should exercise mdependent profcs-

sional judgment on behalf of a client.
[Added 50 FR 5179, Feb. 6, 1985, effective Mar. 8, 1985]
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§ 10.62 Refusing employment when the interest
of the practitioner may impair the practitioner’s
independent professional judgment.

(a) Except with the consent of a client after full dis-
closure, a practitioner shall not accept employment if the
exercise of the practitioner’s professional judgment on
behalf of the client will be or reasonably may be affected
" by the practitioner’s own financial, business, property, or
personal interests.

{b) A practitioner shall not accept employmentina
prdéccding before the Office if the practitioner knows or
it is obvious that the practitioner or another practitioner
in the practitioner’s firm ought t6 sign an affidavit to be
filed in the Office or be called as a witness, except that
the practitioner may undertake the employment and the
practitioner or another practitioner in the practitioner’s
_ firm may testify:

' (1) If the testimony will relate solely to an uncon-
tested matter.

_ (2) If the testimony will relate solely to a matter of
' formality and there is no reason to believe that substan-
tial evidence will be offered in opposition to the
testimony.

(3) If the testimony will relate solely to the nature

and value of legal services rendered in the case by the
practitioner or the praciitioner’s firm to the client.

(4) As to any matter, if refusal would work a
substantial hardship on the client because of the
distinctive value of the practitioner or the practitioner’s
firm as counsel in the particular case.

[Added 50 FR 5179, Feb. 6, 1985, effective Mar. 8, 1985]

§ 10.63 Withdrawal when the practitioner becomes
_ a witness.
(a) If, after undertaking employment in 2 proceed-
" ing in the Office, a practitioner learns or it is obvious that

o the practitioner or another practitioner in the practi-

- tioner’s firm ought to sign an affidavit to be filed in the
Office or be called as a witness on behalf of a

§ 10.65

(b) If, after undertaking employment in a proceed-
ing before the Office, a practitioner learns or it is obvious
that the practitioner or another practitioner in the
practitioner’s firm may be asked to sign an affidavit to be
filed in the Office or be called as a witness other than on
behalf of the practitioner’s client, the practitioner may
continue the representation until it is apparent that the
practitioner’s affidavit or testimony is or may be
prejudicial to the practitioner’s client.

[Added 50 FR 5179, Feb. 6, 1983, effective Mar. 8, 1985]

§ 10.64 Avoiding acquisition of interest in litigation or
proceeding before the Office.

(a) A practitioner shall not acquire a proprietary
interest in the subject matter of a proceeding before the
Otfice which the practitioner is conducting for a client, except
that the practitioner may: -

(1) Acquire a lien granted by law to secure the
practitioner’s fee or expenses; or

{2) Contract with a client for a reasonable
contingent fee; or

(3) In a patent case, take an interest in the
patent as part or all of his or her fee.
~ (b) While representing a client in connection with a
contemplated or pending proceeding before the Office,
a practitioner shall not advance or guarantee financial
assistance to a client, except that a practitioner may

~ advance or guarantee the expenses of going forward in a
:proceeding before the Office including fees required by
law to be paid to the Office, expenses of investigation,

expenses of medical examination, and costs of obtaining

_and presenting evidence, provided the client remains
 ultimately liable for such expenses. A practitioner mav.

however, advance any fee required to prevent or remedy

‘an abandonment of a client’s application by reason of an
' actor omission attributable to the practitioner and not to

the client, whether or not the client is ultimately liable
for such fee.
[Added 50 FR 5179, Feb. 6, 1985, effcctive Mar. 8, 1985]

s DEBCHIONET'S Client; - the ~practitioner “shall withdraw

from the conduct of the proceeding and the practition-
er's firm, if any, shall not continue representation in the
-proceeding, except that the practitioner may continue
- the representation and the practitioner or another
practitioner in the practitioner’s firm may testify in the

‘circumstances enumerated in paragraphs {1) through (4)
- of §10.62(b).
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.§ 10.65 Limiting business relations with a client.

A practitioner shall not enter into a business

 transaction with a client if they have differing interests
therein and if the client expects the practitioner to

exercise professional judgment thercin for the protec-
tion of the client, unless the client has consented after
full disclosure.

[Added 50 FR 5179, Feb. 6, 1985, cffective Mar. 8, 1985}
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§ 10.67
§ 1066 Refusing toaccept or continue employment
if the interests of another client may impair
the independent professional judgment of
the practitioner.
(a) A practitioner shall decline proffered employ-

ment if the exercise of the practmoners mdependent
professional judgment in behalf of ill be or is

2-81
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§ 10.68 Avoiding influence by others than the client.
(2) Except with the consent of the practitioner’s
‘client after full disclosure, a practitioner shall not:
(1) Accept compensation from one other than the

practitioner’s client for the practitioner’s legal services. - -

to or for the client.

(2) Accept from one other than the practitioner’s .. . '

~likely to"be adversely affected by it
proffered employment, or if it would be likely to involve
the practitioner in representing differing interests,
except to the extent penmtted under paragraph (c) of
this section.

(b) A practitioner shail not co_ntinue multiple
employment if the exercise of the practitioner’s indepen-

dent professional judgment in behaif of a client will be or .

.is likely to be adversely affected by the practitioner’s
representation of another client, or if it would be likely to
involve the practitioner in representing differing inter-
ests, except to the extent permitted under paragraph (c)
of this section.

(c) In the situations covered by paragraphs(a) and

(b) of this section, a practitioner may represent multiple

clients if it is obvious that the practitioner can adequate-

ly represent the interest of each and if each consents to
“the representation after full disclosure of the possible

effect of such representation on. the exercise.of the

practitioner’s independent professional Judgment on
“behalf of each.

(d) If a practitioner is required to decline emplioy- |

rent or to withdraw from employment under.a Disci-

plinary Rule, no partner, or associate, or any other

practitioner affiliated with the practitioner or the
practitioner’s firm, may accept or continue such employ-
ment unless otherwise ordered by the Director or
Commissioner.

[Added 50 FR 5179, Feb. 6, 1985, effective Mar. 8, 1985} -

§ 10.67 Settling similar claims of clients.

A practitioner who represents two or more chents
shail not make or participate in the making of an

aggregate settlement of the claims of or against the

practitioner’s clients, unless each client has consented to
the settlement after being advised of the existence and
‘nature of all the claims involved in the proposed
settlement, of the total amount of the settlement, and of
the participation of each person in the settiement.

[Added 50 FR 5179, Feb. 6, 1985, cffective Mar. 8, 1985}
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eptance of the

“client ‘any thing of value related to the practitioner’s

representation of or the practitioner’s employment by
the client. :
(b) -A practitioner shall not permit a person who
- recommends, employs, or pays the practitioner to render
legal services for another, to direct or regulate the
practitioner’s professional Judoment in rendering such
legal services.
(c) A practitioner shall not practice wuh or in the’
- form of a professional corporation or association autho-
rized to practice law for a profit, if 2 non—practitioner
“has the right -to direct or control the professmnal
judgment of a practitioner.
[Added 50 FR 5180, Feb. 6, 1985 effective Mar. §, 1985]

§8 10.69 = 10.75 [Reserved]
§ 10.76 Canon 6.
A practitioner should represent a client competent-

Iy.
[Added 50 FR 5180, Feb. 6, 1985, effective Mar. 8, 1985]

§ 10.77 Failing to act competently.

. A practitioner shall not: '

(a) Handle a legal matter which the practitioner -
knows or should know that the practitioner is not
competent to handle, without associating with the
practitioner another practitioner who is competent to
handle it.

(b) Handle a legal matter without preparanon

- adequate in the circumstances.

(¢) Neglect a- legal matter entrusted to the pracn-
" ‘tioner.
[Added 50 FR 5180, Feb. 6, 1983, effective Mar. 8, 1985}

§ 10.78 anmng liability te client.
. A practitioner shall not attempt to exoneratc
- himself or herself from, or limit his or her liability to, a
client for his or her personal malpractice.
[Added 50 FR 5180, Feb. 6, 1983, effective Mar. §, 1985}

§§ 10.79 — 10.82 [Reserved]
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§ 10.83 Canon 7.
A practitioner should represent a client zealously
within the bounds of the law. '
 [Added 50 FR 5180, Feb. 6, 1985, effective Mar. 8, 1985}

§ 10.84 Representing a client zealously.
(2) A practitioner shall not intentionally:
_ (1) Fail to seek the lawful objectives of a client
through reasonable available means permitted by law
.and the Disciplinary Rules, except as provided by
.paragraph (b) of this section. A practitioner does not
violate the provisions of this section, however, by
-acceding to reasonable requests of opposing counsel
- which do not prejudice the rights of the client, by being
punctual in fulfilling all professional commitments, by
- avoiding offensive tactics, or by treating with courtesy
and consideration all persons involved in the legal
Process. T
(2) Fail to carry out a contract. of employment
- entered into with a client for professioﬁa] services, but a
.practitioner may withdraw as permitted under §§ 10.40,
10.63, and 10.66. : :

(3) Prejudice or damage a client during the course
of a professional relationship, except as required under
this part. ' '

(b) Inrepresentation of a client, a practitioner may:

(1) Where permissible, exercise professional judg-
ment to waive or fail to assert a right or position of the

" client. )

(2) Refuse to aid or participate in conduct that the
practitioner believes to be unlawful, even though there is
some support for an argument that the conduct is legal.

{Added 50 FR 5180, Feb. 6, 1985, effective Mar. 8, 1985]

§ 10.85 Representing a client within the bounds of
the law. _ _
- (2) Inrepresentation of a client, a practiticner shail
not: :
(1) Initiate or defend any proceeding before the
Office, assert a position, conduct a defense, delay a trial
- or proceeding before the Office, or take other action on

behaAll of the practitionier's elient when the practitioner
" knows or when it is obvious that such action would serve
" merely to harass or maliciously injure another.
(2) Knowingly advance a claim or defense that is.
- unwarranted under existing law, except that a practition-
&1 may - advance such claim or defense if it can be
supported by good faith argument for an extension,
‘modification, or reversal of existing law.
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e the.practitioner’s.client.... 0 AR ETR—
[Added 50 FR 5180, Feb. 0, 1985, cflective Maz. 5, 1__:985]

§ 10.88

(3) Conceal or knowingly fail to disclose that which
the practitioner is required by law to rev:eal.
(4) Knowingly use perjured testimony or false
evidence. _
(5) Knowingly make a falsc statement of law or fact.
(6) Participate in the crcation Of presenation of
evidence when the practitioncr knaws of it 18 obwous
" that the evidence is false. _
(7) Counsel or assist a clicnt in conduct that
 practitioner knows to be illcgal or {raudulent.
(8) Knowingly engage in other illegal conduct or
conduct contrary to a Disciplinary Rule. '
(b) A practitioner who reecives information clearly
establishing that: o )
(1) A client has, in the course of the represcntation,
- perpetrated a fraud upon a person Of tribunal sha¥1
promptly call upon the client to rectify the same, a:nd if
the client refuses or is unable to do so the pracutioner
shall reveal the fraud to the affccted person of tribunal.
(2) A person other than a clicnt has perpetrated 2
fraud upon a tribunal shall prompily reveal the fraud to

the tribunal. i .
[Added 50 FR 5180, Feb. 6, 1985. cffective Mar. 3. 1985]

§ 10.86 [Reserved]

.§ 10.87 Communicating with one of adverse inu-n.ast.

During the course of rcpresentation of a client, a

- practitioner shall not:. : )

(a) Communicate or causc another to communi-

cate on the subject of the GCrcscmmion with a party the
. practitioner knows to be represenied by another prar,:u-

tioner in that matter unjess the practitioner has the prior
 consent of the other practitioner representing such other
 party or is authorized by law to do so- It is not improper,

however, fora praétitioncr 10 cncourage a client 10 meet
' with an opposing party for scttlement discussions.

(b) Give advice to a person who is not represented
by a practitioner other than the advice to secure counsel,
if the interests of such person arce {0 have a rcason-
able possibility of being in conflict with the interests of

1

the

|
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§ 10.88 Threatening criminad prosecution.

A ‘practitioner_shall not prescnt, participate in
I charpessolely

' presenting, or threaten to present crimina_ . -
to obtain an advantage in any prospective or pending
proceeding before the Office. o ‘

{Added 50 FR 5180, Feb. 0, 1UBS, cifective Mar. 8, 1985]
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' § 10.89 Conduct in proceedings.

(2) A practitioner shall not disregard or advise a
client to disregard any provision of this Subchapter or a
decision of the Office made in the course of a proceeding
before the Office, but the practitioner may take ap-

propriate steps in good faith to test the validity of such .

provision or decision.
(b) In presenting a matter to the Office, a practi-
- tioner shall disclose:
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the purpose of making the person unavailable as a
. witness therein. _
{c) A practitioner shall not pay, offer.to pay, or
acquiesce in payment of compensation to a witness
- contingent upon the content of the witness’ affidavit,
testimony or the outcome of the case. But a practitioner
may advance, guarantee, or acquiesce in the payment of:
(1) Expenses reasonably incurred by a witness in

attending, testifying, or-making-an-affidavit.--

(1) Controlling le‘g'z-a.l aﬁthonty known to the practn-
tioner to be directly adverse to the position of the client

and which is not disclosed by opposmg counsel or an .

* employee of the Office.

(2) Unless privileged or 1rrelevant the identities of
the client the practitioner represents and of the persons
who employed the practitioner.

(c) In appearing in a professmhal capacity before a

tribunal, a practitioner shall not:

" . (1) State or allude to any matter that the practition-
- er has no reasonable basis to believe is relevant to the
case or that will not be supported by admissible evidence.

(2) Ask any question that the practitioner has no -

- reasonable basis to believe is relevant to the case and
that is intended to degrade a witness or other person.

(3) Assert the practitioner’s personal knowledge of -

‘the facts in issue, except when testifying as a witness.

(4) Assert the practitioner’s personal opinion as to

the justness of a cause, as to the credibility of a witness, as
to the culpability of a civil litigant, or as to the guiit or
innocence of an accused; but the practitioner may argue,
on the practitioner’s analysis of the evidence, for any
position or conclusion with respect to the matters stated
herein. : _
- (5) Engage in undignified or discourteous conduct
- before the Office (see § 1.3 of the subchapter).
(6) Intentionally or habitually violate any provision
of this subchapter or established rule of evidence.
" [Added 50 FR 5180, Feb. 6, 1985, effective Mar. 8, 1985]

© §§10.90 — 10.91 [Reserved]

© §10.92 Contact with witnesses.

(2) A practitioner shall not suppress any evidence
that the practitioner or the practitioner’s client has a
 legal obligation to reveal or produce.

‘ (b} A practitioner shall not advise or cause a person

to be secreted or to leave the jurisdiction of a tribunal for
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(2) Reasonable compensation to a witness for the
witness’ 10ss of time in attending, testifying, or.making an
affidavit.

an expert witness.
[Added 50 FR 5181, Feb. 6, 1985, effective Mar. 8, 1985]

§ 10.93 Contact with officials.
(a) A.practitioner shall-not give or.lend anything of

vaj,ue,to a judge;, official, or employee.of a tribunal under , -
1stances which might give the appearance that the

glﬁLOI:loanmmade to-influence official action. B
(b) Ip,an adversary.proceeding, including any inter

partes.proceeding before the Office, a practitioner shall "

ngt communicate, or cause another to communicate, as
to thc_g;gr;ls.of the cause