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With regard to protection of software related inventions by patents, discussions have been

actively held since old times. However, it is a technical filed in which there are stormy changes
from a legal viewpoint, and for example, there are several big movements such as revisions of a
definition provision of invention to be protected and acts of working (Article 2), and a provision
of indirect infringement (Article 101) in 2002 revised Japan Patent Law, 2002 European
Directive on the patentablity of computer-implemented inventions, and so on. Also, a
distribution form of software is such a field that there are trends of big changes in both business
and technology, due to popularization of the Internet and so on. In view of these trends, we will
consider with regard to patentable subject matter and effective scope of a patent right in Japan,
U.S. and Europe, and study them by use of hypothetical examples for which distribution forms of
software in these years were considered, and make recommendations.
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1. Introduction
A computer prograrn(software) is one in which instructions for having a computer operated

were described. In 2002 revised Japan Patent Law, which newly provided a definition provision
of a "program", the "program" is defined to be "an instruction to an electric computer, and
combined ones so as to be able to obtain one result".

Therefore, in a very real sense, a computer program is simply one in which an instruction to
a computer was described, and up to around the middle of 1970's, it was not considered as a
subject matter to be protected of a patent law.

.. Rowever;·········siiice···programdevelopmeJ

countries including Japan, U.S. and Europe, demand of protection of software by use of patents
becomes extremely strong, and as a result, in 1980's, a software-related invention has.become a
subject matter to be protected of a patent law in various countries.

Furthermore, having entered into 1990's, the Internet was popularized explosively, and
computer technologies .are not only things for industries but also, in individual's life, a computer
has become one which is indispensable to human life. In so-called personal computing, what
determines relative merits of its business is not only hardware performance but also whether or
not any software is usable, which is extremely important. That is, to the extent that it is said that
a person who conquers software conquers computer industry, importance of software has been
heightened more and more.

Also, generated is a flow for strongly opposing .to grant of patents for software-related
inventions, for .the reason that software should be public property that anybody can use.rsuch as
an open source software movement etc. including LinuxTM in these years.

In such a situation with stormy changes, viewing attitudes of Japan; U.S. and Europe to
software-related inventions, each of Japan, U.S. and Europe treats a software-related invention as
a subject matter to be protected of a patent law, but there are considerable differences with regard
to what is made to be a subject matter to be protected (so-called patentable subject matter),
depending upon differences in history and attitude to a software-related invention in each country.

For example, in Japan, by 2002 revised Japan Patent Law, it entered into a situation that a
computer program as such is protected as an invention of "a product", but a country which is
indicating protection of a program as such in this manner is not found in the world except Japan
in major countries.

Also, a software-related invention can be protected by a patent in each country, but,
depending on a difference of provisions of indirect infringement, scope that a patent granted to a
software-related invention can .00 protected differs with respect to each country.

In view of the foregoing, in this paper, with respect to software-related invention, firstly, we
will review laws and legal systems in.Japan, U.S.. and Europe. Next, we will study about what
kind of subjects become a subject matter to be protected in Japan, U.S. and Europe. Finally, we
will add consideration from viewpoints of effects of patent rights and costs, and will present
guidelines for judgment in scenes of obtaining patents.
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2. Laws and Legal Systems in Japan, U.S. and Europe regarding Patentable Subject Matter
Forthe purpose of later discussion, we will review about what can bea patentable subject

matter inJapan, U.S. and Europe, from aspects of a legal system and its history.

Japan
Japan Patent law has a definition provision of inventions, and on the basis of the definition

provision, patentablity of a subject matter is judged by a fact of whether or not it corresponds to
"creation of technical ideas by which a law of nature is utilized". This is a point which is
different from those in U.S. and Europe having no definition provision of inventions in such
express terms.

And, in examination guidelines in Japan, in order to meet the requirement "a law of nature
is utilized", it is necessary that software (computer program) is one which utilizes hardware
resources of a computer that is a physical apparatus.

Concretely speaking, bya fact that "information processing by software is concretely
realized by use of hardware resources", "a law of nature is utilized" is realized, and bya fact that
"software is read into a computer, and software and hardware realize calculation or processing of
information in accordance with intended uses by concrete means, and thereby, a specific
information processing apparatus (machine) and its operation method in accordance with
intended uses are developed", it can be said that "concretely realized".

Also, in 2000 revised examination guidelines, it has been already permitted to claim a
"program" as such, but it was expressly provided ill 2002revise<IPatent LaW thatit is protected
as "an invention of a product". This is epoch-making revision for an entire legal system in
Japan in which "a product" means "tangible goods" traditionally.

There exist cases in U.S. and Europe that it was allowed to claim a computer program
product etc., but Japan is the only one of the three Offices, which allows to claim a computer
program as such squarely. (In addition, a computer program product, which is allowed in U.S.
and Europe, is not allowed as a patentable subject matter in Japan because of ambiguity of a
subject matter thereof.)

Speaking from practical feeling, we have an impression about a patentable subject matter of
a software-related invention in patent practices in the U.S. that literally "everything under the sun
can be patented", as compared to those ill Japan and Europe.

Under Article 100 of U,S. Patent Law, itis provided that "invention" in the U.S. Patent Law
means "invention or discovery", but there exists no concrete definition provision with regard to

invention for which a patent can be obtained, 4 categories of process, machine, manufacture, or
composition of matter are cited, and inventions which belong to these become subject matters to
be protected. Also, by judicial precedents, it has been established that an invention type which
corresponds to anyone of 3 categories of

1. law of nature
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2. physical phenomena
3. abstract idea

is outside of subject matters to be protected of Patent Law, as anon-statutory subject matter.
Further, Article 101 of U.S. Patent Law charges a requirement of utility to a subject matter

which seeks for patent protection, and there is a necessity that a subject matter which seeks for
protection is a practical application.

Also, from the above-described concept of a non-statutory subject matter, with regard to a
software-related invention, .discussions about patentablity of algorithm (in particular,
ifiiitfieiff1ificiil"iilgoritliffi)liiiVebeeiilieI1L . ~...... .

On this point, there is a judgment of Benson case. in 1972 that, incase that a patent will be
substantively granted to algorithm itself, it can not be patented. The U.S. Patent and Trademark
Office stands on its thought that patentablity of all algorithm .was denied by this judgment.rand
has rejected inventions which include algorithm.

However, by Diehr case judgment in 1981, made was such a judgment that one which
protection by patent was denied in Benson case judgment is not general algorithm but
mathematical algorithm, and practices in U.S. Patent and Trademark Office was changed
significantly,

After that, in Alappat case judgment in 1994, shown was such a judgment that practical
applications of mathematical algorithm, which generate "useful, concrete and tangible results",
are patentable.

With regard toa form of claim description in the U.S., Warmerdam case judgment and
Lowry case judgment, in which patentability of a memory which stores data having a specific
data structure was identified, were issued one after another. To that end, in 1996, U.S. Patent
and Trademark Office announced to the public "Examination Guidelines of Computer-Related
Invention" which says that a recording medium in which a computer program was recorded
corresponds to "manufacture" which is a statutory subject matter to be protected, and thereafter,
in accordance with the guidelines, examinations of software-related inventions have been
conducted.

Europe
In Europe, European Patent Office requires in its examination guideline with regard to a

subject matter which are not limited to software-related inventions but all inventions to have
"technical character".

In the past, on the occasion of judging presence or absence of this technical character with
regard to software-related invention, European Patent Office has employed a "technical
contribution" approach in which it is decided on the basis of whether a claimed invention has
contribution from conventional technology, but there was such criticism that, since judgment
about patentable subject matter is conducted by contradistinction with prior art, it is difficult to
understand a difference with an inventive step of an invention.

After that, in T769/92 (SOHEI decision) dated May 31, 1994, DG3(Boards of Appeal) of
European Patent Office introduces a concept of "technical consideration" in judgment about
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patentablity of a software-related invention, and by such a reason that, in case that "technical
consideration" regarding means for solving a problem of an invention is required to realized an
invention, the technical consideration gives a technical nature to an invention, and also, a
technical problem which is resolved by a potential technical nature in such a case, it permitted
patentablityof an invention.

By this decision, patentablity of a software-related invention in European Patent
Convention becomes to be judged, not by contradistinction with prior art but only by a nature of a
claimed invention, and we can say that it is an epoch-making decision which changes
conventional approach of technical contribution.

Also, in T1173/97 (IBM decision) dated July 1,1998, DG3(Boards of Appeal) of European
Patent Office showed such a judgment that a computer program product having technical nature
becomes a patentable subject matter and "[normal] physical interaction between software and
hardware" is recognized, and in case that there is "further technical effects" surpassing that, it can
be said that the technical nature exists.

Also, in IBM decision, willingly shown is such judgment that the concept of "technical
contribution" which was used for conventional judgment aboutpresence or absence of technical
nature is appropriate for examination of inventive step, and is not appropriate as judgment of
whether being a patentable subject matter or not.

In response to the above-described decision, practices of European Patent Office has been
moving forward in a direction that patentability of a software-related invention is widely
recognized: . However, at adijJlomatic conferencefor discussing about revisionof European
Patent Convention in 2000, it was proposed to delete "computer program" from a non-patent list
of Article 52(2)(c), but majority agreements could not be obtained, and acceptance of proposed
revision of Article 52(2)(c) was shelved.

On one hand, from a framework of European Union (EU), a committee of EU proposed
"Directive of the European Parliament and of the Council on the· patentability of
computer-implemented invention" in February 2002.

In a proposed directive, it is shown that member countries confirm that a
computer-implemented invention is claimed as an "programmed apparatus" or a "process which
is carried out by an apparatus through execution of software", and a computer-implemented
invention belongs to a field of technology, i.e., is one which has a technical nature, and a
technical contribution should be considered in judgment of an inventive step.

In addition, as for assessments of the proposed directive in various sectors, since it is one
which clearly specifies a software-related invention as a subject matter of a patent, assessments
from open source-related organizations, which oppose software patents are notso high. Also, in

but in the proposed directive, it is probable that one in execution becomes a subject matter of a
patent, and there ware criticisms from software industry, saying that there is almost no value for
obtaining such patents.

With regard to the proposed directive, votes in European Parliament are scheduledon June
30,2003, but the votes was postponed since an agreement in opinions was not reached. The
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postponement was until September, and such a current situation in Europe that opinions are
drastically opposed with regard to grant of patents to software-related invention became apparent.

3. Patentable Subject Matter in Practices in Japan, U.S. and Europe'
Hereinafter, with regard to subject matters of a patent (mainly, form of a claim) in practices

in Japan, V.S. and Europe, examination guidelines, judgments, decisions and so on in Japan, U.S.
and Europe will be reviewed.

"

Example 1 A program for having a computer execute a sequence A, a sequence B, a
sequence C, ...

Example 2 A program for having a computer function as means A, means B, means
C, ...

Example3 A program for having a computer realize a [unction A, a function B, a
function C, ... .

<2> Recording Medium
It is possible to describe "A computer-readable recording medium in which a program was

recorded", or "A computer-readable recording medium in which recorded' was data having' a
structure" by which processing contents, that a computer executes, are identified by a structure of
recorded data, in a claim as "an invention of a product".

In addition, in Japan, with regard to a transmission medium, normally, it means a medium
having a function for transmitting information of a communication network and so on.
Therefore, to describe that a specific computer program is being transmitted on somewhere of a

According to examination guidelines of Japan Patent Office, software-related inventions
are classified into 4 types of "program", "recording medium", "apparatus", and "method".
<1> Program \

"Program"; which identifies a plurality of functions that a computer realizes; can be
described in a claim as "an invention of a product".

Even if ending of a claim which is described in a specification of a computer-related
invention is other term than "program" (e.g., 00 software, 00 printer driver, 00 compiler etc.), ,
in case that, when technical common knowledge at the time of filing an application is considered,
an invention relating to a claim is clearly a "program" which identifies a plurality of functions
that a computer executes, it is treated as "program". However, in case that a patent is claimed as
program signal (row) or "data signal (row)", it is impossible to identify "an invention of a
product" or "an invention of a process", and therefore, it is rejected as ambiguous description.

Also, a computer program list is simple presentation of information, and is not "creation of
technical ideas by which a law of nature is utilized", and therefore, is not an invention.

In addition, it is clearly described in the examination guidelines that a program product is
not accepted as a patent.

In the examination guidelines, 3 types describedin the following table are recommended as
a method for describing a program claim
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<3> Apparatus
A software-related invention can be claimed as an apparatus or an equipment having

hypothetical means as clements which is realized by cooperation of software and hardware
resources. In addition, a computer system, equipment and so on are included in this category.

.

Example 1 A computer-readable recording medium in which a program for having
a computer execute a sequence A, a sequence B, a sequence C, ... was
recorded

Example 2 A computer-readable recording medium in which a program for having
a computer function as means A, means B, means C, ...was recorded.

Example 3 A computer-readable recording medium in which a program for having
a computer realize a function A, a function B, a function C, ... was

.
recorded

Example 4 A computer-readable recording medium In which data having A
structure, B structure, C structure, ... was recorded

transmission medium at any time does not mean that a transmission medium was identified asa
"product", and as a result that there is no technical relation between items for identifying an
invention, an invention becomes ambiguous, and it is rejected as ambiguous description.

In the examination guidelines, 4 types described in the following table are recommended as
a method for describing a recording medium claim

<4> Method
A software-related invention, when it can be expressed as a series of processes or

operations which are connected in chronological manner, that is, as a "sequence", can be
described in a claim as "an invention of a process" (including "an invention of a process of
manufacturing a product") by identifying "sequences" thereof.

On the occasion of describing a software-related invention in a category of a method, there
is a necessity to clarify whether that step is conducted by a person or by a computer. (e.g., as to
"step for selecting 00" etc., since an examiner may point out that it is not clarified about whether
that step is conducted by a person or by a computer, and therefore, caution is needed.)

In the U.S., in February 1996, guidelines to a computer-related invention was announced,
and in accordance with it, examinations have been conducted. In the guidelines, statutory
subject matters which are patentable, and non-statutory subject matters which are not patentable
are explained, respectively. Summary of statutory subject matters and non-statutory subject

<1> Statutory Subject Matter
In case that a claim defines a useful machine, product by combination of .hardware and

software, it is a statutory subject matter as a product claim.
A claim of a computer program recorded on a medium, which has data structure/functional
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interrelationship among functional descriptive materials, is a statutory subject matter.
In case that a process requires a physical operation in manipulation outside a computer and

is independent from steps which are executed by a computer in which a program operates,and
these operations manipulate physical subject matters, and a result thereof is one which gives a
physical attribute, and structure, this process is a statutory subject matter.

In addition, As a claim which was actually patented, firstly, an apparatus claim, a method
claim, and a recording medium claim are permitted as a matter of course. A program product
claim (e.g., claim 13 of USPN6587833), a transmission medium claim (e.g., claim 17 of
USPN5826021), and a signal claim (e.g., claim 36 of USPN6343321) which are not allowed in
Japan are also permitted.

As a descriptive material having no function, a descriptive material, which cannot show a
functional interrelationship with execution of computation processes, is not a statutory subject
matter since it does not figure outa machine, a manufacture and combination of them.

Aclaim of a computer-related invention which is configured only by a descriptive material
is a non-statutory subject matter, in the same manner as art etc.

A descriptive material in which fact data such as music, literature etc. are simply laid out
and edited is not a statutory subject matter since there is no functional interrelationship with a
calculation processing process etc. and it is simply stored.

One which handles only an abstract concept, or a purely mathematical algorithm is a
non-statutory subject matter even if there exists a fact that it has some utility.

and a.
<2> Non-Statutory Subject Matter

Among functional descriptive materials, a list, which represents data

Europe

As described before,in the past, in European Patent Law, an invention of a computer
program is put into a non-patent list regardlessofacontent thereof, and a patent right was not
granted thereto. However, in decisions of T935/97, and T1l73/97, the guidelines was revoked,
and it was judged that a computer program becomes a subject matter of a patent.

In this decision, "as such" which means "itself' is construed rigorously, and it was decided
that a patent application is excluded only about a program itself ("as such"). That is, it is
possible to make a decision that a patent is allowed if it is one which is not "as such" and has a
technical nature.

What is important here is what is the technical nature. The technical nature means as
follows.

<1> There exists a technical problem to be solved.
<2> There exists means for solving that technical problem.
<3> There exists a technical advantage of an invention.
<4> In order to use it by a computer, technical consideration/technical knowledge are
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necessary.
. In order that a computer program is found to be an invention which can be patented,

necessary is a further technical effect which surpasses a normal interaction which is obtained by
having a computer program operated on hardware: This "furthertechnical effect" is a technical
character, and speeding upon the occasion of executing a program, and speeding up of data
transfer also correspond to this.

Also, With regard to a medium claim, after the decisions ofT935/97 and TH73/97, it was
judged that a computer program, which was recorded therein, is approved as a patent, if it has a
technical nature.

In addition, as a claim which was actually patented, firstly, an apparatus claim, a method
claim, and a recording medium claim are permitted as a matter of course. Besides that, a
program product claim (e.g., claim 10 of EP0802478), a transmission medium claim (e.g., claim
15 of EP081386), and a signal claim (e.g., claim 1 of EP0624042) which are not allowed in Japan
are also permitted in the same manner as in the U.S.

Comparison of Japan, U.S. and Europe
Examination guidelines, and actual examples for .describing claims in each country were

described, and willbe summarized as follows.
Category Japan U.S. Europe

Program 0 8* 8*
.. Program product . X

.. .

0
.

0
.

Signa! (row) X 0 0
Recording medium 0 0 0
(manufacture) ,

Transmission medium X 0 0
Apparatus, system 0 0 0
Method 0 0 0

* In U.S. and Europe, there exists an example that a program claim is patented, but a predominant
case isa case that it is described as a program product claim.

Comparing patentable subject matter about software-related inventions, we feel thatthere
are many cases in which subject matters are not permitted with regard to Japan, as compared to
U.S, and Europe. We are of the thought that this is because it relates to whether a
software-related invention is judged as a matter of form, or judged substantively. Hereinafter,
we will express our view briefly.

Patent Law and examination guidelines, an invention as "creation of technical ideas utilizing a
law of nature" is judged depending upon whether an invention described in a claim utilizes
hardware resources or not. That is, if someone wants to obtain a right in Japan, the invention
has to be one utilizing a law of nature as a matter of course. However, in U.S. and Europe, there
exists no definition of "creation of technical ideas utilizing a law ofnature".
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In contrast to this, in a software-related invention in the U.S., we has an impression that one
of any style is approved as a patent, if it. is a patentable subject matter at. the same time. In
Europe, it appears that a patent is approved if it has the "further technical effect" which is
obtained by operating a computer program on hardware substantively. That is, we. feel that, in
both of U.S. and Europe, a software-related invention is substantively judged as a content thereof.

In Japan, a definition provision of an invention is provided, but, what becomes anissue in
particular by this is an application from overseas by PCT. In PCT, it is impossible to make
changes. of a specification as a matter. of fact in a stage of transferring to a domestic phase.

uopro61emTJ',ou···Hieoccaslou·.·offilillgaii····application··iii.··foreigii···countnes;··filingan
application also in.Japan is considered from the beginning, and the description is made by taking
"creation of technical ideas utilizing a law of nature" into consideration. However, in case of
description in which the.definition provision in Japan is not considered, there may be a case that
amendment is. not. allowed in a stage of transferring to Japan and it is not possible to obtain a
right.

As above, conceivable isa case that even an invention which is judged to be patentable in. " " '.' .' " '. .'..

U.S. and Europe, is judged to have nopatentablity since it is judged as a matter of form by the
definition provision ofan invention which is provided in Japan. We feel that implementation of
a formal judgment by this definition provision of an invention is a reason that it becomes difficult
to obtain software-related patentinJapan as compared to U.S -.and Europe.

From a viewpoint of realizing international harmonization of patent laws, we feel that there
is a problem in this definition provision of an invention. We are of the .thought that judging an
invention more substantively also in Japan to, as a result.. grant a right for a software-related
invention to be protected further promotes inventions, and thus, contributes to development of
industry. To that end, we think it necessary to focus on a substantivejudgment notbut a formal
judgment of a definition provision etc. of "creation of technical ideas utilizing a law of nature"
etc.

4. Merits of Describing in Each Claim Form
(1) Legal Systems in Japan and U.S. regarding Effect of Patent Right

As a premise for a later study, we will review scope provided in Japan Patent Law,towhich
effect of a patent right is extended. In addition, with regard to European patents, since it is
provided that "any infringement of an European patent shall be dealt by national laws (EPC
Article 64(3»", because of space limitations, we will avoid to enter into a study of national laws
in Europe and refer only to apatent right in Japan.

Japan
Under Japanese Patent Law, a patentee shall have an exclusive right to commercially work

the. patented invention (Article 68). Concrete acts of working. are provided in Article 2,
paragraph 3 classified into. "an invention ofa product" and "an ..invention of a process".
Therefore, those acts of an unauthorized person as business directly infringe a patent right.
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In case of an invention of a product, a direct infringement is configured by a fact that an
unauthorized person manufactures, uses, assigns etc., imports or offers for assignment etc. of the
product. In 2002 revised Patent Law, it is clarified that a program is treated as "a product", and
to provide a program through a network corresponds to "assign" and an act of infringement,
which is important from a viewpoint of a software-related invention.

In case of an invention of a process, only using that process constitutes an act of
infringement. However, in case of an invention of a process of manufacturing a product,
besides that, to use, assign etc., or import, or offer for assignment etc. of a product which was
produced by that process also configures an act of infringement. In 2002 revised Patent Law, a
program is treated as "a product", and therefore, for example, with regard to an automatic
generating method of programs and data (compile etc.), itis important that effect ofa patent right
extends also to seIling a program and data which was produced by using that process.

Also, even not corresponding to direct infringement, certain acts are deemed toinfrilJ.ge a
patent right as indirect infringement.

Concretelyspeaking, firstly as one mode of conventional indirect infringement, it is said
that, with regard to an invention ofa product, commercial acts of manufacturing, assigning etc.,
or importing or offering for assignment etc. of, a product which is used only for manufacturing of
that product, and with regard to an invention of a process, commercial acts of manufacturing,
assigning etc., or importing or offering for assignment etc. of, a product which is used only for
use of that process, configure indirect infringement.

As one which was newly provided in 2002 revised Patent Law, even if it is one which is
indispensable for resolution of a problem by an invention, in case of manufacturing, assigningetc.
or importing or offering for assignment etc. of, other things than one which is generally widely
distributed in Japan, in case that it was known that the product is used for working of the
invention and the invention is a patented invention, it becomes indirect infringement.

In relation to a software-related invention, since "a program" is included in "a product" in
Patent Law, for example, acts of manufacturing etc. a module as a component of a program may
correspond to the latter indirect infringement.

In U:S. Patent Law, a patent gives to a patentee a right (exclusive right) which excludes
other persons from manufacturing, using, seIling, or offering for sale of, or importing in the U.S.,
an invention which was claimed in the patent, in the U.S. during a period of patent duration. In
case that these acts were conducted, it becomes direct infringementof a patent right.

In U.S. patent Law, modes of direct infringement of a patent right are not provided

but "Sale of an apparatus does not become sale of a process, and a process claimis directly
infringed only by working a patented process"(Joy Technologies, Inc. v. Flakt Inc. (Fed. Cir.
1993). Thus, sale of a product, in which use by other persons becomes working of a patent,
raises an issue of"colJ.tributory infringement" which will be described later.

Also, with regard to a process patent, incase that a product which is not patented is
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manufactured by a process which is patented, acts of importing, selling .or using the product
without any authority becomes infringement of a patent right in question.

U.S. Patent Law provides 2 kinds of modes of "indirect infringement" of "Contributory
Infringement" and "Active Inducement of Infringing Act" besides the above-described "direct
infringement".

With regardto the "Contributory Infringement", in case of selling a constituentelement of
an invention, in case that the constituent element is an important portion of the invention, and
particularly manufactured or re-modeled for use in the patentinfringement, and the constituent
elemeiiCis noC1CcoiiiffiefCialpr6dUcf6r a geiiefalized15f6dUclWmcn cifffbeusedwitn6Uf
infringing a patent right, and in case that a seller knows existence of the patent right and a use
intention of the constituent element by a purchaser, the seller accepts responsibility as an indirect
infringer,

Also, in case that a person encourages and assists. acts of infringements by other persons
knowingly, it constitutes the "Active Inducement of Infringing Act", and the person who made
such encouragement etc. takes responsibility as an infringer.

(2) Advantage of Describing in Each Claim Form
In Japan, by a 2000 revised examination guidelines, it became possible to describe a claim

of a software-related invention in "a program" form. Roughly classifying claim forms of a
software-related invention, a claim of a category of a product is "program", "recording medium", .
and "apparatus", and a claim ofa category of a process becomes "method". In general, since an
infringement product actually exists as a product, it is easy for a claim ofa category of a product
to be asserted than a claim of a category of a process. However, in case that service acts, by a
service company are considered, it is also conceivable that it is easy for a claim of a category of a
process to be asserted than a claim of a category of a product. Furthermore, scopes to which
effect is extended do not match with each other between mutual claims which belong to a
category of a product ("program", "recording medium", "apparatus").

With regard to the "program", in Japan, further, by 2003 revision of Patent Law, it.was
clarified that it is included in a category of a product from a viewpoint of2000 revision of Patent
Law (Article 2, paragraph 3, item 1). In contrast to this, in the U.S., it has not yet become even
a subject matter to be protected. On this point, in the U.S., by describing it as a "program
product" claim, it appears that a program is captured as "a product", and permitted as a subject
matter to be protected. With regard to a program product claim, scope that effect is reached has
not yet been clarified at current stage by judicial precedents, but itis considered to be a concept
representing an entirety of ones which use a program asa product. For example, it is a package
product, one which is soled through a network and so on, Also.It appears that it is construed so
as to include also a hardware apparatus etc. in which the program was installed. Adversely, in
Japan, by such a reason that a subject product is indefinite, a program product claim is not
permitted as a form of describing a claim. Also, with regard to a "signal (row)" claim and a
"transmission medium" claim, in Japan, they are not permitted as a form of describing a claim,
but are permitted in the U.S. The signal (row) claim is. one which expresses signals (row) such
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as computer signals, and the transmission medium claim is one which expresses a medium in
which computer signals etc. are transmitted. A reason that claims of these forms are not
permitted in Japan is that, as to the former, a category that an invention to be patented belongs to
is ambiguous, and as to the latter, there is no technical relationship between items for identifying
an invention.

As above, in addition to a fact that scope that effect is reached differs with respect to each
claim form, claim forms which can be described in Japan I U.S. differ. Furthermore, as will be
described hereinafter, even in case of the same claim form, scope that effect is reached differs
between Japan and U.S.

With regard to an invention of a product, a provision of acts of working in Japanese Patent
Law provides acts of manufacturing, using, assigning etc., or importing or offering for
assignment etc. of, the product" (Article 2, paragraph 3, item 1) as patent infringement. In
contrast to this, a provision of acts of working in U.S. Patent Law provides process, machine,
manufacture, composition of matter as subject matters to be protected and provides that "whoever
makes, uses, offers to sell, or sells or imports any patented invention" (Article 271(a)) infringes a
patent. Therefore, with regard to an invention which was described by claim forms of a
recording medium and an apparatus, protection can be obtained similarly in both of Japan and
U.S. Also, with regard to an invention of a process, it is apparentlyseparated from an invention
of a product in Japan, and it is provided that "acts of using the process" (Article 2, paragraph 3,
item 2) configure patent infringement. On one hand, in the U.S., not separated from an
invention of a product, it is covered by "use" in Article 271(a). Therefore, although there is a
legislative difference as described above, also as to a claim which was described by a process
form, protection can be obtained similarly in both of Japan and U.S.

However, between Japan and U.S., scope to which effect ofa patent right is extended
differs from a legal viewpoint. For example, in U.S. Patent Law, permitted is a method of
describing a claim by a means-plus-function form (Article 112, paragraph 6). In case of having
described in this form, scope to which effect of the patent right is extended is construed in a
limited way to an embodiment which was described in a specification and its equivalents. On
one hand, in Japan, permitted is a method of describing a claim by connecting "means for ...".
However, scope to which effect of the patent right is extended is not necessarily construed in a
limited way to an embodiment which was described in a specification and its equivalents.
Furthermore, with regard to indirect infringement, in U.S. Patent Law, it is .captured as
"Contributory Infringement" and "Active Inducement of Infringement Act" (Article 271 (b), (c)).
Also in Japan, by 2002 revision of Patent Law, an objective requirement is deleted, and a text of
adding a subjective requirement is added so that [ormation requirements of indirect infringement

...", deleted was a requirement that a physical object of indirect infringement is limited to an
exclusive use product to a direct infringing product. Therewith, added are subjective
requirements that <1> an infringer knows existence of a patented invention and <2> an infringer
knows that the product itself is used for' working an invention. As above, it was revised to a
content similar to the "Contributory Infringement" in U.S. Patent Law. In addition, on 3. point

Page 13 of 23



0014

that there exists no concept of "Active Inducement of Infringing Act", it is distinct from indirect
infringement in the U.S.

As a concrete example in which the above-described difference occurs, we will think about
distribution of computer programs through a network.

In case that assumed were modes of working such as transmission and download of a
program, in Japan, it is possibletoprepare a "program" claim, whereas, in the U.S. it is popular
to prepare it as a "program product" claim. However, in the U.S., it is possible to prepare the
"signal (row)" claim and the "transmission medium" claim. In the U.S., in case of describing a
ClaiffiofmeaiiiH51U:S:fiiiictioii"I6ffi5.;·scopeloWfiicheffecr"oftlie"pafenfnghfisexteiidedis
construed in a limited way to an embodiment which was described in a .specification and its
equivalents, and therefore, caution is needed. With regard to indirect infringement, in Japan
wherein there exists no way of thinking of "Active Inducement of Infringing Act", there is a
necessity to prepare.a claim assuming this separately.

As above, advantages that a software-related invention is described in each claim form
differs vast!y between both countries. In this connection, in the following "5. Study byuse of

.Hypothetical Examples", by use of hypothetical examples which are proper to a software-related
invention, it will be studied about what form of claims should be prepared to be useful in Japan,
U.S. and Europe with respect to each example. We would appreciate if a reader would read it
from a viewpoint of studying by what form of claims business values are appropriately protected.

In addition, with regard to also Europe, a claim form which can be described differs from
those of Japan and U.S. However, with regard to scope that effect of a claim is reached, it is not
provided by European Patent Convention taking the circumstances of each country into
consideration, but left to a legal system in each country. In this connection, in Europe, we will
not consider indirect infringement and will consider only about direct infringement.

5. Study by use of Hypothetical Example
(1) Act oflnstalling Program in Hardware such as Computer

With regard to an act of installing a program, it will. be studied about whether an act of a
program provider constitutes infringement Of not. Also, an act of installing a program-in
hardware is an act of storing a program in a hard disc (recording medium) of hardware, but it will
be considered including whether providing a program for that purpose constitutes infringement or .
noL

Since treatment differs between <1> one having a nature pre-installed in hardware such as
an operating system (OS) and <2> one such as a game for individual user having a nature.
installed by a user, they will be studied distinct! y,

Japan
<1> Act of Pre-installing in Hardware
It corresponds to direct infringement (act of manufacturing) to. a program, a recording

medium or an apparatus claim. For a process claim, a fact that a program was executed (act of
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use) becomes a requirement of direct infringement. In this case, a person who executes a
program is a user and execution of a program by a user is not an act "as business" (commercial
act). Therefore, an act of providing a program does not correspond to indirect infringement.
In addition, with regard to indirect infringement, a so-called independent theory in which it is an
essential requirement that there was direct infringement and a so-called dependent theory in
which presence or absence of direct infringement is not required stand face to face, but in a
judgment of 2001 (NE) No. 240 of Osaka High Court dated August 30, 2001, issued was a
judgment for supporting the dependent theory, and therefore, the dependent theory is employed
here.

<2> Act of Installing by User
With regard to whether this act constitutes infringement or not, from a handling viewpoint,

it is classified into a package product (P) and a product which is downloaded through a network
(N). In case of the package product (P), it corresponds to direct infringement fora program, or a
recording medium claim (act of assignment), and does notcorrespond to both of direct
infringement and indirect infringement for an apparatus, or a process claim. In case of the
product (N) which is downloaded through a network, a recording medium claim does not
correspond to both of direct infringement and indirect infringement, which point is different from
the package product.

u.s. and Europe
In the U.S., a program claim is not permitted as a form of description, but as one which

corresponds to this, a program product claim is permitted as a form of description. Therefore,
both of <1> act of installing in hardware and <2> act of installing by a user correspond to direct
infringement to a program product claim, in the same manner as a program claim in Japan. In
Europe, if "further technical effects" are found, both <1> and <2> correspond to direct
infringement for each of a program claim and a program product claim.

Also, in both of U.S. and Europe, a signal (row) claim and a transmission medium claim
can be prepared as claim forms of description. With regard to a signal (row) claim, each act of
<1> and <2> becomes direct infringement, and for a transmission medium claim, only the
product (N) which is downloaded through a network corresponds to direct infringement.

Furthermore, in Article 271 of U.S. Patent Law, since working "as business" (working
commercially) is not provided as a requirement of patent infringement, with regard to the act of
<1>, indirect infringement is established for a process claim. Also, in the same manner, with
regard to the act of <2>, indirect infringement is established for a recording medium, an
apparatus, or a process claim.

Conclusion
Summarizing the foregoing, the following table is obtained. In the table, "<1>" represents·

an act of pre-installing in a hardware, "<2>P" represents an act of installing by a user (package
product), and "<2>N" represents an act of installing by a user (downloaded product), "0"
represents direct infringement, "/!;" represents· indirect infringement, "X" represents
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non-infringement, and. "-" represents a claim form whose description itself is notpermitted. In
addition, with regard to the U.S., there is an example that a program claim was permitted, but
since it is not common, it is treated as "claim whose description itself is not permitted".

I Claim Form I Japan I U.S. I Europe

<I> I~1~1<1>1~>I~I<1> I<;>I~I

Program
Program Product

o 0101-1-1-101010
- , - , 0 10 I 0 I 0 I 0 I 0

(2)Act of Transmitting and Downloading Program

Transmission medium - - - X X 0 X X 0
Apparatus, System 0 X X 0 ~ ~ 0 X X
Process XXXI';. I';. ~XXX

From the above-described result, in Japan, in order to have each act of <I> and <2>
included in scope of claim, it is effective to prepare a program claim. However, from a
viewpoint of amount of damages, it is desirable to also prepare an apparatus claim and a
recording medium claim. In U.S. and Europe, from a viewpoint of easiness of enforcement of a
right, a program product claim is useful, but depending on situations.jt is good to prepare other
claims.

Signal (row) .. ...

Recording
(manufacture)

medium o o x
0101010 IHOIO .
o I 01 ~ I 0 I 0 I X

In the same manner as the example of (1), with regard to all act of
transmitting/downloading a program, it will be studied about whether an act of a program
provider constitutes infringement or not. Also, since an act of transmitting/downloading. a
program is accompanied with an act of storing a program in a hard disc (recording medium) of
hardware, it will be considered also including whether provision of a program for that purpose
constitutes infringement or not.

Japan
Any act of transmitting/downloading a program corresponds to direct infringement for a

program claim (act of assignment), and does not correspond to both of direct infringement and
indirect infringement for a recording medium, an apparatus, or a process claim.

In addition, in this example, it is assumed that a person who receives a program (program
receiver) is an ordinary user, but in case that a program receiver uses etc. a program "as business
(commercially)", with regard to each claim form of description, it. is characterized on a point that
provision of a program (act of a transmitter) corresponds to indirect infringement, and download
of a program (act of a receiver) corresponds to direct infringement.

U.S. and Europe
In the U.S., it corresponds to direct infringement, instead of a program claim, for a program
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product claim. In Europe, if "further technical effects" are found, for each of a program or a
program product claim, it corresponds to direct infringement. In both of U.S. and Europe, it is
possible to prepare a signal (row), Or a transmission medium claim, and for these forms of claims,
it corresponds to direct infringement. In the U.S., it corresponds to indirect infringement for a
recording medium, an apparatus, or a process claim.

Conclusion
Claim Form Japan . U.S. . Europe

Program 0 - 0 .

Program product - 0 0
Signal (row) - 0 0
Recording medium X X

.

J1
(manufacture)
Transmission medium - 0 0 .

Apparatus, System X J1
. X

Process X J1 X

In Japan, in order to prevent these acts, there is a necessity to prepare a program claim.
Also, in case of preventing a download act "as business", from aviewpointofamount of
damages, it is good to also prepare claims of other forms of description. In U.S. and Europe,
since there are a plurality of claim forms of description by which direct infringement is formed, it
will be studied to prepare a claim of form which depends on situations. In the U.S., taking
indirect infringement also into consideration, it is one of methods to prepare a recording medium,
an 'apparatus, or a process claim. In addition, if there is a program or an apparatus claim, it
appears that a recording medium claim is not necessary.

(3)Act of Executing Program on Hardware such as Computer
As typical examples, a compiler ofa program and a generator of data are cited. In this

example, it will be studied focussing on these.

Japan
An act of executing a program on hardware corresponds, in Japan, to direct infringement to

any form of claims (act of use).
In particular, with regard to a process claim, in case that an invention is characterized on a

compiling method of a program and a generation method of data, it is possible to treat it equally
with a process That is, even if there is no feature on a program and data an .end

process patent, it is possible to identify an infringing act.

U.S. and Europe
Also in U.S. and Europe, except for a transmission medium claim, direct infringement is

configured.
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Conclusion
Claim Form Jaoan u.s. Eurooe

Program I 0 I - I 0
Program product I - I 0 I 0
Signal (row) I - I 0 I 0
Recording medium I 0 I 0 I 0
(manufacture)
Transmission-medium ".
Apparatus, System I 0 I 0 I 0
Process I 0 I 0 I 0
In both of Japan, U.S. and Europe, .from the meaning that an act of interest constitutes

infringement, any forms of claims are equivalent. From a viewpoint of amount of damages, it is
good to prepare an apparatus claim. Also, considering easiness of enforcing a right to a
business mode of providing services, a process claim is useful. In case that there is a feature on
a compiling method of a program and a generation method of data, a process claim is useful also
from a viewpoint described above. In addition, if there is a program or an apparatus claim; it
appears that a recording medium claim is not necessary.

(4) ActofProviding Application on Network (ASP-Applicatiqn Service Provider)
From a user to ASP, it is. instructed to execute an application. At. the ASP. side, the

application is executed, and its result is provided to a user. That is, it.is an act of having a user
use a functionof aprogram without transmitting a program.

Japan
From a viewpointof "as business (commercially)", it is studied focussing on whether or not

an act of ASP side corresponds to an act of infringement.
In Japan, for any form of claims, it appears that it corresponds to direct infringement (act of

use or act of leasing). However, there remains a doubt as to whether or not an act of having a
user use corresponds to use or lease of a product by an ASP service provider. In the same
manner, it is doubtful whether or not an act of having a user conduct processes relating to a
program corresponds to use of a process by an ASP service provider. On this point, if it is.
studied about whether indirect infringement is applicable, an act of having other person "use" or
a product or an act of having other person "execute" a process does not become a subject matter
of Article 101 of Patent Law, and does not correspond to indirect infringement. However, in
ASP services, it is apparent to use the program etc. as business, and everybody is waiting for a
legal system in which infringement is clearly formed even in case that it is described in any
category. In addition, in case that a user conducts the act as business, it appears that it
corresponds to direct infringement for claims of any categories.
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u.s. and Europe
U.S. and Europe is in the same manner as in Japan. The act of interest corresponds to

direct infringement for a signal (row), or a transmission medium claim.
In the U.S., an act of having a user use a program etc. or an act of having a user execute

processes relating to a program corresponds to Active Inducement of InfringingAct. Therefore,
comparing to Japan and Europe, existence of infringement including indirect infringement
becomes more apparent.

Conclusion
Claim Form Japan U.S. .. Europe

Program . 0 . - . 0
Program product - 0

.: 0
Signal (row) - 0 0

.

Recording medium 0 0
.

I 0
(manufacture)
Transmission medium - 0 0 ..

.. Apparatus, System
.

0 0 0
Process 0 O· 0
They constItute direct infringement for claims of all description forms, but as descnbed

above, since there is a portion wherein a doubt remains, it is desirable to additionally describe
claims of other description forms. Also, it is preferable to prepare an apparatus claim from a
viewpoint of amount of damages. In case that the act is understood as a service act, it is also
conceivable that a right is easily enforced if a process claim is prepared. Also, ifit is considered
that a result product by ASP service is returned to a user, also from a viewpoint of catching the
result product, significance of preparing a process claim is big. In addition, if there is a program
or an apparatus claim, it is considered that a recording medium claim is not necessary.

(5) Dedicated Machine having Equivalent Function to Program of Interest and its Act of Use
Functions which are equivalent to those of a program which becomes a subject matter of an

invention are constituted as hardware of an electronic circuit etc.

Japan
For an apparatus claim,direct infringement is constituted, and with regard toan act of using

the dedicated machine, direct infringement is constituted also for a process claim. Since a
program itself is not used, for a program, or a recording medium claim, without room for

U.S. and Europe
They are in the same manner as in Japan. With regard to also a signal (row) or a

transmission medium claim, since a program itself and a transmission medium are not used, in
the same manner as a program, or a recording medium claim, infringement is not constituted.
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Conclusion
Claim Form Japan u.s. Europe

Program x x

Process I 0 I 0 I 0
Apparatus, System I 0 I 0 I 0

In Japan, U.S. and Europe, in. case of preventing an act of this mode, it is neces~ary to
describe an apparatus claim at minimum. Also, it is necessary to describe a process claim
depending on situations.

x
xx

x
xmediumRecording

(manufacture)

Signal (row)
Programproduct

.Transmission medium ...._ . ··...n !

(6)Act of Agency of Program Distribution by Provider
For a certain program which is freely distributed on a network, in case that the program is

an patent infringement product, there is a problem of how responsibility ofa provider as an agent
is considered. For example, it is a case that a mail service provider transmitted an electronic
mail through a mail service, i.e., a case that the mail service provider carries out a. service of
accepting an electronic mail in which a program as a patent infringement product from an ...
assignor, and of transmitting it to a final receiver through a plurality of servers on a network.

. Japan

In case that a server on a network is simply a passing point of an infringementproducts, an
act of agency by a provider does not infringe for claims of any forms of description. However,
on the occasion that a provider goes between, it appears to be rare as an actual case, but, in case.
that so-called subjective requirements of indirect infringement are satisfied, there is a possibility
that indirect infringement can be asked for a program, or a process claim.

As another example, the same is a provider etc. which provides a web hosting service
(service for providing a system environment of a server, an application and so on, and for
conducting operatiop/managementlmaintenance etc.), a chasing service, a shopping service and
so on, or an Internet connection service for that purpose.

U.S. and Europe
For a program product, a signal (row), a recording medium, an apparatus, or a process

claim, direct infringement is not constituted. However, in the U.S., with regard to a program
product, a signal (row), or a process claim, there may be a case that indirect infringement is
constituted in the same manner as in Japan. Also; in both of U.S. and Europe, with regard toa
transmission claim, it corresponds to use, and direct infringement is constituted.
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Conclusion
Claim Form Japan U.S. Europe

Program A - X
Program product - A X
Signal (row) - A X

'.

'.

Recording medium X X X
(manufacture)
Transmission medium - . 0 0 .

Apparatus, System X X X
Process A A X

In Japan, it is difficult to prevent an act of this mode, but considering that there IS a
possibility to be able to prevent as indirect infringement, it is good to prepare at least a program,
or a process claim. In U.S. and Europe, it is essential to prepare a transmission medium claims,
and furthermore, in the U.S., considering that there is a probability to be able to prevent as
indirect infringement, it is good to study about preparation of a program product, a signal (row),
or a process claim.

(7) Acts by a Plurality of Companies
This is an issue of how responsibility is considered in case that a plurality of companies

infringe one patent in their entirety. For example, it is a case that a plurality of companies have
modules as program components in respective servers, and they are cooperated through' a
network so that they infringe one patent.

Japan
Any claims of any forms of description do not correspond to direct infringement. In case

that so-called subjective requirements of indirect infringement are satisfied, for a program, or a
process claims, it corresponds to indirect infringement.

U.S. and Europe
In the same manner as in Japan, any claims of any forms of description do not correspond

to direct infringement. In the U.S., in case that requirements of indirect infringement are
satisfied, for a program product, a signal (row), or a process claim, it corresponds to indirect
infringement. Also, in case of an act of cooperating through a network, for a transmission
medium claim, it corresponds to indirect infringement.

. " .....................•................... . ... .......... .................. ... ......... ................... .........

Claim Form Japan U.S. Europe
Program A - X
Program product - ..

A X
Signal (row) .... . - ..

A .. X
Recording medium X X X
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(manufacture)
Transmission medium . . .. - .. 11 .

••
X .

Apparatus, System X X . .. X
Process .. . 11 11 ... X

In Japan, U.S. and Europe, even if claimed in any form of description, it is impossible to
prevent the act as direct infringement. Considering a case •. of preventing it as indirect
infringement.vitappears.to be good to prepare a program claim. (program product claim inU'S.
and Europe), or a process claim.

cooperated. In such a case, there occurs a possibility to be able to· catch data etc. as: an
intermediate product in a process claim.
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An object-oriented technology is one of methods for software development. Since the

object-oriented technology uniquely allows the logical interactions between objects, the relation

with hardware may be unclear. The characteristic maynot satisfy the requirement for "cooperative
work between hardware and software" required by Japanese software examination guidelines.

Therefore, this paper .will specifically. (i) Study examination practices of .description

requirements of the claims in Japan and analyze the matters pointed out byexaminers, (ii) study.
registrations in U.S. and compare claims and (iii) compare Japan and the United States from the

viewpoint of patent protection and discuss how it should be.
For the analysis of the examinations in Japan, cases rejected for the reasons unique to the

object-oriented technology were extracted. Most of the extracted cases were patented in the

United States, and, from the point of view, the United States is superior in the protection of
object-oriented software-related inventions. Because of this, the examination guidelines and
examination practices in Japan should relax the requirements for description of the claims in view

of the essence of the object-oriented technology.
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ANALYSIS FOREXAMINATION PRACTICE RELATING TO OBJECT-ORIENTED
SOFTWARE INVENTIONS

1. Introduction

An "object-oriented" teclmology is one of software development methods. A group of

related data and the procedures are collectively managed as one object. A software system is

established by combining the objects.

More specifically, models mentioned below are created:

- Static Model: Definitions for classes and relations among classes. A class is a type or

template for an object. The definition of a class includes a definition of data ('attribute')

for controlling the object and a definition of an operation ('method') to be executed by the

object on the attribute of the object. Therefore, the definition of a class essentially defines

a behavior of the object.

- Dynamic Model: A sequence for method calling from one object to another object. This

dynamic model implements a system as if each object as an entity can interact with the

other objects.

The object-oriented teclmology is a mainstream of software development methods because

the object-oriented teclmology can facilitate the software inodularization and the reuse and handling

of modules as parts. The recent new software development methods including "distributed

object-oriented", "component-oriented" and "agent-oriented" teclmologies are also based on the

object-oriented teclmology.

1.2 Problems in Patenting Object-Oriented Software Inventions

This paper defines an invention relating to software developed based on the object-oriented

teclmology as "object-oriented software invention". In the process for object-oriented. software

development, teclmical ideas inherent to object-oriented software inventions are created in models

such as "class and relation among classes" and "interaction between objects" as described above.

In order to patent an object-oriented software invention in Japan, the existence of the

"Examination guidelines Relating to Computer Software Related Invention" (called "software

examination guideline" hereinafter) provided by Japan Patent Office must be considered. A
software invention is admitted as "a creation of teclmical ideas utilizing a law of nature" which is

one of requirements for legal inventions when "information processing by software is concretely

realized by using hardware resources", that is, "hardware and software cooperatively work" as

required in the examination guidelines.

Here, Object-oriented software will be studied in comparison with traditional software

development methods from a hardware (computer) point of view. In a traditional programming
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method, variables indicating memory areas and procednres as computer executing functions are
written. On the other hand, object-oriented software has following characteristics: First of all, a

system includes objects created from templates ('classes') instead of variables and/or procedures
reflecting hardware. From a computer point of view, an object is "a logical set of a memory area

and a procedure". A system operation is established as an interaction between objects, An
attribute of one object is concealed from the other objects (that is, object encapsulating). Thus,
one object does not directly access to the internal construction of the other object in the interaction

between the objects. The hardware construction has no relationship with the description of
interactions between objects. As described above, the object-oriented technology is a kind of
abstracting method and is essentially a technology for concealing the relation between hardware and
software.

In this way, the essence of the object-oriented technology is directly opposite to the
requirements of the examination guidelines in Japan with respect to the relation between hardware
and software. Therefore, whether description of the claims can satisfy the examination guidelines

or not is a main issue for patenting object-oriented software inventions in Japan.

1.3 Contents of This Paper

In view of the background as described above, this paper will review the state of
examinations with respect to descriptions of the claims of object-oriented software inventions.
More specifically, first of all, examination cases in Japan will be studied with respect to descriptions

of the claims and the tendencies of matters pointed out by examiners will be analyzed.
Furthermore, the state of registration of applications in the United States corresponding to cases
examined in Japan will be studied, and the descriptions of the claims will be compared.

Furthermore, the way that the protection over the object-oriented software inventions should be will
be discussed, and some rsuggestiortswill be made against the examination guidelines and
examination practices in Japan.

2. Analysis of Cases Examined In Japan

2.1 Cases to be Analyzed

Applications relating to object-oriented software inventions were extracted and selected in
two
(1)

The Patent Gazette Database was searched in the primary extraction for extracting:

1. Extraction Population: Japanese Unexamined Patent Application Publications and
Patent Gazettes;

2. Full-text Search: those including "object";
3. Sub-class of International Patent Classification (IPC): G06F;
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4. Priority Country: the United States of America (for comparing the states of patenting

between Japan and U.S);

5. Date of Final Decision: January I, 2001 and thereafter (for extracting cases applying

the revisions of Japanese software examination guidelines); and .

6. Reasons for Rejection: Cases rejected under Japanese Patent Law Section 29,

Paragraph I, the main paragraph and Section 36 (for extracting reasons for rejection

Based on these requirements, 87 rejected cases and 145 cases as assessed for registration

(hereafterreferred simply to patented cases) were extracted.

(2) Secondary Extraction

The cases extracted in the primary extraction included applications. not relating. to

object-oriented software inventions. Therefore, we checked inventionsby readingGazettes of the

cases extracted inthe primary extraction and extracted applications relating to object-oriented

software inventions. As a result, 10 rejected cases and 6 patented cases were extracted.

2.2 Point of Analysis

We obtained the file wrappers of all of the extracted cases in the previous paragraph, and

analyzed the prosecution history of the extracted cases. More specifically, we analyzed whether

the pointed matters relating to description of the claims, that is, the matters pointed out by

examiners in Notification of Reasons for Rejection or reports on Final Decision for Rejection or

pretrial reexamination under Patent Law Section 29, paragraph 1, the mainparagraph and Section

36 include a tendency. inherent to or deeply relating to the. object-oriented technology. or not.

Furthermore, by checking responses from applicants of the extracted cases and the examination

results (especially of the patented cases), we analyzed whether there is any useful suggestion on

measures that the applicants should take.

The application numbers of the analyzed cases will be listed under Section 8.1 together with

the states of patenting in Japan and the U. S. and the types of reasons for rejection.

2.3 Tendencies of Reasons of Rejection

As a result of the analysis from the above-described point of view, reasons of rejection

inherent to or deeply relating to the object-oriented technology were divided into three categories':

I. Lacking of cooperative working between hardware and software;

2. "Object" is not A subject; and

3. A claimed subject is not clear, and the description is contrary to the category.

These categories will be described below in detail.

, Reference Document[4] isa paper describing the tendencies of reasonsfor rejectionrelating to description
of theclaimsrelating to business methodpatentsand the solutionsand can be applied to theentire software
inventions.
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2.3.1 Lacking of Cooperative Work Between Hardware and Software
This category refers to a case against Patent Law Section 29, Paragraph 1, the main paragraph

hecause a claimed invention does not satisfy the requirement for the "invention" in Patent Law, that

is, "a creation of technical ideas utilizing a law of nature" since "information processing by software

is not concretely realized by using hardware resources".

<Description Examples of Claims>

A method for causing a computer to execute a procedure for instantiating anew application

subclass of an application base class for existing application code in an object-oriented

programming system (OOPS) application that includes at least one said application base class and

one or more creator subclasses of at least one creator base class, each said creator subclass,

recognizing a predetermined application input and instantiating an application subclass of said

application base class, said method comprising the steps of:

(a) registering to said OOPS application a new said creator subclass having methods for

recognizing and registering to a memory a new said predetermined application input and for reading

out said application input from the memory and instantiating said new application subclass;

(b) updating a dynamic list object having methods for maintaining a list of references to said

creator subclasses by executing said list maintaining methods to add a reference to said new creator

subclass; ...

(Claim I after the first amendment of JPcA-08-140440)

<Matters Pointed Out by Examiner>

The claimed invention is only based on an artificial arrangement and does not utilize a law of

nature. Acomputer is used as indicated by the descriptions, "causing a computer to execute" and

"registering to a memory", but advancing the processing by storing and reading data to/from a

memory is only the obvious form in computer processing. Since the claimed invention does not

have a technical matter beyond the obvious form, which cannot satisfy the requirement,

"information processing by software is concretely realized by using hardware resources."

<Regarding Response by Applicants>

In all ofthe cases pointed out as described above, the description in the claims of the obvious

form of computer processing such as "causing a computer to execute" and "registering to a

memory" only clarified that the "processing" was performed by a computer instead of a human

being and could not avoid the lacking of the cooperative work between hardware and software.

2.3.2 "Object" Is Not A Subject
<Description Examples of Claims and Matters Pointed Out by Examiners>

This category refers to cases violating Patent Law Section 36,Paragraph 6(2) hecause "the

invention is not clear" the claim describing an operation of Which the SUbject is the object of the

invention, as indicated in the description, "an object executes ...".
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In the reasons for rejection, the examiner asserted "since the subject of the execution is a
computer, the object, which is software, is the target of the execution and cannot be the subject of

the execution." This pointed-out matter is. unique to the object-oriented technology and. is

therefore extremely distinctive.

<Regarding Response by Applicants>

the final decision for rejection or were pending at appeal trial.
However, the reason for rejection based on the above-described pointed-out matter was

overcome in one case (JP-A-09-154688) as a result of the amendments for describing an apparatus
as a subject by using the description, "an apparatus functioning as an object" in the apparatus claims
and method claims when one object was bound to one apparatus. Therefore, as described above,

for such cases, the claims may be described conventionally.

2.3.3 Subject Of Claims Is Not Clear and Description Is Contrary To Category
This category refers to cases against Patent Law Section 36, Paragraph 6(2) because "the

invention is not clear" since the subject of the claims is not clear and/or the description of the claims
is contrary to the category.

(1) Case Pointed Out As The Subject of Claims Being Not Clear
<Description Example of Claims>

!'A message processing method for executing by-an agent, community which. includes. a

regular agent for sending a message packet to request processing of said message packet, a plurality
of service provider agents for processing said message packet and a facilitator agent for managing
service provider agent identification information and service provider agent classification
information, said method comprising the steps of:

(a) receiving a message packet sent from said regular agent;
(b) determining whether or not said received message packet conforms to a predetermined
format;

(c) inquiring of said facilitator agent to determine whether or not a service provider.agenthaving
a predetermined service provider agent classification information is available; ...
(JP-A-09-154688, Claim I).

<Matters Pointed Out by Examiners>

The subject or snbjects of the steps such as "receiving" and "determining" ofthe invention ate

not clear. Furthermore, since the "agent" may refer to a human agent, the targets of the steps may
be an action (human mental activity) and/or operating steps (artificial arrangement) by a human

being (operator). Therefore, the entire invention may not use a law of nature since elements of the
claim may include steps to be performed by a human being.
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<Regarding Response by Applicant>
"Each agent" was defined as "a function of one apparatus". The pointed steps were

rewritten as steps to be performed by an apparatus defining particular agents. Because of the

description, the reasons for rejection were overcome.

(2) Description Contrary to Category of Invention
<Description Example of Claims>

"An object-oriented programming system having at least one application comprising:

an application base class;
one or more creator subclasses of a creator base class, each said creator subclass having

methods for recognizing a predetermined application input and methods for instantiating an
applicationsnbclass of said application base class; and ... " (JP-A-08-140440, Claim 4)

<Matters Pointed Out by Exaroiners>
The invention relates to a system only including software such as "classes" andt'methods'',

and the construction of the invention is not clear as an invention of a system, that is, of a product.
Furthermore, the concrete case that the "system" includes software such as "classes" cannot be

determined.

<Regarding Response by Applicants>
In the '''system'', "classes"and"methods"are registered in: the: "memory". Therefore, the

"memory" wasdescribed asa element of the "system". Because ofthe description, the reason for
", 2rejection was overcome.

3. Comparison between Japan and the U.S.

This section will study the states of registration and description of the claims of the U.S.
applications corresponding to the above-described pointed-out Japanese applications and will

compare the applications between the United States. and Japan for each of the above-described
categories.

3.1 Lacking of Cooperative Work Between Hardware and Software

Nine of the ten pointed applications were registered in the United States. The requirement,

.............. ~,ii?;~t:hZt~~:~i~f:~~ between hardware and iiss:.ln~(O~~t (c:ll,e::ar~.ii~n .t!Je.~I~~:~~til?~.ii~n~~tlh~~e claims of

In other words, software rnay be more protected in the United States in that software itself is

2 However, "registering to a memory" "classes" and "method's" is only an obvious case in computer
processing, and it was pointed out that the lacking of cooperative work between hardware and software could
not be avoided (against Patent LawSection 29,Paragraph I, the main paragraph).
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protected without cooperative working between hardware and software.

3.2 "Object" Is Not A Subject

All of the U.S. applications being the priority applications of the four pointed-out Japanese
Applications were registered. All of the claims describe objects as the subjects of the execution.

ofms Is Not Clear and Descrlotlon Is
Invention

3.3

The cases pointed out that the subject of the claims was not clear received final decision for
rejection and were pending at appeal trial. The U.S. applications being the priority applications of
the cases were registered in the United States. The claims of the U.S. patents clearly describe that
the subjects of steps are particular agents but do not define each of the agents as a function of a

particular apparatus.
The cases pointed out that the descriptions were contrary to the categories of the inventions

received final decision for rejection and were pending at appeal trial. The U.S. applications being
the priority applications ofthe cases were registered in the United States. The claims of the U.S.
patents describe that inventions relating to "systems" include "classes" and "methods".

4. Consideration

This section will review the causes and influences of the clarified differences between
Japanand the United States in the previous section.

4.1 Object To Be Protected As Patents

In Japan, Patent Law provides that an "invention" is "a highly advanced creation of technical

ideas utilizing a law of nature (Section 2, Paragraph 1)" and requires an invention to be "industrially
applicable (Section 29, Paragraph I, the main paragraph)". As stated inSection 1.2., the

examinations in Japan follow the software examination guidelines. The software examination
guidelines state that software is applicable to "a creation of technical ideas utilizing a law of nature"
when "information processing by software is concretely realized by using hardware resources".

On the other hand, examination guidelines exist for software inventions also in the United States
(MPEP2106). This U.S. examination guidelines describe a method for determining whether or not

a "computer-related invention" is applicable to a statutory subject matter to be protected under 35
USClOl. For example, when a computer-related invention is described in a.process claim,and

when the description of the claim is limited to the practical application of the technology, the
invention is the statutory subject matter.

The object to be legally protected of software inventions will be compared between Japan and
the United States. In Japan, the claims must describe "concrete means in which software and

hardware resources are cooperatively working". On the other hand, in the United States, the
claims only need to imply "novel, effective and practical application" and are not required to
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describe "concrete means in which software and hardware resources are cooperatively working".

Therefore, the requirements for description in the claims for the object to be protected as patents

relating to software inventions in the United States are milder than those in Japan.

4.2 Protection for Object-Oriented Software Inventions

Furthermore, protections for object-oriented software inventions. will be reviewed. Here,

cases relating to two of the three pointed-out categories described in Section 2 will be reviewed as
follows. The reviewing of claims relating to the remaining one category (Section 2.3.3) will be
omitted since the cases are few.

(1) Cases Relating To The Point "Lacking of Cooperative Working Between Hardware and
Software"
In the United States, software itself is protected without the description for "means in which

software and hardware resources are cooperatively working". The object-oriented software

inventions may be protected more than in Japan.
As described in Section 1.2., because of the characteristic of the object-oriented technology

that the relation between hardware and software is essentially concealed, the cooperative work
between hardware and software is difficult to express. Therefore, more cases were pointed out

because of this point.

(2) Cases Relating to The Point "Object is not a subject"
As described in Section 2.3.2, the examiner points out "the subject of the execution is a

computer and the object, which is software, cannot be the subject of the execution." This point
may be based on Example 2 of Section 1.1.3 (I) of the software examination guidelines. However,

as described in Section I, in the object-oriented technology, an object asa subject interacts with the
other object so that an operation as object-oriented software can be logically executed. This is

extremely naturally realized by persons skilled in the art. Therefore, a gap may occur in Japan
between the software examination guidelines and technical ideas realized by persons skilled in the

art and may be pointed out by examiners as described in Section 2.3.2.
On the other hand, in the United States, inventions with descriptions of an "object" as a

subject are patentable. Therefore, in the United States, the essential technical points of

object-oriented software are protected, and the software industry can be more protected.

5. Suggestions

-,

This section will make
.' .' - Ilractices

suggestions against the examination guidelines and examination....... - .

5.1 Regarding "Cooperative Work Between Hardware and Software"

When a claimed invention is clearly "software" in the description, the satisfaction of one of

the requirements for satisfying the invention, "utilizing a law of nature" should be determined. In

other words, the requirement, "cooperative work between hardware and software" required for
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"utilizing of a law of nature", required in the examination guidelines should be deleted. That is,
the description in the claims precludes .operations by a human being and when the claimed

invention is clearly software, it is a common sense for persons skilled in the art that the software
operates by using hardware such as a. CPU and a memory in a computer. Therefore, the

satisfaction of the requirement,"utilizing a law of nature" should be regarded.

The .creativity in object-oriented software inventions is exhibited not for the part relating to

characteristic of the software itself. Therefore, the creation of a unique.function, characteristic or
the like should be originally protected. In other words, requiring the cooperative work with
hardware, which is less related to the creativity of persons skilled in the art and is hardly recoguized
by them, does not cause object-oriented software inventions to be protected properly. Especially,
handling object-oriented software as a component and advancing the functionality of the component

make full use of the creativity for the function, characteristic or the like of the software itself as a
component, apart from hardware. When this is not properly protected, the imitation of software
components may be facilitated.

In order to achieve the cooperative work between hardware and software in description of the
claims, an operation by hardware such as "executed by a CPU" and "stored in a memory" involved

in software processing may be described iri detail. However, the details are only additional

information to technical cornmon senses, which is meaningless to persons skilled in the art.

5.2 Regarding "Object" As A SUbject

The description of an object as a subject should be admitted in claims.
An examiner pointed out in reasons for rejection as follows: "From a technical point of view,

software itself is a target of the execution by a computer but not a subject of the execution. In

other words, an invention describing software itself as anactiori only claims a model itself of an
abstracted object (JP-A-09-329906)".

However, it is extremely a cornmon sense that a software developer desigus a software

system by writing interaction between objects as if the objects are a subject based on the
object-oriented technology. This is a characteristic of the object-oriented technology. In other
words, the expression, "model itself of the object" as pointed out by the examiner is important for

technical ideas to engineers developing software based on the object-oriented technology.
Therefore, the expression describing an object as a subject is clear to persons skilled in the art as

technical ideas and should be actively protected as an invention. Conversely, refusing the
expression may lack the protection of inventions relating to object-oriented software.

The point, "from a technical point of view, a computer is a subject of the execution, while
software itself is a target of the execution by a computer but not a subject of the execution", pointed

out by the examiner is certainly true. However, even when the expression describing an object as
a subject is admitted, and when the related invention is a software invention clearly in description of

the claims, persons skilled in the art may not consider the claimed invention is unclear or
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technically contradicts.

5.3 Regarding Constructionof ExalTlination Guidelines

The description of the Japanese examination guidelines is a factor of examination practices
implying "patented if written like this" or "refused if not written like this" and imposes a large

constraint on applicants. An increase in the degree of freedom in description by only providing

the minimum matters like the U.S. MPEPmay properly protect object-oriented software inventions
as technical ideas based on the recognition by the inventors.

6. Conclusion

As. described above, in this paper, the prosecution history in Japan of description of the.

claims relating to object-oriented software was analyze", and the states of registration were
compared between Japan and . the United States. fuaccordance with the analysis and the
comparison, in view of the sense of the object-oriented technology to persons skilled in the art, and
from a viewpoint that object-oriented software should be actively protected,suggestions were made
against the examination guidelines and examination practices in Japan. The Object-oriented

technology may be the main.scope or backgronnd of software inventions from now on. Hopefully,
this paper helps patent practitioners handling .software inventions.

Finally, we deeply appreciate Mr. Shinsuke lUCm, TOSHIBA CORPORATION, who has

given great advice on the review of the present theme and the writing of thispaper.
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No Applications in Japan Applications Pointed Maller
in U.S.' in

.. Examination

••
....'c·..·..· ....... ". in-Japan ....

Application Title of the Invention
~

Patent No. Patent No. 1 2 3on
No. 'P og

" ..B
~'" .Cl. Cl. .

l. H06-109838 Method and apparatus for executing 0 3365576 0 5613.148
. remote objects

2. H06-522405 Method for using computersystem j - 0 5912665 x
6034682

3. H07-342273 Method andsystemforcalling x - 0 6202098 x
subroutine fromobject

4. H07-502764 Operating systemwith 0 3347329 0 5495561
object-orientedprintinginterface

5. H08-005754 Method and system for representinga 0 3162991 0 5836011
people-orientedwork environment in
data processing system

6. H08-140440 Highly-functional creator class j - 0 6163813 x x x
pattern, machine executing procedure
and object-orientedprogramming
svstem

7. H09-152400 Computer system, message j - 0 6289325 x x x
monitoring method andassociated
message transmission method

8. H09-154688 Message handlingmethod, Message j - 0 6338081 x x
handlingapparatus, and memory
mediaforstoring a messagehandling
apparatuscontrolprogram

9. H09-183388 Apparatus andmethod formanaging 0 3265233 0 5886897 x
aud distributingdesigu aud
manufacturing information
throughout a sheetmetalproduction
facility

10. H09-329906 Computer systemandmethod for x - 0 5970498 x x x
metering obiects

ll. H09-518642 Informationhaudling system for 0 3381926 - -
allowing multiple different protocol
typeservers to accessa general web
browser

12. HIO-071828 Computer system, memory medium j - . - x , .

and method forexecutingsoftware
constructing process

13. HIO-121038 Query processing systemandmethod 0 3362770 0 6122627 x
and memory medium storing the

I program
14. Hll-032596 Method, system and memory - j - 0 6324543 x x x

medium for distributing
. programs

8. Appendix

8.1 List of Cases

003ti
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15. Hll-1l5027 Methodformanaging selectionof
userstructure

16. 2000-002202 Method anddata processing system
formanaging electronic commerce

0037

x -

x -

o 6205476

o 6405176

x

x

x x

Legends:
1. In the columnr''Parenting",

~ 0: Registered, x: Final decision for rejection, j: Pending at appeal trial, and not

available
2. In the column, "Pointed-out Matters in Examination in Japan":

~ 1: "Lacking of the cooperative work between hardware and software", 2: "Object is not a
subject", and 3: "Subject is not clear"

~ x: Pointed Out, Empty: Not Pointed Out

Concluded

2003.9.1 7:2l;PIVl
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Title: Outreach and Support Programs for Entrepreneurs and SMEs in Korea

Date: October 15-17, 2003, 34th InternationalCongress, Dearborn, MI, USA

Source: Source: PIPA
Group: USA

Author: Mr. Chaho Jung, Korean Intellectual Property Office (KIPO)

Keywords: KIPO; Small and Medium-SizedEnterprises (SMEs); IPRs

Abstract: Current status of SMEs in South Korea will be discussed. In particular,
the presentation will focus on Kilo's assistance to SMEs in the areas ofIP
acquisition campaign for SMEs; assisting in the creation of IP; reducing

.the costofacquiring APRs; activating the marketing of APRs; and
supportive measures for commercialization
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(7) Outlines:

In September 2002, the United Kingdom proposed establishment of a "common quality

framework" in order to reduce duplication of work at the international phase and national phase by

enhancing the international phase of the PCT.

In this article we have summarized the history from the proposal made by the United

Kingdom to an agreement of the WG on Reform of the PCT with respect to a "common quality

framework for the International Search and Preliminary Examination" and have disclosed our

proposal for improvement of ISR and IPER that are .more reliable, by pointing out issues of the

"common quality framework" currently scheduled.
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1. Introduction

Under the Patent Cooperation Treaty (PCT) that has 120 Contracting States as of July 3, 2003,

more than 100,000 international applications (lAs) a year are filed today. The International

Application system is supported by such organizations as receiving Offices (ROs), designated

Offices (DOs), elected Offices (EOs), International Searching Authorities (ISAs), International

the .~llc~·~a.~.~).; " •.•." ~...........•...••.~
number of international applications, workload taken on by the above authorities is increasing

as well.

An idea of "Reform of the PCT", proposed by the. United States at the PCT Assembly

(hereinafter referred to as the "Assembly") in autumn 2000 tries to reduce workload taken on by

authorities involved in international applications by means of simplification and streamlining of

proceedings, in which revision of rules as well as the Treaty is included.

Reform of the PCT is carried out at the first stage and the second stage separately. At the

first stage a subject that can be accomplished in a short term is discussed. The World Intellectual

Property Organization (WIPO) organized the Committee on Reform of the .. PCT in order. to

efficiently proceed with reform of the PCT, and established the Working Group on Reform of the

PCT (hereinafter referred to as the "PCT Reform WG") in the Committee in order to energetically

promote reform.

In April 2002 Article 22(1) of the PCT was amended. .Before this amendment, the time limit

for national phase entry used to vary according to whether International Preliminary Examination

(IPE) was demanded or not, but currently time limit for national phase entry regarding all

international applications, whether International Preliminary Examination (!PE) was demanded or

not, is thirty months from the priority date. In January 2003, a rule (PCT Rule 49.6),which

provided restoration of the right under specific conditions even if a time limit for national phase

entry expired, became effective so as to conform to the Patent Law Treaty (PLT). In January 2004,

the new designation system (automatic designation of all Contracting States) and the enhanced

International Search and Preliminary Examination system will be started. The PCT Reform WG

continues to discuss further accomplishment of streamlining and simplification regarding

international application proceedings.

As aforementioned, in January 2004 the enhanced International Search and Preliminary

Examination system will be started. This new system is significant in that IS~s written opinion as

to patentability of all international applications will be prepared simultaneously with preparation of

a traditional International Search Report (ISR), as a procedure mentioned in Chapter I of the PCT.

Introduction of this system will contribute to reduction of workload taken on by international

authorities at the international phase, and it is expected to strongly snpport issuance of patent to

international applications by a designated Office not having sufficient examining capability.

Under the existing International Search and Preliminary Examination system, each

designated Office may use a result of the works at the international phase, i.e., an ISR prepared by

2
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an ISA and an International Preliminary Examination Report (!PER) prepared by an !PEA at the

national phase. However, as the qualityofthose reports that are prepared in the international

phase varies according to which authority prepares them, those reports are not sufficiently trustable,

and some of those reports are not efficiently utilized in the national phase. In other words,

although an ISR has been prepared, the prior art search may be conducted by the designated Office

again. The examination also may be conducted by the designated Office again, although an !PER

has been prepared. Duplication of work of search and examination at the international phase and

national phase has been pointed out. This issue will extend to the new enhanced International

Search and Preliminary Examination system, and the Offices of many Contracting States desire to

settle this issue by enhancing the international phase. On the other hand, applicants of

internationalapplications desire to acquire stable rights in each of the designated states at low cost

and in a short time by using the international application system, and therefore the enhancement of

the international phase is very important for applicants.

In the Assembly in September 2002, the United Kingdom proposed establishment of a

"common quality framework" as part of Reform of the PCT in order to settle the above issue, and

the Assemblydecided that this issue should be discussed further in the PCTRef()rtll Wa. .. rfl
accordance with this decision the PCT Reform WG discussed this issue in the meetings held in

November 2002 and May 2003 and made an outline of the "common quality framework for the

International Search and Preliminary Examination".

In this article we have summarized the history from the proposal made by the United

Kingdom to an agreement of the PCT Reform WG with respect to the "common quality framework

for the International Search and Preliminary Examinatiou" and have disclosed our proposal for

improvement of ISR and !PER that are more reliable, by pointing out issues of the "common quality

framework" currently scheduled.

2. Common Quality Framework

2-1 History

In the Committee on Reform of the PCT the United Kingdom proposed "establishing a

common quality framework and a system for monitoring results'S''.

In the Assembly in September 2002 the United Kingdom proposed an outline of the

"common quality tramework''?'. The assembly decided that this issue should be further discussed

in the PCT Reform WG(3).

QUALITY AND EFFICIENCy,,(4) on the basis of

• International search and examination standard

• Quality management system

• Validation mechanism

The PCT Reform WG examined the above proposal made by the United Kingdom, decided that

3
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"international search and examination standard" should be included in the International Search and

Preliminary Examination Guidelines, and decided that "other matters" should be discussed in the

"VIrtualTask Force" to be organized'<',

In April 2003 the United Kingdom submitted the "Initial Task Force Repot" that summarized

the result of "VIrtual Task Force". In May 2003, that report was examined in the 8th session of the

the PCT and the 4th session of the. PCT Reform
C' _ ~_ ••_, ~",_ •• ,.__ '" • __ ~.,,_: _~,_,_~~_> _,__..~",= __~_ .._

PCT Reform WG generally agreed to the above. report made by the United

Kingdom'P.

2-2 Details

Here we are going to show an outline of the "common quality framework for the

International Search and Preliminary Examination" that is currently discussed by the Committee on

Reform of the PCT, together with the change thereof.

[1] Quality Standards for International Search and Preliminary Exarnination(8)

For the preparation of the enhanced International Search and Preliminary Examination

system, which was adopted at the Assembly in November 2002, to be started in January 2004, the

following baseline quality criteria are proposed.

However, even if the common quality standards for the search and. examination are

established, it is. not necessary for all the Contracting States to accept the same opinion as to

patentability_

(a) Search Standards

"Search standards" are the requirements ISA should try to satisfy, and the followings further

providing for "minimum requirements" of PCT Rule 36 are likely to be. the. basis of such

requirements.

(i) .. The adoption of an appropriate search strategy

(ii) The effective implementation of such a strategy

(iii) The identification and selection of related documents

(iv) The clear recording and reporting of the results and necessary information

(v) The appropriate handling of plurality of invention.

(vi) The revision and publication of an abstract which provides an effective search tool

(b) Examination Standards

"Examination standards" are requirements that should be satisfied when !PEA evaluates

novelty, inventiveness, disclosure, unity and support, and the followings further providing for

"minimum requirements" ofPCT Rule 63 are likely to be.the basis of suchrequirements.

(i) 'Theraising of appropriate objections

(ii) The clear communication of objections with appropriate explanation

(iii) The appropriate defense or retraction of objections

Details of the standards are examined by MIA.

4
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[2] Quality Management System (QMS)

Each Autharity should establish and maintain a quality management system (QMS) which

sets out the basic requirements with regard to resources, administrative procedures, feedback and

communication channels required to underpin the search and examination process. The QMS

established by each Authority shauld also incorporate II quality assurance scheme for monitoring

compliance with' these basic requirements and the International Search and Preliminary

Examination Guidelines.

Adoption by the Authorities of common QMS requirements, which are recognized by all Authorities

and national and regional Offices, shauld help achieve a consistent approach. This, in tum,

shauld help build confidence among national and regional Offices in the work done by the

Authorities. It will be for each Authority to ensure thatthe measures they have taken to meet the

requirements are effective and appropriate (61•

(A) Resources
ISA and IPEA should be able to accommodate changes in workload and should have an

appropriate infrastructure to support the search and examination process and comply with the QMS

requirements and Search and Examination Guidelines.

The followings are examples of the kind of "resources" which ISA and IPEA should consider

establishing.

= Proposals agreed =

(a) .. A complement of staff sufficient to deal with the inflow of work and which maintain the

technical qualifications to search and examine in the required technical fields and the

language facilities to understand at least those languages in which the minimum

documentation referred to in PCT Rule 34 is writteu or is translated

(b) Appropriately trained/skilled administrative staff, resources at a level to support the

technically qualified staff and facilitate the search and examination process

(c) Appropriate equipment and facilities, such as IT hardware and software,to support the

search and examination process

(d) Possession of, or access to, at least the minimum documentation referred to in rcr Rule

34, properly arranged for search and examination pnrposes, on in microform or

(e) Comprehensive and up-to-date work manuals to help staffunderstand and adhere to the

quality criteria and standards and follow work procedures accurately and consistently

(f) An effective trainfugand development program for all staff involved in the search and

examination process to ensure they acqnire and maintain the necessary experience and

skills and are fully aware of the importance of coniplying with the quality criteria and

5
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standards

(g) A system for continuously monitoring and identifying the resources required to deal with

demand and comply with the quality standards for search and examination

= Change from the initial proposal =

ill accordance with each state's comments on the initial proposal made by the United

Kingdom in September 2002, the following three points in connection with resources.are amended.
,'-" ,-'.,',-, 'c,--.-".,','-,". '.'-""',""""","-"""". '",'",.,.,.",;.-._..- :.".',',_"'."""",_"_",,,"_._,',_'_.',._,_, -.'·;'c."""""'":-·,'.-,',"""":-:_,,,,,_:,'.•_:"'-'.","'-:""""","""_""'_,_':_"":'_,"','.,', .".",-..,.-,•.'.,.., ,_•.,;·.,·.'",·,,···.c._,.··,·._••.:,··:_.'·,,_'.-_,·,_,·._. _'."',', ,•.. '.':' :"_ _:,._ _,, .'.';',""':','_., _•...,........• ',',,_. _,_ ,,_·••<_,..•.._.w,<.., ""',',.: :..".',

First of all, the biggest amendment is that, while in the initial proposal made by the United

Kingdom the above resources were the requirements that ISA and IPEA "should have", in the

proposal finally agreed, such resources were changed to be "examples of the kind of resources".

This seems to greatly reflect several comments from Offices in Europe (EPO, Spain, and

Sweden) "it is impossible for each international authorities to always satisfy the requirements of

resources, and it is rather important to be in a position to react to such fluctuations" and."resources

should not be bound by the requirements shown in the proposal made by the United Kingdom, but

should be a mere 'example' of resources that needs to be maintained." Japan and the United States

did not give particular comments on it.

The second amendment is that, although in the initial proposal made by the United Kingdom

the clause (b) kept a certain number in mind, i.e., "sufficient numbers of competent administrative ..
. . ... ' ..., ...

staff', in the proposal finally agreed such certain number was deleted and stated as, "appropriately

trained/skilled administrative staff'.

This seems to reflect comments from the United States and ~anada "alt~ough we agree to an

idea that sufficient numbers ofadministrative staff and facilities are required, but an interpretation

of the word 'sufficient' should be left to each international authority, but should not be decided by

any external authorities." ill this connection, the United Kingdom stated in connection with this

comment from the United States "a decision should be made by each international authority," and

the United States stated in its second comment "it agreed to the statement made by the. United

Kingdom."

The third amendment is that, although a new clause "a scheme for periodically testing all.

staff for knowledge of the requirements and standards of search and examination" was added to the

fmal draft of the initial taskforce report'", which was not shown in the initial proposal made by the

United Kingdom, this clause was deleted from the proposal finally agreed immediately thereafter in

accordance with each state's consent (PCTIRIWG/4/14, Paragraph 80(d))

This seems to derive from the proposal made by the United States in its second comment "not

only experience and skill but also knowledge are required for the search and examination" and tobe

reflected by the United Kingdom in the above final draft, however any specific reason of deletion in

the final agreement immediately thereafter has not be disclosed so far.

The followings are outlines of each state's comments that have not been reflected directly in

the amendment.

Japan gave its comment "although we agree to clauses (a) to (d) because they conform to

6
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users,

In addition, users expected minuter and stricter requirements as each international

organization repeatedly reviewed and discussed the requirements of resources spending one year.

It is doubtful whether resources shown in the proposal finally agreed can rapidly and promptly

improve the quality simply by being referred to by each international authority. Stricter

requirertlents would enable continuous improvement of the quality aud maintenance of the

PCT Rules 36 and 63 and they directly give influence to the quality control, but clauses (e) to (g)

should be discussed by international authorities individually and flexibly according to the actual

circumstances in each case. Effect to be given to the quality control is doubtful as welL" In this

connection, Singapore gave its comment, which was contrary to the Japanese comment, "the initial

proposal is sufficient for improving the quality of search and examination."

Australia gave its comment "those resources have been already prepared and maintained in

Anstralia," and the Netherlands gave its comment "technical aspect, which needs urgent discussion,

and managing aspect should be separately discussed."

Russian Federation proposed creating an intensive training course, such as "General Course

in Intellectual Property" in WTPO World Academy, where all staff involved in the search and

examination process is educated and trained.

=Comments from authors =
First of all, it is regrettable, from the viewpoint of users, that the "resources", which were

so-called "prerequisite condition" in the initial proposal made by the United Kingdom, was finally

changed to "examples of kind." As far as users are concerned, the requirements shown in the

proposal finally agreed did not seem very difficult, and we wonder if improvement of the quality

control might be more likely if the above requirements have certain legal binding force.

Secondly, it is also regrettable that, although the clause "a scheme for periodically testing all

staff" was added at the final stage that was likely to contribute to realistic and prompt quality

improvement (at least to quality maintenance), that clause wasdeleted from the final proposal,

which did not satisfy resources to be prepared and maintained by each international authority for the

purposes of quality management and quality improvement of the International Search and

International Preliminary Examination. As far as users are concerned, credibility of each

international authority and its report would be improved if users knew each international authority

periodically tested all ofits staff.

After all, from the time when the initial proposal made by the United Kingdom was

submitted, it did not seem, in connection with resources, to drastically amend the minimum

requirements of ISA and IPEA provided for in current PCT Rules 36 and 63. For example, PCT

Rule 36 provides that "the national Office or intergovernmental authority must have at least 100

full-time employees with sufficient technical qualifications to carry out searches." From the

viewpoint of such target number as "at least 100," it may be better to have specified the target

number that should be at least satisfied in the initial taskforce report (the cost of maintaining
···.····································r,;soUrcbs



0062

(B) Administration

=Proposals agreed =
An Authority should have. in place the following minimum practices and procedures for

handling search and examination requests and performing related functions, such as

data-entry and classification.

(a) Effective control mechanisms regarding timely issue of search and examination reports in

accordance with a quality standard. consistent with •the Search and Examination

Guidelines

(b) Appropriate control mechanisms regarding fluctuations in demand and backlog

management

(c) An appropriate system for handling complaints and taking corrective and preventative

action appropriately, and the application of monitoring procedures for measuring user

satisfaction and perception and for ensuring to meet their needs and legiftDiate

expectations

=Change from the initial proposal =
With respect to the clanse (a), the initial proposal was "effectively controlling mechanisms.to

assure that the search and examination report is submitted in a fixed time scale." EPO was

reluctant to agree to such "assurance", and the.clause (a) became less strict because EPO's opinion

was approved.

With respect to the clanse (b), the initial proposal was "appropriately control mechanisms to

cope with fluctuations in demand in a specific area, and to effectively control. and minimize

backlog." This was partiaIly amended by taking possible realization into consideration.

With respect to the clause (c), "preventative action" was added to the initial proposal.

(c) Quality Assurance

=Proposals agreed =
An Authority should have procedures regarding timely issue of search and examination

reports of a quality standard in accordance with the Search and Examination Guidelines.

Such procedures should include:

(a) An effective internal quality assurance systemfor self assessment, involving verification,

validation and monitoring of searches and examination work for compliance with the

8



Ou63

Search and Examination Gnidelines and channeling for feedback to staff

(b) A system for measuring, recording, monitoring and analyzing the performance of the

quality management system to allow assessment of conformity with the requirements

(c) A system for verifying the effectiveness of actions taken to address deficiencies and to

prevent issues from recurring

(d) An effective system to assure continuous improvement of the established process

= Change from the initial proposal =
Initially that "an international authority should have the following proceedings in order to

assure that the search and examination report will be issued within a fixed time scale in accordance

with the agreed standards" was proposed, but an opinion that "requirements to assure issnance of

the search and examination report within a fixed time scale" should be relaxed was expressed, and

this opinion was approved.

With respect to clanses(a) and (b), the change similar to the effect of main text was approved.

Clauses (c) and (d) were supplemented pursuant to the proposal made by Australia in case of

defective quality and as treatment for continuous improvement of the quality control process.

(D) Feedback

=Proposals agreed =
To help improve performance and foster continual improvement, each Authority

should:

(a) Communicate the results of their internal qnality assurance process to their staff to

ensure that any necessary corrective actions is taken and for the dissemination and

adoption of best practice, and

(b) Provide for effective communication with WIPO and designated and elected Offices to
allow for prompt feedback from them so that potential systemic issues can be evaluated

and addressed.

= Change from the initial proposal =

With respect to clause (a), the initial proposal made by the United Kingdom proposed a

system coping with the feedback from an external "Quality Evaluation Committee" to each

authority on the assumption that evaluation should be made by such Coinmittee. However, as

many states opposed introduction of evaluation by external authority, it was replaced by the

feedback system to the staff in the authority in connection with internal evaluation result in each

the best practice in the authority and it should be left to each authority for appropriate disposal" was

approved and communication between W1POand designated/elected Offices was provided for.

=Comments from authors =
In "review mechanism" hereinafter explained, internal evaluation and external evaluation are

discussed. Can internal feedback promote election and dissemination of the most appropriate

9
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practice? In addition, it says that feedback is given in connection with a result of the quality

assurance process, but how does the quality assurance process is constructed by each authority? Is

such quality evaluation process disclosed to users? Some system to make such process appropriate

will be necessary so that feedback may function effectively.

,Communication and Gnidance

=Proposals agreed =
An Anthority shonld have in place the following arrangements for ensuring effective

communication with users:

(a) Effective communication channels so that enquiries are dealt with promptly and that

appropriate two-way communication is possible between applicants and examiners

(b) Clear, concise and comprehensive guidance and information to users (particularly

unrepresented applicants) on the search and examination process which could be

included on each Authority's website as well as ingnidance literature

=Change from the initial proposal =
Particular amendment to the initial proposal made by the United Kingdom was not made.

=Comments from authors =
Although it is very important to. assure communication to users, it is more important to

disclose to users how each authority reflected a result of such communication. Users, wouid desire

that a result of such communication should be made visible because they feel uneasy if they do not

know whether their opinions are reflected or not.

[3] Review. Mechanism

'= Proposals agreed =
In the quality framework(6)(7} to which the PCT Reform WG agreed, each ISA and !PEA

(hereinafter collectively referred to as each Authority for the sake of convenience) are required to

evaluate whether the QMS constructed in each Authority conforms to the requirements shown in

this framework and the search and examinatiou guidelines and to report a result of such evaluation.

If the QMS constructed in each Authority does not conform to the requirements shown in this

framework and the search and examination guidelines, each Authority should promptly take

measures to continnously improve the QMS constructed in each Authority so. that such QMS

constructed in each Anthority conforms to the requirements shown in this framework and the search

and examiuation gnidelines.

Each Authority establishes internal review arrangements to conduct such evaluation in each

Authority. Each Authority can decide how such internal review arrangements should be formed,

and each Authority must form such internal review arrangements to monitor, record and measure

that the requirements shown in this framework and the Search and ExarninationGuidelines are

10
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observed. Basic elements to be possessed by such internal review arrangements are explained in

this framework as' examples. According to this framework, such internal review •arrangements

established in each Authority review at least on the basis of information on (a) whether the QMS

established in each Authority is conformed with the requirements of this framework and the Search

and Examination Guidelines or not, (b) any corrective and preventative action taken to eliminate the

cause of non-compliance, (c) any follow-up action from previous reviews, (d) the effectiveness of

the QMS constructed in each Authority, (e) feedback from customer, including designated and

elected Offices as well as applicants, (f) recommendations for improvement. It is particularly

important, at the time of review, to measure the degree of customer's satisfaction. Customer's

satisfaction should include opinions of designated and elected Offices, applicants and their

attorneys.

Review result is reported to the senior manager of each Authority. As a result, each

Authority can' recognize necessity of improving the QMS constructed in each Authority.

Each Authority submits an initial report to MIA describing what it has done to implement the

QMS. This initial report is intended to help disseminate best practice among Authorities. MIA

submits a general report on progress to the PCT Assembly. Each' Authority prepares an annual

report after submitting the initial report. ill such annual report, proposals based on measures taken

and evaluation is reported. Disclosure of this report to other authorities or to the public in

connection with the actual status of the QMS constructed in each Authority, together with

identification of each Authority, will be discussed in the future.

=Change from the initial proposal =
Quality framework shown in the initial proposal made by the United Kingdom was different

from the above quality framework to which the PCT Reform WG agreed. That proposal planned

to establish a review mechanism independent from each Authority, not in each Authority itself.

This independent review mechanism is called Quality Review Panel (QRP) in this proposal.

The QRP has its purposes to review reports submitted by each Authority and to disseminate

the best practice mentioned in the report to other authorities. The QRP can give feedback about

matters to be improved by comparing reports received from each Authority.

This report has a function.that each Authority tells to the QRP whether the QMS constructed

in each Authority conforms to the requirements shown in this framework or not. This report must

be minute and transparent. ill the initial year when the QMS is constructed in each Authority, each

Authority reports to the QRP whether the QMS satisfies the requirements shown in this framework.
............... , .••.. ·..······k··

year

requirements shown in this framework, and in and after the third year each Authority reports a result

of such monitoring each year. This gradually advancing measure is intended to give ample time to

improve the QMS so that such QMS constructed in each Authority can conform to the requirements

shown in this framework. As a result, the International Search andInternational Preliminary

Examination process may become trustable.

11
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The QRP consists of three persons or so elected from each Anthority and three persons or so

elected from the national Office, six persons or so in total, who are qnalified and rich.in experience.

QPR member's term of office is for two years, The QRP members. basicallyconnnunicate

electronically.

The QRP prepares an annual report based on the report submitted by each Authority.

Purpos~s of thisreportareto~port~eneralprqi¥essasto\V~ethert~eC!tv1~ constructed in
Authority satisfies the requirements shown in this framework or not. In this report a name of each

Authority is not identified.

While Singapore, Holland, Hungary, New Zealand and FICPI agreed to the establishment of

an independent review mechanism called the QRP, the United States, the EPO, Spain, Canada,

Sweden and Japan opposed to it. Especially the United States raised a strong objection against it

because it insisted that each Authority should have an authority to decide distribution of resources

in each Authority. Those opposing states expressed the doubt as to realization of the QRP and

opposed the cost to maintain the QRP.

Since major states raised an objection against it, the .initial proposal to establish an

independent review mechanism was replaced by the internal review arrangements to be established.

in each Authority.

In addition, the United States opposed to disclosure of the review result to the outside..

Australia insisted that the review result should be available to the public or at least to other

authorities. FlePI insisted that the review result should be-disclosed to the public in order to

assure transparency.

=Connnents from authors =
There seem to exist mainly two points as to the subject of how the QMS constructed in each

Authority should be evaluated. The first point is who evaluates the QMS constructed in each

Authority, and the second point is how the result of evaluation is used.

(i) Who evaluates the QMS?

As to the first point, there is one opinion that a review authority established in each Authority

should evaluate, and there is. another opinion that review mechanism independent from each

Authority should evaluate.

When the review authority established in each Authority evaluates, it will be able to have

access to the QMS of each Authority promptly and cheaply and to easily acquire information

necessary for evaluation because it is established in the Authority. This is an advantage in

comparison with the case where the review mechanism independent from each Authority evaluates.

However, as such review authority belongs to each Authority possessing the QMS to be

evaluated, each Authority is likely to exert pressure on such review. authority to make more

favorable evaluation result than actual circumstances. As each Authority is a national Office or

inter-governmental organization that should behave fairly, it is difficult to assume that a review

authority in each Authority will directly receive pressure.·· We. however cannot completely deny

12
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existence of at least snch tacit pressure.

In addition, if each Authority has its own review authority and evaluate the QMS respectively,

the evaluation standards used by each review authority will vary and it might be difficult to

compare the review result respectively.

On the other hand, if a review mechanism independent from each Authority evaluates, such

review mechanism is expected to objectively evaluate, unlike the review authority established in

each Anthority. Evaluation by the independent review mechanism unifies the evaluation standards,

and it becomes easy to compare the review result of the QMS constructed in each Authority..

However, is it really likely to establish the review mechanism having sufficient capability to

evaluate the QMS constructed in each Authority? It is necessary to collect information from each

Authority in order to understand the condition of the QMS constructed in each Authority and to

analyze such collected information. Establishment of the review mechanism that can review the

QMS of all authorities needs qualified human resources and sufficient funds.

From an ideal point of view that an objective evaluation must be made with unified'

evaluation standards, it is desirable that an independent review mechanism should evaluate.

However, it will be less easy to actually establish such review mechanism. Therefore, it' is

understandable that the PCT Reform WG agreed to the establishment of a review authority in each

Authority,

(ii) How is the review result used?

As to the second point, to whom the review result should be disclosed matters. One opinion

is that it is sufficient for each Authority to use the review result in order to improve theQMS

constructed in each Authority, and another opinion is that the review result should be disclosed to

the public so as to receive feedback from the public.

The very reason why the United Kingdom proposed this quality framework is that the QMS

is established in each Authority and duplication of work between the intemationalphase and

national phase should be avoided in order to prepare high quality the ISR and IPER (see PCTfR/219,

Paragraph 49). Therefore, the opinion that it is sufficient only for each Authority to use the review

result in order to improve the QMS constructed in eachAuthority seems reasonable. However, we,

users of the PCT, cannot agree to that opinion.

We often experience, in the examination by the designated orelected Office after the entry

into the national phase, the citation of a prior art document not mentioned in an ISR and IPER.

This is because each state's examination standards differ from others'; and therefore it is natural that
., ' ..···"a

phase.

However, one ofthe purposes of the PCT is to make'protection of invention more' simply and'

economically ifprotection of invention is sought for in two or more states, which must be taken into

consideration (see preamble of the PCT). An obligation to find a prior art document, which is not

mentioned in the ISR and IPER,by conducting an additional search at the national phase will bea

13
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heavy burden for each designated Office, each elected Office and applicants of internatioual

applications. It does not make protectiou .of invention iu two or more states easier and more

economical, As far as each designated or elected Office is concerned, it must suffer duplicatiou of

work to fiud a prior art document by conducting an additional search though the International

Search or International Prelimiuary Examination has been conducted at the international phase. It

will take longer time aud higher cost for applicants to acquire pateut right due to duplication of
'...... ..,' ,,', ".. , ", ~._ .- _.. .. ' .. _. __·w.·~ .. -'-"".'.",".""'o"-·_·~_ • ~.,- ..

Increase of cost due toduplication of work should be transferred onthe applicant, therefore

resulting in a higher applicatiou fee. Furthermore, if a prior art document that has not been

mentioned in ISR and IPER is.often cited at the national phase, applicants tend to be reluctant to use

ISR and IPER because they cannot rely on ISR and IPER for deciding patentability Therefore, at

any state's national phase, ISR and IPER that do not need further search have high quality.

We understand each Authority has endeavored to prepare high quality ISR and IPER, and we

assume each Authority has appreciated quality improvement of ISR and IPER as a result of such

endeavor. However, based on our experience, quality improvement of ISR and IPER so far is on

the way to our complete satisfaction. Therefore, even if this quality framework is introduced in

each Authority and the QMS is constructed, when the. evaluation result is used only in each

Authority, it seems difficult for the quality of ISR and IPER to reach the level satisfying applicants

as the same as ever. Or, even if it reaches such level, applicants would have to wait for a long time.

Applicauts strongly desire the quality of ISR aud IPER is promptly improved.

This quality framework was proposed because the ,QtvfS should be constructed in each

Authority for the preparation. of high quality ISR. and IPER and duplication of work at the

international phase and national phase should be avoided. We state it reasonable because of

feasibility, as aforementioned, that evaluation of the QMS constructed in each Authority. is

conducted by an internal review authority, and. we state that it would be difficult to promptly

improve quality only if such evaluation result is used internally.

Without a scheme to promptly improve quality, introduction of this quality framework does

not seem to make the circumstances drastically improved. rrthe quality framework does not make

the circumstances drastically improved; introduction of the quality framework does not seem to be

successful. It is necessary to discuss how to evaluate the QMS constructed in each Authority in

order to promptly improve quality of ISR and IPER.

We think the evaluation result should be disclosed to the public so that each Authority's

progress that has been made can be identified, and thereby feedback can be received from the

public.

The PUblic, as applicants, is greatly interested in the quality improvement of ISR and IPER,

and therefore thepublic is suitable for being a checker for the evaluationresults.

In addition, we stated that we are worried if a result of internal evaluation will be objectively

conducted. Check by the public will give a favorable influence to the promotion of objective

evaluation by each Authority.

14
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Furthermore, we should remember that the system of the PCT is supported payment of the

users. Each Authority is responsible for disclosing the internal evaluation result and explaining

continuous efforts for the preparation of high quality ISR and lPER. Users should fully enjoy

fruits of Reform of the PCT. Therefore, it is necessary to sufficiently explain improvement by

means of the quality framework so that users can clearly understand the fruits.

Disclosure of the evaluation result should be done so that the circumstances in each Authority

can be made clear. Information as to which level each Authority reaches rather than information

as to general progress, seems to be more useful to users, because'<it leads to introduction of

competition among each Authority, i.e., users can elect authority that is capable to prepare a higher

quality search report. By clarifying which authority is relatively better, competition among

authorities is promoted and the quality can be promptly improved. In this case disclosure to the

public should be made in a unified format so that they can easily understand which authority's

measure is better.

In the present framework, it is unclear whether each Authority discloses the evaluation result

or not, and items to be disclosed are merely explained as examples, which is not sufficient. It

should be further discussed. In addition, as the scheme of feedback from the public to an authority

is not clear, it should be revised.

(iii) Beyond the quality framework

The purposes of the International Preliminary Examination are to show preliminary and

non-binding opinion on the questions whether an invention appears to be novel, to involve an

inventive step, and to be industrially applicable (Article 33( l) of the PCT). This provision

clarifies that the final decision as to patentability leaves to each state's decision and this treaty does

not infringe such state's right to decide patentability.

In this sense the Internatioual Preliminary Examination means a kind of technical evaluation

service in connection with the invention mentioned in an international application. Is it really

necessary that each state's governmental authority or inter-governmental authority exclusively

conducts the International Preliminary Examination?

By the introduction of thisquality framework, it was proposed that, in addition to the existing

conditions the lPEA should satisfy, the requirements set forth in this quality framework should be

the basic conditions the lPEA that can prepare high quality lPER should satisfy. We think an

entity satisfying these basic conditions should be judged as having capability to prepare high quality

lPER. In other words, it should be assumed that any entity satisfying these basic conditions could

by allowing anybody to participate in the International Preliminary Examination being a kind of

technical evaluation service and introducing competitive situation, more prompt improvement of

quality will be accomplished, we assume.

Since each lPEA is a national Office, it is requested by the society to promptly sweep

examination backlog of national applications away as an emergency issue. We suppose a lot of

15
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Having said so, each state's Patent Office is unlikely to respect ISRs and IPERs immediately

after this framework is established. Each state's Patent Office has given its comment on the

proposal of this framework made by the United Kingdom, but users are completely unaware how

each state's Patent Office responds to this framework. This framework, even if it is incorporated
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resources in an authority cannot be allotted to the International Preliminary Examination as a kind

of technical evaluation service. In otherwords, it seems to be difficult, as a matter of fact, for the

current IPEA to promptly constmct a scheme in which higher quality IPERcan be prepared.

Furthermore, once anybody can participate in tile International Preliminary Examination and

the competitive situation is introduced while the requirement should beconformed, various kinds of

entity good at examination of.a specific field, entity conducting reliable examination by conducting

the search in two or more languages, entity conducting economic evaluation simultaneouslyfrom

the viewpoint of industrialization of invention. Business entities that can provide. those services

would be lawfirm, patent attorney firm, prior art sUfYcy firm, technical evaluation firm and so on.

When anybody can participate in the InternationalPreliminary Examination freely, some

companies will start business of evaluating and ranking the entity satisfying the basic condition so

that applicants and national Offices know which entity can prepare high quality IPER.

Transparent evaluation will naturally eliminate anthority conducting low quality examination.

3. Consideration and proposal

A primary purpose for establishing a common quality framework is, .as aforementioned, to

rednce duplication of work at the international phase and national phase, This means established

reliability of. the .. search and examination at the international phase. Once this framework is

established and each state's Patent Office pays more. attention to lSRs and ll'ERs at the national

phase, the above purposes deem to be accomplished. The more the search and examination at the

national phase is reliable, the better applicants can evaluate patentability of the invention based on

the above search and examination. This enables applicants to eliminate transition of international

applications that are less patentable to national phase, and thereby applicants can reduce cost and

enjoy great advantage,
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into the PCT Guidelines, has no binding force upon each state's Patent Office to respect ISRs and

IPERs. In accordance with these Guidelines, each state's Patent Office simply tries to improve the

quality evaluation. How does it handle report of other search authority? For the Patent Office

that has been effectively using ISRs and IPERs from the past, quality improvement will be very

desirable. Establishment of this framework and gradual quality improvement will make a scheme

in the future in which each state's Patent Office respects ISR andIPER. Therefore, establishment

of this framework will be expected to accomplish its purposes in the long run.

However, it is true, on the other hand,that some national Offices have conducted the national

search independently notwithstanding existence of ISRs and IPERs. Japanese users must notice

they often face such situation. Users expect immediate effect. Therefore, by establishing the

framework, it must become necessary to create common quality framework which enables each

state's Patent Office to respect ISRs and IPERs. Then, why cannot users expect immediate effect?

It is because clauses to actually improve the current and serious problems are not incorporated in

this framework-Clauses of the current framework simply and generally set forth resources and

management as a target, and does not provide for anything to achieve the primary purpose. In

addition, it is pointed out that they aimed to create review mechanism that was independent from

each Authority; but finally it became an infernal review mechanism. Can only each Authority's

internal review enhance reliability ofthesearch result at the international phase, pick out problems

in order to reduce duplication of work atthe international phase and national phase, and improve it?

Isn't it necessary to pick out problems so as to eliminate duplication of work between the

international phase and national phase and to incorporate definite provisions and measures for

solving those problems into currently proposed framework?

=Problems ill the International Search =
Ideal' search at the international phase is that the same quality of the search result can he

obtained irrespective of which search authority conducts it. And the common qnality framework

shonld exist to improve and maintain such same quality. However, actual search result cannot be .

the same quality. We think the main cause of this problem is the difference of search method

among International Search Authorities and language of prior art. For example, each International

Search Authority respectively adopts its own search method. The followings are mentioned in

"IPC reform and harmonization of trilateral classification" of the magazine called "Tokugikon"

228, P.34-40).

of opinions as to trilateral cooperation made in many fields, harmonization of
"r:":&. trifa1te;:ar;:1~ssilfic;lti(;n to a common

classification, i.e., International Patent Classification (IPC), the Japan Patent Office (JPO) uses File

Index (FI), the European PatentOffice (EPO)uses European Patent Classification (ECLA) and the

United States Patent and Trademark Office (USPTO) uses the United States Patent Classification

(USPC) for actual retrieval, and therefore, they insist that construction of the international patent

classification should be done so that each state's Patent Office can commonly use the same. As

I7
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seen in the figure, FI, ECLA and USPC exist in IPC classification. There may be patents that

commonly exist in each field, but some patents are classified simply according to FI, and further

some patents are not classified according to the three classifications,

In other words, the current Patent Office in

each state individual search

although there is a common classification called

IPC. Individual classification does not classify

patents throughout the world, and therefore the

search scope is restricted, Under these IiIIL...- I ECLA
circumstances, we cannot expect to receive the

result of the same quality.

The second problem is language of prior

art. As far as users know, there are only a few cases where a document in other than Japanese is.

reported in the International Search conducted by the Japan Patent Office. Likewise, there are

only a few cases where a document in Japanese is reported in the International Search conducted by

the European Patent Office and United States Patent and Trademark Office. However, in the

"minimum documentation" (b) and (c) of PCT Rule 34, the national patent documents are provided

to be the minimum documentation. PCT Rule 34 (e) provides that, if an official language of ISAis

not Spanish, Japanese or Russian, patent document written in Japanese whose English summary is

not generally available can be excluded from the minimum documentation. However, some

Japanese patent documents are generally available together with its summary, and now mechanical

translation of publication gazette is prepared. Furthermore, the followings are mentioned in the

Guidelines for the International Search under the PCT, Chapter III, III-2, "scope of the International

Search" III-2.3.

''These mean that, first olall, the international search authority must search,

irrespective of its language, age and type of document, all documents in the relevant
classification unit included in the search documents."
In other words, it provides a guideline that all documentation should besearched, irrespective

of languages. However, we do not realize the search without language problem. We assume this

is caused by the fact that the search authority does not satisfy the following requirements set forth in

resources (a) to be provided for in this system.

(a) Staff who is sufficient to deal with the inflow of work and has the technical

qualifications to search and examine in the required technical fields and the
language facilities to understand at least those languages in which the minimum
documentation referred to in peT Rule 34 is written or is translated

Does this framework require each search authority to prepare and maintain a system that can

improve the above problem? Compared with the initial proposal, details of this framework seem

18
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1) Both Offices shall start the first stage of the trial joint project in January 2003 and conduct an

interim review in May 2003.

2) Both Offices shall extract list of applications through Paris Convention to be covered by

exchangeof search results (up to tifty if' total) from ~ll technical fields.

3) Office receiving an application to be covered earlier shall provide the other Office the following

information by using hardcopy (in connection with a. only, information from the Japanese Patent

Office should be translated in English.

a. Office Action

b. Cited non-patent document (to be pointed out)

c. Search scope (including FI and F term, United States classification and corresponding lPC).
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d. Claim to be covered by Office Action

4) 139th Offices shall evaluate availability of exchanged information at the interim review. After

review is conducted, the second stage of the project shall be started under the fixed term aud

conditions, and the result thereof shall be evaluated at the end of2003.

5) Both Offices shall mutually exchange information for the follow-up evaluation in connection

to change from a request to a target of effort and evaluation remains to be improved.

=Improvement of common quality framework =
Here is information that is useful for improvement of common quality framework. At the

Trilateral Patent Office Conference, held in Vienna on 4th to 8th of November 2002, the following

project regarding the examination cooperation between Japan-United States Patent Office was

announced.

. The following is a summary of this project.
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with Office Action against an application to be covered by the search result exchange.

With these points, fifty search results, elected from Japan and the United States, will be

exchanged from the Office firstly receiving the document to the other Office for reference and

information will be mutually exchanged for follow-tip evaluation in connection with further

exatnination. This is very useful example for ideal existence of the review mechanism in the

However, since the evaluation is not compared with those of other countries in the

framework, it is difficult to improve search qualities in each country to common quality level. It

should be necessary for comparison with search evaluation for patent with sitnilar content

conducted by another searching Authority which is a third party. It is important that pointing out

problems and measures thereof are conducted based on the comparison result, thereby evaluating

for accomplishment of common quality by means of the measures. This mechanism should be

incorporated into feedback or review mechanism.

= Language problem =

Language problem must be the most difficult at the international phase. By using the

completely common database and harmonizing how to use keyword, each searching Authority

should receive the same results. However, the language matters again. Even if the same result is

obtained decision as to the prior art may vary according to the fact that the staff in charge can read it

or not. Establishment of database that enables searchers to conduct search and understand the

details of all prior arts woridwide in whatever language is ideal. If this ideal comes true and

review mechanism becomes strong, common quality framework will function effectively.

However, it seems difficult to prepare data as aforementioned in connection with cost and time.

As a method to solve this problem; although discussion may be out of the framework, the

International Search can be considered, like an International Patent Office, which consists of two or

more search authority and two or more searchers usingdifferent language. The aforementioned

problem is in connection with search classification, search method and language. If two or more

search authorities conducted search at the international phase, additional search at the national

phase will not be necessary. Users can receive highly trustable search result at the international

phase, which makes decision of national phase entry easier.

To explain more in detail, staff in charge of search in the first state search authority decides

an abstract, key words and search scope to request for searching in other languages to several

searching Authorities. The method. is that staff in charge of search in other language searches

based on the information of outline, key words and search scope received in accordance with the

language, decides and feeds back the result to the first state searching authority. However, this

method may be not practical for all of international applications because of problems of capability

in the searching Authority and increased fee for the great number of search. Therefore, a method

may be acceptable that search type such as gold, silver or bronze is provided to correspond to the

number of state searching Authority to conduct search so that the fee is set based on the type and

20
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users can select a type according to how important the application is.

International search bytwoor more search authorities

Outline
Keyword
Search scope

The first state
search
authority

Two-slale search (Fee A+a)

Three-state search (Fee A+2a)

Silver

Bronze One-slale search (Fee A)

Gold

CD

/ Applicant 7 ®

By this method more reliable search can be expected without language problem by expanding

the search scope. Users, as applicants, can elect a type of search according to how important the

invention is and by taking transition in the future into consideration,

International search method using two or more search authority needs the change of the

International Search itself beyond the common quality framework which is currently discussed. In

order to reduce duplication of work at the national phase and provide reliable International Search,

the above drastic improvement will be necessary in the future.

4. Conclusion

In this article we discussed the common quality framework for the purposes of reducing

duplication of work at the international phase and national phase. For the Patent Offices who use

ISR and !PER, improvement of the quality will bring about big advantage. By improving the

quality {If each search. authority, all the Patent Office throughout the world may respect the report

However, users of the international applications strongly desire to accomplish the above

purposes. This framework that has no immediate effect does not seem to satisfy such users.

We, accordingly, believe that it is necessary to reconsider resources, to exchange and

evaluation of the search result by each International Search Authority, to establish feedback system

and review mechanism thereof, and to set specific method and measure for the accomplishment of



the above purposes in order to promptly accomplish visible outcome, i.e., reducing duplication of

work at the international phase and national phase.
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(7) Abstract:
With the ever-lengthening time required for patent examination, and the acceleration of

examination being recognized as a common problem among the major countries, Japan has put
into force, a system for disclosure of information on prior art documents for the purposes of
implementing accelerated and appropriate examination proceedings by utilizing information on
prior art documents, that is known to applicants, during patent examination, and granting strong
patent rights by considering the information on prior art documents. On the other hand,
although various forms of such a system for disclosure of information on prior art documents
have already been in force in various countries, including the IDS of US, there are various efforts
being underway to review the regulations in order to give them substantial effectiveness. It is
believed that these movements in the world are suggesting the future direction of the system for
disclosure of information on prior art documents. Accordingly, the committee has analyzed
those systems for disclosure of information on prior art documents in respective countries,
summarized the timing of the disclosure of such information by dividing the time scale into the
period before filing applications and the period after filing applications, and by considering the

prior art documents shall be operated and what would be the difficulties we may encounter in the
future. As a result of the discussion, it was found that those systems providing the duty of
disclosure at the time of filing applications, such as ones represented by the Japanese newly
implemented system, may sufficiently contribute to the acceleration for examination and
improvement in patent quality etc. as long as the system can actually be effectuated.
Furthermore, we discussed significance of the duty of disclosure after the time of filing
applications.
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§L Introduction
The number of patent applications is globally increasing, in part, because of globalization

of business activities and pro-patent policy of respective nations. As a result, the lengthened
time period required for examination' has now become a common problem, and therefore a way to
accelerate the examination procedure is desired more than ever. With such a condition provided,
a system for disclosure of information on prior art documents had come into practice in Japan on
September 1, 2002. The purposes of the system is to implement prompt and appropriate
examination by allowing the utilization of information on prior art documents that are known to
applicants, during patent examination, and to grant a strong patent right by considering the
information on the prior art documents.

On the other hand, prior to the execution of the above Japanese system, various forms of
the system for disclosure of information on prior art documents have already been in practice in
various nations, such as those represented by the IDS of US. Also, as for the adaptation to the
actual operation, various efforts are being made to review the regulations, so that it is believed
that such movements in the world are suggesting where the Japanese system should be directed in
the future.

Accordingly, the committee discussed the problems of the current systems and how the
future systems ought to be, in order to realize the acceleration of examination and grant of strong
patent rights through consideration of the results of the summary on the systems for disclosure of
information on prior art documents inrespective countries.

§2. Overview of Japanese System for Disclosure of Information on Prior Art Documents
2.1 Background

Currently, the number of patent applications is being increased year by year, demanding
further acceleration for examination.

However, although the disclosure of information on prior art'documents" (see the note
below) that backs the prior art of an invention described within a patent specification had been
recommended in the regulations under the Patent Law of Japan, there still were very large
number of applications that did not include information on such documents although many of
those applications disclosed the contents of the prior art (hereinafter referred to as "prior art
information") as their prior art, so that the decision rate of grant of patents for these applications
had been low.

Under such condition, applicants are now obliged to disclose information on prior art
documents mainly for the purposes of allowing "appropriate and prompt examination through the
effective use of information on prior art documents that an applicant possesses" and "applicant to
strictly selectapplications with thorough understanding of prior art".

Furthermore, the system allows sufficient consideration of information on prior art
documents so that we may to be strong and stable.

",,", ,','

Note 1: Information on prior art documents means; information (bibliographic data) which allows
ones to specify the location of technical information "which can be obtained from a publication
in which the invention publicly known through a document is described or through electric
telecommunication lines." (Japanese Patent Law Section 36(4)(ii))

Note 2: "system" is used as same meaning of "Requirement for Disclosure of Information on
Prior Art Documents".



0080

2.2 Overview
(i) Where an applicant for patent knows, at the time of filing a patent application, any prior

art which is related to the invention described in the scope of the patent application, the detailed
description. of the invention shall contain the information on. the prior art documents describing
the prior art (Patent Law Section 36(4)(ii».

Where the information on the prior art documents are disclosed, it helps the examiner to
understand the orior art, and as a result, facilitates the examiner to grasp. the significance of the

This system provides a duty to include within the specification any information on prior art
documents that are already known to the applicant at the time of filing, and it is not meant to
impose an obligation to newly perform the prior art search on the applicant.

(ii) Where an applicant fails to satisfy the requirement for disclosure of information on
prior art documents within a specification, the examiner shall give a prior notice to require the
disclosure of the information on such documents (Patent Law section 48 septies). If the .
applicant does not satisfy the requirement despite this prior notice, a reason for refusal of the
application shall be sent by the examiner to the applicant (Patent Law Section 49(5».

The case where this prior notice is issued may possibly falls under the either condition
where "information on prior art documents are not included within the specification" or where
"information on prior art documents are included, but no information on the documents relevant
to the invention is included". Any applicant who received the notice is requested to submit an
amendment in order to add the information on the subject prior art documents in case. that he/she
knows there exists such information on prior art documents. that are relevant to the invention as
described in the scope of claims, or if no r~levan.t information on prior fu1: documents exist,
he/she shall file an argument to notify the examiner of such fact.

Where the applicant does not respond to the prior notice, a reason for refusal of the
application is sent to the applicant. If the applicant does not appropriately disclose the
identification of the document accordingly in response to the notice, it shall be final decision for
rejection.

(iii) Failure to disclose the information on prior art documents shall not bea reason for
opposition or invalidation. If the failure of disclosure could constitute a reason for opposition or
invalidation, there would possibly be so many trials for opposition and invalidation accusing the
failure to meet the disclosure requirement. Accordingly, the failure to satisfy the disclosure
requirement had been made to constitute only a reason for rejection.

2.3 Consideration
(i) The Significance of Avoiding Strict and Specific Standards [except for only two points

as for the scope of prior art to be disclosed (condition), namely, "inventions which are related to
the invention for which a patent is sought" and "ones that are known at the time of filing an
application"]

The disclosure of information on prior art documents is now required by the system, which
provides the following four criteria as for such information on documents to be disclosed.

#1: Invention having become publicly known documents
#2: Invention related to the invention for which a patent is sought

4
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#3: Invention known to a person desiring a patent
#4: Invention known at the time of filing the application

The above criteria represent rather an "ideal goal", or "effort-supporting type goal". That
is, it allows to have an applicant willingly and spontaneously disclose those inventions that
he/she knows at the time of filing the application, and that are thought to be advantageous in
asserting the superiority of the invention for which patent is sought, while it is not a so-called
"bottom-line" provision which demands "some bottom-line matters to be included within the
disclosure" since the criteria "related" is not strictly defined.

This is because any informatiou that is higher than that bottom line will not likely be
disclosed if the bottom line is provided, so that the level of information disclosure will be
degraded. Accordingly, it is presumed not to provide strict and specific criteria in order to allow
an applicant to act at his/her own will, so that those applicants who are strongly determined for
obtaining patent rights for their inventions will, naturally, disclose useful information on prior art
documents. This, in tum, leads to the acceleration for examination and improvement in patent
quality. .

In a case where an applicant is a company, the applicant is deemed to have the knowledge
of those patent applications filed by other departments of that company, that are related to the
invention and any prior art related to the patent application, so that this system demands a larger
scope of individuals to know the information on prior art documents than "each individual
associated with the filing and prosecution ofa patent application" as provided by the US "duty
to disclose material prior art". Accordingly, these examination criteria are very strict for
companies, especially those companies that are involved in various technical fields and having a
large number of departments, because all applicants (all employees of the company) are
demanded to be able to grasp the information on all of the patent applications that the company
has filed, and all information on the prior art.

(ii) Significance of Not Immediately Notifying a Reason for Rejection for Violation of
Disclosure Requirement, and Significance of Not Rejecting All Applications Indiscriminately that
Do Not Disclose Prior Art

There are significances of; preventing delay of examination procedures that may otherwise
be resulted from subject all the violations of disclosurerequirement to be a reason for rejection;
and not placing excessively heavy burdens on applicants.

When an applicant, who has the knowledge of the prior art of the own company but decided
that a prior art made by another company to be closer to the invention for which a patent is
sought, comes to disclose the prior art made by another company in the specification, such a
conduct will not be treated as a "violation of the disclosure requirement". However, if the
applicant, who has the knowledge of prior art of the own company, does not disclose any
information on prior art documents including those made by other companies, then of course,

.. "such·acondm:tmayl1otbefoul1d·assatisfying·thedisclosute·requitemenc···· •.. ······w··

2.4 Current Status etc.
The current status after the system came into force will now be explained below based on

the information collected from interviews in the Japan Patent Office (JPO) and from IP-related
source.
(1) Cases of Prior Notice Based on the Japanese Patent Law Section 48 septies

There have been no cases where the prior notice is issued due to the insufficient time period

5
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since the introduction of the system. The actual start of issuance of such prior notices to .the
applicants will presumably be after the IPO determines that the system has become
well-recognized.

.ough search over publicly-known cases), however, after the introduction.of ,h;o

system, the number of patent applications, that lacked patentability, decreased partly due
additional. task of including .information on prior art documents within specifications that is
demanded by the system.

(3) Utilization of Information on Prior Art Document
Any information on prior art documents disclosed by an applicant seems to be utilized

effectively by the examiners for gaining understanding over thecontents of the invention and in
conducting prior art search.

(2) The Number of Patent Application After the Introduction of the System
The number of those applications to which patent rights are less likely granted (especially

those business model-related ones) seems to be decreased after the introduction of the system.
Under the influence of the. temporary boom of business model patents, there had been an
incrt?:l:secl.nlllll1;JeJ; ()f....R:l:.t~!1L ..:l:I>,pliS:l:!j.2!1~ .. th.:l:t.liiS!<~gPii!~!H:l:1;JjJjty(:l:pp!isiitiQ!1 ....fi.!~fL.wjJhglll
conducting tho

(4) Decision of the DisclosureRequirement of Information on PriorArt Documents
As for the decision whether the disclosure of information on prior art documents is.

sufficient or not, there could be a certain level of differences in the decisions between examiners
and between technical fields. Accordingly, as to any cases that are subject to such variation in
the decision, the leveling efforts on the criteria for the decision will presumably be attempted
through outputting decisions by a .collegial body consisting of members from the same
examination department including the managing class.

(5) Examination Criteriavs. Light Penalties
It is presumed that the JPO has meant to provide "effort-supporting" type examination

criteria like this because there has been no cases of such examination at this point, and there is a
fear that applicants may only strive to meet the bottom line. of thestandard when any bottom line
is indicated by the standard.

It seems that the JPO has no intention even in the future to clarify the bottom line of the
examination criteria, and even if any violation occurs, the JPO would correspond only bysending
the prior notice under the Patent Law Section 48 septies. It seems that the JPO even thinks that
no penalty is needed as long as applicants follow the system. That is, the aim of the JPO is to
indicate applicants a goal to be strived for; and place penalties on only those applicants who do
not follow the system at all.

§3. Systems for Disclosure of Information on Prior Art Document in Other Countries
3.1 United States
(1) Overview

In US, each applicant had a duty of candor and good faith under the case law in the past,
which was materialized into the provision of duty to disclose information in 1977. Those
"individuals associated with the filing and prosecution oJ a patent application" as provided by
the provision have a duty to submit all information that is important to patentability of the

6
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application continuously until the decision to grant a patent.
(2) Details

According to the rule, "individuals associated with the filing and prosecution of a patent
application" are the ones who have the duty of candor and good faith, and following individuals
are included.

(i) Inventor
(ii) Attorney or agent
(iii) Any other person who is substantively involved in the preparation or prosecution of the

application, who is associated with the inventor or with the assignee, or to whom the
application has to be assigned
Any patent obtained by an applicant through violation of this duty of information disclosure

will be deemed to have been obtained through inequitable conduct, and will not be able to be
enforced. Formerly, examination on the violation of the duty of disclosure and cancellation of
patent rights therefor have been practiced during examination procedure, but after the manifest of
adverse effect (requiring longer time until decisions to bemade), such decision making-during
examination stage had been done away in 1988.

An applicant fulfils the duty ofinformation disclosure through submission of Information
Disclosure Statement on which the information subject to disclosure is listed to the United States
Patent and Trademark Office (USPTO). The Information Disclosure Statement shall include a
list of all information to be disclosed, and at the same time, shall be attached withclear copies of
the information to be disclosed.

As for the submissionof Information Disclosure Statement, there are four stages.
(i): Within three months of the filing or before mailing of the first Office action;
(ii)" Before mailing of the final Office action or notice of allowance (statement or fee required);
(iii) Before the date of payment of fee (statement and fee required)
(iv) It is possible to bring it into the examiner's attention by filing a continuation application

only if it is before issuance of the certificate of patent (statement and fee required). Even
after the issuance, it is possible to have it filed for later litigation.
Any prior art cited in search reports of a foreign patent office in a counterpart application

must be submitted within three months after the date of citation.

3.2 Australia
(1) Overview

Since the enforcement of the revised patent law of Australia on April 1, 2002, the disclosure
of prior art search results is required.

Any applicant must disclose all the search results for patentability examination within and
outside the country during the pendency of the application in Australia. This is applied to all
applications that have been pending as of April 1, 2002 which is the date of enforcement of the

amendments after the grant of the patent to satisfy novelty and step requirements with
respect to the document he/she did not disclose. In this case, there may be a higher possibility .
that the patent be cancelled or invalidated through an opposition or invalidation trial.

The current system in Australia is deemed as one of the strictest systems for disclosure of
information on prior art in the world like US, since it does not differentiate whether it is practiced
by applicants or by patent offices in respective countries, and mandates the submission of all the
search results regardless of whether or not it is relevant to the invention for which a patent is
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(2) Details
Before the revision (up to March 31, 2002), there had neither been the clear provision

relevant to the method of including prior art within specifications, duty of an applicant to disclose
prior art nor duty to disclose information on documents on which the prior art is described
(information on prior art documents). It was so understood that any prior art would be ones to

. inventions... AS99f~iI\gly,eYf:Ilit .priorart
" there had been no severe penalties such

sought. However, problems due to such strictness have been pointed out and there is a
movement for further revision to alleviate the duty.

within a specification interuionallj
under the US law system.

However, upon the enactment of the Patent Amendment Act 2001 No.I60 which came into
force on April 1, 2002, the disclosure of all the search results intended for patentability
examination within or outside the country during the pendency of patent application in Australia
is required (Section 45(3), Section lOID). The search results to be disclosed here include the
results of search conducted individually by an applicant. Furthermore, the disclosure of all the
search results is required regardless of the relationship between the invention for which a patent
is sought and the contents of the disclosure of the documents. This point differs.from that of the
IDS system in US which requires the disclosure of only those documents that are important
(related) with respect to the patentability. Since it requires submission of all documents
regardless of the relevance, it may impose excessive burden on applicants,that is even heavier
than the IDS system in US.

The due for submitting search results to the Australian Patent ·Office is the latest of the
following; (i) a date on which the request for examination was filed; (ii) within 6 months afterthe
completion of search; and (iii) January 1,,2003. Accordingly, after January 1,~OOJ,. search
results that had been obtained more than 6 months before the request for examination must be .
submitted along with a written request for examination. Further, the extension of the term is not
allowed. The term of transitive information disclosure limit in the above (iii) was extended until
June, 2003 or later.

When this duty of disclosure is violated, an applicant will be imposed of a penalty that
disables the applicant to make an amendment to fulfill novelty or inventive Step with respect to
the documents that have not been disclosed (Section lO2(2C». If the patent is held pending at
the opposition or invalidation trial, there is a higher possibility of cancellation or invalidation due
to this penalty, so that it may impose a detrimental effect on the applicant.

As for the present revised law (the current law), there seems to be some opinions pointing
out a problem that it imposes an excessive burden on applicants. Accordingly, a revision of the
law (Intellectual Property Laws Amendment Act 2003 No.48) is scheduled to be enacted, which
is intended to narrow down the scope of information that has to be submitted in order to alleviate
the burdens on applicants.

According to the new revision, the scope of search results required to be disclosed as a duty
of applicants will be limited to those results of search conducted by foreign patent offices for
corresponding foreign applications. However, the requirement for submission of all.results of
related search conducted prior to the grant of patents for applications placed in Australia
regardless of the relationship, and the provision to impose penalty of limiting amendments when
violated are not changed from the former. Furthermore, PCT international search report and
international preliminary examination report will most likely be deemed outside the scope of duty
of submission since they are published records.. The due for search results is expected to be 6



0085
months after the completion of search.

3.3 China
(1) Overview

Any prior art with respect to an invention etc. to which a patent is sought shall be submitted
at the time of filing, and any reference materials relevant to the invention, upon the time of
request for examination. However, the provision is only limited to an extent that the prior art
shall be cited only if possible. Where there is a corresponding foreign application, the examiner
may request the submission of examination documents thereof.
(2) Detail
(i) Disclosure of Prior Art

As for prior art, those that may serve to facilitate the understanding of the invention etc.,
and those that serve as reference for search and examination procedure are required and
mandated by implementing regulation to be identified within the specification at the time of filing
the application. However, it is not mandated to specify the names of the documents, but it only
requires to cite the documents that include descriptions relevant to the prior art that has been
identified in the specification when it is possible (Implementing Regulation of the Patent Law of
The People's Republic of China Rule 18).

There is no provision (reason for rejection, reasons for invalidation, penalty etc.) against
not identifying the prior art within the specification.
(ii) Submission of Documents Necessary for Examination as to Substance

It is provided that any applicant must furnish pre-filing date reference materials concerning
the invention (Patent Law of the People's Republic of China Section 36).

Furthermore, after the time of requesting examination, ifail application for a patent for the
same 'invention has been filed in a foreign country, National Paten Administration may demand
the applicant the submission of materials that has been searched by thatcountry for examination
or materials as a result of the examination within a designated period of time (Patent Law of the
People's Republic of China Section 36).

In this way, the applicant shall have to submit reference materials relevant to the invention
spontaneously at the time of requesting examination, and further, he/she is requested to submit
examination materials for corresponding foreign application upon request of the examiner. As
for these regulations, when an applicant failed to submit the reference materials spontaneously in
the former case of the above, any action (reason for rejection, reason for invalidation, or penalty
etc.) against it is not specifically provided, however, when the applicant failed to respond to the
request in the later case, that is, when the applicant did not submit the materials within the term
provided without any justified reason, a severe penalty, the withdrawal of the application, is
provided (Patent Law of the People's Republic of ChinaSection 36).

However, there is a remedial provision (Implementing Regulation of the Patent Law of The
People's Republic of China Rule 49) that, if the applicant cannot submit such with

the documents when the documents become available.
Furthermore, the contents of "reference materials" (types and scopes etc.) to be submitted

upon request for examination are not specifically provided.. According to practical operation,
submission of2 or 3 types of materials that the applicant regards as highly relevant may be
deemed sufficient .Also, only about 20 to 30% of applications are requested for the examination
materials of corresponding foreign applications by examiners.

Patent Law of the People's Republic of China Section 36 is the one that had been revised in

9
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August 2000. Prior to the revision, it provided that "The applicant for a patent for invention
who has filed in a foreign country an application for a patent for the same invention shall, at the
time of requesting examination as to substance, furnish documents concerning any search made
for the purpose ofexamining that application, or concerning the results ofany examination made,
in that country. If, without any justified. reason, the said documents are not furnished, the
application shall be deemed to have been withdrawn", so that it had required strict application
management that somehowresembles the IDS system in US. However, it had been revised as
follows; "the Patent Administration Department under the.State Council may ask the applicant to
furnish within a specified time limit... ".

Theaf6rementlonedformeriJrovl:ilon
been poor accumulation of prior art documents data at the time when.China established its patent
system on April 1, 1985, and examiners needed the support by applicants due to luck of their
searching capability. As of today, with sufficient accumulation of prior art documents data and
the search system being upgraded, there is less need for requiring applicants to provide such strict
management as before, and China seems to have come to the conclusion that the present
provisions will do. This is explained within "Houkaisei .no Kaisetsu (Comments on the Law
Revision)" edited by the State Intellectual Property Office of the People's Republic of China, and
in reality, the perceptions among Chinese patent practitioners do not contradict what is written in
that comments.

3.4 Taiwan
The disclosure of both prior art and information on the corresponding foreign applications

is required, and all of these shall be disclosed within the specification upon filing of the
application (Taiwan Patent Law Article 22). Furthermore, where such prior art is a patent
gazette material of the domestic or a foreign country, the application. specification shall-include
the name of the country, application number and publication date (Enforcement Rules of the
Patent Law). In addition, where a patent has already been applied in a foreign country before a
patent application is filed in Taiwan, the date and serial number of the foreign application shall be.
stated in the specification, and where it is deemed necessary, submission of relevant documents
evidencing the foreign application is required (Enforcement Rules of the Patent Law Article17).

However, even if these are not included in the specification, it will not particularly serve as
a reason for rejection etc. As for examination information for the corresponding foreign
application, any duty or request for submission is not essentially provided, so that it would not
work to accelerate the examination even if they are submitted.

The Taiwan Patent Law had been revised in 1997 and 2003, however, any relevant portions
of the law had not been revised.

3.5 EPC
There is no duty to submit (disclose) spontaneously any prior art (contents of prior art,

bibliographical matters of prior art documents) which the applicant came to know, not only at the
time of filing, but also during pendency of the application.

As for any prior art cited at the examination stage in domestic or foreign patent office, the
applicant must indicate such prior art to the Patent Office only when the Patent Office requests
the disclosure thereof (EPC Article 124). Where the applicant fails to reply to that request, the
application shall be deemed to be withdrawn. Furthermore, under the EPC Article 123(2) and
Guidelines Part C, VI. 5.2-5-12, any prior art determined by the applicant to be necessary in order
to properly understand the invention, may be added in amendment to the specification.

10
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3.6 Germany
There is no duty to submit (disclose) spontaneously any prior art (contents of prior art,

bibliographical matters of prior art documents) which the applicant came to know, not 0JJly at the
time of filing, but also during pendency of the application.

Under the old system, prior to the revision of Section 34 German Patent that was put into
force in January 2002, applicants had the duty of disclosure of prior art before the patent office.

However, because of the fact thatextensive amount of information submitted by applicants
had rather caused examination delay, and since prior art is sufficiently disclosed on application
specifications, the Law was amended to provide a system that requires inclusion of prior art to the
applicant's knowledge in the detailed description of the invention fully and truthfully only when
the patent office requires (Revised Section 34(7) German Patent Act and Enforcement Regulation
Rule 5).

Where the applicant fails to respond to the request for disclosure, the application is deemed
to be withdrawn. In reality, however, there are only a few cases where the Patent Office
requires applicants to newly disclose prior art since such disclosure of information on prior art
within application specifications is already sufficiently practiced.

Example of Bibliographical Matters of Prior art:
Title, Name of the Author, Publisher, Date of Publication, Publication Number (where the
document isa patent document etc.)

3.7 Canada
In Canada, where an examiner has reasonable grounds to believe that there is a

corresponding foreign application, the examiner may request the applicant for submission of the
patent number and prior art documents etc. (Patent Rules Section 29). The violation of the
Section 29 will not stand a reason for rejection, and in contrast with the IDS in US, response is
required only when requested. However, where the applicant fails to respond in good faith, it is
deemed to be withdrawn (Patent Act Section 73(l)(a».

As for the result of the applicant's spontaneous search, it is only required to explain the
background art at the time of filing (Patent Rules Section 80), and no identification of the name
of documents is required. There is no demand for submission of the results of search conducted
after the date of filing.

One practical thing that should be noted when citing the names of documents within a
specification is the provision that "the description shall not refer to a document that does not form
part of the application", and especially those documents that are not available to the public such
as patent applications not yet being published, are treated as if they did not exist.

4.1 Superiority of Japanese System
When those systems in the other countries described in §3 arereviewed, there are a number

of countries, which once attempted to facilitate the examination procedure by introducing strict
provisions, but decided to abolish or alleviate the provisions due to various operational reasons,
such as China and Germany. Furthermore, there are countries which are attempting to alleviate
the provision because the excessive obligation imposed on applicants was pointed out, such as
Australia. There also are countries (regions) which do not require applicants the duty to
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spontaneously disclose information on prior art documents, such as Europe.
On the other hand, Japanese current system includes the penalty provision that holds any

violation of the duty of disclosure as a reason for rejection, however, this provision is operated
rather flexibly for the time being, that is, we may say that itwill not substantially include any
penalty provision that may affect applicants critically. Also, when comparing the timing when
the disclosure is required, only the information on prior art documents that an applicant comes to
know until the date of filing is subject for disclosure, and the duty for disclosure will not occur on
those found after the filing date, so that the obligation the applicant must bear is relatively small.

impose excessive burden on an
applicant.

However, it is true that there are some opinions that a stricter system for disclosure of
information on prior art documents, such as the IDS in US, should be implemented also in Japan.
That is the movement aiming to revise the system to impose heavier penalties, such as inability to
enforce a patent after patented, on those applicants who do not comply the duty of disclosure, and
to revise the time period to require the disclosure to be "during the pendency of examination" that
includes the time after filing of the application in addition to "at the time of filing"; In the event
where the introduction of such a strict system is actually considered, that will. need extremely
careful correspondence, which sufficiently accounts the heavier obligation that may be imposed
on applicants.

The further details of the superiority of limiting the timing to require the disclosure for
information on prior art documents to be "at the time of filing" will be discussed in §5.

4.2 Distinctiveness of US System
Thesystem in US was discussed in §3, 3.1. Here, the distinctiveness of the US system is

discussed when compared with the systems of the rest of the countries.
(1) Purport of Introducing the Disclosure System

The purport of introducing the US IDS system is to attach importance to "a duty of candor
and good faith" as mentioned above. The current US patent law, naturally, adopts this idea.
By considering such purport of introduction of the system, even if there is an aim to "accelerate
examination procedure" as a part of the duty for disclosure of information on prior art documents
under the US patent system, that is the collateral goal thereof, and it is more natural to think that
the actual aim of the system is to achieve the reliable prosecution of the "duty of candor and good
faith". This point is clearly different from other disclosure systems in other countries including
Japan, in which the "acceleration of examination" is most valued.

(2) Scope of Individuals Who Bear the Duty of Disclosure
The US IDS system imposes the duty of disclosure of information on prior art documents

on all the "individuals associated with the filing or prosecution of a patent application".
However, since an "applicant" in terms of US patent law, is an inventor, so that those individuals
who are subject to the duty of disclosure would be limited to, all the inventors, all the patent
attorneys who prepare or prosecute the application, and in the case of a service invention,
personnel in charge who belongs to the intellectual property department of a firm. On the other
hand, under a system where the duty of disclosure is. imposed on "applicants", such as the
Japanese system, the ones who have to bear the duty of disclosure in the case of a service
invention would be a firm which is deemed as an "applicant". According to the viewpoint of
the JPO, where the applicant is a firm, the firm is deemed as having the knowledge of all the
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4.3 Comparison Between Systems of Different Countries by Timing When Disclosure IS

Required

(3) Effectiveness of Duty of Disclosure in Judging Inventive Step (Nonobviousness)
Under the US patent law, any application is examined for not only novelty, but also for

inventive step with respect to published prior applications (a published prior application by
another that had not been published at the time of filing as provided in 35 USC§102(e». This
point is clearly different from that of Japan which only requires novelty with respect to the prior
application that has later been published. We have discussed whether such difference in the law
systems would cause any difference in the effectiveness of disclosure of information on
documents between US and Japan, especially after filing. The Japanese system sufficiently
works by imposing the duty of disclosure at the time of filing applications. We have discussed
whether the US system works effectively in judging inventive step (nonobviousness) of the
application by imposing the duty of disclosure not only at the time of filing, but also after the
filing, The details of this subject are discussed in §6.

information relevant to its applications. Accordingly, a "firm" here, may mean all the
employees, and because they belong to that firm, they all may be "deemed to have the
knowledge" of information relevant to the prior art of theapplication.

Provided that, in Japan, the system is revised to something equivalent to the IDS which
imposes the duty of disclosure also after the filing of applications in addition to the time of filing
while the scope of individuals subject to the duty of disclosure is left as it is as "applicants", any
firm must keep an eye on all of its employees whether they all have come to possess the
knowledge of the information on prior art documents relevant to all of its patent applications,
even after the filing of the applications, and such a situation does not make sense. To put it
another way around, the operation of a strict system like the IDS is effectively possible in US
because the clarity exists as to who must bear the penalties, due to the distinctiveness of the US
system which the Japan system lacks, in which the scope of individuals subject to the duty of
disclosure is limited to a feasible extent.

While the above discussed the distinctiveness of the system in each country and performed
the comparison among them, the following classifies the discussion based on the timing when the
requirement for disclosure is issued. Further, it is summarized in the table below.
(a) "Countries that Require the Duty of Disclosure at the Time of Filing

Japan: Violation may be a reason for rejection, but easily dissolved.
US: Disclosure is required at any time, and the violation thereof shall cause a severe

penalty which results in the inability to enforce a patent after patented.
Taiwan: Inclusion of bibliographical matters is required, but there is no penalty provision.

(b) Countries that Require the Duty of Disclosure During the Period between Filing and Request
. ····[6fSiiosUtiitiVeExamiiilitiOii . ' , ·········lc.

US: Disclosure is required at any time, and the violation thereof shall cause a severe
penalty which results in the inability to enforce a patent after patented.

Australia: Disclosure is required upon the request for substantive examination, and the violation
thereof shall cause a penalty which results in the inability of correction as a result of
an invalidation trial etc.

China: Disclosure of reference materials is required upon the request for substantive
examination, but there is no penalty provision.

13



0090

Systems for Disclosure of Prior Art Documents in Respective Countries

Requiring spontaneous disclosure with a severe penalty upon violation
Requiring spontaneous disclosure without a severe penalty upon violation, or requiring disclosure only upon
request bythe office

Canada: Disclosure is required only when required by the examiner. The penalty upon
violation is the deemed abandonment.

comparison based on thetiminQ when thedisclosure is required) .

I Upon Application Before Request forExamination Aller Request forExamination

Penalty Penalty Penalty I

Japan Spontaneous (Reason for No Requirement No Requirement
disclosure is Rejection) - -

required . . . I

US Spontaneous . Unabie to Spontaneous Unabie 10 Spontaneous Unabielo i

disclosure is enforce disclosure is enforce disclosure is enforce
required required required

Aus. No Requirement - Spontaneous Unable to Spontaneous Unable to
disclosure is Amend disclosure is . Amend

required required
Chlna : NoRequirement - Spontaneous No provision Disclosure upon Withdrawal

disclosure is request bythe office I
. required . . . .

Taiwan Spontaneous No provision No Requirement - No Requirement -
disclosure is I

required
EPCI NoRequirement . - No Requirement - Disclosure upon Withdrawal I

Germanv request bythe office
Canada No Requirement . No Requirement - Disclosure upon Deemed

request bythe office Abandonment

(c) Countries that Require the Duty ofDisclosure After Request for Substantive Examination
US: Disclosure is required at any time, and the violation thereof shall cause a severe

penalty which results in the inability to enforce a patent after patented.
Australia: Disclosure is required within 6 months after the completion of search. The penalty

upon violation is the same as that for the violation of the duty at the time of request
for substantive examination.

China: Disclosure is required only when demanded by the examiner. The penalty upon
violation is the withdrawal of the application.

Note that since there is no system for request for .substantive examination in US, US shall
not necessarily be included in the above (b) and (c) categories. However, that such inclusion
was intended because both the categories (b) and (c) may be classified as "post-filing".

Normal type:
Boldtype

§5. Disclosure of Information on Prior Art Documents at the Time of Filing
5.1 Disclosure of Document Information

As mentioned in §4 of this paper, there are many countries having a system that demands
spontaneous disclosure, within the specification, of any contents of technologies that may be

14



art must be disclosed as the information on specific
to disclose art that is, the closest to the

subjectively believed to have patentability, now must be· shown, objectively, as having
patentability by performing prior art search and in comparison with the prior art that has been
extracted as a result of the search before the applicant can file it.

Where the applicant must think how he/she may add more objective patentability to his/her
invention, the applicant will file the application after thorough study on the scope of claim, and if
he/she could not find patentability, he/she may even give up filing the application.

Accordingly, there is a significance in demanding disclosure of prior art as specific

5.2 Significance of Disclosing Information on Prior Art Document at the Time of Filing
(1) Primary Selection of Invention By the Applicant HimlHerself At the Time of Filing

Any decision on patentability (especially for novelty and inventive step) is always made in
comparison with prior art. As for these prior art to be compared with an invention for which a
patent is sought, many countries adopt a system to demand description of the contents of prior art
within specification at the time of filing. However, although the description of the contents of
prior art is demanded, if the disclosure of the specific information on documents is not required,
and if an applicant believes that his/her invention has patentability, he/she might, in many cases,
assert its patentability subjectively by comparing its technical superiority with, for example,
schoolbook-like prior art.

On the contrary, where the
documents, the applicant is
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identified as prior art of an invention for which a patent is sought. Among them, especially
those major nations like US and Europe demand the disclosure of the technical contents along
with specific information on the documents. The system for disclosure of information on prior
art documents implemented in Japan in 2002 is the. one that demands the description of the
location of prior art information known to an applicant at the time of filing, as the names of the
documents within the specification. This system clearly imposes the applicant a duty to disclose
the information on the documents that can specifically identify that technical contents, in addition
to the prior requirement which demanded the applicant to disclose the contents of the prior art in
comparison with the invention for which a patent is sought, so that the system may be seen as the
most obvious as the systems that demand applicants the disclosure of information on prior art
documents at the time of filing.

For an applicant, the fact that he/she has a duty to disclose, not only the contents, but also
the location of the prior art as the document information both clearly and specifically, can mean,
in an extreme analogy, that he/she. is imposed of the duty to perform prior art search, or, at least,
there is more need than even for any applicant to perform spontaneous search so as to extract
adequate prior art.

We think that a system that results in the disclosure of prior art as information on
documents in a concentrated manner at the time of filing, such as those systems represented by
the system for disclosure of information on prior art documents in Japan, is the most effective and
superior system for both patent offices and applicants. And such a system for disclosure of
information on prior art documents at the time of filing may, solely, serves to sufficiently achieve
goals in various aspect such as the acceleration for examination or improvement in patent quality,
if the provisions and their operations are well discussed to give them validity. Accordingly, the
superiorities of the system that demands the disclosure of prior art as the information on
documents at the time of filing will be discussed below from the viewpoint of significance of the
system;
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information on documents at the time of filing because it allows applicants to initially determine
the patentability of hislher own patents at the time of filing.

In the case of Japan, even if sufficient information on prior art documents is disclosed as a
result of the implementation of the system for disclosure of information on prior art documents,
the examiners will not likely carry out their examination based on only that presented information
on prior art. It is believed that there are more cases in which the examiners separately perform
search on prior art for examination.

With this respect, the introduction of the system will not significantly reduce the task of the
"u__ art~earch for each of indiyi<iuaIliPplicati()I)s.. IIo\,:,e\ler,lis lIlentioneda1?ove,<II)applicant

····hiIIl1herseifwiii pay more attentionto thepatentabiiity at the time of filing. .. ...~ .

That is, many of inventions will, from now on, be first determined by applicants based on
their own search results as to whether they are worth filing. As a result, those inferior
applications, including a scope of claim without any consideration given on the prior art, will be
screened out, thereby to leave only "those inventions that areworth examining".

Accordingly, applicants themselves (without any intervention of examiners) will first select
only inventions that are worth examining out of a large number of inventions, and in this sense,
there is a significance that accelerated examination and improved quality of applications may be
achieved..

(2) Acceleration for Examination through the Improvement in Understanding on the Content of
Invention

Any prior art obtained as aresult of prior art search conducted by an applicant relevant to
his/her invention for which a patent is sought, and disclosed within the specification as a result of
selection, is the one which had been intensively studied in order to solve problems which are
similar tothe problems. that the invention for which a patent is sought attempts to solve, and thus,
may be said to be a group of technologies that are the closest to the invention for which a patent
is sought. And the invention for which a patent is sought shall be the one which improves those
state of the art technologies.

Accordingly, the contents of such state of the art technologies will be more clearly
understood when the presence (information on documents) thereof is disclosed. For examiners,
it becomes easier to understand the content of the art represented by those technologies and the
trend thereof, by grasping the technical contents of the technologies disclosed within those
documents. As a result, the contents of the invention for which a patent is sought, and its
superiority over the prior art will be understood in a shorter period of time. Furthermore, when
the information on prior art documents disclosed by the applicant is sufficiently adequate, there is
a possibility that the examiner can omit a part of search over the subject field that the examiner
must otherwise carry out, and cut down the time required for the preparation for the search.

Accordingly, there is a significance of the examination on each of individual applications
being accelerated and the rate of grant of patent being improved.

5.3 System for Disclosure at the Time of Filing
As mentioned above, the system for disclosure prior to the date of filing, such as one

represented by Japanese newly introduced system, is a superior system in terms of the
acceleration for examination and improvement of patent quality because, asa result of allowing
an applicant to spontaneously conduct prior art search upon filing, and to consider, objectively,
the patentability of the invention based on the result of the search, the system will result in; (i)
filing of only inventions worth examining; (ii) filing of inventions that have been paid more
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objective consideration on their patentability; and (iii) inventions more easily understood by
examiners because of documents disclosed, improving the granting rate of patent among
applications filed.

(2) Change in the Significance between Before and After the Time of Filing
There are mainly two purposes of prior art search conducted spontaneously by an applicant

himlherself after the time of filing in addition to the one conducted before the time of filing.
One is to search prior art that had not been published at the time of filing but later was published.
The other is to supplement the incomplete search.

However, it should be noted that there is a large difference depending on the law systems of
the respective countries with respect to the above first purpose searching the prior art that had not
yet been published at the time of filing. For example, in Japan, only novelty is demanded with
respect to any non-published prior application, but inventive step is not demanded. On the
contrary, in US, both novelty and nonobviousness (that corresponds to inventive step in Japan)
are demanded. Naturally, the influence of non-published prior application over the patentability
of a subject patent is larger in US where nonobviousness is also demanded. Furthermore, where
there is no publication system for specifications filed, there is a concern that' any prior art
unknown to the applicant can, anytime, be published.

In a country such as Japan where only novelty is demanded with respect to any prior art
that had not been published at the time of filing, and where all applications will be published after
the elapse of a year and half, there is no much significance to conduct the prior art search once
again after the date of filing when prior art search has once beenconducted at the time of filing.

§6. Disclosure of Information on Prior Art Document After Date of Filing
6.1 Acceleration for Examination
(1) Spontaneous Disclosure by Applicants After Filing

As explained in §3 and §4, there are many countries that request applicants (assignees) to
offer some sort of information on prior art after filing of applications for the purpose of
accelerating examination. In Japan, currently, the disclosure of information on prior art
documents is demanded only at the time of filing, however, there is an opinion asserting that the
term for the duty of disclosure shall notbe limited to the time of filing, and shall be extended up
to the time of request of substantive examination or grant of patent.

Accordingly, we have discussed whether the disclosure of prior art information by an
applicant after the time of filing, especially the disclosure accompanied by spontaneous search by
an applicant him/herself, is effective or not from the viewpoint of acceleration for examination.

(3) Accuracy of Search by Applicants and Others
In order to examine a patent application, some sort of document search on prior art is

'c"necessary. Atthis point; one may assume ,pelrfonnin@~thlec"""",.,.c·t...··.·,···",,·
search, that are, an applicant who hopes the grant of patent and non-applicant who may be
anybody other than the applicant. More specifically, examination organization of the patent
office etc. who attempts to investigate that there is no reason for rejection to that application, or
any third party who desires to prevent the grant of patent of the application may be named as
non-applicant. Accordingly, we will discuss which of the entities, the applicant ornon-applicant,
can perform more precise search and allow the grant of stable right in terms of search conducted
for prior art documents after the filing of application where the claims have already been



0094
determined.

First of all, as to whether there is any difference between the search results, it is anticipated
that the applicant would only repeat the same search since the applicant may re-use the database
and searching formula used once at the time of filing. Any new. prior art found in this case
would only be the information that had not been published at the time of filing. On the other
hand, where non-applicant performs the search, there is a higher possibility to find anotherprior
art.that had already been known prior to the date of filing in addition to the information on prior
art that had not been published due to the different data base and searching formula. Assuming
the Il(jI];-applicant to be the patentofficeetc., tr~pat~I]t()fficetypi£allYra:ssyp~ri(jrsearching
capability over applicants. With the same amount of money and. time, it is assumed that"
non-applicant such as the patent office etc. will yield more precise search results than an
applicant since it has divisions dedicated for search. Furthermore, the applicant is in a situation
to hope the grant of patent. Even if higher level of search is demanded to the applicant by
imposing penalty etc., inevitably the search to be less forthgoing would be performed by the
applicant than the one performed by the non-applicant.

In consideration of the forgoing, the search by the applicant is expected to be less precise
than the one conducted by the non-applicant. Accordingly, in order to grant a patent right.that
has no defect, it is necessary for a non-applicant to perform the parallel search even though duty
of search after filing is imposed on an applicant. In terms of efficiency .of the search, it seems to
be more efficient to have only the non-applicant perform the search after filing.

(4) Reducing the Burden of Patent Office
Prior art search conducted prior to the date of filing has an effect of reducing the numberof

patent applications, and the number of patent application under the current Japanese system for
ilil;:!onlnt:'l1rp. nf infnrm~t1n.nnn nrinr ~rt rJnr» l1rn"'ntC' 1C' ~vr :::>",t""r1 tro .,.£111"';"" by a..........roximatelv "O!~
.........."' ..'V'U' ..., 1..1 ....,1.1 u. p " '-' u n ..., .., f\.p .L u- "" V pp.l-Vrl...l "·'"d.} -' IV.

Where even after the date of filing there is an examination system, it is believed to have the
same effect for reducing the obligation of the patent office and accelerating examination.
However, as explained in the above, in order to obtain prior art documents of higher quality,
search is preferably carried out by anon-applicant rather than by an applicant. Accordingly,
even when the purpose of the system is to decrease the number of request for substantive
examination, it is expected that the system to demand search prior to examinationin which the
non-applicant performs the search instead of the applicant, and let applicant know of the result
priorto request for substantive.examination, is more effective.

Furthermore, there is a means to emphasize the collateral economical merits in order to
reduce the burden of the patent office. Raising the application fee or fee for requesting
examination will allow the purpose to be sufficiently achieved. To required an applicant for
performing prior art search etc. is thought to be a solution in another way around.

(5) Merits for Acceleration for Examination
As described above, from the viewpoint of acceleration for examination, there is very small

merit in demanding applicants the disclosure of prior art continuously even after the date of filing,
in a country such as Japan where only novelty is demanded with respect to non-published prior
applications, and which adopts a publication system.

6.2 Granting Reliable Patent Right
(I) Standpoint of Applicant

Disclosure of information on prior art by an applicant after the date of filing has, in addition
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to acceleration for examination, a meaning of providing auxiliary information in order to grant
more indisputable patent right. As mentioned in §5, a system that demands the disclosure of
information on prior art documents is an effective system for both applicants and ones who
examine, such as the patent offices. However, there is a problem that any prior art information
recognized after the date of filing is not necessarily be effectively utilized by applicants.

For example, when any prior art that might deny the patentability of an invention is found
before filing, the applicant has a chance to further review it to add further inventions and effects
to the application. ' This is because the applicant can make any changes to the specification as
he/she desires. However, where the applicant finds any prior art after filing of the application,
there exists the specification at the time of filing, limits are imposed on the applicant in terms of
time period and contents so that the applicant is not likely able to add any further inventions and
effects by utilizing the information found. There still is a chance where the specification is not
yet published at, however, things become more difficult after it is published.

However, the handling of the limits imposed on applicants after the time of filing largely
varies from a country to another, Between US and Japan, [or instance, there are following
differences. It is far more difficult in Japan for an applicant to add new discoveries and effects
after filing of application than in US.

(i):Limits in Terms of Time Period
As for a means to newly add inventions and effects while partially or entirely taking

advantage of the prior application, US has the continuation-in-part application system etc. and
Japan has the internal priority application system. What is common in these two systems is that
both allow to take over the benefit of the prior filing date. However, while the US
continuation-in-part application is possible over a' long period of time, the internal priority
application of Japan is limited to a short time period, that is, within 1 year after the date of filing.

(iijLimits in Terms of Contents
There is especially a large difference in asserting inventive step (nonobviousness) by

adding "an unexpected result that has not been disclosed" in a specification of an initially filed
application. Such an assertion for results is often effective against any new prior art relevant to
inventive step, and to an applicant, whether or not he/she can take the benefit of the filing date
has a significantmeaning.

In US, "the general rule is that an applicant or patentee may rely on such an advantage if
it occurs inherently when the invention is used as disclosed in the specification" ["Amerika
Tokkyoho To Sono Tetsuzuki (Elements of United States Patent Law)" authored by Donald S.
Chisum, paginal translation by Toshiko Takenaka, 2nd Rev. Yushodo Shuppan (2000)1442].
Even in a case where the result that has not been disclosed is added in a continuation-in-part
application, if the prior application fulfils the requirement of disclosure provided in 35 USC §112,
it may receive the benefit of the filing date of the prior application. The US law is permissive
for the use of facts found later on for the assertion of nonobviousness. For example, it may

""<lllowan 'assertionofauxiliary'coIisiderationmattersBuchasa'success'in'business;"
In Japan, on the other hand, results are strictly limited to the scope within the description of

the specification at the time of filing. Even those results are what the invention would naturally
possess, if they are not disclosed within the specification at the time of filing, they are deemed to
be new matters. Even with an internal priority application, there is only a benefit from the later
filing date.
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(2) Embodiment of Duty of Candor and Good Faith

There is an idea to demand disclosure of information on prior art after the date of filing as a
result of embodiment of a duty of candor and good faith. However, there is an aspect that the
disclosure of prior art document after filing would demand an applicant to disclose facts that
would be detrimental to the applicant himself (disadvantageous evidence), and there will occur
many problems in carrying out sanctions to realize equity. and effectivity, especially when the
sanctions are reinforced. It should also be noted that, it is highly possible that the reinforcement
of such sanctions results in increase in the number of disputes.

candor and good faith. However, as can be seen in the discussion of(1), under the system of US,
even where an applicant obtained information on prior art during the continuation of examination,
the applicant may receive the benefit from the date of filing. In US, such information on prior
art, even found after the date of filing, is useful information, although not retroactive to the time
before the date of filing, so that such information is not completely disadvantageous to the
applicant like in Japan. Even if Japan implements a system of "a duty of candor and good faith"
in US-like sense, it is desirable to limit the time period up to the date of filing or, at most, up to
the end of time period in which priority claim is possible.

Furthermore, as can be seen from the fact that there always is adifference between the
views of applicants and the patent office as to whether or notto deny the patentability over prior
art, the issues ultimately include many subjective factors. Where, like in Japan, there is no
discovery system such as that in US, there still is a question whether or not any adequate sanction
can be imposed on such the subjective judgments.

(3) Examination Reports from Other Countries
There is a system to den-land; not the information searched by an applicant etc., but the

information on prior art that had been referred during examination by a patent office of another
country in a case where an application is filed in multiple countries. Although such system is
not adopted in Japan, we believe such a system is effective. The examination report may easily
be searched by use of a patent. family etc., which is a benefit for both applicants. and:
non-applicants that it will result in granting indisputable patent rights. Furthermore, the facts
would be clear since no subjective factors by an applicant are included, sanctions may be easily
imposed.

However with the current telecommunication environment, a duty to report shall not be
imposed on applicants. It is more desirable to build a database among patent offices of
respective countries. In addition, there is a problem that a large obligation imposed on
applicants such as the provision of translation of search results into local or English .language.
There are many issues expected to be solved including the implementation of machine
translation.

6.3 System for Disclosure After Date of Filing
It is not effective, in terms of acceleration for examination, to continuously demand all

applicant the disclosure of prior art documents after the date of filing when the applicant has
already disclosed information on prior art at the time of filing. Furthermore, under the system,
such as one in Japan, where novelty is only demanded with respect to any non-published prior
application, and where applications are published after a year and half, there is no much
significance for the applicant to continue to conduct prior art search after the date of filing.

Where a duty to report after the date of filing by an applicant is made into a system as a part
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of embodiment of a duty of candor and good faith, it is necessary to balance between the sanction
and benefit of the applicant.

§7. Summary
In this paper, the Japanese system for disclosure of prior art documents is discussed with

respect to the similar systems in various countries.
By reviewing the systems of the countries that we studied this time, we have found that

there are countries which once implemented strict provisions but later abandoned or alleviated the
provisions, such as China and Germany. Australia is also attempting the alleviation of such
provisions. On the other hand, US has strict provisions demanding the submission of all
information that is relevant to the patentability of an invention continuously until the decision to
grant a patent. On the contrary, it is also true that there are countries in which such a provision
itself does not exist at all such as Europe and current Germany.

However, in consideration of the problem of the increase in backlogs in the US, Europe and
Japan trilateral patent offices due to the recent leaps in the number of applications, acceleration
for examination is a big responsibility of the countries, and the introduction of the system for
disclosure of information on prior art documents in Japan is inevitable.

Based on the above presupposition, we discussed the current Japanese system for disclosure
of information on prior art in terms of, especially, the timing of disclosure.

First of all, we believe that the current system that demands the disclosure of information
on prior art documents at the time of filing will contribute to the realization of accelerated
examination and grant of strong patent right. That is because inventions that are not worth
examining are screened out through comparison with prior art, and only those inventions that are
left as a result of the screening are filed, so that the number of valueless inventions will be
reduced, and at the same time, the disclosed information on documents will help examiners
understand the inventions. Even prior to the implementation of the current system, most
applicants performed prior art search before filing applications, so that the inclusion of the results
of search within the specifications will not impose much obligation on those applicants.
Therefore, the system may be said to be extremely superior system even in respective of the
balance between the acceleration of examination and the obligations on applicants.

On the other hand, by assuming a case where the disclosure of information on prior art
documents is demanded even after the date of filing, the significance of such case was discussed.
US which provides strict provisions, demands a duty of disclosure continuously from the date of
filing to the date of grant of patent. It is true that we cannot compare simply by using a same
scale, the present Japanese system provided for the purpose to accelerate examination etc. and the
US's provision fora duty of disclosure of information that is provided for the purpose of a duty
of candor and good faith, however, at least under the Japanese system in which only novelty is
demanded with respect to non-published prior applications, the disclosure of information after

"filing shall be deemed to
Office, where an applicant is a company, the applicant is deemed to have the knowledge of all the
information on applications that the company has filed. If the duty of disclosure is imposed, not
only at the time of filing, but also after the time of filing, the company must continuously monitor
all of its employees whether or not they actually have the knowledge of any prior art relevant to
all the applications the company filed. That is not realistic.

Accordingly, imposing the duty of disclosure of information even after the date of filing
will not get along with the Japanese law system, and the current system, which limits the
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disclosure timing only at the time of filing, is thought to be more adequate.

However, the demand for submission of examination information on corresponding foreign
applications after the start of examination may be operable as it only imposes a lightobligationto
applicants. It is more desirable, if the operation of a global examination-information sharing
system is realized by the patent offices of respective countries as it may lightenthe burden on
applicants.

Under the current Japanese system, the penalty upon violation of the duty ofdisclosure may
be a reason for rejection, and it will not stand for a reason for opposition nor invalidation. Ifa
§~Y~r~!'..penalty•.provisionistobe..pmyj!lt;g,th.ll,t J:J:lll,Y!;ll,!!§'Yll,!l'YIll,yjn.'Y"mmull,tiQllh'Y!;ll,!!sepftht;
introduction of the examination on the violation of the disclosure duty within examination
proceedings. Further, there is a possibility that the number of arguments on the violation of the
duty of disclosure during litigations will increase. Based on the above considerations, under the
system whose purport is the acceleration for examination and grant of stable patent right, it is
more adequate to limit the penalty to only reason of rejection.

§8. Conclusion
The present system has been operated for a year from the date it was enacted, and there yet

are almost no samples that may be used for analysis. However, there is a possibility of the
decisions to be varied depending on the examiners or the subject technical fields since many of
examination criteria are determined at examiners' own discretion. We would like to keep a
close eye on the future examination results.
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This paper introduces the system. and operation for expediting patent
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proposes the method for utilizing those systems.'In respect of thosesystems in
Japan, we analyze prosecutions of the patents registered in 2001 for which the
accelerated examination or preferential examination was requested, and study
the method for utilizing these systems. In respect of the "Make Special"
provisions of US and "PACE" adopted in Europe, we propose the method for
utilizing both systems on account of the past data and other factors. In
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consideration, we make a proposal for expediting patent prosecution from
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1. Introduction

Recently, dueto the rapid growth of technological innovations, corporations are required to
promote creative technology development, promptly use the fruit of research and development and
engage themselves in global economic activities. In order to maintain unchallenged industrial
competitiveness in the market of Japan, US, Europe and Asian countries, obtaining of global
intellectual properties is essential.

what-type "of systems" shouldbetaken-and-howshould
during the prosecution after the filing of patent applications in order to approach the issue of global
expedition of patent prosecution. The systems for expediting the patent prosecution in Japan, US,
Europe and Asian countries are introduced, and then the preferred method to utilize those systems in
consideration of the past data is proposed. In respect of the system in Japan, the patents for which
the accelerated examination or preferential examination was requested are extracted and then the
prosecutions are analyzed to study the matters to be noted in utilizing both examination systems,and
the effective use.of such systems. In respect of US, Europe and Asian countries, the systems for
expediting patent prosecution adopted in those countries, are introduced by presenting varions data
in relation to the expedition of patent prosecution. Taking tile above analyses and studies intu
consideration, a proposal for promoting the method for expediting patent prosecution most suitable
to the intellectual property strategy of private corporations is made. '

2. Outline of System for Expediting Patent Prosecution in Each Country

1) Japan
In Japan, we have accelerated exan1ination system and preferential examination system for

the purpose of expediting patent prosecution. The followings are the outline ofthese systems:

(1) Accelerated examination system:
The JPO introduced an accelerated examination system and accelerated appeal system

against final rejection in January 1986 to speed up the examination and appeal process of patent
and utility model applications. After several. revisions .of operations, the operation of the
accelerated examination and appeal systems under the "New Guideline, for Accelerated
Examination and Appeal" became effective as of January 1, 1996 allowing the foreign-related
patent applications, which have been filed in more than one other country besides Japan, to
become the object of accelerated examination. This operation based on the agreement made
during the US-Japan Economic Framework Talks. In July 2000, the object of applicants who may
use the accelerated examination system was expanded so as to the applications. filed by a
small-or-medium-sized enterprise, venture business, university, public research institute, etc. On
top of that, the detailed description about the working situation in the "Explanation of
circumstances concemingaccelerated examination" has become simplified, whereby making the
accelerated examination system easy to use. As a result, the use of the system has become
increased year by year, and the cases where the accelerated examination system were requested
was 4,097 cases in FY2002 (approximately 2% of the whole cases for which the request for
examination was filed).

(A) Substantive requirements for accelerated examination:
Patent applications that are the object of accelerated examination are required to meet the
conditions of the following(i) and (ii):

3
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(i) Application for which the request for examination has been filed.
(ii) Application that meets anyone of the following conditions:

<1> An application in which an applicant or a person who has been granted a working license
has exploited the invention (working-related application) (including the cases where the
working of the invention commences within two years from the submission of
"Explanation of circumstances concerning accelerated examination").

<2>An application for an invention that has been filed not only to the Japan Patent Office but
also to otheroffices (overseas-related application).

<3> An application for an invention all or part of which an applicant is a university, a junior
college, a public research institute or an approved TLO or an authorized TLO.

<4> An application for an invention all or part of which an applicant is a SME (small or
medium sized enterprise), or an individual.

(B) Submission of the request for accelerated examination:
When a request for an accelerated examination is made, a copy of "Explanation of
circumstances concerning accelerated examination" must be submitted on 'an
application-to-application basis. In this "Explanation of Circumstances", an applicant must
select anyone of the Items<l> through <4> in Section (ii) above that is applicable to the
subject application, and then describe the comparison of the subject application and prior
art. Only the applicant of the application may submit the request for accelerated
examination, and no extra fee is required.

(2) Preferential examination system:
The preferential examination system is similar to the above-mentioned accelerated

examination system. The substantial difference is in that the object of the preferential
examination must be laid open and that the invention claimed in the patent application is
commercially worked by a third party (Article 48.6). The purpose of this system is to protect the
applicant's right where the invention claimed in the application is commercially worked by a third
party with the applicant's right not yet finalized. The second purpose of this system is to protect a
third party's right by finalizing the decision of rejection earlier where such third party working
the invention receives a cease-and-desist letter from the applicant but believes that the invention
claimed in the application is lacking patentability requirements.

Due to the unique requirement of "the working of the invention by a third party", the
preferential examination system has been rarely used. There were 23 cases in FY2002, not so
different from around 30 cases in these years.

(A) Substantive requirements for preferential examination:
Patent applications that are the object of preferential examination are required to meet the
conditions of the following (i) to (iii):
(i) Application for which the for examination has been filed.

(iii) The invention claimed in the patent application has been commercially worked by a
third party.

(B) Submission of the request for preferential examination:
Either the applicant of the patent application or any third party who is working the applied
patent may submit the request for preferential examination. When a request for preferential
examination is made, a copy of "Explanation of circumstances concerning preferential
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examination" must be submitted. In this "Explanation of Circumstances", an applicant
must describe the circumstances concerning the working of the invention, effect of the
working by a third party or other detailed. situations, and attach a copy of the
cease-and-desist letter, if any, or any document that might support and prove the fact of
working of the invention. No extra fee is required.

2) US
common to use the procedure of the Petition To"MakeSpeciaF that is almostthe

same as to the accelerated examination system of Japan when an applicant desire to expedite the
patent prosecution. The followings arc the outline of "Make Special" provisions:

(1) Outline of procedures for making use ofthe Petition to "Make Special":
Each patent application is usually examined in tum by each examination section (37 CPR

1.102(a», provided, however, that applications wherein the inventions are deemed of peculiar
importance to some aspects of public interest may be subject to the "Make Special" provisions
and advanced for examination (37CFR 1.102(b», and a petition to make an application special
may be filed (37 CFR 1.l02(c) and (d».

(2) Substantive requirements for filing a petition to "Make Special":
(A) Applications that will be made special without the need for filing a petition:

All applications relating.to superconductivity are currently "make special" due to a
presidential decree. Those applications are "make special" at request of the applicant
who shall identify his application as a superconductivity-related application (37 CFR
1.102(b), MPEP § 708.02).

(B) .Applications that will be made special upon the filing of a petition without fee:
Applications applicable to any of the following conditions shall be "make special" upon
filing of a petition without any fee (37 CFR 1.102(c), MPEP § 708.02):
i) The applicant is 65 years of age, or more;
ii) The state of health of the applicant requires advanced examination (any evidence

showing the state. of health, such as a doctor's certificate or other medical certificate
will be required);

iii) The patent application is for an invention which materially enhances the quality of the
environment (such invention must be the one to enhance the quality of the
environment of mankind by contributing to the restoration or maintenance of the basic
life-sustaining natural elements, i.e., air, water, and soil). .

iv) The patent application is for an invention which materially contributes to the
development or conservation of energy resources (such invention lIlust be the one to
contribute to the development of energy resources or to the more efficient utilization
and conservation of energy resources).

(C) Applications that will be made special upon the filing of a petition accompanied by the fee:
A petition to make an application special on the following grounds must be accompanied
by the petition fee ($130) set forth in Section 1.17(h) (37 CFR 1.102(d), MPEP § 708.02).
i) Invention relating to recombinant DNA;
ii) . Invention relating to AIDS and cancer;
iii) Invention relating to counter-terrorism measures;
iv) Applications relating to biotechnology filed by applicants who are small entities.

5
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(D) Applications that will be made special upon the filing of a petition accompanied by the fee
and upon conducting the prior art search:
A petitiou to make an application special on the following grouuds must be accompanied
by the petitiou fee ($130) set forth in Section 1.17(h) as well as the search of prior arts (37
CFR 1.l02(d), MPEP § 708.02).
i) The applicant is a prospective manufacturer of the iuveutiou (the applicant is required

to have made a careful and thorough search of the prior art or has a good knowledge of
the pertinent prior art).;

ii) Actual infringement (but not for prospective infriugemeut) of the invention is being
made (the applicaut is required to have made a careful and thorough search of the prior
art or has a good knowledge of the pertineut prior art);

iii) The applicant submits a statemeut that a pre-examiuatiou search was made in respect
of a new application (one which has not received any examination by the examiner)
and a detailed discussion of the references, which discussion points out how the
claimed subject matter is patentable over the references.

3) Europe
Under the European patent application system, there is a program almost the same as to the

accelerated examination system ofJapan. The Progranune for Accelerated Prosecutionfor European
patent applications is now called "PACE", and published on EPO Journal as the Notice from the
President of the European Patent Office. PACE targets not only the expedition of examination
procedure but also of the issuance of search reports.

(1) Outlineof procedures to w..ake use of PACE:
PACE does not require the conditions that the application must be a working-related

application or a foreign related application as is required under the accelerated examination
system of Japan. Any application shall be the object of accelerated prosecution as long as the
request is made using a designated format and identifying for which application the accelerated
prosecution is requested. No fee is required for such a request.

When a request for accelerated examination has been filed, the examining division of the
Office will make every effort to issue the first examination report within three months of receipt
of the request for accelerated examination (namely, PACE). The three-month term is not a
statutory obligation.

Due to the nature of the program (PACE), in which the EPO assists the applicants requiring
rapid search or examination, any application shall be excluded from the object of PACE if the
applicant fails to comply with the scheduled due date for filing a reply and further fails to comply
with any rIlatter designated by the examining division of the Office.

(2) Substantive Requirements for PACE:
PACE is applicable to any and all European patent applications (including Euro-PCT

··..-upplications).

4) Asian Countries
(1) Outline

There is no other Asian country that adopts the accelerated examination system similar to
that of Japan. However, Korea and Taiwan have the preferential examination system as a method
to expediting the patent prosecution.

The preferential examination system of Taiwan is almost equivalent to the preferential
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examination system of Japan, considering that it requires the invention claimed in the patent
application has been commercially worked by a third party. On the other hand, the preferential
examination system of Korea is rather similar to the accelerated examination system of Japan,
considering that it dose not require the invention claimed in the patent application has been
commercially worked by a third party.

III China, an applicant may file a request of an expedited examination to the Chinese Patent
Office accompanied by a document certifying the necessity of expedited patent prosecution (such

construct-a.plant.in.thelooal site by-theapplicantj-which
you have requested the provincial government to issue. However, this procedure is not an official
process in China, and in fact, there has not been many eases where they granted the expedited
examination.

(2) Expedition of Patent Prosecution in Korea
(A) System for Expediting Patent Prosecution:

Korea Patent Office does not adopt the accelerated examination system, but an applicant
may make use of the preferential examination system(Articie 61, Patent Law).

(B) Object of the preferential examination:
The preferential examination system requires the conditions that a person other than the
applicant is commercially and industrially working the invention claimed. in a patent
application after the laying-open of the application or otherwise the Commissionerof the
Korean IIldustrial Property Office deems it necessary to settle urgently. The scope of
applications that are allowed to become the object of preferential examination has been
enlarged step by step, from the perspective of industrial policy and protection of individual
interests. The followings are currently the object of preferential examination (Article 9,
Patent Law Enforcement Order):

Patent application in the fieldof defense industry
Patent application useful for pollution control
Patent application directly relating to export promotion
Patent application relating to duties of the central government, localauthorities
Patent application filed by an enterprise confirmed as a venture business
Patent application relating to a resultant product of nation-assisted new technology
development or quality certification business
Patent application which is the basis of claiming priority under the Paris Convention
(it is restricted to the cases where the corresponding application based on this priority
application is being prosecuted by any overseas patent examining authority)
Patent application for which a patent applicant is working or is preparing to work the
invention
Patent application directly relating to e-commerce

As. long as the application belongs to anyone of the above, the invention for which the
.application is filed is not required to be commercially worked by a third party.
The preferential examination in Korea has some aspects similar to the accelerated
examination of Japan, in thatthe system is applicable to the working-related applications
(worked or prepared to be worked by an applicant) as well as to the applications which are
the basis of claiming priority under the Paris Convention.
However, it should be noted that you would be required to make use of the earlier
publication system when you desire to expedite the prosecution of a patent application
which has not been laid open, because unlike the accelerated examination system in Japan,
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the preferential examination system of Korea requires that the application has been laid
open. It should be also noted that the accelerated examination of Japan covers the
applications filed with the JPO based on an application that had been filed in any patent
office other than the JPO, but the preferential examination system of Korea requires a
condition that the application which is the basis of claiming priority has been filed in the
Korea Patent Office.

(C)Procedures for requesting preferential examination:
An applicant is required to submit a request for preferential examination and an
explanation of circumstances conceming preferential examination that supports the
necessity of such measure. The description of the explanation of circumstances may vary
depending on the application for which the request is to be filed.
An applicant is also required to pay the fee for requesting preferential examination, and
additional fee shall be required depending on the number of claims.

(3) Expedition of Patent Prosecution in Taiwan
(A) System for Expediting Patent Prosecution:

The Taiwanese Patent Office does not adopt, like the Korea Patent Office mentioned above,
the accelerated examination system equivalent to such system of Japan, but an applicant
may expedite by requesting a preferential examination in respect of the applications filed
on and after October 26, 2002 (Article 36.4, Patent Law).

(B) Object ofpreferential examination:
The preferential examination system requires the object patent application to be laid open,
and further require that the invention for which the application· has been filed is
commercially worked by a person other than the applicant, which conditions are just the
same as those of preferential examination system of Japan.

(C) Procedures for requesting preferential examination:
An applicant is required to submit a request for preferential examination and other relevant
documents. The applicant may file a request for preferential examination without fee.
It should be noted that an applicant would be required to make use of the earlier
publication system when he desires to expedite the prosecution of a patent application
which has not been laid open, because the preferential examination system of Taiwan
makes it an essential requirement that the application has been laid open.

(4) Other Asian Countries
(A) Malaysia

There are two types of examinations in Malaysia, which are the "Substantive Examination"
and "Modified Substantive Examination". If the corresponding application (in AU, GB, US,

easier by modifying the specification filed in the Malaysian Patent . according to the
specification of such granted foreigu application and filing a request for "Modified
Substantive Examination".

(BjSingapore
If the corresponding application (in AU, CA; NZ, GB, US, JP or EP (desiguating GB)) has
been granted for patent, the application filed in the Singaporean Patent Office shall also be
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granted for patent upon submission of the certificate of patent issued in the country where
the corresponding application has been granted.

5) Summary
The systems for expediting patent prosecution are summarized in the Table 1 below.

9
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Table I ..

~try Japan us EP Korea • TaiwanItem
-. . ,

>I< Accelerated Examination " The inventor is 65 years of ageor No.reasonrequired ~ Application which is commercially Application which is
- Working-relatedapplication more worked by a third party commercially worked by a

- Foreign-related application ~ The inventor hasa certain health - Application in thefieldof defense third party

- Applicationinwhich an applicant
problem industry

. Application relatingto energy, • Application useful forpollution
is a university, a junior college, a environment or superconductivity control ..... '.
public research institute or an - Inventionrelating to HIV/AIDS and · Applicationrelating to export :)
approved TLOor an authorized cancer promotion . ..:
TLO - Invention relating to recombinant • Applicationrelating to duties of the

• Application in which an applicant DNA central government, local authorities

is a 8MB or an individual - Invention relatingto - Applicationfiledby an enterprise
counter-terrorismmeasures confirmedasa venturebusinesS

TargetApplications * PreferentialExamination
- The applicant-isa prospective · Applicationrelating toa resultant

manufacturerof the invention or the product of nation-assistednew]
• Application under which the application is actually being technologydevelopmentor quality

claimed invention is commercially infringed. certification business" "::'
worked.by.a third party - The applicant has conducteda search • Application which isthe basis.of

for prior art and examined the claiming priority under the Paris
patentability in'detail: Convention. • Applicationfor which-apaten~'i

applicantis working or is preparing
to work the invention

• Application directly relating to
0e-commerce

. . , I-"
>I< Accelerated Examination

~- Bxplauationof.circumstances
concerning accelerated q
examination>I< Preferential

Designated format - PetitionRequired Examination Petition (Specified in EPO Home - Explanationof circumstances Petition
Documents • Explanation of circumstances page) concerningpreferential examination

concerning preferential examination
. • Attachments for proving that the

working of the invention is actually
made

-: >I< Accelerated Examination No restriction
- Applicant (Central governmentor relevant.local

Who should file
>I< Preferential Examination Inventor (Applicant) Applicant government in case of an application No restriction

the request? concerning the duties of the central· Applicant or allY person who works government or relevant.local
the invention .zovemment)

Fee No fee required Fee may be required or not required No fee required Fee required i No fee requireddenendina on recuired conditions.. .

i
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3. Use of Systems for Expediting Patent Prosecution in Each Country and Matters to be Noted
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*1: Number of cases where 'Explanation of circumstances concernmg accelerated
examination" was filed.

*2: Average period of the cases to which the accelerated examination was applied. The period
commencing on the filing of the request and ending upon the issuance of the 1st action by the
examiner.

According to the data shown above, the number of cases where the accelerated examination
is requested is increasing year by year, and the number of such cases in 2002 was approximately
4,100. The average period from the filing of the request to the issuance of the lst action by the
examiner is roughly 3 months.

Under the normal examination system, it takes 22 months on average (from the 2001
statistics presented by JPO) from the filing of the request for examination to. the issuance of the 1st
Action, ··Itis obvious .that theperiod-is-much-shortened-by using the'accelerated examination-system.

As the circumstance for requesting the accelerated examination, there are the published data
concerning the result during the January to July 2002, showing: "Working-related application"
45.0%, "Foreign-related application" 29.9%, "Application filed by SME" 17.8%, "Application filed
by an individual" 6.4% and "Application filed by a university or TLO" 0.9%.

Using the above extracted data, the use of the accelerated examination system is analyzed as
shown in the below.

(2) Accelerated Examination System:
In the JPO's website on the Internet, the data concerning the number of the request for

accelerated examination filed and the term from such request to the issuance of 1st Action can be
found as shown in Table 2 below.

1) Japan
(1) Research method for checking out the use of accelerated examination and preferential

examination:
The following conditions were provided for extracting the target patents.

- Patents registered in 200 1;
- Patents registered within two years from the filing of the request for examination; and
- Patents for which the request for accelerated or preferential examination was filed.

As a result of extracting the patents that comply with all the above three conditions, there
were 1261 cases for which the request for accelerated examination was filed, and 9 cases for
which the request for preferential examination was filed. PATOLIS was used as a database for
extracting data, and made study and analysis in respect of those extracted data.

Approximately 100 cases were arbitrarily selected out ofthe 1261 patents for which the
accelerated examination was requested, and the prosecution history of each case was checked out
by inspecting the file wrapper. The prosecution histories of all cases with respect to the patents
for which the preferential examination was requested were checked out.

Number of Request forAccelerated Examination Period'2
.

.
Examination Filed"

1999 I 2000 I 2001 I 2002 1999 I 2000 I 2001 I 2002
1,296 I 2,152 I 2,895 I 4,097 3.6 months I3.1 monthsl3.3 monthsjz.? months
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(A) Examination period where accelerated examination system is used:
i) Period from the filing of a request for accelerated examination to the issuance of 1st

Action:
In respect of the 1,261 cases extracted as mentioned above, the distribution of the
periods from the filing of a request for accelerated examination to the issuance of 1st
Action is shown in Fig. 1 below. The average period is approximately 93 days,
showing that the result corresponds to the data reported by the JPO in most part. It
demonstrates-that-the-extraetedresult has no bias: .
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(B) Period from the filing of a request for accelerated examination to the decision of a patent
grant:
The distribution of the periods from the filing of a request for accelerated examination to
the decision of the patent grant is shown in Fig. 2 below.The inforniation from Fig. 2 is
only for referential purpose, since the patentability of each application and the responses
taken by each applicant significantly affect the prosecution. The average period was
approximately 8 months. According to the JPO's information, it takes approximately 29
months from the filing of the request for examination to the decision of a patent grant
under the normal examination procedure, and therefore, the applicants may shorten the
prosecution period.to the decision of a patent grant by approximately two years by way of
using the accelerated examination system. .
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(C) Use of accelerated examination system according to each tedmicalfielq:
Taking a look at the major IPC codes allocated to the extracted Piltenldata, the proportion
ofpatent in each Section is shown in Fig. 3 below.' The:vertical axis shows the proportion
of patent in each class to the total classes. Thense ofaccelerated examination is mainly
fonnd in Section-G (Physics) and in Section-H (Electricity), and it is observed that the use
of the system concerning these Sections accounts for the half of the total classes.
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Table 3 shows the IrC codes of applications [or which the accelerated examination was
often requested and the number of cases extracted according to each IrC codes. The fact
that the request for accelerated examination is filed in many cases that are classified into
H04 and GIl may reflect the rapid development of Information Technology these days.
Particularly, the filing of request for accelerated examination was remarkable under the
classification of H04N (PICTORIAL COMMUNICATION, e.g. TELEVISION; 67 cases)
and GlIB (INFORMATION STORAGE BASED ON RELATIVE MOVEMENT
BETWEEN RECORD· CARRIER AND· TRANSDUCER:
trend of expediting patent prosecution in these technical fields due to the active movement
for the formulation of industrial standards regarding the communication system, graphical
data compression technology, or the recording system using recording media such as an
optical disc or DVD. The data also shows the trend that particular manufacturers file a lot
of requests for accelerated examination at a time. There were46 cases for which the
accelerated examination was filed in the field of HOIL (SEMICONDUCTOR DEVICES;
ELECTRIC SOLID STATE DEVICES NOT OTHERWISE PROVIDED FOR),
representing cutting-edge technologies like semiconductor technology.
Also, the filing of a request for accelerated examination is increasing under the
classification of G06F (43 cases) in connection with increase in the filing of patent
applications of software-related inventions.
In the medical field, there were approximately 30. cases for :which the accelerated
examination was requested under the classification of A61K' (PREPARATIONS FOR
MEDICAL, DENTAL, OR COSMETIC PURPOSES). Although a product in this field
may take time to develop because of the necessity of clinical test, it is observed that the
accelerated examination system is frequently used in this field compared with other
classifications.

Table 3
IrC Codes Description Number

H04 ELECTRIC COMMUNICATIONTECHNIQUE 113
GIl INFORMATIONSTORAGE 112
HOI BASIC ELECTRIC ELEMENTS 102
A6I MEDICAL OR VETERINARYSCIENCE; HYGIENE 69
G06 COMPUTING; CALCULATING; COUNTING 50
GO! MEASURING; TESTING 46
B65 CONVEYING; PACKING; STORING; HANDLING THIN OR 37

FILAMENTARYMATERIAL

(D) Use of interview with examiner:
Traditionally, it is said that the use of the interview with examiner as well as the
accelerated examination i~ effective when an applicant desires to expedite the patent
prosecution. In order to prove the effect of the interview with examiner, The extracted data
in respect of the periodfrom filing of a request for acceleratedexaminationto the decision
of a patent grant is studied from the view point whether the interview was condncted or
not.
The result of the study is shown in Fig. 4 and Fig. 5. Fig. 4 shows the cases under which
the Ist Action was the notice of decision of a patent grant. Fig. 5 shows the cases under
which the notice of reasons for rejection is issued as the 1st Action and subsequently the
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decision of a patent grant is issued without receiving another notice of reasons for rejection.
In Fig. 5, the term "Without interview" indicates the cases for which no interview was
conducted during the prosecution, and the term "With interview" indicates the cases for
which a notice of reasons for rejection was issued within 40 days from the date of
interview.
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As shown in Fig. 4, in respect of the cases under which the 1st Action was the decision of a
patent grant, it makes almost no difference in the period from the filing of a request for
accelerated examination to the decision of a patent grant whether the interview had been
conducted or not. However, there is no case that took extremely much time where the
interview was conducted. From Fig, 5, it can be found that the period of prosecution
becomes shorter by approximately 1.5 months by conducting an interview.

the filing.ofa request for.accelerated.examination to
grant of. A research was made to find out the cause of such prolonged prosecution as
shown in Fig. 6. In the cases taking long time from the filing of a request for accelerated
examination to the decision of a patent.grant, most of the period is occupied by the period
from the filing of a request for accelerated examination to the date of.interview, On the
other hand, the period from the date of interview to the decision of a patent grant is mostly
within the scope of 2 to 3 months after the interview, This indicates that the main cause of
prolonging the period from the filing of a request for accelerated. examination to the
decision of a patent grant is the late timing Of the interview. Therefore, if the applicant
desires to expedite the patent prosecution, it would be effective to conduct an interview .
with the examiner as soon as possible after a request for accelerated examination is filed.

FIG 6
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(E) Matters.to be noted for using the system for accelerated examination:
As shown in the above, it is effective to make use of the accelerated examination system to
expedite a patent prosecution. This section summarizes the matters to be noted for using
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the accelerated examination system.
About 100 cases of the registered patents for which the accelerated examination was
requested were selected. Then, the description of the explanation of circumstances for
accelerated examination were examined. Further, a judicial precedent by the Supreme
Court under which the description of said explanation of circumstances for accelerated
examination actually became. the issue was found. Taking account of the results of the
above investigations, the matters to be noted in preparing the description of "Explanation
of circumstances concerning accelerated examination" (hereinafter "Explanation of
Circumstances") is discussed below.

i) Description in "Explanation of circumstances concerning accelerated examination"
The major description requirements are (i) the circumstances and (ii) the comparison
with prior art.
ill respect of the "Circumstances", the application must satisfy anyone of the
"working-related application", "foreign-related appiication"or "application flied by a
university, TLO, 5MB or an individual". ill this section, it is assumed thatthe subject
application is either "working-related application" or "foreign-related application" as
the "circumstances".
Firstly, in case of the "working-related application", the applicant may omit the
additional search and the explanation of comparison required in the "Explanation of
comparison with prior art" on the ground that the comparison with the prior art has
been properly made in the specification as of the filing of the application, and in many
cases the request for accelerated examination is often received and processed through
a very simple procedure.
However, the applicant must be very careful when he makes a description that "the
invention is worked" in the Explanation of Circumstances. More specifically, if there
is a patent that is used by the invention for which the subject application is filed, in
other words, if such invention utilizes said patent, the applicant might be deemed to
have acknowledged that he had been working the technology covered by said patent.
Therefore, when the applicant files a request for accelerated examination on the
ground that the subject application is a "working-related application", he must
research the technical information and prepare a patent map concerning the peripheral
technologies of the subject invention to check out the patents owned by other parties
and reduce the risk that such other parties may enforce their patent right.
When the applicant files a request for accelerated examination on the ground that the
subject application is a "foreign-related application", he would have not so many
problems as mentioned above as in the case of "working-related application".
However, if the patent office of the relevant country has issued a search report, then
the applicant will be required to submit all documents cited in the search report and to
make comparison in respect of all cited references. Therefore, it would cost much

ii) Judicial precedent where the description in the search report and the explanation of
comparison became the issue:
The phrase "accelerated examination" was searched in the website of the Supreme
Court. As a result, a remarkable case holding a decision that the description in the
Explanation of Circumstances may affect the decision under the doctrine of
equivalents was found.
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The decision made in the Case Number 268 (ne) of 2001; a lawsuit demanding the
confmnation of no right to demand injunction for a patent right, and ..an appeal
demanding an injunction of patent infringement, that the. amendment made in the
Explanation of Circumstances is an essential featnre of the subject invention. The
applicant amended the claim with adding a description for clarifying the feature of the
invention. As a result, the infringement under the doctrine of equivalents was not

Thatis, theapplicantmust confirm that.thedescription made.(or the comparison with
a prior art should not carelessly limit the scope of right of the subject invention (by
emphasizing, for instance, the effect or operation of the invention in.the comparison
with the prior art).

(3)Preferential Examination System
TheJPO has reported the data shown in Table 4 below with respect to the number of cases

for which the preferential examination was requested and to the period from the filing of a request
to the issuance of 1st Action by the examiner. The data conceming the examination period is just
the same as the data shown in Table 2 above, and the JPO has reported the average value mixing
the cases of the accelerated examination and the cases of the preferential examination.

- ~-- .
Number of Request for Preferential

Examination PeriodExamination Filed .

1999 1 2000 T 2001 T 2002 .: 1999 2000 I 2001 I 2002
25 I 34 I 30 I 23 3.6 months 3.1 monthsl3.3 monthsl2.7 months

As shown in Table 4 above, around 30 requests for preferential examination have been
filed each year duting the term 1999 to 2002. The number of requests filed is much lower than
that of the request for accelerated examination, and it is observed no tendency of increase that can
be observed in the accelerated examination.

The data of preferential examination out of the above application data for which the
preferential examination was filed in the same manner as used in the study of the accelerated
examination was extracted, and 9 cases were found in 2001. As a result of further investigationin
detail, it is found that 3 cases out of 9 were not accepted as the object of the preferential
examination, and that the preferential examination system effectively served for the benefit of the
applicants only in 6 cases. The reason for not accepting the above cases as the object of
preferential examination was as follows: in two cases on the ground that the working by a third.
party or its effect is. unidentified, and in one case on the ground that the subject application is
about to be examined by the Office under the normal examination procedure.

The Explanation of Circumstances to be submitted upon filing of the request is required to
describe the evidence supportingthe fact of working of the subject invention by a third party and
to identify the effeet .of such working. It seems that this descriptive requirement is strictly
examined by the selection committee oftheJPO.

The followingcomparison was made using the above extracted data in order to further
examine the use of the preferential examination system.

(A) Period from the filing of a request for preferential examination to the issuance of Ist
Action:
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(C) Matters to be noted for making use of the system for the preferential examination:
The description of the Explanation of Circumstances for the preferential examination is

The data of extracted 6 cases are shown in Table 5 below. The average period of 6 cases is
approximately 77 days, meaning that the period is still shorter than that of the accelerated
examination. Moreover, in respect of the 5 cases excluding the case for which the request
was filed by a third party who worked the invention, the average period is approximately
56 days, indicating that the period is shorter than that of the accelerated examination by
approx. one month.

(B) Period from the filing of a request for preferential examination to the decision of a patent
grant:
In respect of the 6 cases, the period from the filing of a request for preferential examination
to the decision of a patent grant is approximately 253 days (appx. 8 months) on average. In
respect of 5 cases for which the request was filed by the applicant, the average period is
approximately 178 days (appx. 6 months). The examination period under the preferential
examination system is almost equivalent to the period under the accelerated examination,
aithough we have only a limited number of samples for the preferential examination and it
is difficultto compare with the investigation result of the accelerated examination.

Filingof a request for Filingof a requestfor

Case No.
preferential exam to , preferential exam to

Note ,

the issuance of 1st the issuance of the
Action grantof patent ,

1 39 158

2 46
.

200

3 46
" ,

200 '

4 54 166

5 97 167

"

, Request filed by the person
6 181 629

, ," _.., , , who worked the invention

Average of cases 1-6 77 253
,

Average ofcases 1-5 56 178 (Unit Day)
"

~."r
i'
~~
~nr:

j~
~{',(,
I'

Upon examining the data in Table 5, the cases are identified either as filed by the applicant :!j
or by a person who worked the invention. When the request for preferential examination is r
filed by a. person who worked the relevant invention, such request is mostly accompanied ~."
byadditional materials that may affect the patentability of the invention, since this person &t

"'"'~"""_"_"""_''' .••,intends.to.hamper.,the.establishntenLof.the.•patenLIhat:Lwlly.jLtake.s.tilIlec.untiUhe.•lsL._..•.•_~.. ~L
Action is issued for processing clerical works relating, to submitted materials. Further, in ~?

case of Case No.6 in Table 5, it took time until the issuance of the grant of a patent because t
the prosecution extended to the appeal trial against a decision of final rejection. ~.

r
'0
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required to set forth the circumstances of the working of the invention, effect of the
a third party or other necessary matters, andit must be accompanied by a copy

of the cease-and-desist letter or any other document evidencing the fact of the working of
the invention. According to the Guideline issued by the JPO, the JPO will not require
additional explanation by the person who submitted the Explanation of Circumstances, and
.snch person will not be awarded an opportunity submit additional materials. It should be

the. Commissioner oftheJl'Ojtheperson.who fileda request for preferential examination
may not present any objection even if the request is not accepted. Therefore, an applicant
must be very careful in complying with the description requirements of the Explanation of
Circumstances.
The followings are the matters to be noted either by the applicant or by the person who
worked the invention, respectively.

i) Filing of a request for preferential examination by the applicant:
When an. applicant makes use of the preferential examination system, he shonld
submit the Explanation of Circumstances accompanied by any product, catalogue,
sample, photograph or other material sufficiently describing the fact that the invention
is being worked by a third party. Although the Guideline issued by the JPO provides
that a copy of the cease-and-desist letter should be attached, but some cases are
qualified as the object ofpreferential examination only by describing that the letter is
under preparation. It seems that a copy of the cease-and-desist letter is not necessarily
required.

ii) Filing of a request for preferential examination bya person who worked the invention:
A third party may make a request for examination to the Commissioner of the Patent
Office (Article 48.3, Patent Law) in order to prevent any damage caused by an
application for which the request for examination has not been filed ami the right
based on which has not been finalized. It. is desirable that such risk of damage is
solved as soon as practicable, but the accelerated examination may be filed only by the
applicant and no third party is allowed to make use of the system. The third party may,
however, expedite the prosecution to finalize the attribution of the right by way of
making a request for the preferential examination.
For the third party to make a request for preferential examination, it is necessary to
prove the fact that he actually works the invention in the description of the
Explanation of Circnmstances. Further, such third party must submit a written
document describing the ground for claiming that the invention covered by the subject
patent application lacks the patentability requirements, accompanied by any
publicationor other documents supporting the lack of patentability.
It should be noted that the subject application shall not be qualified as the object of
preferential examination ifthe person who worked the invention receives the grant of
license from the applicant.

2) Use of the system(s) in other countries

(I) Use.of the system in US
(A) Actions on "Make Special" petitions to the director of the USPTO:

Actions on "Make Special" petitions (FY1998-FY2002) are shown in Table 6 below.
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Table 6
Year Number of Cases filed
1998 1,332 (4)*
1999 1,502 (0)

.
2000 1,574 (0)
2001 1,498 (0)
2002 1,576 (3)

...

(B) Matters to be noted upon petition:
. The requirements for filing "Make Special" petitions are similar to those of the accelerated

examination of Japan. The difference is in that the applicant is not allowed to make a
request for the "Make Special" on the ground that the corresponding application has been
filed in any foreign patent office.
The most commonly stated grounds for making a request for filing a "Make Special"
petition would be that "The applicant has conducted a search for prior art and examined the
patentability of the snbject invention in detail". Therefore, the level of difficulty in making
a request for accelerated examination should depend on to what extent the applicant is
required to conduct a detailed examination of the patentability of the subject invention in
comparison with prior arts. The explanation on the comparison with prior arts may be
considered as equivalent to that of the accelerated examination system in Japan. However,
it should be noted that it is doubtful that an applicant may use the explanation on the
difference between the subject invention and prior art described in the patent specification,
if any,as he is allowed to do so in Japan.

As shown in Table 6, actions on "Make Special" petitions to the director of the USPTO
show the trend of slight increase, and almost no requestis being made in respect of the
applications in relation to infringement or manufacture.

* The numbers shown In the toenails indicate the examinations in relation to infringement or
manufacture (from "Performance & Accountability Report, Fiscal Year 2002")

(2) Use of the system in Europe
(A) Number of the request for accelerated examination filed:

i) Data in FY200l
Despite a noticeable increase in the number of requests for accelerated search and
substantive examination, the PACE programme, which enables more rapid completion
of the grant procedure without additional cost, was seldom used in the period under
review.
The Office was asked for accelerated procedure for 1,935 searches (+3.1%), and 4,287
examinations (+8.8%) under the PACE The accounted for
2.8% of the European searches and 5.4% whole examinations under

ii) Data in FY2002
In 2002, The Office was asked for accelerated procedure for 3,400 searches (+88%),
and 5,000 examinations (+24%) under the PACE programme which thus accounted for
4.9% of the European searches and 5.9% of the European examinations requested (by
2002 Annual Report: Business Report).
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(B) Transition of the use of the system
Asshown in the above, the use of PACE increased in FY2002 compared with the data of
FY2001. It seems that the EPO is actively appealing for the use of PACE. Considering the
fact that the use of PACE in the search procedure increased by 88% in FY2002 compared
with FY2001, the enterprises intending to decide whether to pursue the patent right
depending on the search result are strategically making use of PACE.

(C) Promotion of the use Of Search Report
For European patent applications claiming no priority (first filings), the EPO ensures that
asa rule applicants obtain their search reports within six months of the filing date. ill such
cases, accelerated search is automatically performed; no separate request for the
application of PACE is required.
For European patent applications claiming priority, accelerated search can be requested in
writiug when the application is filed. ill such cases, theEPO makes every effort to issue the
search report as soon as possible. An applicant cannot enjoy the benefit of the accelerated
search unless he files such European application in the early stage during the priority
period.

(D) Matters to be noted upon filing of a request:
An applicant can file a request for accelerated examination more easily compared with the
cases in Japan, because he may make such request without cause. An applicant should be
particularly aware that the accelerated examination should not apply to the application if
the applicant requests an extension of term for filing a response, since the applicant as well
as the EPO is required to cooperate in the accelerated examination.

(3) Use ofthe system in Asian Countries
ill Korea, it takes approximately 23 months from the filing of an application to the issuance

of the grant of a patent under the normal examination procedure, but an applicant may obtain a
patent right in about 5 months from the filing of an application if he make use of the preferential
examination system. ill 2001, the request for preferential examination was filed for 1,027 cases,
and 964 cases (approximately 94%) were examined under the preferential examination procedure.
Looking at the request for preferential examination filed in 2001 according to each ground for
such request, 464 cases were filed on the ground that the application is filed by a venture business,
which is the most frequently stated ground, and the secondly stated ground was that the
application is being worked (or prepared to be worked) by the applicant, and there were 247 cases
stating such ground.

ill Taiwan, the accelerated examination is applicable only to the applications filed on or
after October 26, 2002, and the present use is unknown.

3) Summary of Use in Each Country
The use of the accelerated or preferential examination system is summarized in Table 7

below.
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Table? ,
~untty Japan , US Europe

Koreahem l iUSPTO) . iEPO) .

I • AcceleratedExamination
.

Numberof casesfor which
I 4,097 cases (in 2002) 1,600cases

Search: 3,400. cases
1,027 casesan accelerated or preferentij.

~ PreferentialExamination (in 2002) Examination: tooo cases
(in 2001)examination was conducted 23 cases (in 2002) (in 2002)

! . .
! Approximately 23 months

Normal examination perij 29 months (in 2002) 24 months(in 2002) 46.1 mcnths (in 2001)

!
. (in 2001) (fromthe filing of an application to the

i
issuanceof the grant of a patent)

Period from the filing of~
application to the issuance9f 24 months(in 2002) 16.7 months 20.7mcnrhs

22.6 months (in 2002)
the 1stAction under normal (in 2002) (in 2001)

prosecution I
Period from the filing of~f . Accelerated Examination Approximately5 months

application to the issuance9
the 1st Action under ! 2.7 months Unknown Unknown (in 2001)

accelerated or preferential - Preferential Examination (fromthe filing of.an application to the

eXamination ! 2.7 months issuance of the grant of a patent)

'. 0
f-4
N
W

-
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4. Aiming at Expediting Patent Prosecution from Global Perspective

1) Expedition of Patent Prosecution in Japan

As a method to expedite a patent prosecution in Japan, an applicant may choose the

accelerated examination system or the preferential examination system. The applicant may make

the working of the subject invention by a third party after the laying-open of the.application, but

otherwise.only the accelerated examination system is available. The applicant may further expedite

the prosecution by way of having an interview with the examiner. Our recommendation is to make

use of the accelerated examination on the gronnd that the snbject application is an application

currently worked or to be worked by the applicant himself or ontheground that the application is a

foreign-related application, even if the applicant. may choose either the accelerated or the

preferential examination, because the procedure he has to take is much easier.

Upon making a request for an accelerated examination, what is most important to be noted by

the applicant is the description of "Search report and explanation ofcomparison" in the Explanation

of Circumstances.• The description. of this section not only burdens the applicant .but.also. has

possibility of causing the technical scope of the invention to be unreasonably construed in a limited

manner.

Under the 2002 revisions of the Patent Law, the operation of the disclosure system on prior

art document information was commenced. Article 36.4(ii) of the Patent Law stipulates that; upon

filing of a patent application, the applicant is required to describe, to the extent as the applicant is

aware, any information conceruing the known invention (as set forth in Article 29.1 (iii) of the

Patent Law) which is .relevant to the subject invention for which the application is filed, such

information may inclnde the title 01' the published document containing the relevant invention or the

whereabonts of any other information concerningsuch known invention (prior art information). The

requirements upon the disclosure of the prior art information is not as strictly stipulated as in the

provision concemingInformation Disclosnre Statement (IDS) in the US, but therevised provision

of the Japanese Patent Law requires that such prior art information shonld be described in the

detailed explanation of the invention. Therefore, an applicant may make use of the description made

in this section to the "search report and explanation on comparison" in the Explanation of

Circumstances.

2) Aiming at expediting patent prosecution from global perspective

As the method for expediting the patent prosecution for an invention created in Japan, the

cases by dividing into an invention before filing of an application and an invention after the filing of

an application are studied.
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(1) If the applicant desires prompt prosecution prior to the filing of an application:

If the applicant desires prompt prosecution prior to the filing of an application, the

applicant should promptly prepare the English version of the specification and file all

corresponding foreign applications on the same timing as the domestic application to the extent as

possible, and make nse of the system for accelerated or preferential examination in each conntry

in order to obtain patent rights within the shortest possible period. Now, the case where the

foreign applications claiming priority are to be filed one year after the filing of the basic

application is examined. Naturally, it goes without saying that the applicant may enhance the

probability that the 1st Action by the examiner is the decision of the a patent grant, by way of

preparing claims based on sufficient search of prior art before the filing of the application.

In Japan, an applicant should make a request for accelerated examination on the ground

that the application is a "foreign related application" promptly after the filing of the foreign

applications, and further conduct the interview with the examiner at an early stage. Since the

applicant is required to disclose the prior art document as fromFY2002, the applicant may make

use of the description of such disclose of prior art document for the description made ill the

explanation on comparison with prior art. In respect of the corresponding European application,

the applicant should make use of PACE, and also he should file a petition for "make special" in

respect of the corresponding US application promptly after the filing of the respective

applications. By using the patents granted in JP, EP or US, you may expedite the prosecution of

the corresponding patent applications in other Asian countries.

Ifthe applicant desires to expedite the prosecution of an invention for which the applicant

has not conducted sufficient prior art search, the applicant may choose to file a PCT application

for the first instance, and use the search report issued for the PCT application. A year later, the

applicant may file a convention application (Paris route) on an each-country-basis, after referring

to the search report issued for the PCT application, and take the same strategy as mentioned

above, thereby enabling prompt prosecution of the case.

An applicant may also choose to file the basic application with the EPa, because a basic

pateutapplication filed with the EPa without claiming priority will be automatically subject to

PACE, and the search report for such application is issued in an early stage. Ayear later, the

applicant may file a convention application (Paris route) on an each-country-basis, after referring

to the search report issued for the European application, and take the same strategy as mentioned

(2) If the applicant desires prompt prosecution after the application is transferred to the patent

office of each country:

In some cases, the applicant may be unable to make use of the accelerated examination

system, but basically it should be possible for the applicant to expedite the prosecution by using
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the accelerated examination system in each country. However, it should be considered that if the

search report is issued by any patenting authority the applicant might further expedite the

prosecution by taking appropriate steps in view of the search result.

5. Conclusion

The purpose of this paper was to study the metnoaolexpeoitepatent prosecution from the

global perspective and to introduce. the systemsfor accelerated or preferential exarninationin Japan,

US, Europe and other Asian countries. We also proposed effective method for utilizing each such

system in view of the past cases and judicial precedents.

We hope this paper will serve as a guide for corporations to examine the method for

effectively expediting the patent prosecution from the global perspective.
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I
Harmonization Discussions Are All

I .

I T60Predictabie
I
I
I

- First to fille is the "elephant in the room" which is not supposed
to be discussed, but somehow is always on everyone's mind

I
l

- A global brace period is desired by many user groups, but
governme~t negotiators fear an unworkable standard; some

I

users mayldesire "quick kills" of competitor patents

- All officeJ are straining at the increased workload, and are
looking fori some simplification in global approach which might
ease their burden, but do not want to change their national laws

I,
I

-No office wants to be the first to give "concessions," and thus
argue thatlprovisions in their national laws which many countries
desire to b~ changed are "best practices",

!
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ussionUser Groups Watch in Dismay as the
Proc~edsan.dOpportuniti~sare LW

• There are clear points of agreement between user
groups, despite official patent office positions

• Some areas maybe more difficult to solve (e~g.,

patentablesubjectmatter)

• Some discussions simply do not belong in the
harmonization arena (e.. g., gen~tic resources,
traditional knowledge)

I '



Consi~er this proposal
I

I
I

Dlscussloa with other groups suggests that there would be support for
the followinq harmonization elements:

~

l
USChang~s

- AWa~ding patents to the first to file (This is desired by all other
countries; most major US IP user groups, including IPO, AIPLA,
BIO,lABA, NAM haveexpressed support in certain contexts)

- Removal of the Hi/mer provisions in US law, making prior art
effectlve for all purposes regardless of where the application is
filed I

!

o
f--"
C,.oJ
i-"'"

-t
.European/JapaneseCfianges

- Onelyear grace period for disclosures emanating from the
invehtor

_ _ .- f

- GI2qal priprart, applicable from. applicatlon filing datefor both
nov~lty andobviousness/inventive· step

I
1
t 4

._---.~-----~~--



What Would Result From Such a
Proposal?

• Harmonization might move forward without b~ing
bogged down with problematic issues

• Further, with a common understanding of:
• The applicable art,
• The timing offiling, and
• The safeguards applicable for inadvertent disclosures, ...

• Offices could more easily give credit to .search and
examination from other offices

• Users should better be able to predict outcomes of
globatpatent prosecution
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Two questions:
I

What Sh~Uld.global patent laws look like after
implementation of a substantive treaty on patent law

~ . .
harmonizatlon with just these provisions?
• Answer: ISimpler, more certain and predictable, faster patentability

determlrtatlons, greater reliability in rights granted, more economical
to use,clheaper to undertake enforcement.

I
I

Whatbe~efits, short term and long term, should be
, ". .1

sought and can be expected to emerge from these
harrnoriixationefforts?
• Answer:! Greater international patent office cooperation, basis for

"full faithl and credit" during examination, and reduced costs in global
procurement of patent rights.
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"Big Picture" Objectives for Futther
P~t~nt ~~f().rm~fforts - !~~_

Simplicity, simplicity,simplicity.

MinimalforlTlalities.

Streamlined disclosure requirements..

Patent Office examination that is typically complete and final.

Minimal "inventor/owner"-specific discovery issues.

Scope of protection is legally certain and equitably fair.

All patentability and/or patent validity requirements are
requirements of law, not fact.
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NovelJy:
I

I

The sUbjedmatter of a claim in an application for patent or a patent
issuing on the application shall be validly patentable to the applicant as
a matter of rational law of each Contracting Party, unless one or more
of the following requirements of law is not satisfied-

I
(d)l [Lack of Noveltyj-an identical and adequate

disclosuje of such subject matter is set out in a single
prior art ~isclosure;

• "Prior art disclosure" with respect to a claim means a single
"publiciprior art disclosure" or a single "prior patent filing

cd isclosllre;"
I

• Embodi~s principal of use of a "single reference" only, except for
inherentldisclosure and common understanding of skilled artisans in
reading prior art reference.

• Obje9tiv~ standard - law, not fact,
I
t
I
!
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Public Prior Art Disclosure:
-----------

• "Public prior art disclosure" with respect to a
claim means a disclosure that is made
reasonably and effectively accessible to
persons skilled in the art

- (t) more than one year prior to the priority d~te of the
claim or

- (2) ift.he disclosure. riotm~de directly or indir~ctlY by
or on behalf of the inventive entity of the clair, at any
time before the priority date of the claim,

• Completely objective, unified standard for public ptior art.

• Maintains one-year "grace period."
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"Globalization" of Prior Art?
[ .
I

I
CurrentUJ.S. law has both national and globalized prior
art conc~pts ..,

• "Patents!and printed publications" are global.
• "Use" anld "knowledge" must be "in this country."

! '

Internet ~nd information age have blurred the lines
betweenltbe two.

I
• Amoderh definition of prior art would look to "accessibility."
• Loca.tionlof knowledge for electronic disclosure is meanihgless.

i

Public P~licy issue is what a skilled artisan could know.
• IPO, for exernple, has proposed a "reasonably and effectively

accessi~le" standard.
~

!
I
I
I
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Prior Patent Filing Disclosure:

"Prior patent filing disclosure" with respect to a claim of
an applicant means subject matter disclosed i~ a
patent issued bya.Cpntracting Party or applic tion for
patent published by a Contracting Party where such
disclosure in the issued patent or published application
was filed

(1) By the same applicant more than eighteen months drior to the
priority date of the claim applicant, or

11
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Prior patent Filing Disclosure
(Cont1d)

i

(2) if t~e prior issued patent or published application was not filed
by t~e applicant, at any time before the priority date of the claim;

I
1
i
I

!
provided that, to the extent the subject matter was disclosed in a
priority ~pplication for which the issued patent or published
appllcatibn was entitled to a right of priority, it shall be deemed that
such disclosure was filed on such priority date for the issued patent

1

or published patent application.
f

i
Thus, ad applicant with related disclosures could file them all within
the 18 month publication window

i
I
i

I
!
!

<::.>
~

c....'
CD
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Effects of "Prior Patent Fil
Disclosure"

Prior-filed application of another patent owner becomes prior art
as of the priority date, once published.
• Result effectuates a "first-inventor-to-file" system.

Prior-filed application of same owner is prior art only at Itime of
18..month publication.
• Removes possibility for European-s~yle"self-collision."
• Allows for U.S.-style C-I-P practice to readily continue for uri to the 18·

mo.. nth publication. date, but publication (In re Ruscetta) bar applies at
18 months. . . .

• Creates possibilities for "double patenting" by the same appl.icant
during the 18-month window because of elimination of "s~I~·~ollision"
bar to second patent, but term of second patent would nee~ to be co-
extensive with the first patent. . I

• Simplest and least technical way to permit "same assignee'i to build
portfolio ofpatents without pitfalls and traps.

13
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!
!
I
I,

lrnpllcatlons for the Hilmer doctrine:
J

In a "first~to-invent" system, the prior art effect given
the filing lof a patent application is merely a doctrine of
convenience - where "prior invention of another" is
prior art iln any event.

In a "firstHnventor-to-file" system, the prior art effect
given th~filing of a patent application is what
determines the rights of the first filing.

! '

Thepri1vlr13?iduaIHilmeriS?U!=l is what effect to give a
foreign (er domestic) priority application - novelty-only
or prior art for non-obviousness purposes.
• Treating!all disclosures equally is the simplest.

!
if
l
!
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"Prior Art" Definitio.n -

(b) any combination of such pertinent prior art
disclosures where a person of ordinaryskill in the art
would have been motivated to combine such
dlsclosures.

• Wholly objective determination on scope and content of tMe priorart.

15
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USing! objective criteria that don't
require Inventor/asslqnee discovery:

. I

A.I..' iss,uelc;an be completely examined in the patent
• .. .. •.. J

offices. I
t

• The iss~e of "derivation" - wnere rival applications seek to patent the
same patentable invention - might require current US interference
practice!to be retained for this purpose.

I
All issues could be addressed in reexamination and/or

I

oppositignpr()ceedings.
• Problematic issues are gone - e.g. ,"public use/on sale" issues that

require iptensive inventor/assignee discovery"
I

All.Jssues may be tried before the court, not jury.
• Patentability/patent validity issues of law don't require juries.

I

• Enforcement should proceed with greater economy a.ndcertainty.

l
!
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Changes in European patent la
needed
The failure to provide for an effective, one-year "grace period,"

The doctrine of absolute "self-collision," i.e., a draconian "~ouble

patenting" law that needlessly invalidates claims if not pre~ented in an
applicant's first filed patent application in which theclalmls adequately

. . . I ..

supported,

The limitation on published patent appllcatlons andissued~l.atents as c>

"prior art" from their filing dates by precluding the use of t is art for ~

obviousness considerations (e.g., imposing a strict and highly technical A

"novelty-only" rule):

The. ability to rely on publicly lnaccesslble, private disc:losures (l.e., any
non-confldentlal "dlvulqatlons") as prior art

17
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Chanmes in US law needed
,,
t

Provide al'first-inventor-to-file" priority system, ending Hilmer.

Repl(3.ce t~~ domestic g~ographic restriction on non-published
disclosures as prior art with a new, globalized standard that relies on
disclosures reasonably and effectively accessible to persons skilled

~ .. .. . .

in the art for a.ny disclosure (e.g., including "oral disclosures") to have
the statusof prior art.

Remove of the "forfeiture" and "secret prior art" aspects of the "in public
use and\on sale" bar to obtaining a valid U.S. patent (i.e., retaining
as "priorlart" under 35 U.S.C. § 102(b) only prior art resulting in a
disclosure that is reasonably and effectively accessible to persons of
ordinary!skill intheart).

i,
I
!
!

I
I
~
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Next steps ...

Develop acoalition in support of effort.

Communicate with government and patent office
representatives.

Begin outreach to independent inventors.

Achieve full globalized private sector consensus,

I "
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Is it posslble?
I

-There is anarrow window for success.
\.

- US consensus on patent law changes may be hard to achieve.
Recent comments by USPTO are hard to interpret, but many US
orqanlzatlons are in favor of first to file as part of a harmonization
package (~ome as a stand alone principle)

!
- Japanese and European support for grace period and anti-self
collisionnlay be problematic

x

- Global private sector consensus needed.
I
1

- Comrl1itrftentneeded for years.
j
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Related Provisions: WlPO SPLT SCP 9/3 Articles 3; 7; 7bis; 9; 11; 12; 13 and 14

Japan Patent Law Articles 30; 36(6)(i) and 126

U.S. Patent Law Articles 102(b); J 12.and251

European Patent Convention Article 84

Title

Date

Committee

Keywords

Summary:

0148
Study and Recommendations on Substantive Patent Law Treaty

15- 17 October, 2003 (34th International Convention in Dearborn)

First Working Group, 3'd Subcommittee, PIPA Japan

Yuichi IShihara ( Hitachi, Ltd. )

Takamasa Otake ( Fuji Xerox Co., Ltd. )

Hiroshi Watanabe ( Nippon Telegraph and Telephone Corporation)

WlPO; Substantive Patent Law Treaty; correction; grace period; claim;

industrial applicability; new and useful; groundsfor invalidation

The Working Group has considered the ideal SPLT for users by following

the discussions at WlPO/SCP,

This .year.. the Working Group especially studied in detail Articles . 7bis

(Amendments or Corrections of Patents), 9 (Grace Period), 11 (Claims); 12

(Conditions of Patentability), 13 (Grounds for Refusal of a Claimed

Invention) and 14 (Grounds forInvalidation or Revocation of a Claim or a

Patent)of SPLT to.submit related recommendations.
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1. Introduction

Upon establishment in June 2000 of Patent Law Treaty (which aims to harmonize different

"formal requirements" applied in countries in the world for granting patents), WIPO/SCP

(Standing Committee of the Law of Patents) resumed drafting process of Substantive Patent Law

Treaty (SPLT). For the benefit of applicants seeking for worldwide patent protection, SPLTis

expected that more than one patent offices will deliver the same decision as a result of respective

examination procedures to reduce expenses relating to application procedures, allow applicants

and others to anticipate whether or not a patent will be granted and ensure other effects.

The Working Group has tried to consider the ideal SPLT for users by following the

discussions at WIPO/SCP and especially studied following Articles of SPLT in detail to submit

recommendations:

Articles 7bis

Article 9

Article11

Article 12

Article 13

Article 14

Amendments or Corrections of Patents,

Grace Period,

Claims,

Conditions of Patentability;

Grounds for Refusal of a Claimed Invention and

Grounds for Invalidation or Revocation of a Claim or a Patent.

2. Terminology of Substantive Patent Law Treaty (SPLDj Regulations, Practice
Guidelines
SCP has discussed draft SPLT twice a year, and the last discussion, the 9th session, was held

on May 12 - 16, 2003. Based on the discussion and agreement at the session, the draft SPLT will

be revised at the WIPO International Bureau and provided to SCP for the next session.

The first draft SPLTwas introduced to the 5th session of SCP (held in 14-19, May, 2001) and this

article refers to each versionof the draft as SPLT-X in accordance with the number (X) of session

which discussed the draft.

SCP has also discussed "Regulations"· and "Practice Guidelines" based on SPLT. Draft

documents of such instruments are also prepared and revised based on the discussion and

agreement at each session by WIPO International Bureau. This article refers to each version of

the draft Regulations and draft Practice Guidelines as REG-X and PG-X, respectively, in

accordance with the number which the draft

Minutes of each session have been published as Reports. This article refers to the Report of

each session as REPORT-X in accordance with the number (X) of session.

Also this article refers to, if necessary, a specific provision in a specific version of the draft

documents in such ways as "SPLT-X Article-Y" and "REG-x Rule-y."

2
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from application of the draft Treaty. (See paragraph 54 of REPORT-8) As the delegation of

Canada proposed "except for Article 7bis, applications for re issue" be excluded from the draft

SPLT, (paragraph 53 ofREPORT-8) it was disputed whether not only re-issue applications but

also re-issue patents should be excluded from the draft Treaty, as a result of which it was agreed

in the session to cover only "applications for re-issue." (See paragraph 59 of REPORT-8)

(3) As a result, the latest Rule 3(ii) of REG-9 includes "applications for re-issue," due to which,

for some reason or other, "Additional Changes to Claims That May be Allowed" was excluded

from Article 7bis in SPLT-9.

At the 9th session, discussions relating to 7bis were mainly focused on the meaning of

including "Corrections of Post-grant Patents" in SPLT without considering whether or not Article

7bis(3) in SPLT-8 should be deleted, while discussions relating to Rule 3(ii) were limited to

definitions of "re-issue" without generating a new agreement.

3-2. Corrections of Patents and SPLT
One of the aims of Substantive Patent Law Treaty has been indicated as that "the patent

Offices will deliver the same examination results for facilitating greater mutual recognition of

search and examination results by patent Offices". (See paragraph 5 of "SUGGESTION FOR

THE FURTHER DEVELOPMENT OFINTERNATIONAL PATENTLAW," SCP/412). Allowing

national laws to freely provide treatment of corrections of post-grant patents seems not to accord

with this goal.

In the U.S., re-issue patent system allows a granted patent to enlarge the scope of the claims

of the original patent (35 USC 251). In Japan, on the other hand, voluntary corrections are

allowed only when such corrections limit the scope of protection. (Article 126 "Trial for

Correction") And no means of correcting a granted patent is provided to the patentee of a

European patent even if the patentee found a defect in the patent.

It means that when an application for re-issue is filed in the U.S., the U.S. Patent Office

shall have to start examination from scratch though it once relied on the examination results at

the Japanese or European Patent Office. If it will be the case, the workload of the U.S. Patent

Office would hardly be reduced although it can refer to the search results and prosecution history

at the Patent Office who made original examination, And the applicants would regard SPLT

system as not very attractive since they need to take different measures in different countries with

to as as

The worldwide rejection to corrections ofa granted patent may be one solution in view of

harmonization. But such a solution will not be easily accepted under the concept of patent system

because under such solution, a great invention, for instance, to which a patent was granted

without any rejection during the patent prosecution may not be appropriately protected. From the

viewpoint of a user of patent system, a system that will give the best protection as possible to an

invention is desired.

4
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Thus we believe that SPLT should maintain the benefit of mutual recogrution of

examination results (that is, allowing re-examination by the.patent Office in charge of the original

examination) through realization of a harmonized system allowing a wide range of corrections

including those enlarging the scope of claims.

As we indicated in 3-1 above, the discussions relating to 7bis (Amendments or Corrections

of Patentsjhave just started and not fully made.. In this. connection, we considered why

article of following the discussions of SPLT to provide related recommendations.

3-3. Introduction
Article 7bis(2) of SPLT-9 provides that "No amendment or correction in a patent may be

permitted ... where the amendment or correction would result in the disclosure contained in the

patent going beyond the disclosure ...on the filing date." Itprovides the relation between the

correction and disclosure at the time of filing date in correcting c1aim(s) in a patent while it does

not provide the relation between the scope of protection conferred based on granted claim(s) and

that conferred based on corrected c1aim(s).

Sometimes, however, corrections enlarging the original scope of protection are required

after grant of a patent. Moreover, the pro-patent policy which weighs heavily on protecting

patentees will allow, for the purpose of protecting the essence of an invention, patentees to.make

corrections enlarging the original scope of protection to cover as broadly as possible the original

disclosure even after grant of a patent as long as the corrections do not go beyond the disclosure

on the filing date.

Thus we examine whether or not provisions allowing amendments or corrections of granted

patents or claim(s) enlarging the scope of protection should be .included in Article 7bis.

3-4. Latest Provisions
Draft SPLT for the Sth session contained the revised provisions that "SPLT shall not apply

to applications for re-issue" (SPLT-S Article 3(2), and REG-S Rule-3), as a result of which

SPLT-S Article-7bis (3) (provisions allowing corrections enlarging the scope of protection) was

deleted. Thus, current Draft does not allow corrections enlarging the scope of protection.

We believe, however, that renewed considerations should be made to allow corrections

enlarging the scope of protection taking into account the following examples.

3-5. Corrections of a Claim Possibly Enlarging the Scope of Protection
The followings may occur:

(1) where corrections of a mistake (Artilce-7(3), (a "mistake" is actually defined in Rule-7(2)

(a "clear mistake"» lead to enlargement of the scope of protection;

(2) where corrections for clarifying the scope of a claim lead to enlargement of the scope of

5
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protection;

(3) where an unnecessary claim limitation is found after grant of patent; and

(4) where patent was granted without necessary amendments during the examination

procedure.

3-6. Advantage and Disadvantage of Allowing Corrections Enlarging the Scope of
Protection

(I) Advantage

Since claims are described by the applicant(patentee) by him/herself as "Claim(s)," some

say that the scope of protection defined by him/her should not be subject to voluntary correction

enlarging the scope of protection after grant. In view of promoting pro-patent policy, however,

allowing corrections enlarging the scope of protection in the case of (3) above will provide a

chance of relief for the patentee to correct a granted patent to counter against a revocation action

or to prevent others from potential infringement. (See comments at SPLT-9 Article-7bis)

(2) Disadvantage

On the other hand, allowing corrections enlarging the scope of protection will result in

enlargement of the scope of protection after grant, preventing a third party from anticipating the

scope of protection.

Moreover, a request by patentee to make such a correction will require the Patent Office to

decide the adequacy (i.e., examine the patentability of a corrected claim) which requires more

personal resources at the Patent Office. The new type of examination may also delay examination

procedure at the Patent Office on the whole.

3-7. Measures to Disadvantages
While there are both advantages and disadvantages in allowing corrections enlarging the

scope of protection as discussed above, we propose to introduce the following measures to reduce

the disadvantages.

(I) To limit the time period, two years after registration, for instance, during which a correction

enlarging the scope of protection may be accepted;

(2) To grant intervening right to a third party who happens to infringe the corrected claim as a

result of designing his/her product based on the pre-corrected claim. In other words, intervening

(not infringing) the scope of protection conferred by pre-corrected patent claim but is covered by

(infringing) the scope of protection conferred by corrected patent claim.

(3) To apply the doctrine of estoppel, which means that corrections reviving the scope

eliminated during the prosecution history will be rejected; and

(4) To set higher fees for correction-related procedures to prevent any abuse of the process.

6
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3-8. Case Study of Allowing Corrections Enlarging Scope of Protection

Herewe examine a few cases thatmay occur in allowing corrections enlarging the scope of

protection:

(1) Prior patent with element ABC is corrected to have element AB while there is a later.patent

with element ABD:

In this case, both patents were properly granted and the later patent didn't infringe the prior

element AB, the later patent consisting of ABC would be deemed as an invention using the prior

patent consisting of AB, preventing the patentee of the later patent to use his/her patent without

infringing the prior patent. Thus how to save the patentee of. the later patent needs to be

considered. We believe that the patentee of the later patent should be granted intervening right if

he/she has carried out his/her invention ABD in good faith prior to the time when corrected patent

AB was registered.

(2) When a patent with element ABC becomes subject to a dispute over whether or not ABC'

(C' is an alteration of C) carried out by others, is equivalent to the patent, the claim is corrected to

have element AB

Use of ABC' will be deemed, without considering the possibility of equivalence, as falling

within the scope of protection conferred by the corrected patent consisting of AB. At first glance,

it seems reasonable that intervening right for the corrected patent AB should be granted to the

user of ABC' who commenced to exploit his/her invention believing that the patent consisted of

ABC, i.e., his/her product would not constitute infringement. Granting intervening right, however,

should be decided depending on the relationship of implemented ABC' and pre-corrected patent

ABC, and we should consider whether or not allegedly infringing product is found (by the court)

as falling within the scope of equivalence. That is to say:

- If ABC' is found as not. equivalent to ABC, no special problem will occur by granting

intervening right for.exploitation of ABC' (as is the case with (1) above);

- If ABC' is found as equivalent to ABC, granting intervening right for exploitation of ABC' may

prevent, when ABC is corrected to AB, claim AB from being enforced against the user of ABC'

which should have been possible before the correction.

Accordingly, we. believe that intervening right based on corrected patent ABshouid not be

granted for implementation falling within the scope of pre-corrected claim (including

implementation falling within the scope of equivalence) because the intervening right is

something that can be granted to a third party who implements an invention which was not

covered by (not infringing) the scope of protection conferred by pre-corrected claim but IS

covered by (infringing) the scope of protection conferred by corrected claim

3-9. Required Modifications to SPLT to Incorporate Our Proposal
Introducing our proposal to SPLT will require the following. modifications to the
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provisions:

(I) deletion of the phrase "amendments and corrections in order to limit the extent of the

protection" in Article 7bis(I) of the underlined part;

(2) introduction of ne~ and express provisions relating to "corrections enlarging the extent of

protection" including limitation on time period and intervening rights (reviving SPLT-8

Article-7bis(3); and

(3) deletion of REG-9 Rule-S of the phrase "this Treaty does not cover applications for
. "re-Issue.

3-10.Conclusion
This Article has discussed the appropriateness ofallowing corrections enlarging the scope

of protection: We believe that, as stated above, provisions allowing corrections enlarging the

scope of protection after grant to the extent of disclosure on the filing date. are reasonable from

the viewpoint of promoting pro-patent policy seeking to protect the essence Of an invention.

Moreover, the interest of patentee and that of the public can be balanced by taking appropriate

measures such as limiting the time period for corrections and providing intervening rights, to

offset any possible disadvantages caused to a third party by the enlarged scope of protection.

We hope that introduction of om: proposal will help the patent system develop further

providing more protection to inventors and patentees even though it may require difficult

decisions (as to, for instance, whether the alleged product falls within the scope of protectionor

whether or not intervening right should be granted) in individual cases.

4. Article 9 (Grace Period)
Last year we studied on SPLT-7 Article-9 and examined alternative A which was similar to

provisions of Article 30 of Japan Patent Law and alternative B similar to Article I02(b) of US

Patent Law.

As a result, we concluded to support alternative A due to the following reasons.

(a) The alternative B was not suitable for first-to-file system as the provisions exclude

disclosure of an invention made independently by a third party from prior arts, which is

too much exceptions under first-to-file system.

We are in favor of

much exceptions make defensive disclosure difficult.

As we foundrevisions in Article-9 after SCP 7 th session, we continued to study on grace

period in succession to last year. Rather big modification was made between "SPLT-7 Article-9"

and "SPLT-8 Article-9" but the difference between "SPLT-8 Article-9" and "SPLT-9 Article-9 was

minor so that we mainly examined SPLT~9 Article-9.

In the following, we begin with indicating "the features of grace period scheme under

8
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first-to-file system" and "Article 102(b) of US Patent Law," and make comparison between them.

Next we introduce SPLT-9Article-9 (1) and comments of US delegates with respect to that

Article. Then we examine the appropriateness of US comments and finally submit our proposal.

4-1. Grace Period under. First-to~File System
Under first-to-file.system.itechnologies and information known.prior to the filing date will

the principle, excluding disclosures made by (for instance) the applicant for a prescribed period

of time prior to the filing date from treating as prior arts even though those were known prior to

the filling date. In other words, it is the scheme for making "an exception to prior arts."

Principle All known artsprior to filing date

are deemed as prior arts.

Filing Date

t

Filing Date

[ Grace Period
Disclosure by.. applicant

is excluded from. prior
;;w'"4'V4'V4'VdW'"4'V'@%:

Exception to

Prior Arts

~ . t, ..
A year (or 6 months)

Can be filed at any time..
I t
A ..

Principle

under

First-to-Invent

Date of Invention

4-2. US Patent Law 102(b)
In the US which applies first-to-invent system under which "patent is awarded to the person

who was the first to make the invention," novelty of an invention is decided based on the date of

invention, notthe filing date. Thus, simply speaking, a patent application may be filed at anytime

after the invention is made.

If, however, novelty of an invention is always decided based on the date of invention, an

adverse effect may be that the inventor keeps his/her invention secret on purpose. Thus the US

9
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Patent Law provides, while taking in principle the position of fist-to-invent system, "criteria of

decision based on filing date" (Article 102(b)) under which an inventiotl may not be patented if

the any ofthe following facts existed atleast 12 months prior to the filing date:

(1) that the subject invention was patented in the United States or other countries in the world;

(2) thatthe subject invention was published in printed matter in the United States or other

countries in the world;

(3) that the subject invention was publicly used in the United States; or

(4) thatthe subjectinvention was sold in the United States.

Since the Article provides the grounds for rejection based on the fact happened at least one

year prior to the filing date, it is called as the "One-Year Rule."

Article 102(b) may be literally illustrated as follows:

102 (b) of US
Patent Law .

Date of (vo ta

Invention disclosure

Filing

t

Falling within (1)-{4)

One-Year Rule seems similar to the grace period under first-to-filesystem because the

decision is made based on the filing date.. When, however, considering the principle of

first-to-invent system under which "a patent application may be filed at any time (an application

does not need to be filed earlier than other similar applications), Article 102 (b) may also be

illustrated as follows:

10
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That is to say, Article 102(b) of US Patent Law does not provide exception to prior arts that

became known prior to the filing date but provides exception to the period during which an

application should be filed to be awarded patent. It is understandable when considering the fact

that 102(b) was made to deal with the "adverse effect of keeping an invention secret" as we

discussed above.

In other words, the grace period under first-to file system provides "exception" during the

prescribed period prior to the filing date while 102(b) does not provide anything relating to the

prescribed period prior to the filing date during Which period the first-to-invent principle still

controls.

Patent shan not be ~

~~nte<l~~~ t
~"'i},"'i},'"

\. )
Y

xcepticn.tc

time period

Publication of

Can be filed at any time

Date

102 (b) of US
Patent Law

4-3. SPLT-9Article-9
Draft SPLT provides similar rules to Article 30 of Japan Patent Law in that the grace period

applies in principle only to disclosure made by the inventor and information that became known

to the public against the inventor's will.

SPLT-9 Article-9
Information Not Affecting Patentability (Grace Period)

(1) [General Principle]
Information which otherwise would affect the patentability of a claimed invention shall not
affect the patentability of that invention, in so far as the information was made available to
the public anywhere in the world in any form during, or included in the prior art under
Article 8(2) on a date during, the [12] [or six] months preceding the priority date of the
claimed invention,

(i) by the inventor,
(ii) by an Office and the infonnationwas contained

(a) in another application which was filed by the inventor [and should not
have been made available to the public by the Office], or
(b) in an application filed without the knowledge or consent of the inventor by I
a third party which obtained the information directly or indirectly from the
inventor,
or

11
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(iii) by a third party which obtained the information directly or indirectly from the
inventor. .

. Alternatives A andB in SPLT-7 Article-9 have not seen since SPLT-8 Article-S, and the phrase

"and should not have been made available to the public by the Office" have been instead inserted

in paragraph (l)(ii)(a) indicating that the deletion of the phrase became subject to discussion.

First we examine why the deletion became an issue of discussion.

Information that may be deemed as prior art is generally disclosed by <1> a third party's

. patent application (including publication of its unexamined application); <2> a third party's

general publication; <3> inventor's own patent application (including publication of its

unexamined application); or <4> inventor's general publication.

Now Jet's assume that the grace period provided in SPLT-9 Article-9is 12 months. Under

the U.S. way of understanding, the inventor whose invention became the subject matter ofat third

party's patent application or publication may claim himself as the first inventor if he/she files a

patent application within 12 months after such disclosure. That is to say, none of disclosure by .

<1> to <4> above will be deemed as prior.art.

It goes without saying, however, that the concept cannot be brought in to SPLT which aims

for first-to-file system under which novelty is decided based on the filing date, thus treating

information disclosed within 12 months prior to the filing date by <1> and <2> above as prior art.

Prior Arts

t

Filing
12 months

PUbfJ:l~:el+.oL._---".~-:::­

unexamined
application, et '"___~ --.JJ Exclusion from prior arts

can current system as as U.S.

delegates did not stick to first-to-invent system in the discussion over SCP because their

insistence on first-to-invent system would prevent any progress of the discussion. Such an

attitude is also seen from their non-persistence with alternative B in SPLT-7 Article-9.

Accordingly they made a concession accepting <1> and <2> though it will be far from the

current U.S. system.

u.s. (and other countries as well) seems to be against SPLT that is their current
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Information made available by <4> will not cause any problem as it is the main focus of

application of grace period.

Among <3>, Inventor's patent application prior to publication will basically not cause any

problem as REG-9 Rule-9(3) (anti-self-collision) provides that such a disclosure is not deemed as

prior art.

Thus the remaining issue seemsto be "whether or not publication of inventor's patent

4-4. Considerations
Now we consider whether the position is appropriate or not.

SPLT-9 Article-9 (1)(i) provides that the information voluntarily disclosed by the inventor

will not be deemed as prior art. If it is theprineiple, it seems.unnatural to exceptionally exclude

the publication of inventor's own application from the scope notdeemed as prior art.

The problem is that the publication of unexamined application will have complicated

effects on other patent applications orpatents as it.is a "patent application."

First, the draft SPLT should provide prohibition of double patenting, whieh is notexpressly

provided now, to exclude publication of unexamined application filed by the inventor from prior

arts. It is necessary just like double patenting was prohibited.in introducing anti-self-collision to

REG-9 Rule 9(3). Prohibition of double patenting causes another problem for SPLT that it has to

provide criteria to tell what kind of similarities between two patent applications are permitted and

what kind of similarities are not.

However, that problem has already been present since the introduction of

"anti-self-collision" provisions and does not constitute a new issue.

Another problem may be .that an applicant files applications one after another adding new

elements so that decision of identical inventions will be avoided and extended patent protection

period will be awarded. Assuming that an unexamined application is published 18 months after

the filing date and .that there is a grace period of 12 months, similar patents may be granted for

the total of 30 months. Commencing from the time when the anti-self-collision rule is applied. and

ending at the expiration of the grace period during whieh .the publication of unexamined

application by the inventor is not deemed prior art. The period of 30 months cannot be ignored

when considering the term of patent protection, which is 20 years in most countries.

13
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Not deemed as rior arts

Anti-self-collision

application A application B
18 months

(until
publication)

12 months
application qOrace Period)

On the other hand, excluding publication of unexamined application from application of

grace period will undermine the function of grace period as safety net.

For instance, individual inventors and engineers who are not familiar with the patent law

may easily think that the grace period will give them "the grace period for anything disclosed by

themselves" though only publication of unexamined applications is excluded. As a result, the law

provision which was expectedto serve as the safety net may help increase of failing applications.

While similar patents may give advantages to major companies, we believe that the safety

net should bean easily understandable system for small- and middle-sized companies and

individual inventors.

Based on the foregoing discussion, we conclude tosupport deletion of the phrase "and

should not have been made available to the public by the Office." Though there is a concern

overneed for correction of SPLT with respect to the Prior Art Effect and abuse of similar patents,

we think the grace period system should cover the publication of inventor's application from the

viewpoint of seeking a more friendly system to cover everythingdisclosed by the inventor.

5. Article 11(Claims), Rule12 (Details Concerning Claims), and Rule 13
(Interpretation of Claims)
SPLT-9 Article-Ll andREO-9 Rules-12 and 13 provide description requirements and

interpretation of claims.

Article-ll(l) provides the contents of claims and states that the claims shall define the

In Article-ll(2) which provides the style of the claims and states that the claims shall be

clear and concise both individually and in their totality.

Provisions in paragraphs (1) and (2) are seen in many countries in the world as description

requirements for claims and generally supported in SCPo

Article-II(3) provides relationship of claims to the disclosure, stating that claimed

invention shall be fully supported by the disclosure. While many countries have certain

14
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provisions relating the relationship of claims to the disclosure, the contents vary in many respects.

Here we examine the relationship ofclaims to the disclosure. as provided in 3 major countries or

region, the U.S., EPC and Japan.

5-1. SPLT-9 Article-11 (3)
5-1-1. Provisions on Relationship of Claims to the Disclosure.in 3 Major Countries

In the U.S., the relationship of claims to the disclosure is provided in Article 112 and

known as requirement of written description which is established by the case law as the

requirement to clarify that the applicant is fully in possession of the claimed invention on the

filing date. In EPC, relationship of claims to the disclosure is provided in Article 84 that all

claims must be supported by the specification and that.thescope of claims may not be broader

than the scope of specification and drawings. In Japan, on the other hand, Article 36(6)(i)

provides that claims must be described in detailed .descriptions of the subject invention. Itmeans

that under the US Law the issue is not whether the claims. simply described in the. specification

but whether the claimed invention was owned at the time of filing date. It can be said that the

Japanese Law which weighs on whether or not terms used in the claims are described in the

specification at least in the practical level, provides formal rules while the US .Law may be

deemed as substantive provisions.

In addition, there are differencein the part which supports the claims. Under the US Law,

the whole application documents including claims are the supporting part while only

specifications and drawings other than claims are the part.in Japan and EPC.

Whether the claims
are described in the
description

36(6)(i)
Japan

o
o

84
Whether the claims
contain essential
technical features

x

EPC

o

112
U.S.

o
o

Whether the
applicant is in
possession of the
invention as of the
filing date

Criteria of Decision
Article

Ground for Refusal
Reasons for
Opposition/Revocatio
n

5-1-2. Latest Draft SPLT
After considering these differences among countries and regions, SCP concluded that no

practical difference in decisions exists among various countries, as a result of which the latest

draft provision is provided mixing the provisions of US Law and EPC. While it requires those

more familiar with the Japanese Law providing the formal matter to bea little careful, Japan
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Patent Office seems to be considering of reviewing its examination standards to change the

formal requirements to more substantive requirements taking into account the fact that

inappropriately broad claims cannot be rejected simply based on the requirement of enablement

in the unpredictable fields such as biotechnology. In addition, granting patent for an invention

beyond the scope recognition on the filing date is not preferable in promoting appropriate

protection of invention. Thus we agree with the draft Treaty providing substantive requirements

relating to relationship of claims to the disclosure.

5-1-3. Discussions at SCP
SCP generally supports the requirements relating to relationship of claims to the disclosure.

Disputes remain, however, with respect to whether or not claims should be included in the

supporting part. We believe as follows:

5-1-4. Proposal on Support of Claims
When considering the nature of claims and specifications that claims. define what will be

examined and what the patent covers and specifications describe the claimed invention in detail,

it may be natural to consider that claims should be supported by specifications which do not

contain claims. However, the idea may not necessarily be appropriate depending on the criteria to

decide whether claims are supported by the disclosure. That is to say, if whether claims are

supported by the disclosure is decided based on the ownership of the claimed invention on the

filing date such as under the US Law, it will be appropriate to decide based on the application

documents including the claims on the application date in their totality. If, on the other hand,

consistency of claims with specifications is simply required, the specifications not including

claims will be the only subject to support. In this respect, REG-9 Rule-12(2) provides that "[t]he

subject matter of each claim shall be supported by the [claims,] description and drawings in such

a manner as to allow a person skilled in the art to extend the teaching therein to the entire scope

of the claim, thereby showing that the applicant does not claim subject matter which he had not

recognized and described on the filing date" to provide the basis for deciding whether claims are

supported." That is to say, the Rule provides the substantive requirements similar to that of US

Law with respect to relationship of claims to the disclosure. Accordingly, it seems reasonable that

claims be supported by the whole application documents.

In relation to the issue of the

concerning relationship of claims with the disclosure, that "it is not a major issue since what is

disclosed in the claims can always be included in the specification by amendments." However,

claims do not need to be excluded from the supporting part anyway if formal amendments are

required.

For reference, the draft Treaty contains the following comments:

"Following the discussion at the eighth session of the SCP, the word "claims" is added, in
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i
) square brackets, for further consideration by the Committee. The insertion of the word "claims"

I would mean that the basis of the subject matter of every claim may.not always be found in the

! description and that the scope of the claims may be broader than that of the description. Further,

.j since many offices that do not examine novelty and inventive step examine the disclosure

:1.•.l[..I.•.1 ~=:.::U.nl~ ~:i:~:d.r::;:t:h:.0:::=~~~0:1~;:~g~:c~:::e:~iC6~ ::c~~::: ::~,i~
..·•• 0~1 hguld-blHlgtoo-that,-aGGgFding-te-dFaft-AIticw-llJ;-th~ppliGatiGn2-Engt-th~OOsGFiptiGn"-}-shalll-~-----

oeli disclose the claimed invention in an enabling manner. If the word "claims" was deleted and

··.~I draft Rule 12(2) maintained, a patented claim may be revoked on the sole grounds that the

;lj teaching in the description and the drawings is not extended to the entire scope of that claim

lf~ (even i.f the teaching in the.description, drawing~ and other claims show that the applicant does

•• JE not chum subject matter WhICh he had not recognized and descnbed on the filmg date)."
,~.,~;{;.;".,~,

5-1-5. Appropriateness of Using This Provision as a Ground for Invalidation
In connection with relationship of claims to the disclosure, some disputes also exist over

whether the requirements may be used as a ground for invalidation. While patent laws of various

countries provide the requirement as the ground for rejection, it is not necessarily provided as the

grounds for invalidation. Under EPC, for instance, it constitutes the ground for rejection but not

that for invalidation.

If the requirement is used as ground for invalidation, unnecessary disputes may occur and

stability of law may. be lost, undermining the appropriate protection of invention, As long as

SPLT-9 Articie-lI(3) is the provision to exclude inappropriately broad claims not recognized by

the inventor on the filing date, there is no positive reason to exclude the requirement from the

grounds for invalidation. Thus we believe that ifit can be used as a ground for invalidation,

appropriate protection for.the right holder should also be secured. An applicant naturally tries to

describe claims as broadly as possible to fully protect his/her invention though it is difficult for.

himfher to fully disclose his/herrecognition ofwhole scope of the claimed invention on the filing

date. If that is the case, it will be significantly tough on the right holder to allow invalidation of

the claims solely because the claims include invention that was not recognized on the filing date.

Thus separate provisions should be added as defensive measures against invalidation such

as corrections of claims after grant. If, however, only corrections are allowed so that the patent

claims only the subject matter disclosed clear!y in the specification on the filing date, the claims

may cover extremely a narrow scope not sufficiently covering. the originally recognized subject

matter. If, on the other hand, only corrections are allowed so that the elements that was not

recognized on the filing date are excluded from the claims, repeated corrections will be required

every time an element not recognized on the filing date is found, blurring the scope of protection.

In either case or when corrections are made as defensive measures, further considerations are

required to give full protection to the right holder.
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5-2. SPLT-9 Article-11 (4)(a)

Article-ll (4) provides interpretation of claims stating that the scope of the claims shall be

determined by their wording. REG-9 Rule-13 further provides the details of claim interpretation,

What should be noted here is that Rule-13(4) provides the interpretation of so-called

means-plus-function claims, stating that a claim defining a means or a step in terms of its

function or characteristics will be construed as defining any structure et al which performs the

same function or has the same characteristics. That way of interpretation goes against the US way

of interpretation limiting such a functional description to embodiments. Interpreting claims

broadly in such a way is not necessarily preferable during the prosecution though it will give

advantages to the patentee after grant in that claims will not be narrowly interpreted as in the US.

It should be noted, however, that the draft SPLT does not provide requirements in relation to

infringement as expressly provided in SPLT-9 Article-Z, and that thus the provisions on

interpretation of means-plus-function claims do not directly apply to the construction of the scope

of claims after grant.

5-3. SPLT-9 Article-11 (4)(b)
Article-I l (4)(b) provides in relation to claim interpretation that the scope of protection will

be decided taking into account the scope of equivalence, to the elements expressed in the claims.

The provision declares to apply so-called doctrine of equivalence which has recently been applied

in many countries in the world as one of the methods of interpreting claims. We don't deny

doctrine ofequivalence itself. When considering, however, that the Treaty aims to substantially

harmonize different procedure among the countries in the world for granting a patent, it is

questionable if specific provision referring to equivalence is necessary. In addition, the concept of

equivalence is relating to infringement andSPLT-9 Article-2 provides the general principle that

"nothing in this Treaty and the Regulations shall limit the freedom of a Contracting Party to apply

any requirements in relation to infringement." Thus provision referring to equivalence may go

against the general principle, with respect to which further discussions are required at SCPo

6-1. Summary of Article-12

(1) Subject matter eligible for protection
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(a) Products and processes [, in all fields of technology,] which can be made and used in any

field of activity will be the subject matter eligible for protection.

(b) Exceptions

Discoveries, abstract ideas, scientific and mathematical theories, and aesthetic creations are

excluded from the subject matter.

(2) Novelty,

claimed invention must involve an inventive step.

(4) Industrial Applicability

A claimed invention must be industrially applicable. It shall be considered industrially applicable

if it:

Alternative (A)

can be made or used for exploitation in any field of [commercial] [economic] activity;

Alternative (B)

can be made or used in any kind of industry: "Industry" shall be understood in its broadest

sense asin the Paris Convention

Alternative (C)

has a specific, substantial and credible utility.

6-2. Limitation relating to Technical Fields
Here we discuss on whether terms stipulating technical fields should be inserted:

The disputes may dwindle in the future if all business activities are assisted by computers

as computers will be essentially used to the business activities as the technical means. Currently, .

however, means claims and abstract claims sometimes cause confusion in practice since they .

often cover mere human activities. Provisions lacking in limitations on technical fields and

stating that the process applicable to any activities may be the subject matter of an invention, may

be construed as covering even human activities themselves. In other words, a patent may be

granted to social arrangements, rules, natural activities of human being, business methods and

economic policy (if they satisfy the conditions of novelty and non-Obviousness).

Thus the discussions become focused on whether the patent law should cover social

arrangements, rules, natural activities of the human being, business methods and economic policy

forprotection. We do not oppose to giving certain protection to such matters, but isn't it nonsense

to protect the wide range of subject matters under patent.law?

Patent term, for instance, was provided as 20 years as a result of balancing the needs for

preventing concealment of technology thatis otherwise prone to be concealed and incentives for

disclosure. In limitation to technical fields, a simple question arises on whether it is-appropriate to

protect for the same time period an improvement of "One Click" invention which is a famous
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business model patent and basic invention relating to sovereign remedy for cancer (though

extension as pharmaceutical products is available.), Some further argue that the appropriate term

of protection should differ from industry to industry.

When it comes to other issues beyond the technical fields, the question over patent term

becomes even bigger. Is it appropriate to directly apply important issues as such including rightto

seek injunction and computation of royalties? We suspect that the industry will be confused and

the system may rather impede the development of industry unless those new questions are fully

considered. Confusion seems unavoidable with rampant misuse of patents unless a considerable

amount of case study and case law is accumulated to grant patent to every activities since there

still remains various problems such as treatment of business method (not limited to technical

method) as well as methods of medical treatment.

Here we propose to maintain the provision on technical fields as it will be more important

with respect to SPLT to promptly reach an agreement with respect to broad framework and

discuss addition of new subject matters for patent protection at the time of revising the

framework with accumulated opinion and cases .

.We do not oppose to expandthe subject matters ofpatent protection beyond the technical in

the future. And we do agree to grant patent to a wider range of subject matters as a result of

satisfactory discussion for it will be quite exciting for us, the patent practitioners, to expand the

activities to the new fields.

6-3. Industrial Applicability and Utility
6-3-1. Study byWIPOlnternational Bureau

3 alternatives are indicated as to industrial applicability. After 8th session, the International

Bureau surveyed on national laws relating to industrial applicability and utility, of which results

may be summarized as follows:

a) Industrial Applicability

Major features of national law provisions relating industrial applicability are as follows:

.Many countries require technical factors and deem personal! private use as not industrial

use. However, the requirement of industrial applicability is met if an invention is made in the

industry or even if it is used only on a personal basis. Also many countries exclude medical

methods and require industrial applicability especially with respect to sequences of a gene. In

addition, is also considered in industrial Not small number of

countries also deem inventions applied only to non-spiritual activities in the personal sphere as

not industrially applicable. In relation to the personal sphere, many companies give limitation at

the time of enforcement. Inventions against the laws of nature are deemed not industrially

applicable in many countries. Many countries require certain relationship of the concept of

industrial applicability to the actual world.

b) Utility
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Major features of utility seem to be as follows:

In many countries, utility will not be found.if an invention does not operate at all. A patent

application claiming toonon-realistic or comprehensive use compared to the disclosed invention

will be found as lacking in utility.

Commonalities and Difference Between Industrial Applicability and Utility

be deemed as lacking in industrial applicability or utility. In addition, disclosure

lacking in descriptions of specific applicability and merely providing the general use of the

invention will also be deemed in the same way. Difference of the two requirements is that an

invention which is applied only for the personal use will be deemed as not industrially applicable

but as having utility.

6-3-2. Discussion
Based on the commonalities and difference as stated above, providing industrial

applicability in SPLT will result in exclusion of inventions applied solely for purely personal use

as not meeting the patent requirements while providing industrial utility will result in inclusion of

inventions applied solely for purely personal use. Now we discuss the difference:

Protecting inventions applicable solely for the personal use may not bring any substantial

advantage. In other words, even if the inventions are used solely personally, the requirements will

be satisfied if they are made industrially. It is rare that a single type of activities is limited to

purely personal activities with no relation with industrial activities. Thus if the limitation Of
personal use is introduced, subject matter should be made in a certain industry. Inventions applied

solely in the personal sphere and notusing any specific item made in the industry may be limited,

as we have discussed above in the item for technical limitation, to the personal activities not

limited to technical methods. Accordingly, simply providing industrial applicability may suffice.

Problems occur, however, when filing a lawsuit alleging direct infringement with respect to

the purely personal act! use and contributory infringement against the person who sold the

product mainly used to the personal actively implying how to use it. Sometimes, for instance,

patent is not granted with respect to aproduct but to the method of using when the product itself

is not novel but the method of using it is new. In such a case, if the .invention of purely personal

use does not meet patent requirements, claims relating to both the product and method of use will

not be granted, depriving the right holder of the chance to enforce. his/her rights. The. result will

cause a great inconvenience preventing from filing a lawsuit against a person who sold products

with.activelyimplying the method of use for indirect infringement.

Accordingly, we propose not to use the term "industrial applicability" that. excludes

inventions solely for the personal use but to use "industrial utility" so that inventions relating to

purely personal act will be found as, meeting patent requirements.
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7. SPLT-9 Article 13 (Grounds for Refusal of a Claimed Invention) and SPLT-9
Article 14 (Grounds for Invalidation or Revocation of a Claim or a Patent)
Draft provisions relating to grounds for amendments/ invalidations in Articles-13 and 14

may be summarized as follows. In addition to the draft provisions, the Articles contain

alternatives proposed by various countries with respect to whether or not other grounds may be

inserted into statutory prohibition of other requirements.

7-1. Summary of Article 13

(1) Grounds for Refusal: An application will be refused where it does not meet any of the

following requirements:

i) provision relating to application filed by a person other than the inventor or the true successor

in title of the inventor (Article-4);

ii) provision relating to unity of invention, requirements of detailed description and patentable

subject matter (Article-6, Article-ll(2) and (3 ) and Article-12)

iii) provision relating to formality of specification and requirement of enablement (Article-5 and

Article-10)

iv) provision relating to limitation of amendments Articlec7(3 ) .

(2) Addition of other requirements is prohibited.

Alternative· of (2)· Compliance with the applicable law on public health, nutntion, ethics in

scientific research, environment, access to genetic resources, protection of traditional knowledge

and other areas of public interest in sectors of vital importance for their social, economic and

technological development may be required.:

7-2. Summary of Article 14
(l)Grounds for Invalidation: An application not complying with the following requirements may

be invalidated:

- any of the requirements referred to in Article 13(1) as grounds for refusal

- except for requirements set forth in Article-S and REG-9 Rule-5 (unity of invention and

of

Addition of other requirements is prohibited.

Alternative of (2) Compliance with the applicable law on public health, nutrition, ethics in

scientific research, environment, access to genetic resources, protection of traditional knowledge

and other areas of public interest in sectors of vital importance for their social, economic and

technological development may be required.
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7-3. Whether exceptions to limitative listings should be permitted or not

The problem here is whether the Contracting Country .can freely add other grounds to

statutory limitative grounds foramendmentsl invalidation. The draft Treaty prohibits Contracting

Country to add further .grounds to those listed in the provision. On the contrary; the alternative

provides that each Contracting Country can decide whether or not to exclude additional matters

based on the applicable law on areas of publicinterest with a considerable level of importance.

safety of a country and its citizens II1ay occur should, for instance, a person who

pharmaceutical.patent that may control the human life, can freely enforce hislher right of

prohibition of marketing and manufacturing in a certain country. Exceptional, additional grounds

for rejection may also be requested to prevent license or sale for.hefty royalties or fees so that

obtaining a license or selling patented product will be virtually impossible.

It is true that certain limitation to monopoly is necessary in the vital area. Here we examine

the appropriate extent or type of limitation.

. If grounds for refusal are used to the limitation, inventions falling within the grounds will

not be patented without question, which means that no royalties will be paid to the patentee and

similar goods will flood in the market. The more subjectinventionis vital as affecting the human

life or basic, the more it is likely to fall within the grounds for rejection, causing more similar

goods in the market. Since the invention is rejected dnring the prosecution, there is no way

filing a new application.

However, areas relating to the public .interest with a considerable level of importance may

be changed during the 20 years of patent protection. That is to say, an invention that seemed

relating to such public interest at the time of filing date may become not so vital after 10 years,

Applicants usually give up filing an application for such an invention at the very start, and it is no

use requesting a patent after the situation has changed.

Some say that other requirements may be replaced by securing the national government or a

third party to obtain a non-exclusive license for consideration. That is to say, the government may

forcibly obtain a non-exclusive license for an invention falling within the requirements SO that

reasonable royalties may be computed. Thus, if a patent is not offered for license, the government

can intervene and make it exploited by a third party. This way of limitation will allow flexible

response even if the areas relating to the public interest with a considerable level of importance

change.

Accordingly, we believe that it will be more reasonable to deal with the issue of limiting

monopoly in the areas of public interest with a considerable level of importance by allowing the

government to forcibly obtain a license, not by adding further requirements.
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8. Conclusion

This year we tried to grasp the entire picture of SPLT through the overview.

We found from the. whole discussions that the U.S. tries at every tum to maintain its

existing system based on the first-to-invent system though it does not necessarily stick to the

first-to-invent system.

While the u.s. is the only country in the world that appliesfirst-to-invent system, its

contribution to the creation of new technologies and its market size overwhelm any other country.

It must be prevented that discussions easily proceeded based on majority vote without taking into

account the U,S. opinion lead SPLT to another deadlock We strongly wish that SPLT will be

established in the near future as a result that countries applying the first-to-filesystem

compromise wherever possible taking into account the U.S. standpoint.
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U.S. Intellectual Property Legislative Update
2003 PIPA Meeting, Dearborn

I am delighted to be here today. It has been.several years since I have had the

attend a PIPA meeting. It has been still more years since I've had the

My topic today is a difficult one from the point of view that it is very difficult to

keep up-to-date on legislativeissues. Things tend to move very slowly for long periods

of time, then very fast. I'mgoing to speak for a few minutes about various bills that are

before the United States Congress and then I would like to take this opportunity to say a

few words about what the future may bring in the way of legislation.

Before I say a few words about several of the more important to bills now

pending before Congress, I would like to draw your attention to the handout that

summarizes current legislative action taking place in the I08th Congress. This handout is

current as of the middle of August and I want to express my deep appreciation to lPO

(Intellectual Property Owners Association: www.ipo.org) for the opportunity to provide

this summary for you today. More particularly I would like to particularly thank Dana

Colarulli for his tireless efforts in keeping this information up-to-date. Dana is the

Government Relations and Legislative Counsel for lPO.

The most controversial and important bills before the current Congress relate to

the possibility of a new fee structure for the USPTO. On one side, most users of the U.S.

patent system are. extremely frustrated that, over the past several years, the fees that have

been collected by the USPTO have not been used in their entirety for USPTO work. This

so-called "diversion" of fees has been taking place since 1992. Based on current

projections through 2004, more than $750 million will have been diverted from the

USPTO fees to unrelated government programs. But for the diversion of these funds, the

USPTO would already be realizing the efficiencies associated with electronic processing

and the user community would not now be confronted with the present crisis in patent
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quality and long pendency. However, it is widely viewed that the USPTO is indeed

facing a serious crisis and needs considerable additional funding in order to modernize its

operations and improve the quality of patents that are issued. Most current users of the

patent system in the United States would support reasonable fee increases provided that

the money was indeed used to provide improved service. There are those, while

supporting reasonable fee increases, who would not support any increase if there were

any divergence to unrelated government programs.

The legislative system in the United States is obviously highly political. Those in

Congress who actually appropriate money have a greatdeal ofpower. The

Administration can propose a budget but it is up to Congress to actually appropriate the

money. While the views of the Administration are not controlling they are nevertheless

important to help set the policy direction and tone of government spending. It was very

encouraging for the patent community to hear the U.S. Secretary of Commerce, ina

speech on March 8, 2003, state:

"To support technology innovation and provide for intellectual property

protection, the Department is working to eliminate the practice ofusing USPTO

revenues for unrelated federal programs. Making more fees available sooner will

enable the agency to increase the quality of patents and trademarks issued."

This is the highest Administration official so far to acknowledge the problems

associated with fee diversion and to take a stand towards eliminating it.

There are several bills that relate to U8PTO fees. For example, HR 2799 provides

bill would set funding for the USPTO at $1.24 billion. However,the bill that has drawn

the mostattention is HR 1561. This bill increases and restructures USPTO fees. It is

estimated that the fees for an average patent application, under the provisions of this bill,

would increase by about 25 percent, maybe a little less. The bill has beenthe subject of a

House IP Subcommittee hearing held on April3rd. The president of IPO, John
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Williamson, testified and his testimony isa good summary ofthe views generally held by

the user community.

There have been several attempts to deal with the diversion issue. One interesting

introduced and 107th Congress as HR 5522. That bill

adjustthefeesin.anyfiscal year tojust

equal the amount appropriated, Another attempt to send a strong message regarding the

divergence of fees is include in the bill a "sunset" provision. Briefly stated, this would

require that any fee.increase be temporary and the fees. would revert to previous levels

after a period of time, for example three years. One argument is that the USPTO needs

additional money to put new systems in place but once they are in place and working, .

costs, and therefore fees, should go down.

Increased funding for the USPTO, according to Congress, was contingent upon

the USPTO coming up with a strategic plan thatwould comprehensively restructure the

USPTO and improve service. In response, Director Rogan, throughout late2001 andthe

early part of 2002, worked diligently on such a comprehensive plan. That plan was

published and was subject to a great deal of discussion and comment; As a result,

sigoificant changes to the original strategic plan were announced by theUSPTO. For

example, the original 21st Century Strategic Plan called for the imposition ofpunitive

fees, well beyond the USPTO costs. In the current Plan, the punitive fees have been

substantially eliminated. Other characteristics of the Plan were also changed, such as the

requirement that the applicant provide and certify a novelty search. Based on these

changes and the apparent willingoess of the Patent Office to continue to work with the

user community on improvements to the Plan, the Plan has received support from various

organizations. Accordingly, fee increases, which could be used to implement plan, have

also received support.

The current status is that HR 1561 as been approved by the full Judiciary

Committee on July 25th 2003.
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Turning now to a different topic I would like to draw your attention to HR 2344

which is entitled "Intellectual Property Protection Restoration Act of2003". This act

would provide for federal remedies for intellectual property infringement committed by

individual states of the United States. More particularly, it would overrule federal court

decisions that have held that states can claim immunity from intellectual property

infringement suits brought under federal law, for example, patent infringement suits or

copyright infringement suits. Copyright owners are particularly disturbed that software

can be copied with immunity by a university, for example. In testimony before Congress,

it was reported that an industry association was alerted to the piracy of hundreds of

computer software programs on computers owned by a Maryland hospital center in

Baltimore. With the hospital's approval and full cooperation, their computers were

audited to determine the extent of the piracy. The audit revealed several hundred

thousand dollars worth of unlicensed software. Unfortunately, the industry association

subsequently received a communication from the Maryland state agency hospital

asserting their 11th Amendment immunity and referencing the federal court decisions,

more particularly a case known as "Florida Prepaid". The proposed bill would provide

that any state that takes advantage of intellectual property federal protection, would

waive any immunity for intellectual property infringement. Obviously, every state takes

advantage offederal intellectual property protections.

A bill that is of great interest to the pharmaceutical industry is S 1225. This bill

amends the Hatch-Waxman Act. This Act relates to a scheme by which generic

pharmaceutical companies are enabled to enter the market as quickly as possible after the

pertinent patens of a "name brand" company expire. Some say that the bill would

strengthen a previous FDA proposal and would enable generic drug manufacturers to

brand company to a single 30 month stay; (b) allowing generic companies to file

counterclaims when sued by a name brand company: (c) and installing provisions in

which the generic drug company would forfeit its rights to its 180 days of exclusivity if it

previously brokered an anti-competitive deal with a name brand company.
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OnAugust 1, 2003 a Senate hearing was held on the bill. Duringthe hearing,

several witnesses testified, including the General Counsel of Eli Lilly, Bob Armitage.

Bob's position was against the bill. His points:

""Generic exclusivity" as provided under S. 1 would rarely accelerate generic

drug entry but will instead operate in a systematic fashion to create a separate,

additional market-entry hurdle for competing generic companies."

"[The bill] creates a new incentive for generic companies to bring early and

entirely speculative patent challenges against the basic patents for a new

medicine."

"Innovators will incur substantial costs to defend these patent challenges, no

matter how speculative or thin."

Whether you believe that the bill will increase competition and reduce drug prices

or whether you believe that the bill will stifle innovation, it is an important bill even if

you are not a pharmaceutical company. Many companies are facing rapidly increasing

health-care costs. A large portion of the increase is in the cost ofpharmaceuticals. It is

in the interest of all companies to seek an appropriate balance between the need to

provide generic pharmaceutical compositions when patent expires and the need to

provide for the incentives to make the huge investments in pharmaceutical research..

I would like to now tum your attention to what the future maybring in the way of

legislative initiatives in the U.S. IP organizations are looking at several areas of U.S.

patent law that often result in substantial costs but without substantial benefit. Several

organizations, for example, are looking at U.S. law as it relates to "notice". In Japan,
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there is the concept ofa "warning letter". In the United States, there are several times

during a patent controversy where notifying your opponent establishes certain rights and

obligations. Unfortunately, many find the law relating to "notice" to be confusing and

inconsistent. For example, a patent owner can put a potential infringer on notice of

patent infringement so as to start the period of damages while that very same notice is not

necessarily sufficient to allow the potential infringer to clarify his rights using a

declaratory judgment action. Many see this imbalance is being unfair to the potential

infringer. In another aspect of "notice", U.S. patent law allows for the "marking" of a

product with patent numbers thereby placing the public on actual notice that features of

the article are patented. Many believe that many aspects ofpatent marking are not logical

in the modem environment. I would expect to see proposed legislation in the area of

notice, including patent marking, in the not too distant future.

Several organizations have also begun looking at the costs and benefits of

"willful" infringement under U.S. law. This area of law can result in significant costs to

potential defendants. With very little effort, a patent owner, even if the patent is

questionable, can impose substantial costs on a large number of companies. When a

company receives a notice ofpotential infringement of a particular patent, they are faced

with the prospect of being found to be "willful infringers" resulting in the prospect of

treble damages. As a result, the company will often undertake an extensive study

including, potentially, the preparation ofan expensive legal opinion. Oftentimes, the sole

purpose of the extensive legal opinion is to eliminate the prospect of treble damages. An

unscrupulous patent owner can send out literally hundreds of notice letters and then offer

to settle for less than the cost of an investigation and opinion. We are seeing more an~

more of this kind of activity and modifying the law ofwillful infringement would help to

•..••••.. ~w~·reaucetneeffeCi[veiiess·onhiittactrc:flltliecourse:on,I[gatIon;'provingastateofrnIna~

is particularly difficult and expensive. Many believe that absent very obvious and

egregious conduct, willfulness should not be an issue. Here again, I predict some

legislate activity in the future.
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No presentation at a PIPA meeting would be complete without at least a brief

discussion ofharmonization. Harmonization will require a great deal legislation in many

countries. However, I leaveyou with one thought. How much wouldyour company save

if it could obtain worldwide patent protection with one application, one search and one

examination? One application - one search - one examination. in the context of

user

community should be able to convince the various patent offices to encourage the filing

of one patent application that would not only be accepted but would not be fmancially

penalized in one jurisdiction or another. It will be more difficult to revise the substantive

law such that the prior art is defined the same in each jurisdiction - thereby allowing for

one search. It will be still more difficult or to harmonize the substantive law so that

patentably subject matter is the same in each jurisdiction - thereby allowing for one

examination,

However, and there are signs that progress is being made. Unfortunately, there

are signs that the patent offices do not yet understand the needs of users and continue to

adopt inconsistent standards and fee structures that stand in the way of efficient systems.

In the interests of time, let me give you just one example. One barrier to

establishing a "one application" international system is the various practices in the patent

offices in the way that they charge for claims. The fee structure in Japan severely

penalizes applications with more than about three claims. The European patent system

almost encourages up to 20 and specifically seems to encourage multiple dependent

claims. The U.S. patent system's fee structure strongly discourages such multiple

dependent claims. Thus, when an attorney is preparing an application for filing, it is

economically imperative that careful consideration be given to the claim structure for

each jurisdiction for no other reason than the fee structures that exist in these

jurisdictions. If the patent offices were to consider the needs of the international filing

community, and not just their need to balance fees and somehow recover costs, a more

efficient system could be easily achieved.
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You can help. For each practice change that your patent office proposes, ask

yourself "How might this change affect my ability to prepare a single international

application?" For each legislative change that does not move towards harmonization, ask

yourself if the possible benefit to one country to be different is worth the cost of erecting

a barrier to the goal of one application, one search, and one examination. When you

are preparing your comments to proposed changes, be sure to comment On how the

change affects your ability to achieve "The Goal".

Jeff Hawley
Legal Division Vice President
Director PatentLegal Staff
Eastman Kodak Company
Tel: (585) 724-4947 , FAX (585)-724-9657, E-mail: j.jeffrey.hawley@kodak.com
Visit http://www.kodak.com
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IP-Related Bills introduced in the 10Bth Congress (most recent bills listed first)

Approps:
H.R.2799

HR 2752 Author, consumer, and Computer Owner Protection and
Security Act of 2003 (ACCOPS Act) (Rep. Berman) - Seeks to
ennenoe domestic and international enforcement of the copyright
laws by providing additional anti-piracy tools to law enforcement
and making ne Federal qffense to provide misleading contact
information when registeri~g a domain name or to camcord a
movie in a theater without authorization among other things.

H.K. zeui I"UDIIC uomam t:nnancement Act (Rep. Lofgren, D-CA-16)­
Amends Title .17 to allow abandoned copyrighted works to enter
the pUblic domain after 50 years.

H.R.2521 Fair, Transparent, and Competitive Internet N~mingActof
2003 (Rep. Baird, D-WA-3rd) - Requires the Comptroller General
to study ICANN business practices, procedures, accountability,
and administration and the Internet domain name system.

H.R.2517 Piracy Deterrence and Education Act of 2003 (Rep. Smith, R­
TX-21) - Seeks to enhance criminal enforcement of the copyright
laws, educate the pubticabout the application of copyright law to
the Internet, and Clarify the authority to seize unauthorized
copyrighted works.

H.R.2494 United States-Cuba Trademark Protection Act of 2003 (Rep
Rangel, D-NY-15) ...Promotes compliance with international
intellectual property obligations relating to Cuba.

_JlIlI!lIllrl~~Wi1lllm••rlm!!&!III.'llllIJilIIllJIIIIlll4Jt
Passed by the House on July 23 (H. Rep! 108-221). The bill sets
funding at $1.24 Billion for the USPTO. I does not take into
account the possibility of legislation passrd this congre.ss which
would increase fees by 15-25% (see H.R 1561 belowj.:

Introduced 07/16/2003.

Introduced 6/19/2003; Referred to the Hquse Energy and
Commerce.

Introduced 6/19/2003; Referred to the House judiciary, IP
Subcommittee.

Introduced 6/17/2003; Referred to theHouse JUdiciary, IP
SUbcommittee. Section by section summary available at:
http://www.lpo.org/2003 New/LB cUba.pClf,

UPdated:Atust 7, 2003 (Page 1 of 6)



Bill No. Bill Description Status

H.R. 2391

H.R. 2344

H.R.2255

Cooperative ReSearch and Technology Enhancement
(CREATE) Act 01;2003. -AmendS 35 USC §103 to promote
collaborative research involving research institutes and
universities among others.

t

Intellectual Prop!lrlyProtec:tion Restoration Act of 2003 (Rep
Smith, TX-21S

' ) - fsovereign immunity bill" - Restores Federal
remedies for intellectual property infringement committed by
StateS. I

!
A Bill to extend the suspension of certain payments to be
made by nencommerclal webcasters under 17 U.S.C. §§ 112
and 114. (Rep Price, NC-4'h). - Extends suspension of royalties
by certain webca~ters for oneyear.

•t

Introduced: 06109i2003; The House IP Subcommittee held a
hearing on this topic all 6/10/2003. For testimony, see:
http://www.house.gov/judiciary/courts.hIm

Cosponsors (10): Reps. Baldwin (WI-2), Berman (CA-2B), Boucher
(VA-9), Coble (NC-6), Conyers (MI-14), Goodlatte (VA-6), Green
(WI-B), Hart (PA-4), Lofgren (CA-16), Wexler (FL-19)

Introduced 6/5/2003. The House IP Subcommittee held a hearing
on this issue on 6/17/2003. For testimony, see:
http://www.house.gov/judiclary/courts.hIm

Introduced 5/22/2003; Referred to the House Judiciary, IP
Subcommittee.

H.R.2122 Project BloShiel/l Act of 20031 Vaccine Compensation bill Introduced 5/15/2003; Passed by the House (421-2) on 7/16/2003.
(Rep Tauzin, LA-j'd).":" Provides incentives to industry to develop
countermeasures!forbiological and chemicalwarfare. It seeks to
enhance researctj,dlwelopment,procurement, and use of
biomedical count1rf1)easures to respond to pUblic health threats <::>
affecting nationa/~ecurity. . . '""""

I ~____ ~)

H.R.1946 A .BIII to amend title 35 USC to clarify the applicability of Introduced 5/1/2003; Referred to the House judiciary, IP W
certain provisio~s relating to railroad cars. (Rep Walden, OR- Subcommittee.
2nd

) - Expands th~infringementexemption at 35 USC §272 to
state that use of an invention on a railroad car entering and Cosponsors: Reps.Blumenauer(OR-3) and Dicks (WA-6)
leaving.the U.S.. on.j a recurring basis cannot infringe a patent

.' ",,', ' 'f·"
among other thing,s.

•
~

This bill isrelated~o litigation in the i=astern District of
Pennsylvania, National Steel Car Ltd.•v. Canada Pacific.Railway,
E.D. Pa., No. 02·~B77, 1/6/03. This case is currently on appeal in
the Federal Circu~.

;:
)',
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Bill No. Bill Description Status

Introduced (by request) on 04/02/2003; t' xt based on proposed
USPTO fee bill (revised Feb. 2003). The bill was amended (to
address diversion and technicai changes, and approved by the
subcommittee on 5/22/2003. It was subs quently amended again
by the Full committee (to address outsou cing) and approved by
theFull committee on 7/25/2003. H.Rep. 108-241.

H.R.1561 United States Patent and Trademark Fee Modernization Act of
2003 (Reps. Smith, R-TX-21" and Berman, D-CA, 28'h) __
Increases and restructures Patent and Trademark fees, enables
the USPTO to retain all the user fees it collects until expended by
the agency, and makes other miscellaneous changes to 35 USC
§§ 41 and 42.

The House IP Subcommittee held a heaj'ng on this bill on April 3
at w.hich IPO President John Williamson estifled. IPO'S....· oral and
written statements (and the bill) are post d on the IPO website at
www.ipo.orq.

H.R. 1417 Copyright Royalty and Distribution Act Reform Act (Rep.
Smith, R-TX-21st

) - Amends Title 17, United States Code, to
replace copyright arbitration royalty panels (CARP) boards with a
Copyright RoyaltYJudge.' .

H.R. 1066 Benefit Authors without Limiting Advancement or Net
Consumer Expectations (BALANCE) Act (Rep. Lofgren, D-CA­
16'h)_reintroduced from 107'hCongress (H.R. 5522) -- Amends
Federal copyright law to address fair use protections as they relate
to the laWful use and manipulation of analog or digital
trensmlssionsot copyrights works.

Introduced 3/25/2003; referred to House ~udiciary
Cosponsors: Reps. Berman and conyer,

The House IP Subcommittee held a heaTg on this bllton April 1.

Introduced 03/04/2003 - Referred to Hoise Judiciary Committee

o
......
o:
..;::.

HR. 909 Patent Fee Bill (Rep. Rohrabacher, R-CA-46th
) - reintroduced Introduced 02/25/2003 - Referred to House JUdiciaryCommittee

from 107'h Congress(H.R. 2415)-Amends Federal patent law to
require the Director of the Patent and Trademark Office to adjust
user fees collected in any flscal year to equal the amount
appropriated.

H. R. 828 Pharmaceutical Fiscal Accountability Act of 2003 (Rep
McCarthy, D-NY-4'h)...,. Amends the FDA Act to allow generic drug
eppticsntsio be eligible for a 180-dayexclusivity period and
require the Comptroller general to study the effects of
pharmaceutical patent extensions and market exclusivity periods
on delays in Introducing generic drugs.

H.R. 242 Plant Breeders Equity Act (Rep. lssa, R-CA-49tn
) - reintroduced

tromiot" Congress (H.R.5119) - Relaxes the printed publicstlon
bar for plantpatents;

Introduced 2/13/2003 - Referred to the l'ouse Energy and
Commerce, Subcommittee on Health.

Cosponsors (5): Reps Emanuel (IL-5), Israel (NY-2), Norton (DC),
Owens (NY-11), Rahall (WV-3)

introduced 01/08/2003.

I
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Bill No. Bill Description Status

HR 107

H.R.25

H.R.1

...pprops:
H. J. Res.2/
S.llmdt. 1

Digital Media Cd,nsumers' Rights Act (Rep. Boucher, D-CA-9tn
)

- reintroduced from 101h Congress (H.R.5544) - Amends the
Pedere! Trade C6mr1lission Act to prohibit digital music disc
products tha/areldeceptive armis/abled from entering the market.
Also amends copyright1aw to exempt persons researching
technological protection measures from the anticircumvention
provisions of thebapyright laW. ThebiJI also declares that fair use
protections ej(teri~topersonswno circumvent but do not infringe
and those who dif;tributeproducts capable of circumventing
encryption technqlogy.

!
I

Fair Tax Act of ~003 (Rep Linder, D-GA-7tn
) - Amends the tax

code to inclUde alJ Intangible Property Antiavoidance Rule (Title II,
§201). I

i
I

Introduced 01/07/2003.

Introduced 01/07/2003; referred to the House Committee on Ways
and Means.

Introduced 6/25/2003. Passed by the House 6/27/2003; S.1
passed by the Senate on 7/712003 and amendments incorporated
into H.R.1; Bill moved to conference.

Signed into law by the President on 2/20/2003 as Public Law 108­
7. The law provides for $1.182 billion in funding for the USPTO in
FY2003.

Approps: Commerce-Justice-State (CJS) FY2003 Appropriations Act
HR 247 (Rep. Wolf, R"VA!-10'h)

I
t·

1

1
i

J
t•

Introduced 01/09/2003.
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Bill No. Bill Description Status

,ifiillt! ~ _.!1n;,,~!IIlIII1lJI!!ll'••
Greater Access to Affordable Pharmaceuticals Act (Sens.
Gregg, R-NH and Schumer, D-NY) - Overhauis certain provisions
of Hatch-Waxman (drug patent laws) and strengthens a previous
FDA proposal that enabies generic drugs to make it to market
faster. The primary features of the biil inciude: (a) limiting a name­
brand company to a singie 3D-month stay; (b) allowing generic
companies to file counter-ciaims when sued by a name-brand
company; (c) installing provisions in which a generic drug
company would forfeit its rights to its 180-days of exclusivity if it
previously brokered an anti-competitive deal with a name-brand
company; and other provisions.

S. 1191 Intellectual Property Protection Restoration Act of 2003 (Sen.
Leahy, D-VT) - "sovereign immunity biil" - Restore Federal
remedies for intellectual property infringement committed by
States.

Bill reintroduced from previous Congress: S.2031, 107'h

S.946 Drug Competition Act of 2003 (Sen. Leahy, D-VT)­
reintroduced from 107'h Congress -- Enhances competition for
prescription drugs by increasing the ability of the Department of
Justice and Federal Trade Commission to enforce existing
antitrust laws regarding brand name drugs and generic drugs.

S.692 Digital Consumer Rightto Know Act (Sen. Wyden, D-OR) -­
Requires the Federal Trade Commission to issue rules regarding
the disclosure of technological measures that restrict consumer
flexibility to use andmanipulate digital information and
entertainment content.

____ ..... ~!ImiIfflpr;1ftl_~mtM
Introduced 06~/1""0~/2~0""03~;passed by the S.e~ate 6/11/2003. The bill
was also offered as an amendment to the Medicare bill, S.1. The
Senate Judiciary Committee held a heari g on this bill on
08/01/2003 in which FTC Chairman Tim fV1uris, USPTO Deputy
Director John Dudas and Elly Lilly General Counsel Bob Armitage
testified among others. For witness lists Jnd submitted testimony,
see: http://www.iudiciary.senate.gov/hearlng.cfm?id=891

T." of this bi" in ,arqe part was "'_\"" House.

Introduced 6/5/2003 and referred to the S\;'nate Judiciary
Committee. The House IP SUbcommitte~ held a hearing on the
House Companion bill (H.R.2344) on 6/1il

1/2003.

For a witness list
and copies of witness testimony, see: •
http://www.house.gov/judiciary/courts.httlj

I
Introduced 4/29/2003; Referred to the Judiciary Committee.

Cosponsors (6): ca.ntwell (D-WA), DurbJ (D-IL), Feingold (D-WI),
Grassley (R-IA), Koh/(D-WI),Schumer ('-(-NY)

I
Introduced 03/24/2003; referred to Senat~ Commerce Committee.

o
~
(X,

en

S.671 Miscellaneous Trade and Technical Corrections Act of 2003"
~ Title 3 of this act seeks to enhance and strengthen protectionot
US IP rights abroad through harmonizinglP rights criteria in
various trade preference acts, establishing a formalized USTR
petition process and making technical corrections affecting
WTOITRIPS cases brought against countries subjectto trade
action under Section 301.

Approved by the Senate Finance Commitlee, 02/27/2003. Placed
on Senate Calendar with written report sen. Rep. 108-28.
Related House Bill: H.R.1047 I

Bill Text: http://finance.senate.gov/sitepares/leg/leg022603. pdf

Updated: Arust 7, 2003 (Page 5 of 6)



Bill No; Bill Description Status

Text and status information on the legislation cited above can be found on the IPO Website at: hltp:lfwWw.ipo.orqlissues.html
I

S.54

S.7

S.2

NOTE:

Greater Access to Affordable Pharmaceuticals Act of 2003
(Sens. Schumer,b-NY & McCain, R-AZ) __ reintroduced from the
107h Congress; ~e.eks to close loopholes to expedite ge~~ric
drugapprova/;Septlons 3 and 4 of Include language requmng the
filing ofpatent inf9rmationwith the FDA and a limitation of one 30­
month stay to certain patents.

f,v-
Prescription DrLl9 Benefit and Cost Containment Act of 2003
(Sen.Daschle, DiSD) «Includes language similar to S.54 on tiling
with the FDA an1the 30-month stay limitation(§§ 201& 202).

l

Senate Jobs and Growth Tax Act of 2003 _Sec. 364 of the bill
reported outotth~ Finance Committee to the Senate was titled,
"Limitation Of Deauction For Charitable Contributions OfPatents
AndSimilar Prop~rty."- the section would eliminate the tax
benefits to Corporations Who make patent donations;

I

I
I

Introduced 01/08/2003; referred to the Committee on Health,
Education, Labor, and Pensions.

Introduced 01/071.2003; referred to the Committee on Finance.

This bill was reported out of the Senate Finance Committee in the
nature of a substitute bill on 5/9/2003 and was passed by the
Senate. The final tax bill did not include this provision and was
signed into law on 5/28/2003 as Public Law 108-27.

IPO sent a letter on this issue to Sen. Grassley on 5/21/2003
which is posted on the IPO website at:
http://www.ipo.org/PosStatement.html
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Title: Patentee's Participation in Standards Setting (the Rambus Case)

Date: October 14-17, 2003

(1)

(2)

(3) Source: 1) Source: PIPA

(5)

(6)

(7)

Jack D. Slobod - Philips Electronics North America Corporation

Keywords: Standard-Setting Organizations, SSO, Duty to Disclose, Equitable

Estoppel, Implied License, Fraud, Unfair Methods of Competition

Statutory Provisions: Section 5 of the Federal Trade Commission Act

Abstract: Standard-Setting Organizations (SSOs) have established rules not only

obligating participants to license patents which are essential to a standard,

but also requiring participants to disclose their essential patents prior to

adoption of the standard. The traditional risk flowing from failure to

comply with SSO patent disclosure rules is that such essential patents may

be held unenforceable against standard compliant products under the

doctrine ofequitable estoppel. The recent Rambus case and the prior Dell

case show that the consequences of non-compliance also include possible

charges of fraud, or action by the U.S, Federal Trade Commission (FTC)

concerning unfair methods of competition. These cases are .discussed and

suggestions are made for the content of SSO rules and for the approach

companies should take to standard setting activities to minimize risks.
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PATENTEE'S PARTICIPATION IN STANDARDS SETTING (THE RAMBUS CASE)

By Dicran Halajian and Jack D. Slobod 1

Background

Standard-Setting Organizations (SSOs) have proliferated in recent years and are

increasingly being established for emerging technologies in the electronics industry to

ensure the interchangeability and interoperability of computer, consumer electronics, and

telecommunication equipment of different manufacturers. Companies participate in

SSOs for a variety of reasons, none the least of which is to monitor the emerging

standards and plan to produce products that would be covered by the standards.

SSOs have established intellectual property (IP) rules because of concern that

patent rights of third parties which are necessarily infringed when making or using

standard compliant products (so-called "essential" or "necessary" patent rights or claims)

may be used to block or inhibit effective implementation of the standard. Despite the

important implications of IP rules of SSOs, little has been written about such rules

generally.f SSO IP rules take a variety of forms, and may impose obligations on

participants in standard setting activities and/or members of the SSO to disclose their

essential patents prior to adoption of the standard, and to license such essential patents on

a particular basis.

The majority of SSOs allow participants to retain their essential IP rights, but may

require participants to undertake to license such rights for standard compliant products on

reasonable and nondiscriminatory terms (RAND). An example thereofis the European

Telecommunications Standards Institute (ETSI),3 which further seeks to adopt standards

which are not blocked by IPR of a member not willing to license." However, SSOs

requiring royalty free licensing to attempt to achieve a so-called "open standard" are also

appearing, such as Bluetooth™.5 The SSO rules may include saving or escape provisions

a

patent infringement arising from compliance with the standard," and/or providing a right

of withdrawal prior to adoption of the standard to avoid the licensing obligation.'

The risk usually considered as flowing from a company's failure to comply with

the IP disclosure rules of an SSO is that the relevant patents of the company may be held

2
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unenforceable against standard compliant products on account of equitable estoppel; ~

Equitableestoppel does not require. affirmatively misleading statements and applies to

silence where conduct and circumstances render"a clear duty to speak" asindicatedin.

the seminal Aukerman9 case where the court stated that equitable estoppel applies if:

A patentee, though misleading conduct, leads the alleged

enforce its patent against the alleged infringer. Conduct may

include specific statements, action, inaction, orsilence where there

was an obligation to speak.l"

. It may also be.argued that a patentee's conduct in standardsetting activities or

concerning standard compliant products have given rise to all implied (usually royalty­

free) license. A finding of impliedlicense is based on contract law and focuses on the

relationship between the parties and the objective expectations flowing from their

conduct..'! An impliedlicense may be found where a patentee invites a use that would

otherwise infringe its patent.12 The conduct of a patentee in standard setting activities

may produce analogous situations. For example, ira patentee extols the benefits of a

proposal without disclosing its IP position, and it is expected from the relationship of the

parties that disclosure of intent to enforce the patent should have been.made, it may be

argued that the patentee has invited royalty-free use of products or methods compliant

with its proposal.

Recent cases have served to sensitize companies of the heavy obligation falling

upon engineers and scientists of a company participating in an.SSO to comply with the IP

rules of the SSO in regard to disclosure of IP rights, and the consequences of actual or

perceived non-compliance. As will be apparent from the discussions herein, these

consequences can include not only unenforceability of patent rights on account of

equitable estoppel or implied license, but also charges of actual fraud, violation of the

Racketeer Influenced and Corrupt Organization Act (RlCO}13, monopolization or attempt

to monopolize in-violation of the Sherman Actl4
, or violation of section 5. of the Federal

Trade Commission Actl5
.

The Rambus Case

3
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IivRambus, Inc. v.Lnfineon Techs AG, (2001)16 after Rambus' patents were held

not infringed by Infineon's products implementing the Synchronous Dynamic Random

Access Memory (SDRAM) and the Double Data Rate SDRAM (DDR-SDRAM)

standards adopted by Joint Electronics Devices Engineering Council (JEDEC),17 a jury

exonerated Rambus on the RICO claim'f but found Rambus guilty of fraud and awarded

punitive damages'" based on Rambus' failure to disclose relevant patent applications to

JEDEC. On a post-trial judgment as a matter of law (JMOL), the District Court for the

Eastern District of Virginia permitted the fraud verdict on the SDRAM standard, finding

that Rambus had a duty to disclose patent applications related to an SDRAM standard­

setting effort promulgated by JEDEC, "(notwithstanding the absence, until 1993, of an

explicitreference to pending patents in the JEDEC manual), [since] all members, at all

times here pertinent, had a known duty to disclose patent applications that related to the

SDRAM standard-setting effort" as proved by clear and convincing evidencc.i"

However, the District Court set aside the fraud verdict on the DDR-SDRAM standard,

finding that Rambus withdrew before the duty of disclosure was triggered, namely,

before the JEDEC Committee began working on the DDR-SDRAM standard.i'

Thereafter, the U.S. Court of Appeals for the Federal Circuit (CAFe) overturned

the jury verdict of fraud in regard to Rambus' failure to disclose patent applications

related to the SDRAM standard.f The CAFC noted that there "is no indication that

members ever legally agreed to disclose information" but treated the JEDEC policy 3 as

imposing a duty to disclose. Nevertheless, Judge Rader writing for themajority noted

thatthe disclosure duty focuses on patent claims since the language of the JEDEC policy

"links the disclosure duty to patents or applications whose claimscover the proposed

JEDEC standard.,,24 The court found no breach ofthe disclosure duty since it accepted

Rambus's argument that none of the pending claiins read on the SDRAM standard

despite Rambus' s earlier mistaken belief that it had pending claims covering the standard,

~---··stlltifi1\:·tlfarsU~h'amistaKen·helier"aoeiriiofsiios1TtiitinonlleprooFfeqmred15yffie·-······"',·················

objective patent policy.,,25 The dissent noted that there was no proof that Rambus'

pending claims did not read on the SDRAM stllndard2 6 With respect to the DDRc

SDRAM standard, the CAFC affirmed the District Court's decision holding that Rambus

4
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had no duty to disclose since it withdrew from JEDEC in June 1996, and JEDEC did not

begin formal work on the DDR-SDRAM standard until December 1996}7

Infineonalso brought monopolization claims under-the ShermanAct; where the

district court, initially rejected Rambus' motion to dismiss for failure to state a cognizable

ultimately dismissed Infineon's monopolization claims after ruling that

district court's claim construction, Infineon's monopolization claims will be tried unless

the Supreme Court reverses the CAFC. Analogousmonopolization claims are pending

against Rambus in another litigation. 2S

Although Rambus was ultimately victorious in defending the fraud counterclaims

made by Infineon, thatvictory.is, viewed as a technical one since.Rambus still faces an

action by the U.S. Federal Trade Commission (FTC) concerning its conduct before

JEDEC}9

The Dell Case

Rambus is not the first time the FTC dealt with a failure to comply with. IP

disclosure obligations to an SSO. The FTC addressed similar issues In the Matter ofDell

Computer Corporation", where Dell was accused of acts or practices that constitute

unfair methods of competition in or affecting commerce in violation of Section 5 of the

Federal Trade Commission ACL31 The.facts were that a Dell-representative, as member

of the Local Bus Committee of the Video Electronics Standards Association (VESA),

voted on July 20, 1992,to approve a preliminary proposal for the VESA Local Bus(VL­

bus) standard. As part of this approval, the Dell representative provideda written

certificationthat, "to the best of my knowledge," the proposal does not infringe any

patents.F The same writtencertification wasagain provided on August6, 1992, during

the final approval of the VL-bus standard. One year earlier, inJuly 1991, Dell had

received United States Patent number 5,036,481 which was not disclosed to VESA.

After VESA's VL-Bus standard became very successful, Dell informed certain VESA

members that the "implementation of theVL-bus is a violation of Dell's exclusive

rights."

5
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Despite astrenuous dissent and many commenters, FfC and Dell entered into a

consent agreement pursuant to which the FfC issued an order that "prohibits Dell from

enforcing its United States Patent number 5,036,481 against any company for such

company's use of the Video Electronics Standards Association's VL-bus standard.,,33 The

Commission considered leaving this case to be decided by the courts based on equitable

estoppel which requires intentional and knowing misleading conduct including silence,

reliance on the misleading conduct, and material prejudice.i" but found the remedy

consistent with cases related to equitable estoppel since "there is reason to believe that

Dell's failure to disclose the patent was not inadvertent.,,35

By contrast, the dissent noted that not only was it not shown that Dell's

misleading conduct "vasintentional and knowing, but also -there was no showing of either

reliance or material prejudice by others. Thus, the dissent deemed the relief of barring

Dell from enforcing its patent as "unnecessarily harsh.',36 The dissent noted that Dell did

not have any great role in the development and promulgation of the VESA VL-bus

standard, such as proposing or sponsoring the standard, urging others to vote forthe

standard, participating in drafting the standard, or having any hand whatsoever in shaping

the standard." According to the dissent, the logic of the majority of the Commissioners

leads to "astrict liability standard, under which a company would place its intellectual

propertyat risk simply by participating in the standards-setting process.',38

In view of this, the dissent found particularly odd thefourth allegation in the

complaint that Dell's actions unreasonably restrained competition since they "chilled"

willingness to participate in SSOs. Rather, the dissent pointed out the chilling effect of

the Order on participating or voting in SSOs. "The danger that voting on a standard

might result in the loss of a company's intellectual property rights may dissuade some

firms from participating inthe standards-setting process in the first place.,,39

Because of the chilling effect OnSSO participation, the American National

one of seven (out of eleven) commenters who strongly opposed the imposition on SSO

participants of any duty to disclose patents. ANSI supported liability only if a company

intentionally and deliberately fails to disclose relevant patents. The American Intellectual

Property Law Association (AIPLA) also agreed with ANSI noting that the Dell remedy is

6
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too drastic as it amounts to a forfeiture of patent rights and that patent estoppel litigation

is a better forum. Requiring intent was also endorsed by other commenters including the

Electronic Industries Association (EIA), the Telecommunication Industry Association

(TIA), the Standards Board of the Institute of Electrical and Electronic Engineers (IEEE),

and the Alliance for Telecommunications Industry Solutions, Inc..(ATIS).40

that ANSI does not require a certification as to conflicting IPrights and thus, unlike

VESA, does not create an expectation that there is no conflicting IP.41 The dissent also

discussed the patent policy of ANSI and other organizations, noting that the AIPLA

supported the reconciliation of the rights of standards users and IP owners as set forth in

ANSI's patent policy. ANSI specifically addresses the situation where relevant IPrights

are discovered after the standard is adopted by requiring the same assurance asif the IP

rights were disclosed prior to the standard adoption, namely, a written assurance that the

IP will be licensed royalty-free or based on RAND. Otherwise, the standard may be

withdrawn. 42

Other commenters included the American Committee for Interoperable Systems

(ACIS) who favored the imposition of a duty to search and disclose relevant IP, arguing

that the IP holder is best positioned to determine if its patents read on the standard, ACIS

downplayed the chilling effect on participating in SSOs since such participation is

motivated by commercial self-interest. Bay Networks, Inc., also supported a strict

standardof identifying and disclosing relevant IP rights or waiving them. Bay Networks

argued that requiring a license based on RAND may not be sufficient, because firms may

disagree about the meaning of RAND.

A si'ffiilar action under Section 5 of the FTC Act is also pending against Union Oil

Company of California (Unocal) 43 where, insteadof an SSO, a state regulatory body is

involved, namely, California Air Resources Board (CARE), which initiated rulemaking

proceeding inthe late 1980s to determine cost-effective regulations and standard

governing the composition of low emission, reformulated gasoline (RFG). Unocal

obtained patents during the pendency of the CARE RFG proceedings while representing

that it had no patent rights. After adoption of Unocal's patented technology by CARE,

Unocal began enforcing its patent rights.

7
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Despite having no patent policy or disclosure requirement of patents or pending

applications, the FfC filed charges that look very much like equitable estoppeL The

charges against Unocal include activel~ participating in the CARE RFG rulemaking

proceedings; engaging in a pattern of b~d-faithand deceptive conduct; concealing

material information that enabled it to undermine competition and harm consumers; and

illegally monopolizing attempting to monopolize, and otherwise engaging in unfair

methods of competition. The complaint alleges that Unocal made materially false and

misleading statements such as representing to CARB and other participants that its

emission research results were nonproprietary, in the public domain,or otherwise

available without disclosing that Unocal intended to assert its patents related to the

research results. Further, the complaint alleges that Unocal made knowing and willful

misrepresentation to CARB that its predictive model, concerning automobile exhaust

emissions and CARE phase 2 regulations, would be "cost effective" and "flexible", and

that absent these misrepresentations, CARE would not have enacted the RFG regulations

that overlapped with Unocal' s concealed patent claims.

Suggestions

Lessons should be learned by both SSGs and member/participants from Rambus,

where the CAFC noted that "thereis a staggering lackof defining details in the

EIAIJEDEC patent policy ... JEDEC could have drafted a patent policy with a broader

disclosure duty. It could have drafted a policy broad enough to capture a member's failed

attempts to mine a disclosed specification for broader undisclosed claims. It could have.

It simply did not.,,44 The need for a clear policy was reiterated in the dissent, where the

complexity of determining whether claims read on a standard was noted." Thus, the

onus is on the SSG to have a clear and unambiguous patent policy. Accordingly,

potential members should review SSG IP policies and demand clarification if needed.

addition, companies involved in the formation of new SSGs should make sure that clear

and written IP policies are put in place.

In addition to a need for clarity in SSG IP rules, it should be appreciated that the

rules should not be too burdensome and should not produce significant risks from

8
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inadvertent non-compliance, since that. would chill participation. Some basic premises

that should be generally acceptable to participants and members include the obligations

(I) all members and participants agreeto license standard compliant

products on no worse than a RAND basis under patent rights that are

against a third party who has refused to license on such terms; and

(2) any participant making a proposal to the SSO willdisclose patents and

patent applications it is aware of as. being essential to the proposal.

An issue related to disclosureincludes whether a participant has to search its

entire patent portfolio for relevant patents. It is believed that such an obligation is too

burdensome for companies having.large patent portfolios. The more sensible approach

is thatthe disclosure obligation be as to patents and patent applications that a company is

aware of as being relevant to the standard. Such an approach should be satisfactory since

typically the individuals participating on the SSOon behalf of the company are aware of

the most relevant patents .and applications, If relevant patents or applications are later

uncovered, there should be a continuing obligation to bring them to the attention of the

SSO. In such event, there should be the obligation to license such patents or applications

in accordance .with the license obligation, but no penalty or loss of rights.

A further issue is what remedies are available to a member, e.g. if it is alleged that

a member obligated to license on RAND terms has demanded unreasonable terms. It is

believed that an SSO is in no position to be the arbiter of whether specific terms comply

with the RAND obligation. Consequently, it is suggested that the bylaws of the SSO

indicate thatthe members are third party beneficiaries of such obligations, Thiswould

allow a dispute, as to the compliance with an SSO licensing obligation, be dealt with

entirely between the parties involved.

Case law strongly suggests that the act of joining an SSO constitutes consent to be

governed by the SSO bylaws." Consequently, companies should not take lightly joining

an SSO, and once they join, they should set up procedures to make sure they comply with

SSO requirements, Further, the obligations and risks should be clearly understood .

9
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I The authors are Senior and Principal Attorneys, respectively, Intellectual Property and Standards, Philips
Electronics North America Corporation. The recommendations or opinions expressed herein are solely
those of the authors.

and Standard-Setting
(2002), importance of SSO rules related to IP issues, and noting that there is little legal
literature on the subject.

3 ETSI Directives, April 2003, Annex 6: ETSI Intellectual Property Rights Policy, section 6.1, Availability
of Licenses, requires ,,[w]henan ESSENTIAL IPR relating to a particular STANDARDor TECHNICAL
SPECIFICATION is brought to the attention ofETSI, the Director-General ofETSI shall immediately
request the owner to give within three months an undertaking in writingthat it is prepared to grant

10
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irrevocablelicenses on fair, reasonable and non-discriminatory terms andconditions." Availableat
http://portal.etsi.orgldirectives/directives_apc2003.doc (last visited August 29, 2003).

4 ETSI Intellectual Property Rights Policy, Annex 8.1.1 requires "[wJhere a MEMBER notifies ETSI that it
is not prepared to license an ll'R in respect of a STANDARD or TECHNICAL SPECIFICATION, the
General Assembly shall review the requirement for that STANDARD or TECHNICAL SPECIFICATION
and satisfy itself that a viable alternative technology is available for the STANDARD or TECHNICAL
SPECIFICATION which:

• satisfies ETSI's requirements.":

5 Bluetooth™ is a standard developed by the Bluetooth Special Interest Group (SIG)related to connectivity
solution based on wireless technology, where the Bluetooth Patent/Copyright License Agreement; Sections
5(a) and 5(b) , requires Promoter Members and Associate or Adopter Members to grant each other "a
nonexclusive, royalty-free, perpetual, irrevocable, nontransferable. nonsublicensable, worldwide license
under its Necessary Claims ...". Available at
https:/Iwww.bluetooth.orgifoundry/sitecontent/documentlPatencand_CopyrightLicenseAgreement (last
visited August 29,2003).

6/d. at Section 5(b) provides: "In the event that a Bluetooth SIG Member ("Member A"), other than a
Member who has Necessary Claims, files snit against another Member ("Member B") for patent
infringement arising fromMemberB' s manufacture, use or sale of products andsystems that are
compatible with the Bluetooth Specification(s) and/or Foundation Specification, and such suit is not
defensive based on a patent infringement claims or suit by Member B, then Member B shall have the
unilateral right to change the license grant set forth in Section 5(a) or (b) above under Necessary Claims, if

. any, from a royalty-free license to a reasonable royalty bearing license with respect to Member A and be
able to collect such royalty retroactively commencing on the date that Member A filing such suit is alleging
Member B commenced the infringement which is the basis of the suit" (Emphasis added).

t u. provides at Section 7(b): "Effect of Withdrawal. If an Associate or adopter Member withdraws from or
is terminated from Membership in Bluetooth SIG: ...(iv) Section 5 of this License shall continue in full
force and effect with respect to all Bluetooth Specification and Foundation Specification adopted prior to
the effective date of withdrawal ortermination." (Emphasis added). Section 7(b) (iii) provides for licenses
between the withdrawing Member and Bluetooth Licensees after the effective Withdrawal date as follows:
"With respect to Contributions from withdrawing Member which are included in any Bluetooth
Specification which is adopted after the effective date of withdrawal or termination, such Member shall be
entitled to receive a license from all Licensees regarding all such Bluetooth Specifications (i.e. all those
which include such Member's Contributions) under the terms of Section 2, but only if and when such
Member agrees to and grants a license under the terms of Section 5(b) to all Licensees with respect to all
such Bluetooth Specifications." (Emphasis added). Further, Section 7(a) provides a grace period to
withdraw after the adoption of a standard and thus preserve ll'rights for a licensing program of the
withdrawing member as follows: "If an Associate or Adopter Member withdraws within three (3) weeks
following its receipt of notice of adoption of a Bluetooth Specification, the effective date of such
withdrawal shall be immediately prior to such adoption."

8 Wang Labs Inc. v. Mitsubishi Elecs. Am., Inc. 29 U.S,P.Q. 1481 (C.D. Cal. 1993), aff'd, 103 F.3d 1571;
41 u.S.P.Q.2d 1263 (Fed. Cir. 1997), cert. denied, 1997 U.S. Lexis 4726 (1997) (finding implied license
based on equitable estoppel where Wang promoted its single in-line memory modnle (SlMM) design as the
official industry standard through the Electronics Industries Association's (EIA) standardization group
known as JEDEC, indicated to JEDEC it was not seeking patents, did not inform JEDEC or Mistubishi of
its ongoing pursuit of patent rights, and coaxed Mistubishi into the adopting Wang's SIMM format);
Stambler v. Diebold Inc., II U.S.P.Q.2d 1709, 1714 (E.D.N.Y. 1988), affd, 878 F.2d 1445 (Fed. Cir.
1989) (even in the absence of an express duty to disclose, equitable estoppel applied broadly based on
conduct, thus preventing the silent party from later enforcing its patent).

11
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9 A.C. Aukerman Co. v. R.L. Chaides Construction Co., 960 F.2d 1020, 1041-43; 22 U.S.P.Q.2d 1321
1335-37, (Fed. Cir. 1992) (in bane), on remand, 29 U.S.P.Q.2d 1054 (N.D. Calif. 1993) (Estoppel bars
prospective and retrospective relief. "Where equitable estoppel is established, all relief on a claim may be
barred.")

10 !d. at 1028. However, it is difficult to prove reasonable reliance on the patentee's silence. SeeSony
Electronics, Inc., v. Soundview Technologies, Inc. 157 F. Supp. 2d 172, 178-79 (D. Conn. 2001), involving
V-chips, where Sony could not prove reliance.

11 See Withington-Cooley Mfg. Co. v. Kinney 68 F. 500, 506 (6th Cir. 1895)

12 One example is where the patentee is found to have granted an implied royalty-free license for the use of
its patented process based on its sale of a patented product specially adapted for use with the process. See
United States v. Univis Lens, 316 U.S. 241 (1942)

13 18 U.S.C. § 1961 et seq. See e.g., Moriey v Cohen, 888 F.2d 1006,1009 (4th Cir. 1989), where elements
of civil RICO violation include associating with or participating in the conductof an enterprise (that is
engaged in interstate commerce) through a pattern or racketeering activity and, as a result thereof, causing
harm to the plaintiff.

14 15 U.S.c. § 2. See e.g., United States v. Grinnell Corp.. 384 U.S. 563, 570-571 (1966), where elements
of monopolization under the Sherman Act includes having monopoly power in the relevant market,
acquiring or maintaining that monopoly power through restrictive or exclusionary conduct, engaging in
activities that occurred in or affected interstate commerce, and injuring the opposing party as a result of the
monopolist's conduct.

15 15 U.S.C. § 45:

(a)(l) Unfair methods of competition in or affecting commerce, and unfair or deceptive acts or
practices in or affecting commerce, are hereby declared unlawful.

(a)(2) The Commission is hereby empowered and directed to prevent persons, partnerships, or
corporations ... from using unfair methods of competition in or affecting commerceandunfair or
deceptive acts or practices in or affection commerce.

16 164 F Supp. 2d 743 (E.D.Va. 2001)

17 ld. at 746. The parent organization of JEDEC is the Electronic Industry Association.'See also
https://www.eia,organdhttps:/Iwww.jedec.org

18 1d. at 747. The Jury returned a verdict in favor of Rambus on the RICO claim after the district court
rejected several motions by Rambus for summary judgment since misleading an SSO can constitute
"participation in theconduct'l of an enterprise; and whenconducted over-several year using mail or wires.a

scheme to defraud an SSO can constitute a "pattern of racketeering activity."

19 ld. at 747. The Jury awarded noruinal damages of$Loo for each fraud claim and punitivedarnages of
$3,500,000, which was reduced by the District Court to $350,000.)

20 ld. at 752

21 ld. at 765

22 Rambus, Inc. v. lnfineon Techs AG, 318 F.3d 1081,65 USPQ2d 1705 (Fed. Cir. 2003)

23 ld. at 1097-8. JEDEC committee ruinutes indicate that members were shown the "patent policy" recorded
in Appendix E which reads: "EIAIJEDEC PATENT POLICY SUMMARY: Standards that call for the use
of a patented item or process may not be considered by JEDEC committee unless all of the relevant

12
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technical information covered by the patent or pending patent is known to the committee, subcommittee, or
working group" where 'pending patent' was added in October 1993. Appendix E also required that
patentees or applicants agree to license others under a patent that reads on the standard.

24 [d. at 1098-9

25 [d. at 1104

.··•.••·.1 26 Td..aUll8,.wh.eLe-J"_lldgeJ't0£\,_<llssentipgoi!l=part,jndicatedJ.l).at.B,amb,lIs fail~jo-PLm'.eJhatlts.ll.elJ!np",inngl;-_~ __~__
claims did.notreap.on.the.S{)RAM~tandarp,thusreqlliIjng discl9sure."[Slll1Jstalltialeyidence.~llPl'9rts .a,
finding that Rambus failed to disclose pending patent applications that might be involved in the SDRAM
standard."

27 Id. at 1106

28 See Micron Tech., Inc. v.Rambus Inc., Case No. 00-CV-792 (D.Del)

29 F.T.C. Docket No. 9302. See also Parloff, "Technical Win for Rambus in PatentsCase", IEEE
Spectrum, April 2003.

30 Docket No. C-3658; FederalTrade Commission, 121 F.T.C. 616; 1996 FTC LEXIC 291, COMPLAINT,
May 20, 1996.

31 n.15 Supra

32 n.30 Supra at 315 "I certify that I am the VESA member listed at the top of the ballot, or am authorized
by such member to submit this ballot. By casting this vote I also certify that, to the best of my knowledge,
this proposal does not infringe on any trademarks, copyrights, or patents, with the exception of any listed
on the comment page. I understand that my vote and any comments will become public."

33 Id. at 303

34 n.8 Supra

35 n.30 Supra at 307, 318 citing Potter Instrument Co. v. Storage Technology Corp., 207 U.S.P.Q. 763
(E.D.Va. 1980), aff'd, 641 F2d. 190 (4th Cir. 1981),211 U.S.P.Q. 493 (4th Circ. 1981), cert. denied, 454
U.S. 832 (1981); and Wang Labs,n.7 Supra

36 [d. at 327

31 [d. at316

38 [d. at 320

39 [d. at 326-7

40 ld. at 331-4

41 [d. at 309

42 [d. at 332-335. The ANSI patent policy provides that the patent holder must supply ANSI with either:
1. A general disclaimer to the effect that the patent holder does not hold and does not anticipate

holding any invention the use of which would be required for compliance with the proposed
standard, or

2. A writtenassurance thateither:
a) a license will be made available to applicants desiring to utilize the license for the

purpose of implementing the standard without compensation to the patent holder, or

13
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b) a license will be made available to applicants under reasonable terms and condition
that are demonstrably free of unfair discrimination.

43 F.T.C. Docket No. 9305. In the Matter ofUnion Oil Company ofCalifornia, a corporation, 2003 FfC
LEXIC 19, COMPLAINT, March 4, 2003.

44 n.22 Supra at 1102

45 Id. at 1118, "JEDEC's disclosure policy required its members to disclose patents and pending
applications that "might be involved in the work they are undertaking." While the majority rejected this
standard as unbounded, nothing required JEDEC to formulate its policy with precision and clarity. And,
while the majority may believe that JEDEC's "might be involved" standard is impossibly amorphous, the
majority's restatement of the JEDEC policy might prove impossibly complex. The majority's application of
its rule arguably requires a Markman claim construction, application of the doctrine of equivalents, a Festo
analysis, and perhaps even a Johnson & Johnston analysis before anyone can say for sure whether a claim
reads on a standard. As a result, an action fo'rfraud will become more a federal patent case than a case
arising underslate.law."

46 n.2 Supra citing e.g., Imel v Zohn Mfg. Co. 481 f2d 181,183 (10th Cir. 1973) (The plaintiffs are bound
by the.constitution and bylaws of the Joint Board and Amalgamated having Local 263 as an affiliate, since
the plaintiffs are members of Local 263); Nelson v. Bell Fource Irr. Dist., 845 F. Supp. 1361, 1366 (D.S.D.
1994) (Since a member ofthe irrigation district, plaintiff is bound by the districts board's bylaws rules and
regulation that dictate plaintiff rights to receive and use water); Laguna Royale Owners Ass 'n v. Darger,
174 Cal. Rptr. 136, 138 (Cal. Dist, Ct. App. 1981) (As owners of a unit in the project, the Dargers
automatically became members of theAssociation and bound by its bylaws).
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Patents are Serious Business

1. $925,000,000 Settlement: Polaroid v.Kodak{19QQ)

2.$120,000,000 Jury award: Stac v. Microsoft (19941

3. $300,000,000 Settlement: U. of Minnesota v.
GlaxoSmithKline.·(1999)

4. $120,000,000 Jury Award: Littonv. Honeywell (2?01)

5.$440,000,000 Settlement: Pitney Bowes v. HP (20P1)

6.$300,000,000 Settlement: Intergraph v. Intel(200~)
7. $520,600,000 Jury Award: Eolas Tech. v. Microso[t
(2003)i •...../ .. /·iii ...... •ii ... 1-

8. $271,000,000 Jury Award:.Cordis v.Medtronic (2P03)

o
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THlt SIX KEYS TO A STRATEGIC
1
t

1 PATENT PORTFOLIO
;

1. DeteJrnne Company Strategic Direction in Markets of
Futurb

2. Anal*zePortfolio Weaknesses and Strengths for future
1

3. Brainstorming and Harvesting Inventions

4. Deterkne the Key Pending Applications and build mini­
portf4lios around them

5. Use~our key patents aggressively to obtain access to
important technologies of competitors and to even playing
field with copiers and fend off aggressive competitors

t

6. Invent your place in future markets in advance ofR&D
I

o
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Determine the Strategic
Your Company

I
""'4-.. 1-..0 of

1. Determine your company's Current product/servic
markets and company revenue % per product/servfce

2. Predict/Project Future markets and how ~omJlan)':tou1d
like to be positioned in each market by revenue %

3. Is Market evolving? Or could there be a revolutipp .
resulting in whole lines of products becoming obsolete?

4. Update quarterly

o
N
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I

Brainstorming & Harvesting Inventions
(Future Markets)

j
e

j
1. At least everysix months hold formal retreats with design engineers,

i
strategic planners, salesmen to brainstorm future products

f
f

2. Inc1ud~ experts in complementary technologies that may affect you in
the fuiiire

t
3. Condijctfocus groups with customers-Find out what they really want?

..1 .

Wha.t~() they complain about?
I

4. Bra.iris;~orm important market products five years out, ten years out
I

5. Patentl into that predicted market space in advance ofR&D
l

I
Practice 1fip: for speculative inventions in a predicted new market

direction, consider filing initially as aPCT in English to create
l02(eJprior art in United States

I
I
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I
Brainstorming & Harvesting Inventions,

(Current Markets)
i

1. Opportunity to focus engineers on patenting their new or recently
implemented designs for current products--Protect-the cun¥nt R&D,

2. Patent choke points (connection interfaces) for important ~roducts
I

3. Make your product smart and patent it (Automated web cor-trolled)
(Alerts), (Communication capability) 1

4. Patent smart software algorithms for new product functionality
I

5. Aftermarket - patent the volume replacement parts

6. Patent product user interfaces (GUI) (Trademark, copyrigljt
opportunities)

7. Assemble new bundles of old functions (Particularly easy ~o do with
software)

8. Focus onimplementation details -iIl1Portant for patentabiility/validity.. .. . ·1
.
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Determine your Key Pending Applications and
IBuild Mini-Portfolios Around Them

1. Hold~eriodic sessions to select key pending applications using current
and fqture revenue projections for covered products (Market data and
projections should be available at Notice of Allowance)

r

2. Conti~uation Strategy

Maintain pending applications for very important inventions to re­
focusclaims as competitors design new products. That strategy is
approvedbyFederal Circuit.

Inre Bogese(Fed. en. 2002)

Kingsdown v.Hollister, Inc. (Fed. Cir. 1988)

3. Target each player individually in streamof commerce
(competitors)(suppliers)(customers)

l

4. Continuation-in-part strategy

5. Re-is~ue and Re-exam.strategy .

a
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Lvall" claims

Continuation Strategy Details (1

1. Fix festo problems: Narrowing arguments/amendments 111t,:lUv

original patent' sProsecution can be fixed by using NEW ~LJ-\..uV.1
j

TERMS with different point ofview to define invention

Omega Engineering, Inc.v. Raytek Com

(Fed.Cir.2003)

2. Claim subject matter disclosed but not claimed in patent.
dedicated to the public:

Johnson & Johnson Assoc. Inc. v. R.E. Service Co.

(Fed.Cir. 2002)

3. If there has been a narrowing amendment in patent, add
in continuation or original (if still pending) to get euui v alql

4. Consider interviews to avoid Festo narrowing arguments



Continuation Strategy Details (2)

1. Make sure your claim is directed.at.a single infringer
I

2. Joint infringentent by independent entities each contributing/performing
elements .of claimed system/method may be a problem

~""'-'-LUJ. Circuitcases directly-onpoint]

All elements rule problem

Pennalt Corp. v . Durand--Wayland, Inc.

(Fed.Cir. 1987)

CoritributotyInfringemenf(35 U.S.C.271 (c)) contradiction

Cases on agency or control relationship where one party
is directing actions of 2nd party

Cases finding conspiracy to act jointly to perform steps of
patented method. Difficult to obtain evidence of conspiracy

o
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I
Continuation-In-Part Strategy

i

I
!
I
I

1. Acid technology implementing trends linto
I

original .disclosure I
. . .. I

I
i

2. Add important new functionality devffloped in
complementary fields into original disclosure

I
I

3. Example: Schneider Electronics v. Optonics.
Schneider added remote Web control [unction

I

into standard industrial controller I
j

i
4. Can you descriptively trademark the ipvention

I '
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Reissue and Re-Exam strategy

1. Broadening reissue available within (2) two years
of issuance for disclosed subject matter

2. Re-Examination Option for close prior art

* St~tistics on maintaining broadest claim intact

* Re-ExamPendency Time Period
(Wegner/Maebius study)

..
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Fend Off Aggressive competkors
1
1

1. Patent into their future market space using
brainstorm.ingtechniques!

I
2. You know they Will be back in four years to

I

negotiate an extension of your cross-license
I

(Surprise them in their high revenue areap
. . . - . "1

I
3. Getting a single patent that reads onsubstantial

competitor future marketshare may comp~etely

change the dynamic-of a negotiation. 1
J
1

I
~

1 /

I,,
~
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P~tents will decide the long-term
w~nners & losers in your industry

r

i

You.can INVENT your company's
position and potential prominence IN

I . • .

themarketplace of the future
~'

This is an area you can control!
1·
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Preparation and negotiation for patent licensing are studied mainly with regard to a position

of a patent holder side. First, as a general statement, objectives and policy uf licensing negotiation

are discussed, and items to be studied are listed. After that, as items which should be particularly

noted in the preparation, with regard to a conformation guideline of a claim scope, and limitation

periods when claims can be amended, legal systems in various countries are sorted out, and points

to keep in mind are indicated. Also, with regard to legal actions from an alleged infringer and a

risk when doctrine of exhaustion is asserted, legal systems in several countries are investigated and

studied..Furthermore, as debatable points at the time of negotiation; dispatch of a warning letter

and royalty calculation methods are discussed.
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1. Introduction

In these years, interest regarding intellectual property has been grown, and vanous

discussions with regard to patent licensing have been held [1][2]. However, there is almost no

case that patent licensing negotiation proceeds as expected. Because there are following reasons.

Perfect preparation and investigation are impossible. There are also many choices for responding

to an opposite party of licensing negotiation (hereinafter, referred to as "alleged infringer"). And

a relationship between a patent holder and an alleged infringer is complicated and licensing is not

limited to licensing of a patent which has become a subject (hereinafter, referred to "subject

patent") with regard to an alleged infringing product which has become a subject (hereinafter,

referred to as "subject product").

From a position of a practitioner of a patent holder side, we will study what kind of risks

we should expect and what kind of preparations we should do for negotiation with an alleged

infringer whose intention to obtain a patent license can not be confirmed, First, we will study in

detail legal systems in various countries and debatable points which should be understood for

world wide patent licensing negotiation. In particular, we will sort out a conformation guideline

of claim scope and a limitation of amendment which are considered to be necessary in the

preparation, and study defending actions which can be taken by an alleged infringer. Also, we

will study basis for supporting assertions and techniques which can be taken for proceeding

negotiations favorably. In particular, we will discuss dispatch of a warning letter, a relationship

between a subject product and a patent, and a royalty calculation basis.

2. General Statement

For starting licensing negotiation as a patent holder, it is not unlikely that a person in

charge of licensing in a corporation surely has questions of "What kind of preparations should be

made?" and "To what extent, investigation should be conducted?". In this section, we will

outline points to keep in mind for starting licensing negotiation, list items to be checked, and

further discuss to what extent, each item should be deeply studied in a comprehensive mallner.

2-1. Clarification of Objective and Policy ofLicensing Negotiation

For starting preparation of licensing, it is extremely important for a patent holder to clarify

what are its objectives, where a goal is, and what is a licensing policy for proceeding with a

subsequent study of each item. If a patent holder is a company which obtains royalty incomes as

a bread-and-butter job, a patent license agreement with an alleged infringer would become a

and selling business of their own products has to be considered.[3] In these years, the number

of companies which actively use patent license against an alleged infringer has been increasing in

order to secure competitive priority in their own market through a cross license and a

manufacturing license [4]. A person in charge of licensing is required to understand licensing

objectives and start preparation based on the objectives.

2



0216

2-2. Evaluation of Risk and Profit of Negotiation

In actual licensing negotiations, it isa rare event that can be settled peacefully by a patent

holder and an alleged infringer. In most cases, assertions of both parties bump against each other

more or less in the process ofnegotiation. And depending on thecircumstances, they do not reach

a settlement and are to take risks of being escalated into a dispute such as litigation etc. Therefore,

at the time of prior study and negotiation. risks have to be evaluated with a

a dispute WhICh may De occurred III me ruture.ut makes sense that an alleged

infringer evaluates risks of an injunction and an amount of damages of infringement. But it is a

necessary for a patent holder to evaluate in advance risks of invalidation and a declaratory

judgment as a defense by alleged infringer. In addition, risks of unenforceability due to

inequitable conducts, compensation of damages which were given to an opposite party as a result

of abuse of right, haveto be further evaluated, in a particular country and aregion such as the

U.S. etc.

Also, ifit is escalated into a dispute, a lot of costs andman-hours become necessary. It may

become difficult to proceed a lot of licensing negotiations in parallel by the limited number of

persons. Therefore, a handling policy is important to determine what kind of licensing negotiation

should be given higher priority than others.

While, negotiation may be started, if a plenty of profits such as licensing income are .

expected even if risks are considered at the time of a prior study. Therefore, it is' necessary to

study in advance how much profit such as royalty income will be expected.

2-3. Points to be Checked in Prior Preparation

After compliance with a licensing policy was confirmed, we think that it is necessary for a

patent holder that information regarding an alleged infringer and a subject product is corrected,

and prior art search is carried out. In order to confirm certainty and extentof infringement and

strength of one's own patent right. From the view point above, items that should be generally

checked on the occasion of starting licensing negotiation are shown in Table 1.

Table 1: Items to be Checked on the occasion of starting Licensing Negotiation
Big Item Small Item

• 'Licensing income . .

• Improvement of price competitive power of patent holder's products
Objective • Cross license

• Business alliance
• Compliance with license nolicv

3
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- Pecuniary resources, financial standing and scale of operation '
-With or without business relationship with alleged infringer

competitor company, cooperation company,
customer, group companies,
assembling manufacturer,

Negotiating Partner component manufacturer (supplier),
industry organization,
standard-setting organization, etc.

- Whether a licensee is limited or not
- Location of major business unit of alleged infringer, location of

intellectual property division

SubjectProduct
- Sales of subject product, manufacturing place, selling place
- Internal production or OEM?
- Investigation of infringement fact

investigation by documents etc., investigation by real products
investigation through litigation (factual fmding during discovery)

- Study of infringement .:

Confirmation of
whether literal infringement or infringement based on doctrine of

Infringement
equivalence,

(Scope .of Claim) whether direct infringement or indirect infringement,
expert (lawyer etc.) opinion

- Confirmation of validity of subject patent
re-search Ireconfirmation of prior art
amendment/correction, re-issue/re-examination etc"
expert opinion...

- Royalty income
.

Advantage - Improvement ofprice competitive power of patent holder's product
.

... - Securement of freedom ofbusiness expansion bv cross license
-Patent invalid,unenforceability of patent right, reduction of scope of

claim due to amendment
- Defenses from alleged infringer

Risk (lacheses, estoppel, prior use right, doctrine of exhaustion, patent
misuse etc.) ..

• Declaratory judgment action (patent invalid/non-infringement)
- Attack from an opposite party against one's own business

Timing of Sending • Remaining period of patent right
Warning Letter - Trend of market (growth phase, mature phase, decline phase)

.-Subject product: broad range Blimitedrange· """-"'-"C' ...".~.,.,~

• Whether exclusive or non-exclusive?

Licensing Condition
- Restriction of licensee's right, sub-license ofpatent enforcement right
- With or without cross license, grant-back
- Subject region and period of the license
- Royalty

4
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may

partuer, and an expected royalty income. In addition, the scope may be restricted by preparation

cost and business urgency as well. For example, preparation maybe extended to I to 2 years for

securing business priority against a competitor. On the other hand, under the situation that heated

share competition is going on, the preparation is required to complete within one month in order

to start negotiation as quickly as possible.

In contrast, if a conduct is performed internally in a factory of an al1eged infringer in case

of a process patent, it willnot able to be confirmed unless a legal action is taken. In this case, the

truth will be opened for the first time from an opposite party's internal documents which are

submitted after negotiation or dispute starts.

Therefore, we think it is unimportant to discuss what extent investigation and study should

be conducted in advance. However, even if scope of prior preparation is determined along with

considering risk vs. performance with respect to each case, it is important to know whatkind of

risks there are in case of going to licensing negotiation under the situation that the investigation is

not sufficient.

In the following discussions, we wil1 consid~r risks in case where the investigation and

study was not conducted, and discuss contents, to be investigated and studied, and furthermore,

additionally discuss points to keep in mind with regard to dispatch of a warning letter which is

necessary at the time of actual1y starting negotiation.

3. Preparation

3.1 Confirmation of claim scope

It is strongly suggested for a patent holder to confirm claim scope of a patent as a preparation

before licensing negotiation. The claim scope is defined by claim wordings. Since it can be

amended based on various reasons, which are mentioned below, depending on legal system of each

country, the scope of the claim or the scope of the patent right may be changed chronologically. In

this paragraph, from a position of a patent holder, we will consider factors by which the claim scope

can be changed and explain how to push licensing negotiation dominantly.

2-4. Extent of Prior Preparation

There is no such a standard indicating what is sufficient to conduct investigation andstudy

in advance. This is because, no matter how much investigated, an additional investigation may

become necessary according to a response from an alleged infringer. While it is usual that

contents which were investigated in advance are unnecessary in nezotiation at all. A

3-1-1. Amendment duringExamination

<I> Fact

We investigated the possibility of expanding or changing a claim which was not filed

based on contents described in the specification, with reference to patent laws of various

5
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countries [5]. The resnlts are shown in Column e of Table 2. In most countries, when the

application is pending, it is possible to amend claims based on the contents described in the

specification. But there is a country, such as Japan, where amendment of a claim after

notification of final rejection is limited only to decrease the claim scope. And there also exist

countries/regions, such as EPC, Norway, Spain, and Singapore,· where amendment for

broadening claims than originally filed is not allowed.

<2> Advisable Point for Licensing Negotiation

It is unlikely to nse a pending application in licensing negotiation in a practical manner.

But with regard to a patent application which will be definitely used in licensing negotiation in

the future after allowance, a patent right should be strengthened during its examination, .On

that occasion, there exist a lot of cases wherein there is a necessity to expand a claim in a

practical manner. With regard to a patent application in countrylregion wherein expansion of

a claim after filing a patent application is not allowed, claims which are not required to be

amended at later time should be prepared, and incorporated into a specification of the patent

application.

3-I-2. Divisional Application

<I> Fact

A divisional application is one of important strategies in licensing negotiation, ifa patent

application which has plural inventions and is desired to be divide into individualpatent claims,

and if it is desired to quickly obtain a patent right with regard to an invention which has a high

possibility to be issued as a patent. The divisional application is a right which is allowed to

an applicant in member countries of the Paris Convention by rule of Article 4G of the Paris

Convention. However, period when filing a divisional application is possible is limited

according each country. Timing that a divisional application is available in respective

countries [6] is shown in Column d of Table 2. In most countries, it is possible to file a

divisional application until a patent is granted, but, in Japan, filing a divisional application is

allowed only during a period when amendment is possible before an allowance. It can be said

that Japanese system is special on an international basis.

<2> Advisable Point for Licensing Negotiation

By using a divisional application in a strategic

allowed in each country, but since period when filing a divisional application is possible differs

in each country, it is necessary to be careful in case of filing a divisional application.

Particularly in Japan, since a divisional application is not allowed after the patent is granted,

there is a necessity to be careful of a fact that expansion/modification of scope of claim and

addition ofdependent claims are not allowed after the patent being granted.

6
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3-1-3. Amendment After Allowance of Patent Right

3-1-3-1. Voluntary Amendment

<1> Fact

In licensing negotiation, there is a case that it is desired to amend a claimafter. a patent is

In the U.S. and Canada. it

a reissue application in a given period after grant of apatent.

Japan, amendment of expanding a claim after allowance is not allowed.

<2> Advisable Point for Licensing Negotiation

Expanding a claim scope by reissue is one of means for pushing forward licensing

negotiation dominantly. However, with regard to the expanded claim of a reissue patent, an

intervening right is allowed to a third party, which has already used an expanded right portion,

is permitted to continuously use it [7].

3-1-3-2. Correction for countervailing to Patent Invalidation

Since each country employs a patent invalidation process, it should be assumed that

there may be arise a dispute on the invalidity ofa patent. On that occasion.you may try to

amend scope of claim, against reasons for invalidating a patent, and it becomes a factor by

which scope ofclaim is decreased.

Patent invalidation process in major respective countries are investigated, and reasons

for invalidating a patent that an alleged infringer can .raise on the occasion. of conducting

licensing negotiation are considered, and a possibility of decrease of claim scope. in patent

invalidation is studied.

<1> Fact

Reasons for invalidation in major respective countries are summarized in Column g of

Table 2. Hereinafter, major reasons for invalidation will be considered.

A. Novelty

In each country, it is possible to pick up lack of novelty as a reason for invalidation.

Materials for judging novelty in majorrespectivecountries are described in Colunm c of

Table 2. As a big difference among respective countries, the U.S. and Australia employ

domestic public knowledge, and there is a possibility that evidence which becomes a reason

for invalidation in other countries does not become evidence in The U.S. and Australia. In

addition, since The U.S. employs a first invention system, it is necessary to be careful also

on a point that one year ruleis employed with regard to a.judgment of novelty. With

regard to reasons. for invalidation in view of novelty, submission of evidence is

indispensable, and depending upon the suchlike evidence, there is a necessity to make an

7
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amendment ofclaims, claim deletion and so on.

B. Inventive step

Reasons for invalidation due to obviousness are employed in each country. Also, in

a non-examination system country such as Italy, Netherlands, and so on, it is possible to

raise a reason for iIlvalidation which is based upon iIlventive step; In the same manner as

reasons for invalidation due to novelty, there is a necessity to IIlakean amendment ofa claim,

claim deletion and so on by evidence.

C. Industrial Applicability (Utility)

With regard to reasons for invalidation in VIew of utility, each country has

commonality on a poiIlt that industrial applicability can be discussed as a reason for

invalidating a patent. However, there are few cases that a reason for invalidation is raised

on the basis of industrial applicability as a debatable point, and an amendment of a claim

and so on would not be made by this reason.

D. Lack ofwritten description requirement

In most countries, it is possible to raise reasons for invalidation due to lack of written

description requirement. And reasons for lack of written description requirement are arisen

when a person with an ordinary skill iIl the art can not manufacture and use the invention on

the basis of written description, and when description of a claim is ambiguous. As a point

having strong uniqueness, particularly in the U.S., when aniIlventor who implements an

invention does not describe a best mode, it becomes a reason for invalidation as lack of

written description requirement. In case that clarity of a claim scope becomes a debatable

point, out of reasons for invalidation due to lack of written description requirement, it can

become a factor for amendiIlg a claim. However, in reasons for iIlvalidation due to lack of

written description requirement, since a right is granted through an examination stage in

each country, as long as a reason oflack of written description requirement is not so strong,

it is unlikely to reach to a case that a claim must be amended.

E. Other Reason for Invalidation

Reasons for iIlvalidation which are unique to each country are described iIlColumn i

of Table 2. A point to be noted in particular is that, in the U.S., it is possible to argue

disclosure statement (IDS) etc.) at a court. ..I!! Taiwan, it is not:possible to argue invalidity

ofa patent by an identical reason and identical evidence to those used in its· examination.

Each of them is not of a nature that a reason for invalidation can be avoided by amendment

of a claim, and is not a reason for invalidation which is influence on scope ofclaim.

8
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<2> Advisable Point for Licensing Negotiation

As shown in Columng ofTable 2, reasons for invalidationdiffer with respect to each

country. There are such cases that an evidence for invalidating a patent in a certain country

does not become an evidence for invalidating a patent in other country, and that a patent is

invalidated by a reason for invalidation which is unique to each country such as violation of

disclosure. But a case with a highest possibility that

is required by a reason for invalidation is a case in view

Also, there are such cases that, in licensing negotiation, the negotiation is conducted on

the basis of a patent registered in a certain country, and its family applications have not been

registered yet in other countries, and amendment of a specification is possible, and that a

possibility of amendment of a specification by reissue of a patent remains even after the

registration. In this case, a specification should be strengthened in such a manner that family

applications in other countries are not invalidated by reasons for invalidation which were cited

with regard to a subject patent in licensing negotiation. In addition, in the U.S., prior to

licensing negotiation, a patent holder itself should conducts a prior art search, and file a request

for re-examination. The validity of the clams re-examined and maintained in the U.S. P.T.O

is presumed. And the standard of proof for invalidation is raised from "preponderance

evidence" to "clear and convincing evidence". Thus, the patent is more difficult to be

invalidated. In case that licensing negotiation goes to litigation, it is possible to overcome a

defense argument on the basis of invalidity ofa patent due to prior art from an alleged infringer,

and it is also possible to make a good impression to jury members.

3-1-4. Opposition

<1>Fact

With regard to an opposition system, II countries (regions), out of20 countries (regions)

to be investigated adopt the system. Countries which are adopting the opposition and periods

for opposition in that case are shown in Column f of Table 2. Reasons for opposition in

countries which are adopting the opposition are almost identical to reasons for invalidation,

and it is common that a period for opposition is provided. Also, anyone can file an

opposition, and there is also a case that only a party concerned can raise reasons for

invalidation. Also, in Japan, the opposition system will be abolished by legal revision from

January 1, 2004, and united with an invalidation trial,

<2> Advisable Point for Licensing Negotiation

In countries (regions) which are adopting the opposition system, they have such

commonality that a period of about 3 months to 9 months in which an opposition is allowed is

defined. Consequently, in case of licensing in a country which employs an opposition system,

it is better to conduct licensing negotiation with paying attention to a period which is allowed

for opposition.

9
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3-2. Recognition of Risk

As cited in the Table I, on the occasion of conducting licensing negotiation, there is a

necessity to evaluate various risks in advance. In this paragraph, we will pick up a possibility of

legal actions from an alleged infringer and a defense for patent exhaustion.

Although it is the best that licensing negotiation will reach a conclusion peacefully by

mutual discussions, in case that an alleged infringer is driven in a disadvantaged position, there

is a possibility that an alleged infringer abandons continuation of the negotiation, and pursues

any legal actions against a patent holder in order to make a breakthrough. In particnlar, under

the following conditions, there can be a high possibility for the alleged infringer to take such

option.

• Even if the negotiation was continued, there is a high possibility of disagreement, and

drawbacks of the alleged infringerside is enormous incase of such disagreement.

• The alleged infringer wants the patent holder to come down on compromise and conclusion

of negotiation.

• In case that it is likely that there remains no other choice than reaching a conclusion by
litigation, it is desired to choose a more favorablc venue.

• There is a necessity to regain trust by showing innocence (non-infringement) to customers
promptly in some way.

In such case, even if a patent holder side desires to continue negotiation between parties,

and does not assume nor desire to take a judicial procedure with this case, once legal actions

are raised from an alleged infringer, the patent holder side has no other choice than dealing

with it, and will be involved in an unexpcctedsituation. Also, when litigation is filed by an

alleged infringer, a patent holder side stands on a position of a defendant, and therefore, the

alleged infringer side has the control of the litigation. -, Besidea.in some cases, thejudgment

of such litigation may bring much unexpected effect on a patent holder side.

The followings are the defensive litigation that an alleged infringer side may take:

• Action for Declaratory Judgment of Patent Invalidity

• Action for Declaratory Judgmentof Non-infringement

• Action for Declaratory Judgment of No Existence of the Right to Seek Injunctive Relief or
Damages

We will pick up the laws of the U.S., Europe and Japan in relation to the defensive legal

actions from an alleged infringer to understand the risks of such defensive legal actions. Also,

based upon such laws, we will sunuuarize the advisable points for reducing the risks of getting

involved in such defensive legal actions.
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(l) u.s.: Action for Declaratory Judgment of Patent InvaliditylNon-infringement
<I> Fact

A court in the u.s. may declare the rights and other legal relations of any interested
party seeking such declaration so far as there is "Actual Controversy" between such parties.

With regard to the issue whether such actual controversy presents, Court of Appeals for the

Federal Circuit (CAFC) has shown the followingjudgmental standard [8][9].

• Whether there is present activity which could constitute infringement or concrete steps taken
with the intent to conduct such activity.

• Whether there is an explicit threat or other action by the patent holder, which creates a
reasonable apprehension on the part of the side of alleged infringer that it will face an

infringement suit with a court or with InternationalTrade Commission (ITC).
However, the standard above is not a rigid one, and the presence of actual controversy is

flexibly determined in accordance with concrete contents (content of a warning letter, content

of discussions in the course of negotiation and so on) ofindividual cases.
With regard to the pateut invalidity declaratory judgment, all of patentability

requirements in the u.s. patent law become a basis of validity judgment. But, since a patent

right that the patent and trademark office granted is presumed to be valid under the U.S. patent

law, in order toovertum this presumption and to seek for a patent invalidity declaratory
judgment, "Preponderance of Evidence" is not sufficient, and corroboration by "Clear and

Convincing Evidence", i.e., production of evidences with higher level, is required [10].

<2>Advisable Points for Licensing Negotiation

Incase of sending a warning letter to an alleged infringer and pursuing licensing
negotiation with an alleged infringer, a patent holder should always pay attention to the context

and words. In other words, in a warning letterand negotiation, the patent holder should keep

in rIlindnot to use words thatan alleged infringer may assert the reasonable threat being sued

(including injunction). Please note that a simple offer of a license, discussion on technical

matter pertaining to the patent in question, and negotiation on terms and conditions for the

license may not entitle the alleged infringer to take a declaratory judgment action.

(2) Europe: Action for Declaratory Judgment of Patent InvaliditylNon-infringement
<l> Fact

on Jurisdiction and the Enforcement of Judgment in Civil and Commercial Matters"
(commonly knownas .Brussels Convention, hereinafter, referred to as "BC") is applicable.

According to BC, persons domiciled in a contracting country of BC shall, whatever their

nationality, be sued in the· courts of such country. A Person dorIliciled in a contracting
country of BC may also be sued, ifhe or she is one ofa number of defendants, in the courts for
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the place where anyone of them is domiciled, and, with respect to matters relating to tort,

delict or quasidelict, in the courts for the place where a harmful event occurred (BC§2.l, §5.3

and §6.l). However, the invalidity declaratory judgment action (in case of disputing validity

of a patent) must be brought in the court of the membership country of BC where the patent in

question is registered (BC§16.4).

plaintiffwill be able to, without filing litigation with respect to each country, obtain ajudgment

which covers entire subject countries within European area. This is because BC§26.1

provides a rule regarding enforcement of judgment that a judgment of a court in a contracting

country is automatically confirmed by other contracting countries, and is also enforceable in

other contracting countries.

Also, BC§21 regarding conflict of litigation provides that, in case that a lawsuit with

identicalsubjects and identical causes is. pending before a court in different contracting

countries ("ilie first litigation"), a court with which a .lawsuit is filed later ("the second

litigation") has to cease procedures until jurisdiction of the court with which the first litigation

",as filed is fixed. Using this rule effectively, it becomes possible to take a litigation strategy

which utilizes a litigation system (speed oflitigation procedure, etc.) in each country [11].

On the other hand, even if the procedure in the second litigation ceases, it is possible to

request for a temporary injunction to anycourtin accordance with the laws of each contracting

country of BC (BC§24). Therefore, even if an alleged infringer filed a non-infringement

declaratory judgment action precedent to later actions by a patent holder, it is impossible for

such alleged infringer to countervail against a motion of a temporary injunction by the patent

holder. A noteworthy temporary injunction procedure is the one called Kort Geding for

which a Hague district court in Netherlands has an exclusive jurisdiction. This temporary

injunction procedure is famous for favorable.points to a patent holder that (i) procedures from

filing until conclusion are completed for about 6 to 10 weeks, and (ii) enforcement is possible

even if a defendant appealed. It is also famous for a point that there is a strong trend that

thorough hearing of facts is not carried out because. of hearing speed, and it is very

troublesome subsistent to an alleged infringer. The Hague district court is, however, starting

to show a restrictive stance to application of Kort Geding, and therefore, attention is applied to

wave of the future.

<2> Advisable Points for Licensing Negotiation

In patent litigation in Europe, it is important to develop a litigation strategy by being

always aware of judgments/orders of courts which have a cross border effect on the basis of

Be. As a patent holder, if it is desired to reach a conclusion of the negotiation promptly by

taking a legal action, it is desirable to file an action in a country of fast litigation speed. For

example, if it is desired to enforce an injunction urgently, the above-described temporary

injunction procedure Kort Geding in Netherlands would be the most useful. On the other

17



0231

hand, as an alleged infringer, if time for settlement negotiations is necessary, taking a first

move to file a declaratory judgment action in Belgium and Italy, wherein hearingrequires long
time, before a patent holder initiates litigation, would be a useful defensive means againstthe

possible litigation for patent infringement by a patent holder. (However, as mentioned above,

it is not possible to block a motion ofa temporary injunction procedure by a patentholder.jl lz].
As a patent holder, it is important to make an exact decision as to the contents of and the

timing of actions such as litigation.

(3) Japan: Action for Declaratory' Judgment of No Existence of the Right to Seek Injunctive
Relief or Damages

In Japan, the validity of a patent lies outside the scope of a court, and a court can only

judges solely presence or absence of infringement. However, a court does 'not grant
injunction or compensation for damages to a patent holder when reasons for invalidity clearly
exist in a patent (Kilby Judgment)[13].

When filing a declaratory judgment action in Japan, existence of actual controversy as
required in the U.S. is not a necessary condition, and an alleged infringer can file a declaratory
judgment action any time; In a declaratory judgment action, a plaintiff (alleged infringer)

basically assumes a burden of proof with regard to a fact that a defendant (patent holder) does
not have a right to' seek injunctive relief based upon patent infringement, but practically, if a

plaintiff clarifies its own conducts and proves that they are not within the scope of claim of the
patent in question, then, a defendant (patent holder) may assume a burden ofproof with regard

to existence of right to seek such injunctive reliefIl4].

3-2-2~ Defense of Patent Exhaustion

In patent infringement cases, an alleged infringer considers availability of various

defenses. Representative examples are invalidity of patent, non-infringement of patent,

license by virtue of prior use, license by arbitration decision, statute of limitation, estoppel,
laches, patent exhaustion,' and patent misuse, Among those defenses, we will pick up and

discuss patent exhaustion in this paragraph.

The patent exhaustion is a legal theory that, once patented products are legally placed in

the stream of commerce by a patent holder (or licensees of such patent holder), use or transfer

of the patented products after such placement does not constitute infringement of a patent right.
Doctrine of patent exhaustion is recognized as an established theory worldwide, and, in fact,

Agreementestablishing World Trade Organization - Article 6). In Japan, doctrine ofdomestic
patent exhaustion has been recognized by the lower courts earlier (the "Bowling" case)[15],

and recently the Supreme Court of Japan confirmed the doctrine of domestic patent exhaustion

(the "BBS"case)[16].' In the U.S., the doctrine of patent exhaustion is recognized as First
Sale Doctrine in judicial precedents, and, in each EU country, the doctrine ofpatent exhaustion
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is also generally recognized. In China, defense of patent exhaustion. is provided in Article 95

of the "Opinion on certain issues on finding patent infringement (trial

implementation)"(October 9, 2001) which was announced by the High People's Court of

Beijing.
However, although a basic idea of the doctrine of patent exhaustion is common in all

Therefore, it is necessary for a patent holder to have deep understanding of the patent

exhaustion doctrine so as not to face nnanticipated defense of patent exhaustion. from an
alleged infringer. We pick up several, specific topics regarding the patent exhaustion doctrine,
and discnss below some.advisable points for conducting licensing negotiations.

(1) Case of Components making up Patented Products
<I> Fact

A patent holder, who manufactures and sells patented products, often sells replacement

components and maintenance components (hereinafter referred to as the "replacement
component") for such patented products, either. Such patent holder would desire to obtain

fair return from a market of replacement components as well as from a market of patented

products. Therefore, it is very important for such. patent holder to obtain a superior
competitive power in a market of replacement components. One measure to obtain such

superior competitive power would be to enforce a patent right against competitors. However,
if the patent covers only whole products (not components) (hereinafter referred to as the

"product patent"), the patent holder has no choice but to allege indirect infringement against
competitors; .i.e., manufacture or sale of components by the competitorsconstitutesindirect

infringement of the product patent. Under this scenario, very opposite results may occur in
Japan and in the U.S. Patent holders should keep this in mind. If a patent holder holds a

patent which covers a replacement component itself, he or she can simply enforce such patent
against competitors and therefore need not care much about the discussion described below.

In Japan, in the "Sand Production Machine Hammer" case [17], the court held that,

when someone distributes a replacement component and such replacement component is used

exclusively for a patented product (having durable period of 2 to 3 years), such distribution

constitutes indirect infringement of a product patent, even though such component has durable
period of less than one week. On the other hand, in the U.S., a doctrine was established by

judicial precedents that mere repair of a patented product does not constitute patent

infringement. The "repair" doctrine means that, when a component of a patented product
becomes weary for use and such compoueut is replaced with legally-purchased replacement
component, such replacement cannot be found patent infringement. This result is true even to

the case where a worn-out component is exclusively used for a patented product. That is, a

patent holder of a product patent cannot assert contributory infringement against competitors

of replacement components as long as their supply of replacemeut components falls in the act
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of repair as explained above.

In sum, there is a possibility that the same act of sale of replacement components may
constitute indirect infringement if such sale occurs in Japan, but may be qualified as a defense
of "repair doctrine" ifit occurs in the US. [18].

<2>Advisable Points for Licensing Negotiation
For a patent holder who sells patented products and replacement components, the ability

or inability to enforce a product patent against competitors of replacement components will
give a big impact when he or she considers the structure of earnings from sale of patented

products and replacement component and royalty income by licensing a product patent. A
patent holder should be careful about the possible difference between the results in Japan and

the US. as described in the above (I), when enforcing a product patent against competitors of
replacement components.

(2) Restriction on Effect ofPatent Exhaustion
<I> Fact

Among commercial products, there are those products which are not designed to be

reused by purchasers, like disposable cameras and medical apparatuses such as injectors. If
purchasers reuse such products against an intention of a manufacturer, such manufacturer

would desire to prevent such reuse by enforcing a patent covering the products. Under the
doctrine ofpatent exhaustion, when a patented product was legally distributed, a purchaser of

the product is notliable for patent infringement no matter how the purchaser disposes of it. If
a-purchaser wants to reuse a used patented product, he or she may have to refresh it,' more or

less: Under the US. Patent Law, if such refreslunent is just a repair of the used patented

product, it is legal, and if such refreslunent is essentially a reconstruction of a patented product,

it constitutes patent infringement.
With regard to the reuse of a patented product, lapanand the U.S. take different

approaches. In the U.S., several courtsheld that a patent holder has ability to restrict use of a

patented product by a contract (Mallinckrodt case [19], etc.). Namely, a patent holder can

restrict the effect of patent exhaustion by a contract when he or she sells patented products.

For example, ifa patent holder wants to prohibit reuse of a patented product by restricting the

effect of patent exhaustion, he or she can effectively achieve such result by imposing a
condition of "Only One-timeUse" on the purchasers of the patented products. Because reuse

againstthose who refresh the patented products for reuse (or those who reuse the refreshed

products). It can be said that the U.S. courts have a tendency to hold that the effect of patent

exhaustion can be freely restricted by a contract]18].
On the other hllnd,in Japan, there is at least one case which suggests that the effect of

patent exhaustion has a limited scope and such limitation -should be determined objectively.
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This holding implicitly suggests that the effect of pateut exhaustion cannot be changed freely

by a contract. This case is the "Film Lens" case [20], in which the court held that "In case

that a patented product ends its life of use from a viewpoint of social common senses, reuse.of

such product constitutes patent infringement". This holding pointed out two examples ofthe

end of life from a common-sense perspective; one is "the case where reuse should be

common view in society that the product is a disposable one". We have to wait for future

cases to know what the other examples of such "end oflife in social common senses" are. At

lease for now, however, it is fair to say that Japanesecase laws or theories have no tendency to

recognize that the scope ofpatent exhaustion can be restricted by a contract freely.

<2> Advisable Points for Licensing Negotiation

In Japan, even if a seller of patented products (a patent holder) can agree with a

purchaser on the restriction of the effect of patent exhaustion, this does not surely mean that

the seller can get rid of the defense of patent exhaustion. It is not clear whether Japanese

courts will entertain seller's argument that the effect ofpatent exhaustion could be restricted by

a contract. A patent holder should be careful about this point.

(3) Parallel Import of Genuine Products

<I> Fact

Parallel import of genuine products meansa situation where products which were legally

distributed in a certain country are imported into another country. A manufacturer of

commercial products would desire to obtain maximum profits by selling commercial products

worldwide, with a price of each such commercial product being set in. response to market

conditions and commodity price level in each country. If. the commercial products are

imported from a country wherein they are sold at a low price to a country wherein the same are

sold at a high price (i.e., parallel import of genuine products), the manufacturer would desire to

block such parallel import by taking every measure.. If he or she owns a patent in an

importing country covering the commercial product, the manufacturer may be able to enforce

the patent against importers to block parallel import. However, such enforcement is not

allowed if the importing country recognizes so-called doctrine of international patent

exhaustion.

In the U.S., the doctrine of international patent exhaustion has been denied in judicial

precedents. In Germany and Switzerland, there are also judicial judgments denying the

doctrine of international patent exhaustion (in the cases where parallel import from the outside

of Ee contracting states was at issue). If these countries are destinations of parallel import, a

patent holder can effectively enforce a patent issued in those countries in. order to block the

parallel import. In this connection, a patent holder should note that, in EU, when patented

products were distributed in one contracting state by a patent holder or a licensee, patent
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exhaustion is effective throughout all EU contracting states by such distribution.

The Supreme Court of Japan considered the issue of parallel import of genuine products
in the "BBS" case (which was mentioned above). In this case, the Supreme Court held that,

unless there is explicit agreement to exclude Japan as the place of resale or use with respect to
a patented product which was first distributed outside Japan, a holder ofa Japanese patent

covering such product is not able to enforce such Japanese patent against importers of the

patented product. The idea of the Supreme Court in this case is regarded as being close to
doctrine of implied license [21]. In United Kingdom in which the patent exhaustion is
regarded as the doctrine of implied license, the same idea ruled in the BBS case may be
applicable to the issue ofparallel import.

<2> Advisable Points for Licensing Negotiation

If a patent holder holding a Japanese or U.K. patent desires to enforce such patent in

Japan or United Kingdom to block parallel import of genuine products from the outside of the
country, it is necessary for such patent holder to exclude Japan and United Kingdom from the
place of resale or use when he or she distributed the products outside the country. If there is

no such explicit exclusion, the patent holder may face defense of implied license.

4. Negotiation

4-1. Advisable Points for Preparation ofWarning Letter

In this chapter, points of concern from' a warning preparation stage until dispatch of a
warning letter will be described. Warning is an important legal procedure for having an alleged

infringer acknowledge a right of a patent holder and their infringement acts, so it is a big event in

an initial stage of patent dispute. Further, sending a warning letter is susceptible to effect on
finding willful infringement or calculating damages. On the other hand, as described in 3-2-1,

careless warning tends to generate risks of being involved in unexpected litigation such as

obstruction of business, claim for damages due to libel, or declaratory judgment actions of
non-infringement and/or invalidity. In this paragraph, assuming litigation in the future, we will

study the items which need to be conducted during the streams of confirming infringement acts,

obtaining an expert opinion, forging a licensing (litigation) strategy and sending a warning letter,

and their legal effects, so that we will be able to make some recommendation in order to proceed
with litigation favorably to a patent holder.

(I) Investigation ofInfringement
Prior to sending a warning letter, a patent holder needsto confirm patent infringement in

subject products, however depending on a case, it may be difficult to confirm infringement,

and especially the following case could be a problem.

-manufactUring processes need to be inspected
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• it is not clear whether the subject products are products manufactured by an alleged infringer

or OEM purchase products

• software and components (semiconductor)of the subject products need to be inspected.
We will refer to several ways, which could be performed by a patent holder in order to confirm

infringement as follows;

A. Collecting Document Information
Most popular method is. to collect information of specifications and functions from

pamphlets of subject products. By this method, it is likely that a patent holder can confirm
probability of infringement to some extent Papers/reports regardingresearch/development

of an alleged infringer are also important information sources. This is. because
manufacturing processes of products and technologies being used can be assumed by these
information.

B. Collecting Market Information

If subject products are OEM products, and an OEM supplier burdens indemnification

duty regarding patent infringement under. OEM contract, there is a possibility that an alleged

infringer stands off negotiation. Therefore, therewouldbe a necessity to confirm whether
subject products are manufactured by an alleged infringer itself in order to forge negotiation

strategy. To c<)nfIrm OEM relationship, it is worthwhile to refer to a market research report
and also to retrieve Internet to check whether there are products which are similar to the
subject products and sold under the brands other than alleged infringer's brand.

C. Product Analysis

If it is not possible to collect enough information through the reference of the
documentsdescribed above, the subject product needs to be analyzed actually. The

analysis may be conducted internally in a company, otherwiseit may be entrusted to an

external analysis company. The former could be performed internally, so it will not cost

too much, whereas the latter has a merit of objectivity and fairness of a result of analysis.

When litigation is likely to happen, it is worthwhile to usean external analysis company and
retain a technical expert at the analysis company as. a witness in discovery/deposition

procedure.
Also in a practical matter, when software of subject products and semiconductors

which are used as components have to be analyzed, considering .time needed for the

inspection, it tends to be more effective to entrust the inspection with an analysis company.

In addition, in case that infringement can not be confirmed by the above-described

method, there is no alternative but to warn without identifying subject products to an alleged
infringer. So naturally, an alleged infringer. may demand against a patent holder to prove
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infringement in subject products. In such a case, a patent holder may have to file litigation at

first, and then attempt to collect information through discovery procedures so that infringement

will be confirmed.

(2) Obtaining Expert Opinion

On the occasion of warning, it is essential that infringement of a subject product and

validity of a subject patent be sufficiently confirmed. An expert opinion of

infringement/validity is proof of how sedulously investigations of infringement and validity

were conducted, and it becomes an important material to decide whether or not a patent holder

seriously undertakes licensing negotiation and litigation.

In case that the above-described investigations are neglected and warning was conducted

carelessly, risks of an accusation from analleged infringer because of libel and Claim for

damages because ofobstruction ofbusiness could be worried. For reference's sake, in United

Kingdom, there is a concept called as Actionable Threat, and it is said to be able to claim

damages to baseless waming [22].

Also, in U.S. litigation, there are risks that,

- in a lost case, a patent holder is required to prove that litigation is initiated based upon good

faith, in order to avoid a burden of paying attorney fees to a prevailing alleged infringer

(Article 285 ofU.S. Patent Law).

- Rule II of Federal Rule of Civil Procedure permits sanctions to those who filed litigation

without reasonable inquiry,

so it is desirable to obtain an expert opinion [23].

4-1-2. Dispatch ofWarning Letter

If an opposing party is a pernicious counterfeit company, they may move to another

place when a warning letter is sent to them. So there is a case that criminal accusation is

appropriate without dispatching II warning letter. However, in many cases, it is likely that a

warning letter is sent to an alleged infringer. .Also, if a warning letter stops infringement acts,

it is fast and easy solving means. Here, we will think of advantages of dispatching a warning

letter in view of the following standpoints.

(I) Significance and Legal Effects of Sending Warning Letter

A. Creation of Impression

It is important in litigation to create a good impression for judges members.

if a legal action is taken without sending a warning letter [24].

B. Claim of Damages

In the U.S., starting point of calculating damages with regard to a patent which lacks

patent marking is the time of dispatching a warning letter (Actllal Notice: Article 287(a) of
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U.S. Patent Law) -v: Also, in United Kingdom, it is not possible to claim past damages

against those who did not know existence of a patent until the litigation is filed, therefore it

is important to dispatch a warning letter in order to have the alleged infringer know the

patent [22].

In Japan, it is provided that "A person who has infringed a patent right of another

person shall be presumed to have been negligent as far as the. act of infringement is

concerned" in Article 103 of Patent Law, but there remains a possibility for an alleged

infringer to prove that there was no negligence to overturn the presumption. In case that an

alleged infringer still continues infringement acts even after receiving a warning letter, it is

almost impossible for an alleged infringer to prove that its infringement acts are not based

upon willfulness and negligence because it is obvious that the alleged infringer knows its

infringement acts [2].

Also, a patent holder can easily prove bad faith of an alleged infringer in litigation for

claiming a return of undue profit, and there is such an advantage. that a patent holder can

demand an amount for return which exceeds an amount in case of good faith (Articles 703

and 704 of Civil Law)[25].

The amended provision regarding indirect infringement (Article 101 of Patent Law)

was effective from January I, 2003, and the phrase "with knowing that the invention is

patented and such invention is used for the subject product", which provides a subjective

requirement for bad faith of a performer, was newly added. Under the present situation, the

warning letter is. susceptible to become important because it is difficult to prove bad faith of

an alleged infringer without sending a warning letter as a practical matter. In many cases,

it is likely that a patent holder will just accuse indirect infringement for the acts made after

the warning.

In the U.S., to determine willful infringement, it is important to confirm whether or

not an alleged infringer studied the scope of the right in good faith and obtained a clear

expert opinion regarding non infringement or patent invalidity when an alleged infringer

acknowledges the existence of the right [25].

Since a warning letter is the one which has an alleged infringer know the existence of

a right, it could be said that existence of a warning letter plays a big role for increase of

amount ofdamages due to willful infringement.

D. Suspension ofStatute of Limitations

In Japan, to dispatch a warningletter (claim for certain conducts) will suspend the

statute of limitations of right to claim for damages (3 years) or right to claim for the return

of undue profits (10 years)(in Taiwan, statute of linritation of right to claim for damages is

yet shorter, 2 years)[26].
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Also, in the U.S., if a patent holder does not enforce the patent with knowing

infringement, a patent holder loses right to claim for past damages due to Laches [26].

In the above-described case, against the affirmative defense of Laches from an alleged

infringer, a patent holder has to prove excuses of delay. Therefore, it is advisable that a

patent holder dispatch a warning letter before 6 years will have passed at which point the

burden ofproving excuses of delay will transfer to a patent holder.

E. Avoiding Burden of Expenses ofLitigation

In Germany, if a patent holder files litigation without dispatching a warning letter, and

an alleged infringer inimediately acknowledges a fact of infringement of the patent right

after being filed, a patent holder has to assume a burden of expenses of litigation [27].

Considering such a case, it would be necessary to dispatch a warning letter, in order to avoid

a needless burden of expenses.

(2) How to Send Warning Letter

As method of'comrnunication, the followings tan be conceived

• oral warning
• newspaper advertisement

• ordinary warning in writing

• warning in writingby use ofcontent-certified mail/delivery-certified mail.

In order to expect certainty of transmission, warning in writing by use of content-certified

mail/delivery-certifiedmail is the most reliable waY[2]. However, if there is a factor to be

particularly considered between a patent holder and an alleged infringer such as commercial

relation, there could be a way to use personal connections and hand in awarning letter directly

to an opposing party and explain the contents of the warning letter orally so that equilibrium

between the parties can be maintained.

Also, in case of dispatching warning letters to a plurality of alleged infringers, it is necessary to

decide whether to dispatch them around the same time, or to dispatch them separately at

different timings. Incase of the former, the alleged infringers are likely to form a Joint

Defense, etc.

(3) Contents ofWarning Letter

A. Requirements as Warning Letter

alleged infringer, and to request for a reply of an alleged infringer within certain period of

time [2]. In the U.S. cases, if there is a description to the effect that a certain patent right is

being infringed in specific products, it should berecognizedas a warning letter (Actual

Notice).
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B. Effect generated by Dispatching ofWarning Letter
As described in 3-2-1(1), when a warning letter which satisfies the above described

requirements reached an alleged infringer, there is an Actual Controversy between a patent holder
and an alleged infringer, and it becomes possible for all alleged infringer to file a declaratory

judgment action. However, if the letter is simply showing existence of a patent, it is not possible

carefully, depending upon whether resolution of dispute is carried

whether litigation is brought into view.

4-2. Royalty
4-2-1. General Rule regarding Calculation

As one of important. conditions in a licensing negotiauon, a condition regarding

consideration (royalty payments) should be cited. As you might know, there are various ways
of thinking with regard to how to evaluate a value for a licensed technology and patent. In
this paragraph, each method for evaluating a value for an intellectual property and setting an

appropriate royalty rate together with its pros and cons will be introduced.

A. Rule ofThumb (Business Practice Method)
Rule of thumb (a rough method ofcalculation based on practical experience) is a method

which is generally used very often. "25% Rule" is one of rules of thumb in a licensing field,

and this is such a way of thinking that 25%. ofgross profits raised from a. business. in
conjunction with licensed intellectual properties is set as an amount of a royalty. However,

under this rule, there is a problem that most of substantial factors for setting a royalty such as a

correct definition of gross profits, business risks, and appropriate rate of returns on investments

are ignored [22].

B. Development Costs
In order to calculate a reasonable royalty, since it is necessary to consider an appropriate

profit-earning rate for a value of an intellectual property, there is a fear that to calculate onthe

basis of expenses for any developments is connected to a big mistake. The reasonable royalty

returns rewards for a value of an intellectual property, and has nothing to do with actual

development costs. Since a value of a patented technology is determined based on future
economic returns, such a future benefit under a license contract should be determined .on the

basis of anticipated profits, risks and a period in which profits are expected. A development

cost is simply one factor [27].

C. Royalty Approach
In case a patent is licensed to other companies on a basis of the economic value of the

patent, individual royalties are determined in accordance with a license term and the number of
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use it as a reference.

D. Calculation Method based upon Economic Value

On the occasion of licensing, there are much more cases which employed royalty or

receiving certain percentage ofan amount of sales than that of receiving lump-sum payrnenton

the basis of a value of a patent. This method is reasonable for licensees since royalty is paid

per period for actual utilization of a patent. On the other hand, for a licensor, uncertainty of

income. is high sincean amount ofsales ofa licensee per period fluctuates [28].

to

E. Scoring Method

This is a method in which stable factors which appear to affect to royalty (growth

potential/size of a market, superiority of technology, development period, business risk, etc.)

are converted into scores, and the scores are reflected on average royalty as a benchmark.

Since factors which become a key for determining royalty are clarified, there are merits that it

is easy to understand for everybody, and it is possible to proceed with licensing negotiation

smoothly. On the other hand, there are demerits that there is no objectivitywith regard to

which factor is selected, and so on [28].

F. Industrial Standard Rate

Generally, there are many cases that a royalty in an individual license is not disclosed to

the public, but in the U.S. and European countries, it is possible to obtain it from specialized

magazines of a industry, results of voluntary surveys, judicial precedents in courts and so on.

Also in Japan, it is possible to take a look at results of voluntary surveys with regard to royalty

in "Evaluation of Intellectual Property" (interim report) of Association of the Institutes of

Chartered Accountants [27]. In the table 3, royalty examples in case of licensing-out by

voluntary surveys are cited and showll. Please note that to telecommunications

licensees so that a patent holder can recover the estimated value of the patent.

Also, on the occasion of determining a royalty, there may bea case that a role of a patent

for contributing to expansion of industry is considered, besides a purpose for maximizing

business value of its own company. Exclusive monopoly, a high amount of royaltyand so on

which are indispensable for many product developments lead to widely preventing an

expansion of the industry. It can be said that a licensor determines a royalty Over considering

two aspects of a maximization of profits of its own company and an expansion of the entire

industry [28].
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Table 3 Royalty Example in case of Licensing-Out by Voluntary Survey

(Examples in Foreign Countries)
Industrial RoyaltyCategory.

Classification
0-2% 2-5% 5-10% 10-15% 15-20% 20-25% 25%-

..
Aviation 40.0% 55.0"10 5.0%

_•...Automobile..· . ·35,0%··. 4-5.0%··· .. --20.0%- ~" '''~~_r ,.•".,,,~,> ~.. .~,,_rr·""~,,~'N~_""'0',,_" "r ·_v"~",o"_,,,,.,", ',,',= " r" ..'O""_."",..""_,,,,,,,~''''''

Chemistry 18.0% 57.4% 23.9% 0.5% , , 0.1%
Computer 42.5% 57.5%

Electronics 50.0% 45.0% 5.0%
Energy 50.0% 15.0% 10.0% 25.0%
Food! 12.5% 62.5% 25.0% .

Consumption
General 21.3% 51.5% 20.3% 2.6% 0.8% 0.8% .' 2.6%

Manufacturer
Government! 7.9% 38.9% 36.4% 16.2% 0.4% 0.6%

University
Healthcare 10.0% 10.0% 80.0%
Equipment

Medical 1.3% 20.7% 67.0% 8.7% 1.3% 0.7% 0.3%
Products ,

Communication 100.0%
Other 11.2% 41.2% 28.7% 16.2% 0.9% 0.9% 0.9%

* 100% of communicationis caused because there is only one subject company to be surveyed.
(Source Book) McGavock, et al., "FactorsAffectingRoyalty Rate" Les Nouvelles, June 1992, pi07

In case of using so-called industrial standard rate, since it relies on information of how

much rate, competitors are, laying on licensing of intellectual properties, several points (e.g.

investment risk, net profit, market size, growth prospect and necessity of complementary

resource) are not considered. Therefore it means to leave it to third party's judgment to

evaluate various factors affecting a royalty [27].

From the foregoing, since there are various ways of thinking and patterns' for a royalty

calculation, it is difficult to cite a typical example, but speaking from a practical view point, it

would be a starting point of a royalty calculation to measure an amount of profits raised from a

licensed technology and to set certain percentage of its measured value as sum ofconsideration

[29]. On the occasion of measuring said value, it has to be comprehensively judged, taking

various factors (e.g. development costs which were required for development of a subject

technology, costs for obtaining and maintaining a patent, market value ofthe subject

technology, market superiority of products which used the subject technology and presence or

absence of competing technologies) into consideration, but in any event, it isvital that a

licensor and a licensee can expect fair and reasonable returns ofprofits.
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4-2-2. Assertion by Both Patent HolderlAlleged Infringer

As described above, there are various ways to calculate a royalty, but there is also a case

that a royalty is finally determined by industrial standard rate and power relationship and so on.

Although it is slightly old, there is the following calculation formula shown in a judgrnent[31].

L=Gx c x(l-H}
a+b+c

L = royalty, G = amount of profit, a = capital strength, b = marketing power, c = strength of

patented technology, H = adjustment coefficient

This formula is convenient to qualitatively study about arguments for a royalty.

Concretely, to increase royalty a patent holder can assert following points.

A. Amount ofprofit is big.

• Market is big.
• Profit rate is extremely high.

- Added value is high, there is no competing products.

- Cost of patented technology is very lower than that ofalternative technology.

B. There is no problem even ifcapital is small.

• Products of an alleged infringer use only licensed technology.

- Additional development cost/royaltyare not necessary or of small amount.

• Since technology is matured, additional research/development costs are not required or

are small.

C. Marketing power is not required

• No competing products
- There is no alternative technology.

- It is basic technology and competing products can not be manufactured without this

technology.

.Since excellent technology can make competing technology of other company

obsolete; it is possible to keep a monopoly of a market.

- Because of exclusive license, there is no competing products, and therefore, it is

possible to freely set price ofproducts.

• Apatent holder arid an alleged infringer do not compete.
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D. Strength ofpatented technology is high.

• It is basic technology or there is no alternative technology.

- Competing products are not able to be manufactured without this technology".

• Excellent technology which can rnakecompeting technology of other company obsolete.
- Since there is competitive power in cost/performance etc., it is possible to make a

• It covers even competing technology of other company.
- Competing products do not come out from competing manufacturers.

• Countermeasures to counterfeit products are easy
- It is difficult to manufacture counterfeit products,

- It is easy to find/identify counterfeit products, and it is easy to enforce a right.

• It does not infringe a patent of other company.
- For getting into business operation, additional royalty (and/or litigation cost) is not

required.

E. Others

• Incase an opposing party does not accept royalty offered, filing of litigation IS

suggested.

• Increasing amount of damages [31,32]
In Japan,

(Volume of sales of an infringer) x (profit rate of a patent holder's product)

(Assumption of amount of damages of a patent holder)

- "Ordinary" is eliminated from old provision that"ordinary royalty rate".

- Judgment of a court is changed from net profit to marginal profit.

• If a royalty is lower than litigation costs, there is high possibility that an alleged infringer

accepts the royalty.

• Research and development costs, patent filing/maintenance costs, potential costs of
duties/indemnification coming up with a contract are ofhigh amount.

• A patent holder obtains royalty ofhigh amountfrom other licensees.

• There is little possibility that a patent is invalid.

• A patent term is long:acontract term is long.

• It is possible to recover investment of development etc. even if royalty is high, and also,

it is possible to obtain profit.

An aIIegedinfringer would assert reduction of royalty amount by reasons which are

contrary to those described above.

5. Conclusion
We have been studied preparation and negotiation for patent licensing mainly from a
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position of a patent holder side. As a general statement, we listed items to be studied, and
discussed them from a comprehensive view point. After that, we sorted out legal systems of
various countries with regard to a conformation guideline of claim scope, and limitation periods
when claims can be amended. Also, with regard to legal actions to be raised from an alleged
infringer and risks when exhaustion doctrine is asserted, we investigated and studied legal
systems in several countries. Furthermore, as debatable points at the time of negotiation, we
discussed dispatch of a warning letter and royalty calculation methods.
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Recent years have seen intensified global competrtion and. stronger

intellectual property (IP) protection in the market. In order for companies to stay on

a winning side in this market environment, the companies face the essential and

challenging task of achieving higher R&D efficiency and corporate value by

establishing an IP strategy that is integrated with their business strategy and R&D

strategy. In the meantime, the Japanese government decided the Intellectual

Property Policy Outline in July 2002, enacted the Basic Law on Intellectual Property

in March 2003, and established the Intellectual Property Policy Headquarters in

March 2003. The Headquarters decided the Program for Promoting the Creation,

Protection and Exploitation of Intellectual Properties in July 2003. In this way, the

government is encouraging corporate behavior that places emphasis on IP as part of

In light of these drastic changes in circumstances surrounding IP in Japan, this

paper aims at proposing a desirable IP strategy, focusing on how IP divisions could

take upstream participation in creative/business activities through internally

disseminating information and proposing themes, based on the perspective of how IP

divisions should break away from their conventional scope of activities and
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aggressively conduct activities that are closely connected to formulation of business

strategies and R&D strategies.
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1. Introduction
Recent years have seen intensified global competrtion and stronger

intellectual property (IP) protection in the market. In order for companies to stay on a

winning side in this market environment, the companies face the essential and

challenging task of achieving higher R&D efficiency and corporate value by

establishing an IP strategy that is integrated with their business strategy and R&D

Policy Outline in July 2002, enacted the Basic Law on Intellectual Property in March

2003, and established the Intellectual Property Policy Headquarters in March 2003.

The Headquarters decided the Program for Promoting the Creation, Protection and

Exploitation of Intellectual Properties in July 2003. In this. way, the government is

encouraging corporate behavior that places emphasis on IP as part of the management

strategy. Amidst such drastically changing circumstances. surrounding IP, the IP

activities and IP strategies are required to evolve into thos~ that are not bound. by

conventional fixed ideas; they should evolve with the backing of the IP. policies

promoted by the government.

In light of these drastic changes in circumstances surrounding IP in Japan, this

paper studies the "Desirable IP Strategy for Corporations" based on the idea that IP

activities and IP strategies should evolve into those that are not bound by

conventional fixed ideas. In particular, the paper aims at proposing a desirable IP

strategy, focusing on how IP divisions could take upstream participation in

creative/business activities through internally disseminating information and

proposing themes. This approach is based on the perspective of how IP divisions

should break away from their conventional scope of activities and aggressively

conduct activities that are closely connected to formulation of business strategies and

R&D strategies.

2. Current status of IP aetivltles and IP strategies in companies

To study a desirableIP strategy for companies based .on the current status of

Japanese companies, a questionnaire survey was conducted to the PIPA member

companies in Japan to understand the actual conditions of their IP activities and IP

strategies .. With regard to IP activities, the survey covered the situation .of the IP

division's participation in the creative/business activities for acquiring IP rights, the

purposes of use of IP rights, risk management, and personnel development. As for IP

strategies, the survey covered the relationships between the IP strategy and the

management strategy, business strategy, and R&D strategy, as well as the current
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situation of internal dissemination of information by the IP division. The number of

companies that responded to the questionnaire was 26, of which 1 was from the metal

industry, 6 were from the machine industry, another 6 were from the electric industry,

5 were from the chemical industry, 6 were from the pharmaceutical industry, and 2

from other industries.

2-1. Actual conditions of IP activities

(1) Acquisition of IP rights

The significance of the IP division's participation in creative/business

activities for acquiring IP rights (participation in promoting creative/business

activities from an IP standpoint before receiving proposals of inventions) is in

developing IP rights that would serve as a weapon in the business strategy formulated

for current businesses or new businesses. According to the survey results, the IP

divisions of all the respondent companies participated in creative/business activities

either "actively" or "upon request," indicating that such participation is already

established as part of the operations of IP divisions. In response to a question of

whether the IP division was strongly requested by business divisions or by the top

management to participate in creative/business activities for acquiringIP rights, more

than 80% of the respondents answered that they were "strongly requested." This

clarifies that the IP division's participation in creative/business activities is

considered extremely important in the companies. With regard to the current modes of

participation, 80% of the respondent companies mentioned "participation in (holding

of) meetings for finding dormant inventions," "strategic filing of IP applications for

R&D themes and new products," and "aggressive acquisition ofIP rights by gaining

an understanding of the content of filed applications and the content of operations." In

addition, more than 50% of the respondent companies answered that the IP division

engaged in "creation of patent maps related to R&D themes and new products, as well

as analysis/evaluation of the inventions," "participation in meetings on R&D themes

and new products from an early stage and provision of advice from anIP viewpoint,"

and "investigation of the status of patent filings by other companies and provision of

divisions of less than 20% Of the respondent companies engaged in "participation in

selecting (deciding) R&D themes and new products,"while none engaged in

"proposal of R&D themes and new products by the IP division." ~

As for the modes of participation that are expected from IP divisions in the

future, the top answer was "participation in selecting (deciding) R&D themes and new

5
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products," accounting for 40% of the respondent companies, and 20% of the

respondent companies answered "proposal of R&D themes and new products by the IP

division." In this manner, a relatively large number of companies recognize the need

for their IP divisions to take upstream participation in creative/business activities.

Therefore, IP divisions are likely to be expected to engage in such modes of

participation as deciding the R&D themes in the future.

(2) Utilization ofJP rights

With respect to utilization of IP rights principally for. securing the competitive

advantage of their own businesses, 80% of the respondent companies answered that

their current purpose for utilizing their IP rights was for "securing freedom of

business by reducing risks and settling disputes." At the same time, companies that

gave "monopolization of the market by utilization of exclusive rights" as the purpose

accounted for 60% of the total. As for the purpose of utilization in the future, 80%

answered "securing royalty income by licensing." Since licensing plays an important

role in business strategies, all companies are promoting utilization of IP. rights in

association with their business strategies. Incidentally, .80% of the respondent

companies were not satisfied with their current IP utilization rates. One of the

assumable reasons for not being able to utilize IP rights sufficiently is the lack of

awareness of IP utilization. Although some companies have a system to check the

relationships of their patents with other companies: products, there is a need to take

actions to develop an awareness of utilizing IP rights in business activities amongall

the members of the company from the management level to sales staff.

(3) Risk management

In terms of risk management, the. survey. showed that all .the respondent

companies were making efforts to prevent their. products from infringing other

companies' patents through investigation of other companies' IP rights. Thus, this

activity was found to be established as part of the IP division's operations. The

investigation of other companies' IP rights was conducted by the IP divisions in 50%

of the respondent companies and by the R&D divisions in 40% of the companies.

Looking by industry, more than 90% of the respondent companies in the

pharmaceutical and electric fields conducted the investigation in their IP division, but

only 20% of the respondent. companies in the machine and chemical industries

conducted the investigation in their IP division. It was also found that 90% of the

respondent companies had appropriate patent practitioners in charge of IP litigation
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secured in or outside the company to cope with the infringement lawsuits that are

increasing in recent years. This indicates that they are steadily building the framework

to deal with litigation, which is also expected to become an important factor in their

business strategies.

(4) Personnel development

All the respondent companies had different educational curriculums for their

in-house IP training by type of work and rank of employees. All companies provided

IP training to their research staff and development staff, while 60% provided the

training to their sales staff and clerical staff, and 10% provided the training to their

management-level staff.

Only a few companies conducted two-way interchanges of personnel between

the IP division and business divisions (or the division engaged in invention), and most

of the companies merely sent personnel one-way from business divisions to the IP

division. The companies still seem to have low awareness of the need to raise the

basic technological skills of their IP staff through training on the company's

technologies or the need to develop IP staff with a managerial mind so as to achieve

upstream participation in creative/business activities.

2-2. Actual conditions of IP strategies

(1) Relationship between the IP strategy and the management strategy;

formulation of thelP strategy

Reflecting the recent increase in the awareness of importance of IP in

companies, the survey results showed that 80% of the respondent companies had

actualized "a management policy that attaches importance to IP" ("IP-related matters

are expressly stated in the corporate policy/vision" or "IP-related matters are

expressly stated in the top management's addresses, .instructions, etc."). The average

degree of importance the respondent companies attached to the following four

activities regarding IP strategies and IP policies are shown in the chart below:

promotion of IP creation;

creation
5
4

Dealing with
Enhancement of IP

competitors' patents
f---«O-+-+1-1--+-+-~acquisitionlprotectio

(prevention of
n

infringement)

Promotion oflP
utilization

acquisi ti on/protection;

promotion of IP utilization;

and dealing with other

companies' patents

(prevention of infringement).

7



0254

As the chart indicates, a high degree of importance is attached to "enhancement of IP

acquisition/protection" (there are no large gaps by industry). With respect to points

that are given particular focus in IP strategies, 70% of the respondent companies

mentioned "protection of the company's products," 50% mentioned, "measures to

prevent the company from infringing other companies' patents," and 35% mentioned

"an increase in the number of inventions made for basic patents and key patents and in

strategy, all companies mentioned "the. company's management strategy, business

strategy, and R&D strategy" and more than40% mentioned "business trends of other

companies."

However, with regard to the companies' evaluation of their IP strategies,

although 30% of the respondent companies answered that "achievements have been

gained," 70% answered that "the achievements are not necessarily sufficient." At the

same time, 70% of the respondent companies answered that "there are calls for

reforming the IP strategy or the IP division" and that they "think thereis a need for

reform."

Operational
strategy means

Operational
defense means

IP-related income
and expenditure

5
4

~

In terms of things that are expected from IP in the. respective companies, the

companies' average awareness of the following four roles of IP is shown in the chart

below: IP-related income. and expenditure (income and expenditure such as royalty

income, royalty expenditure for other . companies' IP rights, the IP division's

expenditure, personnel cost, etc., or their balance); business strategy means (means to

eliminate other companies and activate the company's R&D to smoothly and promptly

place the company's new products on the market); business defense means (defense of

the existing products/business); and external negotiation means (means to be used in

cross-licensing or alliance negotiations). As the chart indicates, the companies had

strong awareness of IP as "business strategy means" and "business defense means."

Looking by industry, the electric,

chemical, and pharmaceutical

industries showed the tendency

above, but only the machine.

industry showed a high degree of

awareness for "IP-related income

and expenditure" and "business

strategy means."

The average IP stance of

the respondent companies was

External
negotiation means
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more toward "promotion of theipro-patent policy (promotion of the policy that

attaches importance to patents, such as promoting IP creation, promoting enhancement

of IP acquisition/protection, promoting IP utilization, and promoting prevention of IP

infringement)" rather than "defense of the company's technologies." However,

looking by industry, the chemical industry took a stance closer to "defense of the

company's technologies."

(2) Internal dissemination of information by the IP division

According to the survey result, IP information, which serves as a beneficial

and important tool in formulating management strategies, business strategies, and

R&D strategies, was being provided to the management-level staff': in all the

respondent companies. With regard ·to specific types of IP information provided to the

management level, 85% of the respondent companies mentioned "information on the

company's IP" and 70% of the respondent companies mentioned "information on

domestic and overseas IP trends." Not many companies provided other types of IP

information, such as "the company's technology maps/history (analysis results of the

strong points and weak points of the company)" and "other companies' technology

maps/history (analysis results of the strong points and weak points of other

companies)," and "patent search/analysis results assuming new business

opportunities." This fact suggests that the current provision of information from the IP

divisions is inclined to be passive. Therefore, in the future, IP divisions would be

required to make active proposals of "what the company should do (should

strengthen)" on their own initiative by making full use of IP information.

(3) Presence of the IP division

In terms ofthe presence of the IP division over the past three years, more than

70% of the respondent companies answered that it has "greatly or slightly increased."

In addition, over 90% of the respondent companies answered that the presence of the

IP division "should be greatly or slightly increased/strengthened." As its reason, many

companies mentioned "penetration of the awareness of the importance of IP within the
'c·"

information is considered to be highly effective to these ends.

3. Desirable IP strategies in the future

In recent years, there has been rapid progress in globalization of the economy,

advancement of information technology, and internationalization of business activities,
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with other companies' patents more precisely, and effectively utilizing patent rights.

The Japanese government, which has placed importance on IP as the key to

reviving and increasing the competitiveness of companies, established the Strategic

Council on Intellectual Property, decided the Intellectual Property Policy Outline, and

promulgated/enforced the Basic Law on Intellectual Property in 2002. In March 2003,

the government established the Intellectual Property Policy Headquarters and decided

the Program for Promoting the Creation, Protection and Exploitation of Intellectual

Properties (Program for Promoting Intellectual Properties) in July of the same year to

encourage corporate behavior that places emphasis on IP as part of the management

strategy. In other words, the government encourages the top .management to clarify a

management policy that attaches importance to IP and to formulate an IP. strategy

according to that management policy (integration of the IP strategy and the

management strategy). Furthermore, the government sees that, in order for companies

to stay on the winning team, it is indispensable for the companies to improve

efficiency of R&D and business development and to increase the corporate value by

formulating and promoting IP strategies that are combined with their .business

strategies and R&D strategies (building an IP strategy as part of the company's trinity

strategy).

In this way, there are calls for evolving the corporate IP strategy into a new

strategy or activity that is not bound by conventional fixed ideas as one of the major

pillars of the management strategy and as a strategy that is integrated with the

business. strategy and the R&D strategy. Therefore, companies should take this

opportunity to rebuild their IP strategies and establish a foothold for corporate reform,

backed by the IP policies promoted by the government.

and in this era of mega-competition, a severe competition of technological

development is taking place on aworldwide scale. Meanwhile, patents are becoming

increasingly powerful as a source of large wealth and a highly effective means to gain

an advantage in business negotiations. Companies are making desperate efforts to

develop new technologies and acquire patents for them in a fight for survival. Under

such circumstances, companies are required to take strategic and timely actions

such as

3-1. Desirable IP strategy

(1) Management strategy that attaches importance to IP

The top management should clarify a management policy. that attaches

importance to IP (corporate behavior that places emphasis on IP from a management

10
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strategy viewpoint). Specifically, the management should expressly state IP-related

matters in the company's annual policy, and mcdium/Iong-term policies/visions. In

addition, IP-related matters should be included in the top management's addresses and

instructions to clarify the management policy that attaches importance to IP and to

penetrate the IP policy within the company.

(2) Formulation of the IP strategy

The company should formulate an IP strategy that is integrated with the

business strategy and the R&D strategy according to the management policy.

First, the company's stance on IP should be made clear. His necessary to

clarify whether the company's stance is "promotion of a pro-patent policy" or

"defense of the company's technologies," and whether the company expects from its

IP an "business strategy means" (means to eliminate other companies and activate the

company's R&D to smoothly andpromptly place the company's new products on the

market), "IP-related income and expenditure," an "business defense means (defense of

the existing products/business), or an "external negotiation means" (weapon to be

used in cross-licensing or alliance negotiations).

Next, the company's IP policy regarding the following four major IP activities

should be clarified: promoting IP creation; enhancing IP acquisition/protection;

promoting IP utilization; and strengthening efforts to deal with other companies'

patents (prevention of infringement).

For instance, the points to be clarified for "promoting IP creation" could

include: (a) proactive participation in the activities of the R&D divisions and business

divisions; (b) reinforcement of the R&D framework and reform of the process of

narrowing down the R&D themes; (c) proposal of research and

(technological/product) development themes by the IP division to the management;

(d) internal dissemination of information by the IP division; and (e) collaboration with

universities and research institutes. The points to be clarified for "enhancing IP

acquisition/protection" could include: (f) a shift from' quantity-oriented to

quality-oriented patent filings; (g) an increase in the number of inventions made for
.:.~ .••........ ..•.•.yy.~...

protection of the company's products; (i) an increase in the number of applications

filed for patents and other IP rights; (j) active filing of patent applications overseas;

and (k) stronger IP activities compared to those of other companies (number of filings,

number of registrations, etc.). The points to be clarified for "promoting IP utilization"

could include: (I) an increase in royalty income; (m) IP-related income and
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expenditure (balance); (n) bolstering the external negotiation means (as a tool for

cross-licensing, etc.); (0) gaining profit from IP through sales or securitization; and

(p) measures to prevent other companies from infringing the company's patents. The

points to be clarified for "strengthening efforts to deal with other companies' patents

(prevention of infringement)" could include: (q) measures to prevent the company

from infringing other companies' patents. Apart from items concerning these. four

for actively developing the IP environment that is

for achieving the four activities above such as: (r) expansion of the

incentive scheme for researchers who accomplished outstanding achievements; (s)

. hiring and developing experts who plan the IP strategy; and (t) increasing and

strengthening the presence of the IP division. These items should be clarified

separately.

Furthermore, consideration should be given to the following aspects when

formulating the IP strategy: (1) consistency with the company's management strategy,

business strategy, and R&D strategy; (2) business trends of other companies; (3) other

companies' attitudes toward IP; (4) technological development trends in specific

fields or extensive fields; (5) trends in patent law amendment and in speeding up

patent examination (both domestic and overseas); (6) development of patent dispute

settlement systems; (7) strengthening of IP regulations against counterfeits and

pirated copies overseas; (8) trends in the incentive schemes and the standard amount

of incentive for inventors, court decisions, and law amendments; and (9) plans,

content, and situation of implementation of IP policies by the Japanese government.

Moreover, in formulating the IP strategy.. the IP division staff should

coordinate the matters carefully and in minute detai1. Then, the IP division staff

should communicate sufficiently with the top management, the heads of the business

divisions, the heads of the R&D divisions, and other people involved, and propose a

strategy. The formulated IP strategy should be reported at management meetings,

executive meetings of the business divisions, executive meetings of the R&D

divisions, and meetings of the members in charge, in order to ensure that the IP

strategy is sufficiently permeated throughout the divisions involved. The IP strategy

should also be permeated and shared sufficiently within the IP division so that the IP

division staff in charge can explain the strategy to the relevant divisions.

(3) Key points for actualizing the IP strategy

An IP strategy is a strategy to maximize IP values by transforming the

intangible assets (incorporeal property) such as inventive ideas that exist or were
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created in the company into "good patents," and to maximize corporate profits and

increase corporate value by utilizing IP for the benefit of corporate management.

The key points for rebuilding a company's IP strategy are as follows:

(i) internal consensus on the basic policy, which is "to maximize corporate

profits and increase corporate value by IP";

(ii) clarification and internal sharing of "good patents," and establishment of

an internal system for making inventions for "good patents" and acquiring

such patents;

(iii) assessment of IP values and making profits from IP;

(iv) IP actions for realizing strategic R&D and business development; and

(v) maximum utilization of IP and establishment of a system to that end.

(4) Key activity items (key words) in rebuilding the IP strategy

The key activity items in rebuilding a company's IP strategy are as follows:

- proposal of themes by the IP di vision;

- internal dissemination of information by the IP division;

- upstream support and participation;

- selection of R&D themes and involvement in deciding business development

themes;

- drafting and approval of the company-wide strategy and business strategy;

- .filing applications for basic patents, strategic patents, and key patents,

acquiring such patents, and developing a web of patents;

- assessment of the IP values, clarification of the standards for "good patents,"

and internal sharing of such patents;

- taking the initiative in acquiring good patents;

- maximization of IP values;

- selection and focusing of inventions to be filed and applications to be

patented, and optimization of resource allocation;

- stationing of IP staff at work fronts;

- conducting enterprising inventing activities such that IP staff could become
................... ~ ·······iiive;iiiors;

- IP strategy in the United States and IP strategy in Asia;

- evaluation of internal IP activities; and

- personnel development.

The following five items are explained in more detail below as "points to be
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bolstered in actualizing the IP strategy":

- involvement in deciding themes;

- internal dissemination of information by the IP division;

- .assessment of IP values;

evaluation of internal IP activities; and

- personnel development.

3-2. Points to be bolstered in actualizing the IP strategy

(1) Involvement in deciding themes

This section focuses on discussions about "participation in selecting

(deciding) R&D themes and new products" and "proposalof R&D themes and new

products by the IPdivision," which have been identified in the survey results as the

modes in which IPdivisions would be expected to take upstream participation in

creative/business activities.in the future.

(A) Participation in selecting (deciding) R&D. themes and new products

First of all, consideration is given to "participation in selecting (deciding)

R&D themes and new products," which was the top answer for "the mode. of

participation that is expected from IP division in the future" in the survey.

In light that more than 80% of the. respondent companies mentioned

"participation in (holding of) meetings for. finding dormant inventions" as a .current

mode of participation in creative/business activities.cit is. clear that the IP division is

involved from the launchphases of new projects in most of the companies. Since the

IP division consists of IPprofessionals, it needs to make the most of its abilities and

participate in the creative/business activities from the launch phases of projects until

the new products are placed on the market, and possibly even after that, in

coordination with the business strategy. Therefore, the IP division plays a very

significant role in selecting (deciding) R&D themes and new. products.

The roles of the IP division in selecting (deciding) R&D themes and new.

products include:

(a) a patent filing strategy for the theme;

(b) analysis of other companies' trends on the theme from a patent

perspective; and

(c) risk management (countermeasures).

More weight is likely to be placed on (a) and (b) in selecting R&D themes, and on (c)

in selecting new products.
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a. Patent filing strategy

Through prior art search, the IP division determines the scope of the network

of IP rights the company would be able to construct for the theme in the market. If that

scope is insufficient for eliminating other companies to a level expected by the

business divisions, the company must make a decision on whether or not to proceed

with the project by squarely facing that fact. Otherwise, the IP division identifies what

is needed for constructing a network of IP rights that meets the expectations of the

business divisions and suggests the matters necessary to that end to the R&D divisions,

thereby promoting further invention and constructing the network of IP Tights

expected by the business divisions.

The network of IP rights that can be constructed for the theme could have an

effect exceeding the level of eliminating other companies expected by the business

divisions. At the same time, it may be possible to construct a web of IP rights that can

eliminate a larger number of other companies by giving suggestions to the R&D

divisions. It is extremely important to have the business divisions understand how

effective the constructed or creatable network ofIP rights is in the market. The

expiration dates of the terms of IP rights should also be precisely informed to the

business divisions. Ifthere are multiple IP rights for the theme, the IP division should

notify the business divisions of the expiration dates of the terms ofthe respective IP

rights and the' impacts of the lapse of the respective IP rights on the market, in other

words, the extent to which other companies would be likely to enter the market.

The patent filing strategy should be formulated by also thinking about the

situation after the theme is commercialized and placed on the market as a product. By

discussing the effective product cycle assumable in the market with the business

divisions, development of the next product should be launched from the start or in a

timely manner. Since the same procedure must be repeated for the next product as well,

once a project is launched fora theme; there would be no end to the patent filing

strategy. The life cycle management is an important task of the IP di vision.

. The IP division analyzes other companies' trends, conducting necessary

investigations for creating patent maps and patent portfolios and for studying the

strong points and weak points of other companies' technologies. Clarifying other

companies' trends makes it possible to assess the value of the theme in the market,

and if the value does not meet the expectations of the business division, it would bean
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effective material for determining whether or not to carry out the project. It is also

important to implement a patent filing strategy that would produce the profits

expected by the company, based on the trends of other companies.

c. Risk management (countermeasures)

One of the most important tasks of the IP division is to identify other

to study the countermeasures. When a possibly conflicting patent application has been

identified and if the application is in the phase of being laid open, the IP division

reviews the prior art to determine the validity of the application. If the application is

determined to be patentable, the IP division finds out the scope of the patent that will

issue. The IP division also conducts prior art search. for applications that are already

patented and tests the patentability and the scope of the patent by acquiring the file

wrapper. In some cases, it is important to gain the opinions of external patent

attorneys as well. The expiration dates of the terms of other companies' possibly

conflicting patents are another important matter. The IP division should clarify the

impacts that the scopes and terms of other companies' possibly conflicting patents

have ona project on that theme, and precisely inform the level of risks involved to the

business divisions.

While the company judges whether or not to conduct the project by

considering the risks, it often makes a decision to carry out the project despite the

risks involved. In such a case, the company needsto discuss whether: (i).to resolutely

counter other companies' patents (patent applications) by trying to hamper patent

issuance or invalidate patents through offer of information on prior art or through

invalidation trials; or (ii) to conduct licensing negotiations. However, there are cases

where the company owning a possibly conflicting patent does not agree to a licensing

agreement. This is when that company. judges it more economically profitable to

increase dominance in the market than gaining royalty. income. Accordingly. there

could be the worst scenario of a project ending in. total failure solely .due to the

presence of a single patent held by another. company. The probability of the other

company not agreeing to licensing must be determined in light of whether there are

any rival product in the market, and if so, what economic risks would be imposed on

the other party when the company's product goes on sale.

In certain fields, there is a need to explore the possibility of cross-licensing.

In reverse, the company could be proposed an offer of cross-licensing by another

company. In that case, the IP division should analyze and report the impact of the
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patent right subject to the cross-licensing (the company's patent) on the theme project,

in other words, the extent to which other companies would be likely to enter the

market by conducting the cross-licensing.

In the questionnaire survey, up to 80% of the respondent companies

mentioned "participation in (holding of) meetings for finding dormant inventions,"

"strategic filing of IP applications for R&D themes and new products," and

"aggressive acquisition of IP rights by gaining an understanding of the content of filed

applications and the content of business" as the current modes of participation in

creative/business activities. In addition, more than half of the companies were

engaged in "creation of patent maps related to R&D themes and new products, as well

as analysis/evaluation of the inventions," "participation in meetings on R&D themes

and new products from an early stage and provision of advice from an IP viewpoint,"

and "investigation of the status of patent filings by other companies and provision of

the information to the relevant divisions of the company." These results indicate that

many companies implement (a) formulation of a patent filing strategy for the theme,

(b) analysis of other-companies' trends on the theme from a patent perspective, and (c)

risk management (countermeasures) to some extent, and the IP divisions are

considered to be already playing a substantial role in selecting (deciding) R&D

themes and new products in a large number of companies. The reason that not many

companies mentioned "participation in selecting (deciding) R&D themes and new

products" as the current mode of participation in creative/business activities in spite

of such a situation might be that the IP division only discusses about (a) the patent

filing strategy, (b) other companies' trends, and (c) risk management with individual

R&D divisions and business divisions and does not participate in meetings for making

overall decisions, such as those for selecting the themes and products. If so, there is a

need to make way for creating systems in which the IP divisions can actively

participate in meetings for selecting (deciding) R&D themes and new products in the

future. This is because it is important to have the company's senior-level staff, or the

entire company, recognize the importance of (a) the patent filing strategy, (b) other

companies' trends, and (c) risk management in selecting R&D themes and new

(B) Proposals on R&D themes and new products by the IP division

Next, consideration is given to "proposal of R&D themes and new products by

the IPdivision." The fact that no company mentioned "proposal of R&D themes and

new products by the IP division" as· the current mode of participation m
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creative/business activities clearly illustrates that this item is an extraordinary type of

operation. The necessity for "proposal of R&D themes and new products by the IP

division" would differ depending on the type ofbusiness and size of the company, the

number of IP division staff members, and the patent strategy of the company, but the

potential of this taskbeeoming a stimulant for the stagnating Japanese companies is

discussed below,

new products? First is that IP division staff can state things from a different viewpoint

based on the unique nature of their operations, IP division staff always look at matters

by supposing "rights," Therefore, they have "ability" for picking out more useful

things while considering the risks involved at the same time. In a sense, it is similar to

a marketing expert having "ability" for picking out items. In addition, IP division staff

always have the 20-year term of patent rights in mind, so they are able to give precise

advice as to the most effective timing of filing ,a patent application in the course of

development.

On top of that, IP division staff have a high level of technical knowledge,

which may not match the level of researchers, but is still quite high. At the same time;

they have extensive knowledge that has been acquired through the need to analyze

patent gazettes on technologies in a large variety of fields. This aspect is important in

proposing R&D themes and new products. The difference with researchers is that

researchers have in-depth knowledge on their specializing fields and have exuberant

imagination in those fields, but their limited benchmark hinders their imagination

from expanding beyond those fields. In contrast, IP division staff are able to propose

cross-cutting themes. The following is one example.

"Supposing researchers were studying chemical compound "AA" having

function, "A" toward developing a useful anticancer drug, and function "A" was not

effective enough for resolving that theme, researchers would carryon with the

research by making further improvements to compound "AA" in the direction of

strengthening function "A." However, IP .division staff, who noticed a patent .gazette

disclosing that. substance "B" having function "A" was a suitable ingredient for a

house-cleaning detergent, may hit on an idea that compound "AA," of which function

"A" was much stronger than that of substance "B," could be used asa good

house-cleaning agent. If the IP division staff were to find that it would be profitable to

develop compound "AA" as a house-cleaning detergent after investigating other

companies' trends, they could propose it as a new R&D theme or a new product."

In this manner,IP division staff ean propose R&D themes and new products
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that have been difficult for researchers to arrive at.

Moreover, as the IP division is constantly watching other companies' IP rights,

it would also be able to propose which technology sources should be introduced to

commercialize the company's technologies more efficiently and with which

companies or universities the company should establish alliance. Apart from IP

information, the IP division is also sensitive to the latest technology trends as it

conducts searches of technical literature. Therefore, it knows information about

innovative people and universities in specific fields. Today, external research

institutions including universities carry out innovative technological development.

Thus, it maybe a good idea to invest for the future by proposing research themes to

such people and universities. This may be close to an idea of venture business in a

sense, but the enormous benefits it would bring to the IP division cannot be

overlooked. Specifically, universities often engage in basic research. Therefore, an

important question would be the timing in which the research findings should be

protected as IP rights. By having universities study the themes proposed by the IP

division, the IP division would be able to gain the feedback of the timing of the IP

right filings, the impacts of the filings, as well as the research findings themselves for

the company, thereby building up new IP rights and creating new business

opportunities.

Unfavorable aspects in "proposal of R&D themes and new products by the Il"

division" would be the difficulty for the IP division to cope with such tasks when it is

busy with its routine operations and the fact that the current system of the company is

not suitable for the IP division to engage in such an operation. With regard to the

former, there is a way to totally outsourcethe routine work. Routine work concerning

prosecution that does not require the expertise of the IP division of the. company, such

as drafting specifications and conducting prior art searches, could be actively

outsourced so that the IP division can spend the saved time for proposing R&D themes

and new products. As for the latter, there is a need to create a system that would not

cause conflicts with existing research laboratories. To this end, it is necessary to have

the senior-level staff and R&D divisions of the company understand, as mentioned

division are based on completely different viewpoints and that the proposals of themes

by the IP division are very beneficial for the company.

This section has discussed about upstream participation of the IP division in

creative/business activities, which is expected to become important in the future, with

focus on "participation in selecting (deciding) R&D themes and new products" and
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"proposal of R&D themes and new products by the IP division." As mentioned above,

however, whether or not "proposal of R&D themes and new products. by the IP

division" should be included as part of the IP division's operations depends on the

types of business and the size of the company. If it were to be included in the IP

division's tasks, the company would have toupgradc the skills of IP division staff and

must start placing emphasis on developing people who can propose themes. In some

IP division take on the task. An effective approach would be to constitute a

specialized division from people chosen from different divisions. For instance, if

people who are competent at proposing themes are selected from the IP division, the

marketing division, the development division and the research division, it may open.

up the possibilities for more di verse and interesting R&D themes.

(2) Internal dissemination of information by the IPdivision

In order to achieve corporate management that attaches importance to IP, it is

indispensable to formulate strategies and make decisions based on IP rights and IP

information in various phases of corporate management, business development, and

R&D. Thus, IP information can be considered as a beneficial and important tool for a

company's strategy formulation and decision-making. In order for a company to

formulate a management strategy, an R&D strategy, and an business strategy centering

on IP, the company must internally share IP information. Since different information

is required by the different positions of employees and divisions in the company, the:

IP division is expected to appropriately provide the information .required by. the

respective positions and divisions. Active internaldissemination of IP.information by

the IP division would also be significant in having other divisions understand the

activities of the IP division and creating an environment allowing lively mutual

exchange of information. In this section, "IP information" refers not only to the IP

information in the narrow sense that centers on patent information, but overall IP

information that also includes domestic. and overseas Il". information.. general IP

information published in newspapers, IP maps of the company and other companies,

and processed or analyzed IP information for such purposes as analyzing

technological trends.

(A) Provision of IP information to the management level

IP information can serve as a beneficial and important tool for making

management decisions, business decisions, decisions on R&D themes, .decisions on
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product development themes, business collaboration and M&A with other companies,

management strategies and business strategies including analysis of technical

capabilities, and R&D strategies. The important role of the IP division in making full

use of this tool would be "to collect IP information, arrange it in a form useful for the

company's management strategy, provide it in a timely manner to the top management

and those responsible for the respective operations, make proposals in all stages of the

business process cycle, and actively participate in formulating the company's business

strategy."

In the questionnaire survey, all the respondent companies answered that they

provided some kind of IP information to the top management. However, as suggested

by the overall answers to the questions on "internal dissemination of information" in

the survey, the actual content of the IP information provided seemed to be mostly

limited to mere status reports. It cannot be said that IP information is being commonly

provided in forms useful for formulating management strategies, business strategies,

and R&D strategies;. In view of this situation, this section examines the IP information

that should be disseminated by the IP division, the method of the internal

dissemination, and active proposals to the management level.

a. IP information to be disseminated

In •. response to a question on the actual information disseminated to the

management level as general IP information, 70% of the respondent companies

mentioned "information on domestic and overseas IPtrends" and 85% of the

respondent companies mentioned "information on the company's IP." The

"information on domestic and overseas IP trends" and "information onthe company's

IP," which are the minimum amount of information that the IP division must report,

allow little room for the IP division to weave in its intentions.

On the other hand, the following types of information, which were not

mentioned by many companies in the survey, would be those that would not be

disseminated without special requests from the management level or from other

divisions, unless the IP division had a specific intention to disseminate it: "domestic

company's technology maps/history (analysis results of the strong points and weak

points of the company)," "other companies' technology maps/history (analysis results

of the strong points and weak points of other companies)," "competitors' trends in

specific domains (what they are trying to do, and the areas and the extent of their

focus)" and "patent search/analysis results assuming new business opportunities
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(models)." The fact that not many companies mentioned these types of information in

the survey seems to indicate thatIP divisions are only providing information passively

and they hardly prepare and provide information autonomously with their own

intention.

However, as mentioned above, in order to use IP information as a beneficial

and important tool in formulating the management strategy, the business strategy, and

domestic and overseas IP trends" and "information on the company's IP," but also

other information that is judged necessary by the IP division in. association with the

content of the later-discussed "active proposals to the management level."

Since such information should naturally be provided in a timely manner, it is

essential for the IP division to make constant effort to collect IP information in and

outside the company and variousinformation on the trends of the market, and have the

required IP information in hand by determinil1gwhich information should be provided

from the IP division's own viewpoint.

b. Methods and means of dissemination

As there are a number ofoptions for the methods and means of providing IP

information to the management level; the IP division should choose the most suitable

way according to the content of information and the timing of providing it. In the

questionnaire survey, about 50% .of the respondent companies respectively mentioned

"oral reports at regular meetings, such as the board meetings to which the top

management attends," "provision of information on paper, such as monthly reports or

weekly reports," and "individual oral reports to the top management" as the means for

disseminating information. Nevertheless, these means all have their advantages. and

disadvantages, so they should be carefully selected according to the type of provision

of information. When there is time limitation or when offering simple information,

use of paper or electronic media would be easy and very beneficial. On the other hand,

when trying to gain a sufficient understanding of the management .level on the

activities of the IP division or when indicating the IP division's opinions on the IP

strategy to the management level, it would be more effective to communicate with the

management level by regularly holding occasions for giving explanations in person.

c. Active proposals to the management level

In the questionnaire survey, more than 90% of the respondent companies

answered that the IP division was requested to actively disseminate within the
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company information that is necessary for the creative/business activities, by

analyzing and utilizing IP information on its own initiative. The IP divisions

themselves also recognized the need to engage in proactive internal dissemination of

information to the same extent. However, there still seem to be only a small number of

companies that actually take a step further and have the IP division utilize the IP

information that it has independently analyzed in order to make active proposals to or

provide staff assistance to the management level. With this respect, the survey result

indicated different trends by industry. While six out of the six companies in the

electronic industry answered that their IP division made proposals as to "what the

company should do (should strengthen)," four out of the six companies in the

pharmaceutical industry answered that their IP divisions "made no proposals."

This disparity would be partly attributable to the differences in the ways in

which the specific types of proposals were construed, but it is also likely to be greatly

affected by the differences in the industrial environment. Forexample, in the electric

industry where the overall number of patent applications filed is very large and the

products are wide in variety with each model having a short lifecycle, the IP

environment of the company and the competitors (the status of patent ownership, the

licensing status, etc.) is very complicated. Therefore, the IP divisions are considered

to have frequent opportunities to make proposals relating to IP information in various

occasions in the company's management activities, business activities, and R&D

activities. In contrast,in the pharmaceutical industry where registered patent rights

are effectively used as exclusive rights, although it is highly probable for any patent

infringer to become subject to an injunction, the overall number of patent applications

filed is not as large as for the electric industry, and the IP environment may not be as

complex as in the electric industry. Furthermore, in the pharmaceutical industry,

companies usually conduct sufficient investigation of other companies' IP rights from

the initial stages of development to identify and avert possible problems and risks in

advance. Therefore, another factor could be that there has been little room for the IP

divisions to make new independent proposals concerning the company's or

competitors' IP to the management level.

merely provide information, but to make determinations on its own initiative and

make beneficial and important proposals upon formulation of the management

strategy, business strategy, and R&D strategy. In addition, such proposals must be

made in compliance with the direction of the IP-related matters expressly indicated in

the corporate policy and vision, as well as the top management's addresses and
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instructions. As a matter of course, the IP strategy is sought to be .formulated

according to the policy of the company's management strategy. Therefore, with the IP

division making full use of IP information and offering new proposals by factoring in

the policy of the management strategy, it will be possible to effectively utilize IP

rights in the management strategy. Since interchanges such as information exchanges

with the R&D divisions and business divisions are also indispensable for making such

there. would also be a need to establish a

personnel exchanges.

(B) Provision of IP information to R&D divisions and business divisions

Although the IP divisions in most companies already provide IP information

to R&D divisions and business divisions, they must make effort to internally

disseminate organized information in a timely manner in order for the respective

divisions to gain the awareness to utilize IP rights and IP information in R&P

activities and business activities. In doing so, the IP divisions should try to avoid

using technical IP terms and to make the information as easy to understand as

possible.

The types of IP information relevant to formulation and promotion of the

R&D strategy, which should be provided to R&D divisions and business divisions,

include the following.

- For "formulation of the R&D strategy and analysis of the company's technical

capabilities";

-> Information on patent filings by the company and other companies:

information on the IP rights that were acquired by the company and other

companies

-For "protection of the company's technologies" and "protection of the company's

products";

-> IP information for promoting the IP right acquiring activities for protecting

the company's technologies that are created in accordance with the R&D

policy

-> IP information for promoting the patent acquiring activities for predicting

alternative technologies and preventing market entry of other companies

-> IP information for promoting the IP right acquiring activities for protecting

the company's products in the market

-> IP information for promoting the constructing of a network of patents for

peripheral technologies such as the production facilities and manufacturing
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methods of the company's products

- For "dealing with other companies' patents":

-> IP information or analysis results for analyzing the company's IP position

(information on patent filings and patents acquired by other companies in

the R&D field; information on patent filings and patents acquired by other

companies with respect to the products to be developed; gaining an

understanding of the company's strong points and weak points)

-> Information on the existence and validity of other companies' patents and

information on the possibility of circumventing or other measures to be

taken against other companies' patents

The types of IP information mentioned above are types of information that are

beneficial for selecting and focusing R&D themes and business themes as well as for

effective acquisition of IP rights. For the IP division of a company, the management

level as well as other divisions such as the R&D divisions, business divisions, sales

divisions, and public relations divisions are all "customers," and the IP division

should provide high-quality IP information as a service to those "customers."

Dissemination of easily understandable IP information from the IP division to other

divisions including the R&D divisions, business division, marketing divisions, and

public relations divisions would be effective for having other divisions sufficiently

acknowledge the activities of the IP division and for raising the company-wide

awareness of IP rights. It would also be possible to create a system in which the IP

division not only disseminates information one-way, but receives technical

informationand information on other companies' products from R&D divisions and

business divisions. Some companies seem to have a system where an engineer, upon

finding another company's product to be infringing the company's patent, reports to

the effect to the IP division and receives an incentive award from the IP division.

However, it would be necessary to build a scheme for utilizing and sharing IP

information, not only in such cases, but also widely among the divisions in the

company, in coordination with R&D divisions and business divisions.

utilized to effectively disseminate IP information widely within the company, but it

cannot be denied that too much dependence on such media would lead to one-way

offer of information and a lack of communication. Therefore, in addition to utilizing

electronic media such as the IP division's Web site and e-mail, the IP division should

make effort to make closer communication by providing information through holding

•.



02'12

regular meetings. Although IP information should be shared more widely within the

company, IP information must naturally be handled with extra care since it sometimes

includes highly critical content.

(3) Assessment of IP values

This section discusses the most representative IP right-the patent right.

(A) Need Cor and current status of assessment of IP values

a. Need for selecting inventions for which patent applications should be filed and

assessment of patents for patent maintenance

Of the approximately 860,000 patent rights that are supposedly valid in Japan,

only about one-third are said to be in use (source: Samejima Masahiro, Tokkyo

Senryaku Handobukku (Patent strategy handbook) (Chuokeizai-shaj), Patent rights

require costs to be acquired and maintained. Accordingly, they can be called assets as

long as they are utilized as a result, but otherwise they could end up as mere costs,

Thus, patent rights that are not likely to be used in the future should be abandoned,

and preferably, patent applications should not be filed for inventions that will not be

used in the future. One of the questions in the questionnaire survey was, "What are the

points of particular focus in your company's IP strategy?" About 30% of the

respondent companies selected "a shift from quantity-oriented to quality-oriented

patent filings" from multiple options (there were no large gaps by industry). This

could be taken as the companies' consideration of the above-mentioned fact that .about

two-thirds of patent rights in Japan are not in use. In order to abandon patent rights

that are unlikely to be. used in the future and refrain from filing patent applications for

inventions .that are unlikely to be used in the future, the values of inventions and

patents need to be appropriately assessed.

b. Need COl" assessing IP values to verify the return on investment

Every activity of a company must be conducted for increasing the corporate

profits, except in special cases such as environmental conservation and social

contributions. IP activities are no exception. The filing of IP applications, acquisition

of IP rights; and maintenance of those rights must naturally contribute to increasing

the corporate profits. However, it is questionable how many companies actually

understand the extent. to which their patent rights. contribute. to •• increasing their
. , -.. - .. - ...

corporate profits. The forms in which patent rights contribute to corporate profits are

not simple. Patent rights can contribute to corporate profits in various modes, such as
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generation of founder's profit by business monopoly, royalty income from competitors

through licensing, and profits from seIling the patent rights themselves. However,

even when there was a royalty income, it could be the outcome ofnot being able to

monopolize business, so that income cannot be directly considered as contribution to

corporate profits. Thus, it is difficult to assess the extent to which a patent right has

contributed to corporate profits. Nevertheless, assessment of IP values is essential,

because the Japanese manufacturing industry, which faces intensive low-cost

competition due to the catching up of developing countries, cannot spare any

unnecessary costs, and such assessment is also required for judging whether or not

appropriate investments are made.

c. Need for assessing IP values for information disclosure

No laws or accounting standards in Japan obligate companies to make their IP

public. Therefore, most Japanese.companies are said to include almost no information

on their IP, such as patents, in their financial statements and provide no detailed

information about their IP upon voluntary disclosure of information (investor

relations). However, since IP values are increaaing and IP rights are becoming more

and more important for corporate management in the worldwide pro-patent trend,

investors have come to focus more attention on IP. Therefore, the status ofIP

ownership has become indispensable information for investors in determining

corporate values. In the questionnaire survey, a question was asked about managerial

accounting of IP. Inthis context, managerial accounting of IP can mean clarifying the

income andexpellditllre related to IP in the broad sense, and publication of the values

of the company's IP in the narrow sense. According to the result, 15% of alI

respondent companies answered that they were currently conducting managerial

accounting of IP, and about 30% answered that they were not.currently conducting

managerial accounting of IP, but were planning to introduce the system. As for the

reason for conducting managerial accounting of IP, about 25% of the respondent

companies mentioned "raising the eorporate value (measure for shareholders)" and

about 20% mentioned "cost management." These answers suggest that more

on a UlCIllC"'U y

future, but in order to do so, they must first assess the values of their IP. The fact that

the Ministryof Economy, Trade and Industry has summarized "A Pilot Model for

Disclosing Patent and Technical Information" (March 14,2003) and invited pilot test

companies (April 14 to May, 16,2003) also indicate the importance of disclosing

patent/technical information.
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d. Summary
This section has examined the need for assessing IP values from three aspects:

for determining whether a patent application should be filed and whether a patent

right should be maintained; for verifying the return on investment; and for

information disclosure. Other aspects include increasing incentive for invention by

to those values to the inventors. At any rate.. the need for assessing IP values is

expected to grow further in the future.

When companies were asked, "Does your company recognize a need to assess

IP values as an IP strategy?" in the questionnaire survey, 42% answered that they

recognized such a need, and 46% answered they somewhat recognized such a need,

with no companies answering that they recognized no such need. These answers

support the importance of assessing IP values.

(B) Appropriate assessment oflP values

As mentioned above, the IP values are expressed based on the extent of

contribution to corporate profits, and they are merely costs until they contribute to

corporate profits. The following are assumable modes in which IP could contribute to

corporate profits:

i)a mode in which the. company can conduct business monopolistically and

enjoyfounder's profit;

ii) a mode in which the company cannot conduct business monopolistically, but

can sell products at high prices or secure large sales volumes by

monopolistically working differential technologies;

iii) a mode in which the company cannot conduct business monopolistically or

work differential technologies monopolistically, but can gain higher profits than

competitors since they need to circumvent the relevant patents' in working

equivalent technologies;

iv) a mode in which the company can enjoy more freedom in technological

development by cross-licensing;

v) a mode in which the company can gain royalty income by granting licenses to

other companies; and

vi) a mode in which the company can gain income by selling thelP.

. In this manner, IP can .contribute to corporate profits in a variety of modes.

Regardless of the mode, however, it should be noted that a patent right, which is an
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exclusive right, produces value only when another company takes interest in working

that invention.

a. Assessing values of inventions for selecting the inventions for which patent

applications should be filed

In assessing values of inventions for selecting the inventions for which patent

applications. should be filed, the method of assessment must be decided based on the

patent filing strategy. This patent filing strategy is influenced by the type of business,

the patent filing strategies of competitors, and other factors. Specifically, in an

industry like the pharmaceutical industry where it is common to have one product for

one patent, the patent filing strategy would place more focus on such matters as

selection of the filing countries and the virtual extension of the terms of patent rights,

rather than on selection of inventions. On the other hand, in an industry like the

electric or machine industry where hundreds of patent rights are involved in one

product, more emphasis would be placed on selecting the inventions for which patent

applications should be filed. Furthermore, in the electric or machine industry, if the

companies in the field of business only compete with respect to basic patents,

management resources would be allocated to improve those basic patents. However, if

there is a competitor that has a patent filing strategy to file hundreds of peripheral

patents and demand cross-licensing in order to counter companies that have basic

patents, even those companies having the basic patents would be forced to take a

strategy to file a large number of applications for peripheral patents to fight against it.

Nevertheless, considering the current situation where about two-thirds of the acquired

patents are not in use, as mentioned earlier, such a strategy would apparently end up

as a waste of management resources. Instead, companies that can appropriately assess

the values of the inventions for which patent applications should be filed would

undoubtedly be advantageous in low-cost competition. An invention is only a seed of

a patent right, and it must cross many hurdles to become a patent right, let alone a

valuable patent. In this way, it is highly uncertain whether an invention can become a

valuable patent in the end.

another company takes interest In working the invention as earlier mentioned, the

need to file a patent application is small unless another company is likely to take

interest in working that invention in the future. Therefore, when selecting the

inventions for which patent applications should be filed, the values of the inventions

should be. clarified based on whether or not another company would want to work that
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invention in the future, that is, whether the problem to be solved by the invention is

one that other companies would also have to solve in the future, whether there are

alternative means to the means for solving the problem used in the invention, and if so,

how advantageous the means used in. the invention is compared to those alternative

means. In other words, it is necessary to clarify the standards of the inventions for

which patent applications should be filed. How effectively the values of inventions

can be assessed to select the inventions that. would be

depends on how accurately one can predict the future market demands. Companies

already Seem able to predict the future market demands at present, but they will need

to make those predictions even more accurate in the future.

b. Assessing values of patents for patent maintenance

Assessing values of patents for patent maintenance is easier than assessing

values of inventions for filing patent applications, because it does not involve the

uncertainty of patentability. However, it still involves uncertainty in that the future

market demands must be predicted to determine whether or not the patent would be

effective for eliminating other companies in the future. Therefore, there isa need to

further increase the accuracy of prediction of the future market demands henceforth.

c. Assessing values of patents for determining the return on investment

When a company can conduct monopolistic business based on existence of a

certain patent, the value of that patent can be considered as the business profit itself.

However, how should the value of a patent be measured, when that patent does not

allow the company to conduct monopolistic business, but allows it to sell products at a

higher price than other companies by monopolistically working the differential

technology? In addition, how can the value of a patent be measured when the patent.is

worked by another company by cross-licensing? Since IP contributes to corporate

profits in diverse modes as mentioned earlier, the effects. of IP that already contributes

to corporate profits should be measured by deciding the appropriatevalueassessment

method according to the respective modes and the effects of IP that are likely to

contribute to corporate profits in the future should .be measured as potential effects, in

order to gain an understanding on whether the. IP is bringing sufficient return on

investment and is able to bring sufficient return on investment in the future. If

sufficient return on investment has not been gained and is unlikely to be gained even

in the future with the conventional level of investment, it would be necessary to

change the level of .investment so as to be able. to gain.a sufficient level of return on
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investment.

d. Assessing values of patents for information disclosure

Presently-known methods of assessing patents for information disclosure

include the market approach, cost approach, rule of thumb approach, parameter

approach, and income approach (see Material No. 301 of the Japan Intellectual

Property Association). All of these methods are based on many hypotheses, and it is

difficult to compare their superiority on a single plane. However, if companies

disclose information by using different assessment methods, investors may not be able

to compare the companies and make appropriate decisions. Therefore, it is desirable

that companies will come to disclose information by a common method as a result of

future studies.

(4) Evaluation of internal IP activities

(A) Need to improve evaluation of IP activities

In the questionnaire survey, more than 80% of the respondent companies had

already achieved "management policy that attaches importance to IP" (answering that

IP-related matters are expressly indicated in the company's annual policy,

medium/long-term policies, instructions by the management level, etc.) or planned to

achieve "management policy that attaches importance to IP" in the future. This clearly

indicates that companies have started to recognize the importance of IP in recent years.

At the same time, over 90% of the respondent companies answered that the IP

division's presence in the company "should be greatly or slightly

increased/strengthened." Many of these companies mentioned the reasons as "to

penetrate understanding and awareness of IP within the company, particularly in the

management level" and "to facilitate COOrdination with the business divisions and

development divisions by having them recognize the importance of IP."

In fact, with regard to the companies' evaluation of their IP strategies, about

70% of the respondent companies answered that "the achievements are not necessarily

sufficient." At the same time, 70% of the respondent companies answered that "there

themselves thought there was "a need for reform." In other words, it is true that the IP

awareness is heightening in companies due to the domestic environment where the

Strategic Council on Intellectual Property was established in 2002 as a national

strategy and greater emphasis has been placed on IP, and due to the increasing need to

take a global IP strategy in line with the globalization of corporate activities. However,
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the understanding and awareness of IP have yet to permeate sufficiently within

companies. Therefore, although companies have adopted "a management strategy that

attaches importance to IP," the strategy may not be sufficiently functioning within the

companies in reality.

Nevertheless, if a company intends to carry out a management strategy and

business strategy that attach importance to IP on a company-wide level, it is vital to

all

divisions, to gain a good understanding of the IP activities. Therefore, now when the

importance of IP is beginning to be recognized,the IP division should strive to

promote the understanding of IP by approaching the management level .and the

business/development divisions on its own initiatives and by conducting activities that

would further raise the internal awareness and recognition of IP. With the rise in the

internal awareness and recognition of IP activities, the IP division would also gain

access to information related to the management strategy and business strategy, and

consequently it would be able to plan and execute a timely IP strategy that meets

internal needs.

(B) Roles of the IP division in raising the awareness and recognition of IP

activities

The rolesof the IP division in raising the internal awareness and recognition

of IP activities are mentioned below.

a. Internal IP awareness raising activities·

The IP awareness raising activities within the company differ in terms of

method and content depending on the target divisions, so the activities-will be

discussed separately for the management level, R&D divisions, and other divisions.

(I) Management level

In the questionnaire survey, about5Q% of the respondent companies answered

that a management level employee or a director was "responsible for the IP strategy"

in the company. However, it is doubtful whether there are people with. good

knowledge of IP in the management level of the remaining half of the respondent

companies. In order to implement a management strategy and business strategy that

attach importance to IP company-wide, the management level must have the intention

to place emphasis on the IP strategy and have leadership within the company.

Therefore, it is important to first have the management level improve .their
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understanding of IP. Companies in which a management level employee or a director

is already responsible for their IP strategy merely need to promote the understanding

and stress the importance of IP to other management level employees through that

person. However, if a company does not have such a person, the head of the IP

division should takeonthat task.

In the past, what companies used to seek in IP was" to keep a lot of options

for business decision as possible as we can by protecting the inventions of the R&D

by IP." Since there isa strong awareness that IP is a matter solely related to R&D and

the content of IP is highly technical, it seems to be a field in which it is very difficult

for the management level to understand. Nevertheless, while it is essential for

Japanese companies to upgrade their technology lever amidst the intensifying

competition with European and U.S. competitors and with companies of Asian nations

that are dramatically improving their technology level in recent years, it is extremely

difficult to differentiate the technologies with the competitors. In such an environment,

the management level now seems to be pressed with the need to differentiate the

company from the competitors by adopting a management strategy that utilizes IP,

which is increasing its market values, and it has no other option but to take interest in

IP.

Under these circumstances, the management level must have the competence

to precisely understand the information and proposals from the IP division, and by

making comprehensive determination based on them and other management

information, formulate management strategy and a business strategy that incorporate

an IP strategy, and instruct implementation of those strategies company-wide. As

indicated by the survey results, the awareness that IP is one of the key factors of

management resources has come to diffuse to the top management and the division in

charge of the management strategy. In order to achieve further penetration of this

awareness, it is important to provide information and conduct awareness raising

activities to the management level and seek an understanding of the importance 'of IP

on a routine basis', so that the management level would position IP asa key

management resource along with people, products, and money, and would always bear

Then, what kind of IP awareness raising activities should the IP division

conduct toward the management level? Since IPactivities do not appear On financial

statements, it has been very difficult for the management level to see how the

company's IP activities were contributing to corporate profits. Therefore, the first step

should be to report the extent to which the IP activities are contributing to corporate
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profits and whether the operations of the IP division are proving profitable as

corporate activities, by using objective and numerical yardsticks that will be easily

understandable by the management level. For example, it is possible to provide

information on the filing fees, the expenses of the IP division such as filing fee and

maintenance fee, the number of patent applications and patents issued, the number of

licensing agreements, the number of oppositions filed against the third party's patents

and

litigation costs. It is also important to provide information on "the value the IP

produced in corporate activities" such as the rate of working the patented inventions,

the amount of royalty income, the extent of IP's contribution to acquiring market

shares, the extent of IP's contribution to sales, profits from inhibiting entry of

competitors, the extent of IP's contribution to raising the values added to

products/services, and contribution to increasing the employees' motivations by the.

bounty system for employee's invention.

Some of the above information includes items that are extremely difficult to

express in objective/numerical yardsticks. However, there is a company in which the

IP division expressly indicated to the management level the degree of contribution

made by the IP division to the company on a numerical basis as "the added value rate

of the IP division," and thereby definitely increased the presence of IP division in the

company, and consequently adopted an IP strategy in which is connected. with the

management strategy and business strategy.

What is more, in the case of the manufacturing industry in particular, it is

necessary to provide "balanced and precise IP information" when conducting IP

awareness raising activities to the management level. For instance, such information

as royalty income of patents can be easily reflected upon corporate profits, so they are

useful information for conveying the..benefits of the activities of the IP division, as

well as easily understandable by the management leveland other divisions.

However, the primary business of a manufacturer is to create superior

products by acquiring. a technology level. that surpasses. that of .competitors,

Accordingly, by excessively providing unbalanced information as above, the company

may come to focus its management strategy mainly on "earning by IP," which would

be getting the priorities wrong.

(ii)R&D divisions

Cooperation between. R&D divisions and the IP division is important ina

company's basic IP activity, which is "protecting the company's technologies. to keep
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a lot of options for business decision as possible as we can" and IP decision should

already be close connected with R&D divisions as a matter of course. However, when

asked about the current situation regarding the R&D divisions, many companies

answered in the questionnaire survey that "the R&D divisions have insufficient

understanding of IP" and "closer information exchanges are necessary with R&D

divisions."

In order to get an IP strategy to materialize that factors in the management

strategy and business strategy, it is essential for IP division to coordinate with the

R&D divisions, which are the source of the company's technologies. Nonetheless, as

the IP division and the R&D divisions are not being able to mutually obtain each

other's information ina timely manner at present, companies seem to be failing to get

IP strategy to materialize sufficiently. In the manufacturing industry in particular, it is

importantto utilize IP in combination with the technological development strategy. To

this end, not only the head of the IP division, but the respective IP division employees

who regularly communicate with the R&D divisions should make active efforts to

coordinate with the R&D divisions in order to understand the themes undertaken by

the researchers and developers, the technical background of those themes, the

problems to be solved by the inventions, and the future trends of the technologies. By

doing so, the IP division would be able to get patent rights in compliance with the

business strategy, as well as to propose effective utilization of the issued IP. In order

to get a "management strategy that attaches importance to IP," to materialize the IP
division must constantly pay attention to the needs of the management and provide

necessary IP information corresponding to the R&D trends. To this end, the IP

division must transform itself from the conventional passive "service division" that

engages in protection of inventions and development into a division that encourages

the R&D divisions to efficiently utilize IP information in the R&D activities, by

proactively providing information such as competitors' technology trends that have

been analyzed from IP information, and promoting thorough standardization of the IP

clearance system for preventing infringements. This can only be achieved when the

individual IP division employees recognize it and put it into action.

cover new technologies by IP rights and conduct R&D activities without infringing

the third party's patents by being constantly conscious of the patents. They often

directly or indirectly obtain information on other companies' technologies and

products as well, Therefore, it is necessary to have the R&D divisions become aware

of the importance of patents and acquire the basic skills concerning the IP system in
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general.

By developing such personnel, it would be possible to have the R&D divisions

take on part of the operations that have been undertaken by the IP division. This

would allow the IP division to participate in management and business strategy,

attaching importance to IP strategy, which is a task the IP division is expected to take

on in the future. These personnel should be developed by education through IP

the IP

sending them to the IP division based on fixed-period job rotation or other schemes

and having them engage in the basic routine operations. According to the survey

results, most of the companies had such educational systems to develop personnel in

the R&D divisions, indicating that they sufficiently recognize the importance of such

personnel development.

(iii) Other divisions including the sales, production, and public relations divisions

If the IP strategy comes to be planned and materialized according to the

management strategy in the future, IP-related problems (e.g., counterfeits, business

model patents, service marks, trade dresses, copyrights and unfair competition) are

likely to increase. Because the IP division will be required to exchange information

with a larger number of divisions, an important task would be to establish. contacts

with the other.rrcspcctive divisions. It would be beneficial to create an internal

communication system through which the IP division could obtain the needs at the

front line of business activities, such as sales activities, and any derivative

information in a timely manner, and could use such information in planning and

carrying out the IP strategy. According to the questionnaire survey, about 50% of the

companies provided IP training to divisions other than the management level and

R&D divisions. In order to have other divisions, including the sales, production, and

public relations divisions take interest in IP and pay attention to IP-relatedproblems

on a routine basis, it would be vital to conduct IP awareness raising activities to these

divisions as well in the future.

In particular, the sales division, which directly contacts with customers, would

receive complaints from customers when IP problems such as patent infringements

occur. Conversely, it would be the first to find out about information on other

companies' products that infringe our patent rights. Accordingly, it needs to learn

about the basic concepts of IP, and must be able to make appropriate decisions as to

what should be done to deal properly with the complaints or to effectively utilize our

patents. For that purpose, it is important to provide education on the basic ideas of
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IP-related problems through training on IP. According to the survey results, not many

companies provided such training to sales divisions as mentioned above. Thus, there

would be a need to develop the IP awareness of the sales division in addition to the

R&D divisions in the future.

b. Other awareness raising activities

In order to have the entire company recognize the importance of IP activities

in the company's management strategy, educational/awareness raising activities on IP

must be conducted for all employees.

Therefore, the IP division should conduct in-house training, publish articles

on public relations magazines, set up the IP division Web site, and internally

disseminate IP information related to corporate activities, such as reports of court

decisions, in order to make IP recognition penetrate throughout the company.

(C) Formulating an appropriate structure within the IP division

As mentioned above, the IP divisions are currently in transition of change, so

many of them are expected to lack resources such as personnel and information for

materializing an IP strategy in compliance with the management/business strategies.

In order for the company to materialize a "management strategy that attaches

importance to IP" in the future, the IP division must provide to the management level

IP information including the information that assesses the present and future

technology levels of the company and competitors, such as a patent portfolio of the

like. To that end, the IP division needs to have the R&D divisions and business

divisions provide information on the market conditions and other companies'

technologies, and exchange opinions on the analysis results as required, to create

accurate IP information.

Therefore, one of the future tasks of the IP di vision is to hold regular meetings

with the R&D divisions and business divisions for exchanging information and

conducting analyses, and have the attendants feed back and educate the other IP

division employees about the method of analyzing information on the market or other

can

gain not only expert IPknowledge, but also knowledge of technologies and

management.

It would also be necessary for the IP division to carefully examine the current

IP operations and operations that will become more important in the future by giving

consideration to the company's future management policy and business policy, and to
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outsource less important operations and routine work.

(5) Personnel development

As clearly indicated by the questionnaire survey results, companies' IP

awareness has dramatically changed from the past in recent years, and companies have

started to recognize the importance .of IP. IP has critically influenced the company's

affects the fate .of. the company, and more frequently influences its sales activities. In

such a situation, the role and function of the IP division sought in the company have

also changed considerably, and as a matter of course, the, abilities expected from IP

division staff have also changed and diversified.

In the meantime, human capital management has come to be emphasized in

personnel affairs of companies. It is a concept of considering personnel as "capital"

(human capital) rather than "resources" (human resources). Thus, IP personnel are

beginning to be viewed not as "resources" as in the past, but as IP creators that are

"capital." The importance of creating an environment for developing personnel that

will produce IP is gaining recognition also from such an aspect.

(A) Current status of personnel development

Analysis of the questionnaire survey results elucidated the following points

with regard to the current status of personnel development.

- Most companies provided education centering on IP training to staffs of R&D

divisions on the whole from new employees. and, middle-level employees to

supervisory level employees. On the other hand, not many companies Provided

such education to staffs of sales divisions.

- Many companies conducted personnel interchanges (including job rotations)

between the IP division and other divisions (business divisions and R&D

divisions). ,However, only one-third of the companies conducted two-way

interchanges, with most companies sending personnel one-way from other

divisions to the IP division and no company sending personnel one-way from the

IP division to other divisions.

- Only two companies provided training on the company's technologies to the IP

division staff, and most companies did not have such a training system.

In light of these circumstances, the personnel and personnel development that would

be sought in the future are discussed below.

38



0285

a. IP division

(i) Roles expected from the IP division

In recent years, IP has grown into an important factor that has a serious

influence on planning corporate strategies, such as the management strategy, business

strategy, and R&D strategy, in companies. Thus, the IP division must not only take the

initiative in planning the IP strategy, but must also be aetivelyinvolvedin planning

the business strategy and R&D strategy as a di vision playing an important part in

formulation of the management strategy, similar to the business divisions and R&D

divisions. In line with that, the operations of the IP division must also shift from those

centering on specialized practical work (acquisition of IP rights, utilization of IP

rights, dealing with other companies' IP rights, dealing with

contracts/disputes/litigation, etc.) to those centering on strategy planning.

For example, in planning corporate strategies, such as the management

strategy, business strategy; and R&Ds.t.J:ategy, the IPdivision would collect, analyze,

and provide information on legal systems and their trends as well as technology

information and IP right information of the industry and competitors from an IP

perspective. In addition to these, it would also actively participate in the planning of

the corporate strategies from the IP division's unique viewpoint using these

information as an effective tool, and implement/promote those strategies.

Considering these circumstances, the following operations are likely to be

emphas-ized in the IP division in the future.

- Formulation of the IP strategy; participation III the planning of corporate

strategies, such as the management strategy, business strategy, and R&D strategy;

and making proposals to the management level

- Coordination and negotiations with other divisions including the business

divisions and R&D divisions; and formulation/promotion of the IP strategy that is

compliant with the business strategy based on such coordination/negotiations

- Gaining an understanding of, analyzing, and planning countermeasures for the

technology trends of competitors

Among the above important operations, the planning of corporate strategies and

the future.

(Ii) Personnel sought for the IP division

The personnel to be sought for these important operations, thatis, the abilities

(qualities) to be sought for the IP division in the future can be assumed as below.
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These abilities (qualities) would not be sought entirely in one individual, but it would

be sufficient to develop personnel so as to comprehensively gain these abilities

(qualities) as the entire division in the end.

- Managerial sensitivity (entrepreneurship)

An ability to: become involved in corporate strategies (management) not

dependently, but autonomously; precisely understand the management policy;

and overseas policy trends; and plan new corporate strategies (not only the IP

strategy, but also the business strategy and R&D strategy) as well as cultivate the

market based on precise assessments, such as IP assessment, technology

assessment, and market assessment

- Strategy planning ability

A strategic thinking ability to set precise goals based on a clear vision, and. plan an

effective strategy thatlinks.with such corporate strategies as the business strategy

and R&D strategy

- External negotiation ability

An ability to: resolve any problems in external relationships or human

relationships promptly and appropriately by freely using the communication skills

and understanding external relationships and humanrelationships; strengthen ties

with other internal divisions and external organizations; and smoothly carry out

the operations within the IP division

- Basic abilities and practical abilities concerning IP

Basic abilities and practical abilities concerning IPin general such as: knowledge

on the overall IP system; technical knowledge; the ability to search/analyze IP

information; the ability to understand inventions; the ability to conduct the

procedures for. acquiring IP rights (practical abilities from discovering an

invention, preparing the specification, filing the application, to acquiring a patent,

and dealing with oppositions and invalidation trials); dealing with other

companies' Wrights; dealing with contracts and Iitigation.andIegalknowledge.

(iii) Personnel development means sought for the IP division

The IP division staff in supervising positions, particularly the head of.the IP

division, need to acquire such abilities (qualities) as a managerial sensitivity

(entrepreneurship), strategy planning ability, and external negotiation ability. As .a

means for developing these abilities, it is important to: have the staff experience a

wider range of operations by job rotations, etc.; have the staff attend important
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meetings related to management in order to increase the opportunities to make reports

to the top management; and increase the opportunities to contact the work fronts of

R&D, technology development and business activities. It is also important to improve

these abilities through educating subordinates, giving lectures in and outside the

company, and participating in external training programs, as well as to have them

expand access to information and human networks by encouraging them to actively

get in touch with external companies and organizations.

As for basic abilities, the fundamental means would be to educate through

on-the-job training as in the past, while it is also necessary to have the staff

participate in internal and external workshops to acquire basic knowledge as

supplementary means. It is also important to have them participate in various study

meetings lead by people of learning and experience or have them study abroad for

acquiring a higher level of knowledge and experience. Among basic abilities,

technical knowledge is important in considering the ways in which strong IP rights

can be developed and acquired in planning and implementing the IP strategy, or even

corporate strategies. Therefore, the technical knowledge of IP division staff must be

increased to a level that allows them to become inventors just like researchers through

sending IP division staff to R&D divisions or providing education on the company's

technologies to the IP division staff.

(Iv) Outsourcing

When the planning of corporate strategies becomes the main objective and

operation of the IP division in the future, consideration should also be given to

outsourcing operations of relatively low importance and routine work. Operations

related to basic abilities, such as filing of applications and acquiring IP rights,

conducting prior art searches, operations pertaining to expert testimony and litigation,

as well as maintenance and management of IP rights are types of operations that can

be outsourced relatively easily. However, even when the planning of corporate

strategies becomes the main objective and operation of the IPdivision, the basic

abilities concerning IP in general, which have been required in conventional

.For example, when planning measures against other companies' patents, the

method of forming a network ofpatents with the company's patents, and the licensing

strategy based on the findings on the status of patents in a technical field that the

company plans to enter, the IP division staff must be able to understand the

technologies, assess the values of the patent rights, and construe the scopes of the
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rights. Also when starting overseas advances to respond to the current globalization

trend, the IP division staff need to understand and deal with the laws and systems of

the respective countries based on, the knowledge and experience of domestic

procedures.

By being devoted to the IP strategy, the IP division could focus its attention on

developing the above new abilities that would be sought in the future and, overlook the

major premise of discovering good inventions and acquiring strong IP rights.

Therefore, the basic abilities for putting the strategy into practice must not be

neglected. It must be recognized that the above-mentioned new abilities to be sought

in the future can only be demonstrated when backed by sufficient basic abilities.

4. Conclusion

In order to survive and stay on the winning side amidst the severe market

environment, companies are pressed to evolve their IP strategy into a new strategy or

activity that is not bound by conventional fixed ideas, as one of the major pillars of

the management strategy and as a strategy that is integrated with the business strategy

and the R&D strategy. In light of this situation, this paper discussed how IP divisions

should break away from their conventional scope of activities and aggressively

conduct activities that are closely connected to formulation of business strategies and

R&D strategies, by focusing on "involvement in deciding themes," "international

dissemination of information by the IP division," "assessment of the IP values,"

"evaluation of internal IP activities," and "personnel development" as points to be

reinforced for actualizing the newly evolved IP strategy.

The current IP divisions of companies lack resources to actually reinforce

these points, so improvements must be made to internal resource allocation. To

achieve this end, it is essential to have the entire company, including the management

level and business/R&D divisions, gain a good understanding of IP activities. The

first necessary step would be to conduct internal IP awareness raising activities" such

as reporting to the management level how much the IP activities are contributing to

corporate profits, and to formulate .an appropriate structure and develop personnel

within the IP division.

Lastly, grateful acknowledgment is expressed to the PIPA members that

cooperated in the questionnaire survey conducted for the analyses in this paper.
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Introduction

As a result of the 2002 revision of the Japanese Patent Law that has been implemented

as of January 1, 2003, the provisions of Article 101 was amended to extend the scope of "acts

deemed to be infringement" to include the non-t'exclusive" items in Japan.

One of the significant objects of these revisions was. to "include the provisions for

indirect infringement adopted by the Western laws that stipulates the preliminary Orcontributory

indirect infringement provisions of Japan, which have been regarded as "quite alicn'vcomparcd

with the Western laws.

The object of this paper is to examine the backgrounds, purposes and problems of the

2002 revision of the Japanese Patent Law by making comparison of the provisions prior to. and

after the revision with the Western laws, as well as by making virtual decisions on the legal

precedents of Japan and of Western cases under the revised provisions.

Further, the matters to be noted by both patent owners and the alleged infringers, which

are derived from the above studies, shall be discussed.

1. Outline of Revision

As a result of the 2002 revision, Article 101, the provision stipulating the indirect

infringement, was amended to read as follows:

Article 101 (Acts deemed to be infringement)

The following acts shall be deemed to be an infringement of a patent right or exclusive

license:

(i) in the case of a patent for an invention of a product, acts of manufacturing, assigning and

the like, importing or offering for assignment and the like, in the course of business,

articles to be used exclusively for the manufacture of the product;

(ii) in the case of a patent for an invention of a product, acts of manufacturing, assigning and

the like, importing or offering for assignment and the like, in the course of business,

articles to be used for the manufacture of the product (excluding those articles which are

distributed widely and commonly in Japan) which is indispensable for attaining the

object of the patented invention, with the knowledge that the invention is patented and

that the articles will be used for the working of the patented invention.

(iii) [which has been Item (ii) prior to the 2002 revisions] in the case of a patent for an

invention of a process, acts of manufacturing, assigning and the like, importing or

3
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offering for assignment and the like, in the course of business, articles to be used

exclusively for the working of the process.

(iv) in the case of a patent for all invention of a process, acts of manufacturing, assigning and

the like, importing or offering for assignment and the like, in the course of business,

articles to be used for the working of the process (excluding those articles which are

distributed widely and commonly in Japan) which is indispensable for attaining the

object of the patented invention, with the knowledge that the invention is patented and

that the articles will be used for the working of the patented invention.

The structure of Article 101 after the revision can be said that Item (ii) was added to

support the former Item (i) (in respect of an invention of a product) and Item (iv) was added to

support the former Iterri (ii) (in respect of an invention of a process; corresponding to Item (iii)

after the revision)

JPO comments on the 2002 revision that:

"Under existing legislation, activities to aid and abet the infringement of the patent right by

providing parts or materials used therefor are included in the activities of infringement;

however, there are not many judicial precedents in which infringement has been admitted

since the subject of the law's application is limited to exclusive parts (i.e., materials used only

for production).

From the viewpoint of reinforcing protection of the right, the amendment is intended to

expand the scope of indirect infringement to include the activity of providing parts with

malicious intent (knowing that it is a patented invention and that it is used for the purpose of

infringement)." u

.As indicated in these comments, the significant points ofthe 2002 revision are:

Subjective Requirements: Include in the scope of the acts deemed as infringement the act of

supplying components knowingly of the fact of infringement

Objective Requirements: Delete the term "exclusively", and include in the scope of the acts

articles which are distributed widely and commonly in Japan) which

is indispensable for attaining the object of the patented invention

The important points of these revisions are specifically discussed below.
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1-1. Subjective Requirements

Subjective Requirements comprise the following three factors:

<1:> The product or process is used for the working of the invention;

<2> The invention concerned is a patented invention; and

<3> The act is made knowingly of the above facts.

JPO .sets forth its interpretation regarding the application of each of the above requirements as

follows':

<1> "The product or process is used for the working of the patented invention"

This requirement sets forth that the person engaged in the manufacture, assignment or

otherwise of the component or other product or process is required to.have the knowledge

that such component or others is to be used by any third party for the working of a certain

invention.

<2> "The invention concerned is a patented invention"

"Patented invention" means an "invention for which a patent has been granted" (Article

2(2) of Patent Law), and this requirement sets forth that the person is required to have the

knowledge that a patent has been granted for the invention, namely, that a patent right is

established for the invention.

<3> "The act is made knowingly of the.above facts"

This requirement sets forth that the person is required to have the actual knowledge of

certain facts (namely, the facts that "the product or process is used for the working of the

invention" and "The invention concerned is a patented invention"). If the person

doesn't have the knowledge of these facts, the provisions of infringement shall not be

applicable even if the lack of knowledge is caused by negligence.

The cases of the lack of knowledge due to negligence were excluded because it would be

tough for the suppliers (of components or others) if they are obliged to take care and

assure of the purpose of use of such component or others by their clients where such

component or others may have multiple purposes, and because such obligation may

significantly hamper the safety of the transactions.

During the litigation procedure, the burden of proof to prove the above requirements is

basically on the patent owner. One method to provide such proof is to send a cease-and-desist

letter. This is the act of warning in writing against the party seemingly engaged in the acts

constituting an indirect infringement prior to bringing the lawsuit. However, even if you send a

warning letter, it does not necessarily mean that the above three requirements are met. You may

5
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meet the requirements that "the product or process is used for the working of the invention

concerned" and that "the invention concerned is a patented invention", but it does not necessarily

support the requirement that "the act is made knowingly of the above facts". For example,

assuming that the alleged infringer is a component supplier and does not know his client is

working the patented invention at the time of receiving the warning letter, then the component

supplier may be deemed to meet the three requirements only when he makes reference tohis

client and confirms that such client is working the patented invention.

In other cases, where the component supplier is engaged in the joint development of a

certain product with his client, such component supplier might be deemed to meet the three

requirements by merely receiving the warning letter because the supplier knows how such

component would be used by his client. Or, the component supplier may come to know the

content of the product through the product showcase or the briefing session of the product of the

client side.

Ie2.0bjectiveRequirements
As a result of the 2002 revision, a new provision was added as an objecti ve requirement,

which provision excludes the limitation by the term "exclusively". However, this does not

entirely exclude the limitations on the objective requirements, but certain objective requirements

are required in the newly added provisions. Such objective requirements are as follows:

In cases of Item (ii) (where the patent is granted for an invention of a product);

1. an article to be used for the manufacture of the product (excluding those articles which

are distributed widely and commonly in Japan);

2. which is indispensable for attaining the object of the patented invention; and

3. which is the subject matter of the acts of commercially manufacturing, assigning and the

like, importing or offering for assigning and the like.

In cases of Item (iv) (where the patent is granted for an invention of a process);

1. an article to be used in the process (excluding those articles which are distributed widely

and commonly in Japan);

3. which is the subject matter of the acts of commercially manufacturing, assigning and the

like, importing or offering for assigning and the like.

In order to prevent the problems that may result from merely deleting the limitation of

the term "exclusively", the balance is maintained by adding the limiting factors "indispensable
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for attaining the object of the patented invention" and. "excluding those articles which are

distributed widely and commonly in Japan" in the above objective requirements as well as in the

above-mentioned subjective requirements,

JPO sets forth its interpretation regarding the meaning of said factors "indispensable for

attaining the object ofthe patented invention" and "excluding those articles which are distributed

widely and commonly in Japan" asfollowsi
;

<1> "indispensable for attaining the object of the patented invention"

The concept of "indispensable for attaining the object of the patented invention" is

different from the constituent features of the invention (invention-identifying-matters) Set

forth in the.patent claims, and may include any apparatus or raw material. used for the

manufacture of the product or for the use of the process as well as the constituent features

.of the invention. On the contrary, even the constituent features of the invention set forth

in the patent claims are not deemed as "indispensable for attaining the object of the

patented invention" if such features had been necessary irrespective of the object to be

solved by the invention. The component, apparatus, raw material or other factors, only

by which the "object to be solved by the invention" is attained, shall be deemed as

"indispensable for attaining the object of the patented invention".

The features "indispensable for attaining the object of the patented invention" are not

limited to the articles to be used exclusively for the manufacture of the product or for the

working of such invention, and therefore, a component or others that is important for the

invention shall be included in the scope of the indirectInfringement even if such

component or. others may have a non-infringing purpose as well, whereby making the

scope of indirect infringement appropriate and balanced.

<Z>."excluding those articles which are distributed widely and commonly in Japan"

The concept of "articles which are distributed widely and commonly in Japan" may

include, for instance, screws, nails, electric bulbs, transistors and others that are generally

available products widely used throughout Japan. The phrase "distributed widely and

commonly" indicates that the articles are not custom-made but are standardized articles

generally available in the market. Since it is not desirable that the manufacture or

assignment (or otherwise) of such generally used articles be included as the object of

indirect infringement from the viewpoint of securing the steady business, such articles

were excluded from the newly added provisions of indirect infringement. The

distribution areas were limited within the territory of Japan because, considering that the

effect and scope of the patent right is limited only within the territory of Japan, it is not

7
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necessary to consider the widespread use overseas from the viewpoint of securing the

steadiness of business, and because the necessity of cessation for preventing infringement

cases is significant if the articles concerned are not widely and commonly used in Japan.

Where the provisions requiring the condition "articles to be used exclusively for..."

(namely, Items (i) and (iii)) are applicable, the conditions for exception concerning the

"articles which are distributed widely and commonly in Japan" are not provided because

the general products or standardized products are not included in the scope of indirect

infringement from the beginning.

Prior to the 2002 revisions, the decision on whether the allegedly infringing article

constitutes an indirect infringement has been mostly the matter of "exclusively", namely, whether

such article is used exclusively for the manufacture of the product (or for the working of the

invention) except where it is decided there is Iloinfringement including the direct infringement.

However, as a result of the 2002 revisions, articles which are not classified as exclusive articles

nor as staple articles and called the "neutral articles" (Article that is suitable for the working of a

specific invention but has other usage iii) have become the object to which the provisions of

indirect infringement is applicable. Accordingly, in respect of the non-exclusive article, the

decision on whether such article can be classified as a staple article has become required and

those decisions might become difficult, while prior to the 2002 revisions the decision was merely

to decide as an exclusive article if it has no other purpose, or as a non-exclusive 'article it has any

other-purpose.

The standard for the decision on whether the allegedly infringing article call be classified

as an exclusive article is not changed by the 2002 revisions in any manner, and the decisions can

be made in the conventional manner. What has newly illtroduced by the 2002 revisions is the

standard for the decision on whether the article decided as non-exclusive can be classified as a

neutral article or as a staple article. At the moment, we have no legal precedent in respect of

theseIIlatters, and therefore we cannot discuss in details. However, taking account of the

descriptions set forth in the above-referenced "Sangyo-zaisan-ho no Kaisetsu: 2002

(Commentary: 2002 Industrial Property Laws)" and of the purpose of the 2002 revisions, the

article":

Neutral Article: In the case of a patent for an invention of product, articles having the function

to be used exclusively for themanufactureofthe product in the course of

business; or in the case of a patent for an invention of a process, articles
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having the function to be used exclusively for the working of the invention in

the course of business.

It is assumed that each of the subject articles have various functions. As illustrated in

Fig. l(bl) and (b2), it can be considered that the article concerned should be classified as a

neutral article as long as any function not required for any purpose other than the working of the

Exclusive articleStaple article Neutral article

O~

as a staple article, as illustrated in Fig. l(a), if any function not required for any purpose other

than the working of the invention is not included in such article at all.

In such case, it could be considered that even the subject article having any function

applicable to the working of the invention as a part of constituent features of the invention can be

classified as a staple article as long as such function is applicable to any use other than the

working of the invention.

For example, if the subject article is just a conventional screw or nail that. has been

existing, such article should be classified as a staple article because it only has the functions

irrelevant to the invention. Even if said screw or nail is equipped with. any structure or form

complying with a part of the constituent feature of the invention, such screw or nail should be

classified as a staple.article because the equipped function can be applicable to the conventional

purpose as long as such function has. relation to any use other than the invention. On. the

contrary, if such function is not required for any purpose other than the working of the invention,

the article should be classified as a neutral article because it is equipped with a function having

no .rclation to any purpose other than the invention. However, it should be noted that the

decisions should not be made depending only on this respect, but should be made taking account

of the volume of such article actually manufactured and distributed and the effect such.article

may have in the market.

(al (b-ll (b-2l (el

I !Function having no relation to the invention! funcfion applicable to uses other than the invention

_ Function having no relation to any useotherthan the invention

Fh ·1. StapleArticle, Neutral Article, Exclusive Article
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Il, Comparison with Western Laws

In this chapter, we will examine the key point of the 2002 revisions, that is, two

requirements comprising the subjective requirement and objective requirement from the

perspective of the comparison with Western laws.

US Patent Law:

Under Section 271 (c) of the US Patent Law, the provrsions concerning indirect

infringement are set forth as follows:

Sec. 271. - Infringement of patent

(c) Whoever offers to sell or sells within the United States or imports into the United States a

component of a patented machine, manufacture, combination or composition, ora material or

apparatus for use in practicing a patented process, constituting a material part of the invention,

knowing the same to be especially made or especially adapted for use in an infringement of

such patent, and not a staple article or commodity of commerce suitable for substantial

noninfringing use, shall beliable as a contributory infringer.

A provision for exceptional cases where the components are sold uncombined in US and

subsequently combined outside US is setforth in Section 27(f) as follows:

(f) (1) Whoever without authority supplies or causes to be supplied in or from the United

States all or a substantial portion of the components of a patented invention, where such

components are uncombined in whole or in part, in such manner as to actively induce the

combination of such componentsoutside of the United States in a manrier that would infringe

the patent if such combination occurred within the United States, shall be liable as an

infringer.

(2) Whoever without authority supplies orcauses to be supplied in or from the United States

any component of a patentedinverition thatisespecially made or especially adapted for use in

the invention and not a staple article or corl1tIlodity of commerce suitable for substantial

such component is so made or adapted and intending that such component will be combined

outside of the United States in a manner that would infringe the patent if suchcombination

occurred within the United States, shall be liable as an infringer.
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UK Patent Act:

Under Section 60(2) of the UK Patent Act, the provisions concerning indirect

infringement are set forth as follows:

Section 60: Meaning of infringement

a

only if, while. the patent is. in force, he does any of the. following things in the United

Kingdom in relation to the invention without the consent of the proprietor of the patent, that is

to say-

(a) where the invention is a product, he makes, disposes of, offers to dispose of, uses or

imports the product or keeps it whether for disposal or otherwise;

(b) where the invention is a process, he uses the process or he offers it for use in the

United Kingdom when he knows, or it is obvious to a reasonable person in the

circumstances, that its. use there without the consent. of .the proprietor would be an

infringement of the patent;

(c) where the invention is a process, he disposes of, offers to dispose of, uses or imports

any product obtained directly by means of that process or keeps any such product whether

for disposal or otherwise.

(2) Subject to the following provisions of this section, a person (other than the proprietor of

the patent) also infringes a patent for an invention if while the patent is in force and without

the consent of the proprietor, he supplies or offers to. supply in the United Kingdom a person

other than a licensee or other person entitled to work the invention with any ofthe means,

relating to an essential element of the invention, for putting the invention into effect when he

knows, or it is obvious to a reasonable person in the circumstances, that those means are

suitable for putting, and are intended to put; the invention into effect in the United Kingdom.

(3) subsection (2) above shall not apply to the supply or offer of a staple commercial product

unless the supply or the offer is made for the purposeof inducing the person supplied or, as

the case may be, the person to whom. the offer is made to do an act which constitutes an

.infringement of the patent by virtue of subsection (I} above.

11
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Table 1 shows the comparison of the provisions setting forth the matters

concerning the indirect infringement of Japan, UK and US in respect of the following four

items:

Item 1: Whether the subjective element ("with the knowledge of a patented invention") is

required for the establishment of indirect infringement.

Item 2: Whether the fact that the subject article has no use other than the working of the

patented invention is required for the establishment of indirectinfringement,

Item 3: Whether the subject feature is required to be the essential feature or majorelement of

the invention.

Item 4: Whether the existence .of an act of direct infringement is required for the

establishment of indirect infringement.

Table 1. Provisions ConcerningIndirect Infringement of Japan, UK and US

Item 1 Item 2 Item 3 Item 4
JP[101(l),(3)] No Yes No ?
JP[101(2),(4)] Yes No Yes ?

UK Yes (Note 1) No Yes No
US Yes I Yes (Note 2) Yes Yes (Note 3)

Note]: Also applicable where it is obvious to a reasonable person in the circumstances.

Note 2: It isnot required under Section 271(b).

Note 3: It is notrequired under Section 271(f).

These provisions of the Japanese Patent Law were, as already stated above, amended by

adding new provisions to the existing provisions in respect of indirect infringement. Therefore,

with respect to the relation between Items 1 and 2, it can be said that the combination of

"Yes-No" applicable •to the provisions after the amendment was added to the combination of

exclusive article not requiring the subjective requirement and the neutral article requiring the

subjective requirement constitute an indirect infringement.

These relations between the subjective requirement and objective requirement are

illustrated by showing the scope constituting indirect infringement by screening with gray color

as follows:
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Table 2. Relation betweenSubjective Requirement and

Objective Requirement of Japan, UK and US

"without the knowledge
of patented invention"

""_,NeutFal,Artiele+~"-I'~"'",,,,",,,,~,~,,,~,,,,,,,,,,,,,,'''I'''''''~''~"""'c",,,,,,,,,,,,,",,,,,,,,,-,I,,,,,,,,,,,,,,,,,,,""~~""",~,~,

Staple Article

Exclusive Article

Japanese Patent Law: Prior to 2002 Revisions
, , "with the knowledge of

the patented invention"

Note 1: Excludingthe article "widely and commonly used"

Note 2: Excluding the "supply of a staple commercial product" unless the supply is

made for the purpose of inducing the person

Note 3: No application of Section 271(c) shall be made to the neutral or staple article,

but any act of inducing an infringement may be the subject of Section 271(b).

"without the knowledge
ofpmentedinventio~'

"Without the knowledge
of patented invention"

"without the knowledge
of patented invention"

"with the knowledge of
the patented invention"

"with the knowledge of
the patented invention"

Staple Article
Neutral Article

Neutral Article

Staple Article

Staple Article

Neutral Article
Exclusive Article

Exclusive Article

Exclusive Article

UK Patent Act:
I

US Patent Law:
I

Japanese Patent Law: After 2002 Revisions
, , "with the knowledge of

the patented invention"

It would be difficult to predict how the subjective requirement shall be treated under the

revised Patent Law except where such subject requirementis supported by the fact ofsending a

cease-and-desist letter or others, since we have not had any actual legal precederitsconcerning

such matters. The following comparison with the patent laws of US and UK is made only

concerning the objective requirement.

13



0303
"Indirect Infringement" by -trh Working Group of 3rd Committee

- Existence of provisions setting forth the objective requirements only:

The Western patent laws necessarily requires the subjective element while the Japanese

Patent Law reserves the provisions of Article 101 (1) and (3) that set forth the objective

requirements only and do not set forth any subjective requirement, which makes the difference

with the patent laws of Western countries.

The provisions of Article 101 (I) and (3) of the Japanese Patent Law have the

disadvantage that these provisions cannot be applicable to the neutral articles, but have the

advantage that it is not necessary to make decision on the subjective element and therefore it is

easier for the patent owner to prove the establishment of infringement.

- Whether a staple article may constitute an indirect infringement (Inducing infringement I

Contributory infringement):

In principle, the patent laws of US and European countries exclude staple articles from

the subject of infringement, but the US Patent Law sets forth in Section 271(b) that "Whoever

actively induces infringement of a patent shall be liable as an infringer" and UK Patent Act sets

forth in Section 60(3) that "subsection (2) above shall not apply to the supply or offer ofa staple

commercial product unless the supply or the offer is madefor the purpose of inducing the person

supplied or, as the case may be, the person to whom the offer is made to do an act which

constitutes an infringement of the patent by virtue of subsection (1) above." These provisions

set forth the indirect infringement caused by inducement Ofcontribution, enabling application of

indirect infringement to staple articles under certain circumstances. On the other hand; Japanese

Patent Law is different in that it has no provision to designate staple articles as constituting an

indirect infringement. In Japan, you may claim for remedy under the provisions of Civil Code.

The provision of Section 271(b) of US Patent Law is especially a sort of general

statement without any specific objective requirement, but according to the legal precedents, (1)

guidance and promotion of infringement, (2) fixing Of a infringing product, (3) licensing to

implement an infringing product, (4) purchasing of an infringing product, (5) supporting the

design of an infringing product and (6) publishing the technical information facilitating an

infringement are held as the act inducing infringement".

- Whether jt is indispensable for attaining the object of the patented invention:

The phrase set forth in Japanese Patent Law "a product (or process) indispensable for

attaining the object of the patented invention" and the phrase in UK Patent Act "any of the means

relating to an essential element of the invention" can be interpreted as having the. same meaning,

but the phrase "a component of...constituting a material part of the invention" set forth in US
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Patent Law has a different meaning. While the provisions of Japan and UK cover the articles

indispensable for attaining the object of the patented invention, the provision of US Patent Law is

deemed to cover a component constituting a material part of. the invention equipped with an

allegedly infringing product.

(1) Camera lens casev

[Outline of Case]

This case covers the dispute whether the changeable lens products of the. defendant

infringe the plaintiff's patent right concerning the single lens reflex camera with changeahle lens

system having a changeable lens with automatic preset function ("Patent"):

Although the changeable lens product of the defendant complies with all the constituent

features of the Patent when the product is combined with a certain type of camera, such product

can also be combined with another type of cameras and in such cases those combinations do not

comply with the constituentfeatures of the Patent.

The Tokyo District Court held that the product of the defendant has uses other than to

use with the camera covered by the patented invention, and that the product cannot be decided

that it is used "exclusively" for the production of the camera covered by the patented invention,

taking account of the facts that (1) the changeable lens product of the defendant sufficiently

performs its functions when it is attached to other types of cameras, although a part of the lens.

III-I. Objective Requirements

As the examples of legal precedents prior to the 2002 revisions, we take "Camera lens

case", a well-known precedentin the past, and "Case of control panel for water supply system"

and "Acidic electrolyzed water case", recent cases holding the decision that "it cannot be decided

as used exclusively for the subject article", and virtual decisions assuming the revised Patent Law

are made.for experimental purpose below.

Prior to the revision, there was no room for dispute whether the act was made

"knowingly of the fact". Therefore, the following virtual decisions assume that the subject act

was performed with the knowledge of the fact.

The following virtual decisions are made based only on the information derived from

each case decision. It is expected that both patent owner and the alleged infringer would make a

different claim of statement in the lawsuit under the revised Patent Law. Therefore, needless to

say, the following virtual decision cannot be applicable as it is.

15
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mechanism is useless and cannot perform its function, (2) one of the sales points of the product is

that the changeable lens can be used with various types of cameras, (3) the use of the manually

changeable lens that cannot perform with the component with interlocking function of the camera

is actively recommended as a form of use, and that (4) the product is designated, promoted and

sold as a standard lens used with other types of cameras although a part of mechanism is useless

and does not perform its function when it is used with such other cameras.

[Whether the subject article is "an article used for the manufacture of the product"?]

During the appeal procedure of this case, the court did not make any decision regarding

the matters of indirect infringement, holding that the technical scope of the patented invention

shall be construed by limiting to the constituent features originating from the camera itself.

Even in the original decision, the court concluded the case by making an assumption, in

respect of whether the combination of the camera and lens belongs to the technical scope, that

"Should the defendant's camera (comprising the camera and lens) belong to the technical scope

of the patented invention..."

Therefore, although it may seem useless to discuss whether the defendant's product is

"an article used for the manufacture of the product (camera, in this case)", we will examine the

case on the same assumption as the original decision. Namely, as the interpretation of the

technical scope, we exclude the interpretation that the constituent feature belongs to the camera

itself, but assume that the defendant's camera (comprising the camera and lens) belongs to the

technical scope of the patented invention, to examine whether the changeable lens of the

defendant's product constitutes an indirect infringement under the revised Patent Law.

[Whether the subject article is "distributed widely and commonly in Japan"?]

The .changeable lens product of the defendant has a feature used exclusively for

operating with the patented invention, as is obvious from the fact that a part of mechanism of

such product is useless when it is attached to a camera not constituting the patented invention.

Therefore, it can be said that the changeable lens of the defendant is deemed as a neutral article,

and not an article "distributed widely and commonly in Japan".

product is deemed as "distributed widely and commonly in Japan", considering the statement set

forth in the grounds for the decision "it is found that one of the features of the changeable lenses,

adopters or conversion lenses like the defendant's products is that they can be used by attaching

to various cameras (itself), and that those products are distributed by promoting the feature that

they can be used with as many kinds of cameras as possible", and also considering the fact that
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the defendant's changeable lens is designated, promoted and sold as a standard lensto be used for

each camera even though a part of its mechanism is useless when it is attached to other types of

cameras.

[Whether the subject article is "indispensable for attaining the object.of the patented invention"?]

As already discussed above, although it may seem useless to examine this issue in view

said that the changeable lens of the defendant is indispensable for attaining the "single lens reflex

camera with automatic preset. focus" under the patented invention, on the assumption of the

original decision.

[Conclusion]

The manufaeture or sales of the defendant's product may be deeided as eonstituting an

indirect infringement. However, you cannot deny the possibility that the provisions for the

exceptions of "an article to be used for the manufacture of the product (excluding those articles

which are distributed widely and commonly in Japan)" may be applicable to the defendant's

product.

(2) Case of control panel for water supply systemvi

[Outline of Case]

This case covers the dispute whether the defendant's products infringe the plaintiff's

patent right concerning the water supply system equipped with the control.device for maintaining

the water in the tank at a controlled level. In this case, the plaintiff, has brought an appeal

requesting a judgement for revoeation of the trial deeision at the same time as this.ease, and the

court dismissed the appeal one week prior to the judgement of this case:

The plaintiff broughta lawsuit alleging that the defendant manufactured and distributed
. . . ... -.

a eontrol panel to be used exclusively for the manufacture of the water supply system covered by

the patented invention. The Osaka District Court held that, by taking a look at only the basic

features of the defendant's product, it is obvious that such product has a practical use other than

the working of the patented invention and that the product has uses other than for "public water

supplied from the supply soureepipe", which is a required condition of the patented invention,

such as the practical uses for well water or non-drinking water, and therefore, it cannot be said

that the control panel of the defendant is to be used exclusively for the working of the patented

invention.

17
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[Whether the subject article is "an article used for the manufacture of the product"?]

As described in the "Decision on the point in dispute", it is construed that there is no

dispute in that the water supply system at issue belongs to the technical scope of the patented

invention where such water supply system comprises the defendant's product. Therefore, there

is no doubt that the defendant's product is deemed as "an article used for the manufacture of the

product".

[Whether the subject article is "distributed widely and commonly in Japan"?]

Since the defendant manufactures and distributes the control panel asa finished product

by adding various functions (such as an automatic switching function using weekly timer, etc.):to

the basic circuit comprising CPU, DIA converter, water level fixing device and relay, etc., it can

be said that the product is not deemed as "articles that are not custom-made but are standardized

articles generally available in the market" as set forth by JPO. Therefore, the defendant's

product-can be said as "an article used for the manufacture of the product (excluding those

articles which are distributed widely andcorrullonly inJapan)".

[Whether the subject article is "indispensable for attaining the object of the patented invention"?]

The patented invention comprises a water supply system equipped with a water tallk

having water level sensor and controlling device, and could be deemed as "an article important

for the invention" as stipulated by JPO, but it would be highly controversial if you decide

whether such water level sensor and controlling device could be included as "an article

conventionally required irrespective of the objectto be attained by the invention".

In this case, as already stated above, the claim at issue of this lawsuit was invalidated on

the grounds oflack of inventive step in the appeal requesting a judgement for revocation of the

trial decision, which was brought to the court at the same time as this case. It can be said that

the controlpariel of the defendant can also be used with the prior art which had been cited to deny

the inventive step.

Considering the above, it is highly probable that the defendant's product is deemed as

"an article conventionally required irrespective of the object to be attained by the invention".

[Conclusion]

It can be said thatthe act of manufacturing and distributing the defendant's product may

be deemed as "an article used for the manufacture of the product (excluding those articles which

are distributed widely and commonly in Japan)", but shall not be deemed as "indispensable for

attaining the object of the patented invention", and therefore, such act shall not be deemed as
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constituting an indirect infringement.

(3) "Acidic electrolyzed water case"vii

[Outline of Case]

This case covers the dispute on whether the device manufactured and distributed by the

defendant infringes the plaintiff's patent right concerning the plaintiff's patent "Electrolyzed

In this case; the court acknowledged the defendant's allegation and held that "the

acknowledgement of 'other uses', which would prevent the establishment of an indirect

infringement, should not necessarily requires a scientific proof of the effect of such other use, but

it would be sufficient if such use is reasonably acceptable to and acknowledged by current social

standards...", stating that the burden of proof is attributable to the plaintiff for proving that the.

defendant's device lacks commercially and economically practical use other than to generate the

electrolyzed sterile water at issue.

[Whether the subject article is "an article used for the manufacture of the product"?]

There is no dispute in respect of the fact that the .defendant's device can generate the

electrolyzed sterile water coveredby the invention. Therefore, the device can be deemed as "an

article used for the manufacture of the product".

[Whether the subject article is "distributed widely and commonly in Japan"?]

According to the plaintiff's allegation, at least 128 units of the defendant's device had

been sold. However, it is difficult to decide whether such sale is deemed as "distributed widely

andcommonly in Japan" only from the descriptions set forth in the decision. Under the disputes

under the revised Patent Law, further evidence shall be requiredto determine whether.such sale is

deemed as "distributed widely and commonly in Japan".

[Whether the subject article is "indispensable for attaining the object of the patented invention"?]

The plaintiff's invention is construed that it found out the water with pH1.50 or more

could have the equivalent sterilizing effect, under .the condition that it has the

electric-conductivityux/cm within a certain range, to be used in place of the acid water with

pH1.50 or less, which is difficult to generate.

However, the probability that the defendant's device is deemed as "indispensable for

attaining the object of the patented invention" would be low since itis easy to attain .acid water

having the parameter within the technical range of the patented invention (namely, pH1.5 to 3.1
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(both inclusive) and that the difference between the value of electric-conductivity of acid water

after electrolyzation and that of the original water with the water-soluble ionized inorganic

substance before the electrolyzation is 200-14,120 IlS/cm) without the need to use the defendant's

device.

[Conclusion]

It can be said that the act of manufacturing and distributing the defendant's productmay

be deemed as "an article used for the lllanufactureof the product", but shall not be deemed as

"indispensable for attaining the object of the patented invention", and therefore, such act shall not

be deemed as constituting an indirect infringement, However, it would require more detailed

information to make decision on whether such article should be deemed as "distributed widely

and commonly in Japan".

III-2. Subjective Requirements

As already stated above, there has been no dispute regarding the subjective requirements

in the past cases dealing with indirect infringement in Japan. Therefore, we will try making

virtual decision on the recent cases in UK and US by applying the revised Japanese Patent Law

for experimental purpose.

(1) MentorTexas et al v. Misonix et alviii

The allegedly infringing product is a liposuction device of Misonix (Lysonix2000) using

supersomc. In this case, the doctors who purchased the device through a distributor conduct an

allegedly infringing act, namely, removing fat through a suctioning process. . In respect of the

act of Misonix, CAFe held as follows:

" ...Misonix knew of the existence of the patent because it was denied a license and received a

cease-and-desist letterconceming it. yet Misonix chose to continue selling the Lysonix

2000 devices to MDNLysonix pursuant to an agreement covering ultrasonic machines

designed specifically for use in performing ultrasonic liposuction. Substantial evidence thus

that

the intention that doctors would use it to perform the patentedmethod."

CAFC held that Section 2'71(b) of US Patent Law is applicable to this case on the

ground of the above.
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If any situation similar to the above case exists in Japan, it Can beconsidered that such

situation would meet (apart from the discussion on the medical process patent and the matters of

independent theory) the three subjective requirements discussed above (1. The article is to be

used for the working of the invention, 2. Such invention is patented, and 3. With the knowledge

of thepatented invention).

This case is the dispute arising out of the tablet-based drug manufactured by Merch

which is covered by European Patent 0 679 .157 (by Pharmacia et al.) concerning nonsteroidal

antiinflammatory drug. MK966 (tablet) manufactured by. Merck, the defendant, is not a

chemical compound within the scope of claim as it is, but becomes an enol.compound set forth in

the plaintiff's patent after it is metabolized in the patient's body.

The decision was held that the patent was invalid and unenforceable, and the following

statement regarding the indirect infringement was stated in the decision:

"In summary, the appellant puts its case on indirect infringement in two ways.. First it is said

that section 60(2) is infringed when MK966 is administered to the patient and is dissolved as

an enol in the body. . . .if the appellant is right, section 6(j(2) can be applicable where what

happens is purely natural result of the administration of non-infringing matter which is the

only active ingredient."

It can be considered that Merck would be deemed to meet the. three subjective

requirements discussed above if it performed an act similar to those. stated in the decision in

Japan.

IV. Matters to be Noted in Practice

IV-I. By Patent Owners

The most significant change caused by the revision is that you must prove the subjective

requirements. As already discussed above, the most effective method to prove such subjective

requirements is to send a cease-and-desist letter.

Therefore, as a patent owner, it would be important for you to reinforce the watching of

infringement against your patent more than ever, as well as to send a cease-and-desist letter, in a

timely manner as soon as you come to know the fact of infringement.

In addition to the cease-and-desist letter to prove the knowledge of the conditions that
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"the article is to be used for the working of the patented invention" and "the invention is a

patented invention", you may also make use of the fact that, for instance, the patented invention

is cited in the patent application filed by the alleged infringer as a prior art and the problem

unsolved by the patented inventioIl is the object to be attained by such invention to which the

patent is pursued, or that the patentability is alleged during the prosecution of the application on

the patented invention by citing it as a prior art. It would be easy to prove the three

requirements if said patent of the alleged infringer is indicated on the product or in the

promotional materials of the product.

Even if the subjective requirements can be proven, it is highly possible that your

allegation may not be accepted in the dispute concerning the staple article and neutral article, as

with the cases of the virtual decisions above on which the opinions were divided.

Therefore, it is all the same that the best way for the patent owners to protect their right

is to draft an effective and unchallenged claim so that you do not have to resort to the application

of the provision of indirect infringement.

IV-2. By Alleged Infringers

It would be especially important for the component or material manufacturers to be

prepared for proving that the component or material to be supplied is not an article to be

exclusively used forthemanufactureof the productodor the workingof the patentedinvention,

and that those articles are "widely and commonly distributed". More specifically, it would be

recommended that you should establish a certain method to prove the actual supply of those

articles to plurality of customers.

Further, it would be recommended for the component or material manufacturers to

confirm with their customers, to the extent as possible, that the component or material to be

supplied is not used in any form or manner causing indirect infringement, as well as to clearly set

forth in the distribution agreement which party is to take the liability upon the establishment of

indirect infringement, in order to avoid any liability for damages.

One way or another, you are required to conduct sufficient research and prudent decision

more than ever in respect of any project accompanied by large-scale investment such as the

capital investment.

V. Other Problems: Concerning the necessity of direct infringement upon establishment ofan

indirect infringement

Finally, we will discuss the matter that may continuously cause contradiction between
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Japan and Western laws because there was no amendment in this respect in the 2002 revisions;

the provisions that require the establishment of direct infringement in order to acknowledge

indirect infringement.

This issue includes the matter of the extraterritorial working of a patented invention and

the matter of the individual use that becomes problem because of the limitation by "in the course

of business" condition.

establishment of direct infringement in order to acknowledge indirect infringement and

"independent theory" that does not require direct infringement.

In the "Camera lens case" mentioned above, for example, the defendant alleged that

"Most of the defendant's products are used by individual users for home use or exported to other

countries, and therefore, indirect infringement cannot be established as long as the manufacture

and. distribution of most products may concern"(on the grounds of the dependency theory), while

the court adopted the stance to deny the defendant's allegation (on the grounds of independent

theory), holding the decision that "Considering the fact that the effect of the patent right is

significantly. reduced because such patent owner is not allowed to enforce its right because the

above-mentioned assembly of the product is.completed by. the final user for.his. individual and

home-use purpose, it can be construed that Article 101 (1) of the Japanese Patent Law

acknowledges the establishment of infringement (indirect infringement) to the extent. that the

infringer manufactures and assigns "an article to be used exclusively for the manufacture of the

product" in the course of business, whereby extending the enforcement of patent right to the acts

that would not be deemed as infringing under the straight interpretation of the provisions."

The following discussions were made in respect of the 2002 revisions at the Legislative

Affair Subcommittee of the Intellectual Property Committee ofthe Industrial Structure Council

(4th Subcommittee: dated July 25, 2001):

"The matter of dependency theory and independent theory is not mentioned in the revision.

Does it mean that this matter shall not be expressly clarified just the same as before?"

"For the moment, the matter of dependency theory and independent theory is not

controversial in Japan, and we basically take the position that there is no need to expressly

clarify this matteron the condition that this matter is reasonablytreated in academic theories

and also in the actual legal precedents. In Europe, Section 26 is provided to set forth the

types of acts not constituting the direct infringement for the purpose of clarifying this matter.

This provision clearly describes, in respect of the cases of home use within the scope of

individual use and not extending to business, under certain circumstances the indirect
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infringementis acknowledged although any direct infringement is established. It is true that

we could have this kind of option"

In respect of the appropriateness of the independent theory and the dependency theory,

there exists a widely-accepted theory that designate the former (independent theory) as

appropriate', and the above discussion seems to take account of said theory.

V-I. Indirect Infringement in Case of Extraterritorial Working of Invention

Just after said discussion was made (August 30, 2001), however, the Osaka District

Court held a decision in respect of the effect of a patent right against the products, all of which

are to be distributed or exported overseas, that "In respect of the defendant's products to be

exported and distributed overseas only, such products shall not be deemed as "an article to be

used exclusively for the manufacture of the product (Item (1»" nor as "an article to be used

exclusively forthe working of the patented invention (Item (2»" as stipulated in Article 101 of

the Patent Law", clearly affirming the dependency theory," The following citation from the

decision is referring to the relationship with foreign patent laws:

"The plaintiff alleges that the patent laws of Germany, US or other countries expressly set

.forth the theory that the establishment of direct infringement is not required for the

establishment of an indirect infringement (independent theory), and further alleges that the

Japanese Patent Law should be construed in the same way as German or US laws.

However, even if the independent theory has come to be expressly established in other

countries, it does not necessarily affect the construction of Article 101 of the Japanese Patent

Law.

Considering the fact that the Japanese Patent Law adopts the territoriality principle stipulating

that the patent right of Japan is enforceable only within the territory of Japan and that it is

necessary to take care not to extend the effect of a patent right to an unreasonable extent upon

deciding the establishment of an indirect infringement, it should not be allowed under the

Patent Law to acknowledge the establishment of an indirect infringement where all the

products concerned are exported and

export of the defendant's products".

The plaintiff's allegation in the above case stating "the patent laws of Germany, US or

other countries expressly set forth the theory that the establishment of direct infringementis not
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required for the establishment of an indirect infringement (independent theory)" seems to refer to

Section 271(t) of US Patent Law. Should the allegation of the plaintiff had been adopted and a

domestic provision similar to Section 271CO of US Patent Law had been applied to this case, it is

highly probable that the plaintiff's allegation that the indirect infringement is established might

have been accepted by the court.

In the recent US case, it was held by the court that, upon the application of Section

constituent components, and that the law does not require actual assembly of such components

(Waymark Corp. v. Porta Sys. COrpfii

" ...Thus, the language of 35 U.S.C.S. §271(t)(2) addresses the implications of extraterritorial

enforcement consistently. The statute does not require actual assembly."

Moreover, the construction of the Patent Law regarding the establishment of an indirect

infringement in case. of Extraterritorial Working of Invention may cause a new problem in the

field of software, demonstrated by the following UK case in relation to networking (Menashe

Business Mercantile Ltd., Julian Menashe v. William Hill Organization Ltdfiii.

In this case, the court held that the server system installed outside the.United Kingdom

may constitute an infringement of a patent if such seryer system causes the similar effects as

those caused by a server system installed inside the United Kingdom. The decision reads as

follows:

"In the age that we live in, it does not matter where the host computer is situated. It could be

in the United Kingdom, on a satellite, or even on the border between two countries. Its

location is not important to the user of the invention nor to the claimed gaming system.

.. .For my part I believe that it would be wrong to apply the old ideas of location to inventions

of the type under consideration in this case."

It can be said that this holding indicates. that UK is ready to apply flexible concept of

infringement to correspond to the networking society.

It would be worthy of attention to what. kind of decision is held .when the similar

cases are presented in the court of Japan.

V-2. Necessity of "business" requirement

Under Section 271 (b) and (c) of US Patent Law, the stance to adopt the "dependency
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theory" is solid and unchallenged. In the recent case (Anton/Bauer, Inc. v, Pag, Ltd.)XiV

concerning a dispute on whether the direct infringement of an individual is established or not, the

court confirmedtheprecedent requiring the proof of direct infringement was added.

"There can be no inducement of infringement without direct infringement by some party,

Upon a failure of proof of direct infringement, any claim of inducement of infringement also

fails. A finding of contributory infringement likewise requires underlying proof of direct

infringement"

Under the Japanese Patent Law, on the other hand, the enforcement of a patent right is

limited to the application against an act performed "in the course of business". Therefore, if the

working of a patent invention, as a precondition of an indirect infringement, is made on an

individual basis, you cannot establish indirect infringement as long as you adopt the position to

take the dependency theory.

There will be no problem as long as the independent theory, which is held in the

above-discussed "Camera lens case", will becontintlously adopted in the future. However, it

might have been better to take the option to exclude the exception of "in the course of business"

element in line with the provisions of Community Patent Convention, since both independent

theory and dependency theorycoexistin Japan.

We will carefully watch the legal decisions and academic theories under the revised

Patent Law from now on in respect of the effect on the controversy regarding "independent

theory" and "dependency theory", which effect would be resulting from the failure to expressly

set forth the legal stance.

Ending

This paper discussed the provision regarding indirect infringement mainly under the

revised Japanese Patent Law. There are still many issues to be discussed regarding the matter of

indirect infringement in relation to the matters concerning cross-border injunction, matters

relating to fixing and re-manufacturing, and matters relating to medical process patent.

these issues as well as regarding

the reasonability of this paper in view of the legal decisions to beaccumulated under the revised

Patent Law from now on.
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management modes with respect to three issues (compensation for invention,. eligibility to

become a party for enforcement and transfer of rights within a .business group), using. the

management mode for patent rights adopted in each corporation (business group) as the first

parameter and the reorganization of the corporation as the second.

More specifically, this report focuses on the allocation of patent right management

functions and the ownership of patent rights with respect to the first parameter, and selects a

model in which patent rights are centrally managed and owned by the parent company within a

managed by the parent company but owned individually by the companies concerned within the

group (Management Mode 2).

With respect to the second parameter, this

transformations-business acquisition, business

liquidation/bankruptcy.

1
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This report also focuses on the securitization of patent rights and the use. of trusts for

patent rights, which have recently been attracting attention as new.methods for managing and

utilizing patent rights, and considers and makes recommendations on the advantages and,

disadvantages ofthese new.methods in terms of the. four types oftransformationsin comparison

with the conventional management modes.
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1. Introduction

In the midst of a deflationary spiral, the Japanese economy, and the manufacturing

industry in particular, is suffering an attack by low-priced products from Southeast Asian

countries as well as China. Under such circumstances, there is a growing need for positive

acquisition and optimal utilization of Intellectual Property (IP) for the purpose of differentiating

Japanese products from low-priced overseas products.

In connection with this, this report addresses two typical models of IP (patent right)

management modes: Management Mode 1 in which patent rights are managed and owned

centrally by a parent company within a business group; and Management Mode 2 in which

patent rights are managed centrally by a parent company of a business group but owned

individually by the companies concerned within the group.

Another model may be conceived as a management mode in which patent rights are

owned and managed individually by the companies concerned within the group. However, this

report does not refer to the third model because it intends to focus on the issues of centralized

patent right management modes within a business group.

This report then addresses four types of expected Corporate

Reorganization-acquisition, consolidation, spin-off, and liquidationlbankruptcy, and analyzes

the advantages and disadvantages of conventional management modes with respect to the

following issues.

(1) Compensation for inventions

(2) Eligibility to become a party for enforcement

(3) Transfer of rights within a business group

In addition to these typical patent right management modes, this report focuses on the

securitization of patent rights and the use of trusts for patent rights, which have recently been

attracting attention as new methods for managing and utilizing patent rights, and also considers ".

the advantages and disadvantages of these new methods in comparison with the typical \:

management methods. r
The use of trusts for patent rights is currently under discussion with a view to being put ~;.

.._ ~--:::~:::;:~~~::~;::~:a;~=::~~~~~:~l~:-:;:~~:~e;=~~~~:;::~~~~~::::~ ~_.. _. t~·
which should be resolved to this end.

3 \
\



0320

r····m !-i,"""'"''''
Subsidiary CI'NHm,mm
,_g,,~lilligm.§litl
:. .. . :::1 Invention J.

~ ~ ~: ~g ~ ~~ggg~.~~~~~ITmgg~Tmm~

_.. -U 't'".;:S"""' 1+~~,."'" I\\'·~"·~", iF== + u. t$ x gj ~ -

Parent company

2. Typical Management Modes

2.1 Premise

2.1.1 Management Mode 1

All patent rights generated within a business group are. transferred to the parent

company of the group and centrally managed under the name of the parent company (Fig.I).

(Fig. I)

...•.•..•......••..

2.1.1 Management Mode 2,
Patent rights generated within a business group are owned by individual subsidiaries

and only managed by a parent company (Fig. 2).

(Fig. 2)

Management Mode 2

Parent company

(:::Q~·~t;~ii·~·~d"·~·~~·~g;~·eDI)
.........:: ';' :.•.
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2.2 Detailed discussion

2.2.1 Advantages and disadvantages of Management Mode 1

The advantages and disadvantages of Management Mode 1 are analyzed on the

supposition that, before a transformation occurs, (1) the subsidiary's patent right has already

been transferred to the parent company and then a license on the patent right has been granted

back to the subsidiary, (2) the tax affairs pertaining to the transfer of the right and the

licensing-back have already been resolved between the subsidiary and the parent company, and

(3) upon the transfer of the right from the subsidiary to the parent company, the compensation

for the transfer is paid to the inventor, who belongs to the subsidiary.

2.2.1.1 Business acquisition
. .

When a company is integrated into a business groupas anew operating subsidiary

through business acquisition, the company should transfer its patent right to the parentcompany

(Fig. 3). In this case, the acquired company will start a businesswith a use of the patent, and

changes occur in terms of the compensation for employeesinventions made .inthe slibsidiarYc'

the eligibility to become a party for enforcement, licensing-back after the transfer of rights, and

tax affairs.

(Fig. 3)

After acquisition

/ Transfer of right

!

Parent
companyCompany

(1) Compensation for employees' inventions made in the operating subsidiary

Within a business group that adopts Management Mode 1, the compensation for

employees' inventions made in subsidiaries is provided on the premise that their patent rights

5
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are transferred to the parent company, and this also applies to companies acquired as new

operating subsidiaries. When a patent right is transferred from the acquired company to the

parent company, the compensation for the transfer of the patent should be paid to the inventor.

With respect to Management Mode I in which patent rights are transferred to the parent

company, there exists a problem of how to assess a "reasonable remuneration" to be paid to the

inventor when the invention that has originally been made in the subsidiary is transferred to the

unreasonable that the "reasonable remuneration" has already been paid to the inventor by the

acquired company covers compensation for the transfer of the invention upon acquisition;

therefore, it may necessary to pay compensation to the inventor for the transfer of the patent

right upon acquisition.

When assessing the compensation for the transfer, it is unreasonable. to apply any

assessment criterion that was applied to the transfer of the invention made in the subsidiary to

the parent company. As mentioned above, since the acquired company obviously did not expect

a transfer when paying compensation for the employee's invention, compensation for the

transfer should be paid to the inventor, However, at the time of acquisition, the acquired

company is still the "employer, etc." .that is to pay compensation for the employee's invention. It

is impossible for. the new parent company to pay compensation on behalf of the acquired

company, and it is also unreasonable to apply. the parent company's assessment criterion.

Consequently, it is necessary to economically evaluate the patent right to be transferred in some

way for the purpose of assessing compensation for the transfer.

On the other hand, is it possible for the parent company, which has become the new

"employer, etc." upon acquisition, to pay compensation for the transfer to the inventor as an

"employer, etc."? In this case, both the transferor and the transferee exist as "employer, etc.,"

and therefore, it is possible to understand that no profit has been generated from the transfer for

"employer, etc." Even where profit is deemed to be generated from the transfer, it would be

reasonable enough to apply the subsidiary's criterion for assessing compensation for the transfer.

In cases where no profit is deemed to be generated from the transfer and where the amount of

compensation for the employee's invention that was paid by the acquired company is larger than

the predetermined amount of compensation to be paid for employees' inventions made in

subsidiaries, it would be unnecessary to pay the consideration for the transfer to the inventor. In

any case, there remains the possibility of causing a conflict with the inventor over the

"reasonable remuneration."

The above argument is on the premise that there is a uniform criterion for assessing the

compensation for transfer within a business group. If subsidiaries have different assessment

criteria within a business group, rational reasons are further required for selecting a particular

6
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assessment criteria. In other words, the issue arising from a transformation through acquisition

is that it is necessary to economically evaluate a reasonable amount of compensation for the

transfer forthe purpose of paying an appropriate compensation for the employee's invention.

(2) Eligibility to become a party for enforcement

Since the acquired company has transferred its patent right to the parent company, it

would be difficult forthe parent company to claim damages that exceed the amount equivalent

to the license fee (Section 102 (3) of the Patent Law) against a person who has infringed the

patent right because the parent company itself is not engaged in carrying out a business with a

use of the patent. If the acquired company has obtained an exclusive license from the parent

company, it can claim compensation for the damage suffered by it. This issue is related to

Management Mode 1 as well as connected with a transformation through acquisition in

Management Mode 1.

Unlike the ordinary case of Management Mode 1 in which an invention made in a

subsidiary is transferred to the parent company in the phase of the filing of a patent application

and then the patent right is registered in the name of the parent company, if the acquired

company has already started business with a use of the patent before transferring it to the parent

company, the acquired company may already have suffered damage from an infringement of the

patent right before the transfer. In this case, if it is stipulated in the transfer contract that the right

to claim damages shall also be transferred to the parent company, it would be possible for the

parent company to claim damages that were suffered by the acquired company before the

transfer, provided that the right to claim damages has yet to be barred by prescription, or to

claim an amount equivalent to .the license fee as compensation for damage suffered by the

acquired company after the transfer.

(3) Transfer of rights within a business group (and tax affairs concerning licensing-back)

When the acquired company transfers its patent right to the parent company, the

acquired company should obtain a license from the parent company. Furthermore, if other

subsidiaries within the same business group have already obtained a license from the acquired

company before the acquisition, they should obtain a license again from the parent company

upon acquisition. In either case, tax treatment for such licensing-back should be necessary.

There are two types of business consolidation. Type A is a.bsorption of a subsidiary by

the parent company (Fig. 4), and Type B is consolidation of two or more subsidiaries (Fig. 5). In

either case, all patent rights generated in subsidiaries have been transferred to the parent

company before the consolidation and they are not owned by the subsidiaries.

7
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(Fig. 4)

Type A

Parent
company

(Fig. 5)

TypeS

After absorption

\... )
y

Parent company

After consolidation

.,~"."'''"'''.';'''"''~'''''-~"'''''''='~""",,,,,.,..",-=,,,,,,.,,

(I) Compensation for employees' inventions made in the operating subsidiary

There is no advantage with. respect to the compensation for employees' inventions in

either type of business consolidation, Type A or Type B. On the other hand, there may be the

following disadvantages.

First ofall, in either case, ifthecompanies to be consolidated have different company

rules for the payment of compensation, it is necessary to unify them upon consolidation. When

the rules for the payment of compensation are to be unified between two companies, there

may be no option but to compare individual provisions of the .payment. rules between the two.

and adopt. those more favorable to inventors. If the payment. rules become less favorable to

c;
Parent company.- _.. .

.

• ..J ISubSidiaryABli

• Inventor _ Inventor
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inventors due to consolidation, the parent company might be sued by the inventors for the

"reasonable remuneration."

For example, in the case of Type B consolidation, if one subsidiary to be consolidated

has paid some portion of the parent company's profits from the utilization of a patent right to an

inventor as a "reasonable remuneration" whereas the other subsidiary has not paid such money,

the new consolidated subsidiary would possibly be required to pay some portion of the parent

company's profits to the other inventor. This will incur additional costs due to consolidation.

Furthermore, the new company established through consolidation may suffer

unexpected costs when the consolidation takes place between a company that is liable for

compensation and another company that is carrying out a business with the use of the patent.

More specifically, in the case where the parent company makes profits from the patent

right transferred from a subsidiary by carrying out business with the use of the patent or

receiving license fees from a third patty, there is inconsistency between the entity that makes

profits from the invention (parent company) and the entity that is liable for compensation for the

invention (subsidiary ="employer, etc."). For this reason, it is often the case that the subsidiary

fails to pay some portion of the parent company's profits from the invention to the inventor.

Under such conditions, if the subsidiary is consolidated with the parent company

through absorption (Type A consolidation), the parent company after consolidation continues to

make profits from the invention and therefore should pay compensation to the inventor

according to such profits. Even if the subsidiary has already paid some portion ofthe parent

company's profits to the inventor as compensation before consolidation, it may be forced to

raise the rate for the payment upon consolidation. The same problem would be posed in the case

where a subsidiary that is liable for compensation is consolidated with another subsidiary that is

carrying out a business with the use of the patent (Type B consolidation).

As shown above, in either type of consolidation, there is a possibility that the amount of

compensation to be paid by the new consolidated company will be larger than the amount

actually paid by the subsidiary before consolidation. Such an increase in the amount of

compensation occurs in the case where the rules for the payment of compensation are amended

to more favorable rules for inventors. The increase also occurs in the case where a company that

is liable for compensation is consolidated with another company that makes profits from the

stage of planning consolidation. If consolidation is conducted without giving any consideration

to the potential increase in the amount of compensation due toconsolidation, that might have an

influence on the profit planning of the company established through consolidation.

(2)Eligibility to become a paity for enforcement

Firstly, the advantages and disadvantages of Type A consolidation are examined.

9



0326

In Management Mode 1, a patent right belongs to the parent company, and therefore

nothing under procedural law will hinder the parent company from instituting an action as the

right holder. However, the inventor or engineer often remains belonging to the subsidiary even

after the patent right is transferred to the parent company. Under such circumstances, it is

often desirable that the intellectual property department in the parent company cooperates with

the inventor or engineer who belongs to the subsidiary in carrying out legal proceedings. This

the

subsidiary intervenes in the litigation that has been instituted by the parent company. However,

suchinstitution of a joint action and intervention in the litigation may not always be allowed.

In the case of Type A consolidation, both the intellectual property department and the

inventor or engineer belong to the parent company after consolidation, and therefore they can

cooperate with each other as members of a party, without instituting a joint action or intervening

in the litigation.

In Management Mode J, an infringement action may be instituted by a third party

against the subsidiary that is carrying out a business with.a use of the patent under the license

obtained. from the parent company. In this situation, as the subsidiary has. no department for

managing patent rights, it is often desirable that the parent company takes control. of legal

proceedings on behalf of the subsidiary. This can be achieved if the parent company intervenes

in or takes over an action instituted against the subsidiary. However, whether these methods are

applicable is not clearly stipulated under procedural law. Nevertheless, this problem will be.

resolved when Type A consolidation is conducted because the parent company after

consolidation shall necessarily take overlitigations in which the subsidiary is involved.

In Management Mode 1, the parent company owns the patent right whereas the

business relating to the patent may be carried out not by the parent company but by the

subsidiary. In this case, even if the parent company institutes an action against the patent

infringer, it would be difficult for the parent company to claim damages that exceed the amount

equivalent to the license fee because the parent company itself is not engaged in carrying out

business. However, if the parent company absorbs the subsidiary's business through Type A

consolidation, it may be able to claim damages based on the number of articles sold by the

infringer (Section 102(1)) or damages based on the profits gained by the infringer (Section

102(2)).

Thus, Management Mode 1 has an essential disadvantage in that the parent company's

personnel and the subsidiary's personnel should take approaches such as instituting a joint

action, intervening in the litigation or taking over the litigation when they cooperate with each

other in carrying out legal proceedings. However, through Type A consolidation, this

disadvantage will be resolved either on the "offense" side or "defense" side. Another
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disadvantage, the difficulty in claiming damages that exceed the amount equivalent to the

license fee, will also be resolved if the subsidiary engaged in carrying out the business

concerned is consolidated into the parent company. On the other hand, there is no particular

disadvantage in Type A consolidation.

Next, the advantages and disadvantages of Type B consolidation are examined.

In the case of Type B consolidation, the parent company remains separate from the

subsidiary. Therefore, when the parent company and the subsidiary are to cooperate with each

other in the litigation, they still face problems concerning institution of a joint action,

intervention into the litigation and taking over the litigation. The parent company may not be

able to claim damages that exceed the amount equivalent to the license fee as in the case of Type

A. Thus, there seems no particular advantage or disadvantage of Type B consolidation in terms

of enforcement of patent rights.

The courts have not clearly presented their views on the liability for compensation :

according to the parent company's profits from the patent right that was transferred from

Subsidiary A (See (1)). A brief analysis is shown below with respect to the advantages and

disadvantages of business consolidation in the case where the inventor files an action for such

compensation.

IfType A consolidation is conducted under such circumstances, the parent company

becomes liable for compensation. Accordingly, the parent company shall definitely be liable to

pay a "reasonable remuneration" to the inventor with respect to the profits that it makes from the

patent after consolidation. As a result, the dispute over the liability for compensation.shall cease

to exist with respect to the parent company's profits made after consolidation.

The next possible case is that: (i) the parent company grants a non-exclusive license for

free to Subsidiary A when obtaining the patent right from Subsidiary A, and (ii) the parent

company also grants a license on the patent right to Subsidiary B and receives a license fee from

Subsidiary B.

In this case, a dispute may occur over the liability for compensation with respect to the

license fee that the parent company has received from Subsidiary B. If Subsidiary A is

consolidated with Subsidiary B through Type B consolidation, the new consolidated subsidiary

may be ableto avoid paying the license fee to the parent company due to the free non-exclusive

to the parent company, the parent company will make no profit from the invention after

consolidation. As a result, the dispute over the liability for compensation shall cease to exist.

(3) Transfer of rights within a business group (and tax affairs concerning licensing-back)

In Management Mode 1, the patent right has already been transferred to the parent

company, and additional transfer of the right will not occur in either type of consolidation. Thus,

11
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the conditions on the license fee after consoudation may

to the mode of consolidation or license contract: otherwise, itis .necessary to determine. the

conditions to be applicable to the new consolidated subsidiary. If the license fee is set

unreasonably low, the license fee that is actually paid from the subsidiary to the parent company

will fall under the market value of the license, which would be deemed as the parent company

effectively donating the license to the subsidiary and thus cause tax problems.

Consequently, business consolidation may resolve the disadvantages of Management

Mode 1 because (i) theconsolidation may make it unnecessary to take an approach of instituting

a joint action or other approaches when the parent company and its subsidiary cooperate with

each other in carrying out legal proceedings, and (ii) the consolidation may make it possible to

claim damages that. exceed the amount equivalent to the license fee. On. the other hand, new

disadvantages will be generated in that (i) the amount of compensation for employee's invention

may increase, and (ii) tax risks may occur when unifying license conditions between.

subsidiaries to be consolidated.

there is no particular advantage or disadvantage in terms of the transfer of right through business

consolidation.

The situation will be somewhat different in terms of licensing-back. It is often the case

that the parent company grants a license to its subsidiaries under different conditions on the

license fee. The parent company may grant a license for free to the subsidiary that has

transferred the patent right to the parent company while requiring a license fee from another

are consolidated with each other through Tvne B

2.2.1.3 Spin-off

(1) Compensation for employees' inventions made in the operating subsidiary

The first assumed case is that the parent company, which manages a patent right in

Management Mode 1, spins off the particular business relating to the right and establishes a hew.

subsidiary.

In this case, the patent right that had already been transferred to the parent company

before the spin-off will remain subject to management by the parent company (Fig. 6).

12



0329

(Fig. 6)

Before spin-off
Parent company

___-------A~~~___,.
(' '\

After spin-off

Parent company
Inventor
t

With disregard to many unspecified factors at present, the analysis will be shown below

on the assumption that the parent company should pay a "reasonableremuneration" while taking

into account the profits made by Subsidiary A.

The inventor has the right to claim a "reasonable remuneration" for his invention from

the parent company, whereas he shall not have the right to claim a "reasonable remuneration"

from Subsidiary A even if Subsidiary A has been spun off with Business A from the parent

company and then makes profits from Business A by carrying out a business with a use of the

patent.

In this case, if Subsidiary A pays a license fee on the patent right to the parent company,

the litensefee may be the funds for paying compensation to the inventor. However, the amount

of the license fee to be paid from the Subsidiary A to the parent company is often expected to be

lower than the amount to be paid by a third-party licensee or the license may be granted for free,

and the parent company would lack the funds for paying compensation to the inventor.

Thus, due to the spin-off, the parent company fails to secure the funds for paying

_ ....,..•." -.-compensation-to.thein:ventor,which-could-ha:ve-been.secured-iLthe.parent_company._carried.ouL.~_.,,~.__~.•.

Business A and made profits from the business.

The next assumed case is the spin-off of another subsidiary from the subsidiary in

Management Mode 1.

The invention relating to Business B that is carried out in Subsidiary A has been

assigned from the inventor to Subsidiary A and then transferred to the parent company. Under

13
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such circumstances, Subsidiary B that carried out Business B is spun off from Subsidiary A (Fig.

7).

(Fig. 7)

Before spin-off After spin-off

Parent
company

,I

Irransfer of right

/

Q
Aftertransferring thepatent
rightforBusiness B tothe
parent company. SUbsidiary
B that carries outBusiness B
is spun off fromSubsidialY A

Parent
company

In this case, the inventor has the right to claim a "reasonable remuneration" from

Subsidiary A. However, Subsidiary A cannot make profits as it does not carry out Business B

and cannot receive the license fee from Subsidiary B as it does not own the patent right

If Subsidiary A is to be required to pay a "reasonable remuneration" while taking into

account the profits made by Subsidiary B, it will be necessary to make a system in which the

funds for paying compensation to the inventor will be provided from the profits made by

Subsidiary B..
(2) Eligibility to become a party for enforcement

In .the case. of Fig. 6 in Management Mode 1, the. spin-off of the business to a

Subsidiary A would generate two plaintiffs, the parent company as the right holder and the

Subsidiary A as the actual victim of infringement

The parent company, as the right holder, will not lose the eligibility to become a party

for enforcement even after transferring the business to the Subsidiary A. However, since the

parent company will not be the actual victim of infringement, it may only claim damages

equivalent to the license fee.

On the other hand, the spun-off Subsidiary A is not eligible to become a plaintiff and
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therefore cannot claim damages for itself unless it has obtained an exclusive license from the

parent company,

It is unusual that the parent company spins off the business while the litigation claiming

damages is pending. When spinning off a business is expected, it might be necessary to

consider retransferring the patent right to the subsidiary or jointly owning the patent right with

the subsidiary.

In the case of Fig. 7 in Management Mode 1 where another subsidiary is spun off from

the subsidiary, the right holder is always different from the party that carries out a business with

a use of the patent and there is no change before and after the spin-off in terms of the eligibility

for enforcement.

(3) Transfer of rights within a business group (and tax affairs concerning licensing-back)

In Management Mode I, it is necessary to evaluate the market value of the patent right

when itis transferred from the subsidiary to the parent company, After being transferred to the

parent company, additional transfer of the right will not occur ineither.the case ofFig. 6 or Fig,

7.

2.2.1.4 Liquidationlbankruptcy

In Management Mode 1, all of the subsidiary's patent rights have been transferred to

the parent company, and no problem will be posed in the case of liquidationlbankruptcy of the

subsidiary. Such remoteness of patent rights from the liquidationlbankruptcy of the subsidiary is

one of the ordinary advantages of Management Mode 1.

2.2.2 Advantagesand disadvantages of Management Mode 2

2.2.2.1 Business acquisition

(1) Compensationfor employees' inventions made in the operating subsidiary

Even in the case where a company is integrated into a business group as a new

operating subsidiary through business acquisition" the company does not need to transfer its

patent right to the parent company but just changes its management system to have its patent

right managed by the parent company, which will raise no particular problem (exceptfor general

problems concerning the provisions of Article 72 of the Lawyers Law and Article 75 of the

However, if there are differences in the rulesfor the payment of compensation for

employees' inventions betweenthe parent company and 'itssubsidiaries within a business group

and such difference is likely to cause administrative problems within the group, it is necessary to

achieve unification of rules between the parent company and its subsidiaries by changing the

rules of the acquired company.
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(2) Transfer of rights within a business group (and tax affairs concerning licensing-back)

In Management Mode 2, the centrally-managedlindividually-owned model, the

acquired company does not transfer its patent right to the parent company and therefore there is

no particular advantage or disadvantage in terms of. tax affairs. concerning licensing-back.

Though conflicts with the provisions of the Lawyers Law and the Patent Attorneys Law may

occur with respect to the, centralized management, this problem is inherent to Management

2.2.2.2 Business consolidation

(1) Compensation for employees' inventions made in the operating subsidiary

In Management Mode 2, as the company that carries out a business individually owns

the patent right for the business, no particular problem will occur with respect to compensation

for employees' inventions as long as rules for paying compensation for employees' inventions

are properly provided. In other words, the company can pay compensation to the inventor who

is its employee out of the funds gained from the business concerned under the compensation

rules. Thus, there is no particularadvantage or disadvantage in this respect.

Similarly, no advantage or disadvantage will be found when a subsidiary is

consolidated with the parent company because the subsidiary's compensation rules are usually

consistent with the parent company's compensation rules. The same shall apply to the case of

consolidation of two or more subsidiaries because their compensation rules are usually

consistent with one another, However, if there is any inconsistency in the compensation rules

between subsidiaries, unification of rules would be required. In this case, it is necessary to

compare their compensation rules and decide the unified rules for the new consolidated

company in a manner that will not be unfavorable to the inventors.

(2) Transfer of rights within a business group (and tax affairs concerning licensing-back)

In the case where a subsidiary is consolidated with the parent company or where two or

more subsidiaries are consolidated, no problem will occur in terms of tax affairs concerning the

transfer of rights or licensing-back; therefore, there is no advantage or disadvantage in this

respect.

However, when two or more subsidiaries are consolidated, the new consolidated

subsidiary will not transfer its patent rights to the parent company. Consequently, when the

parent company intends to use the consolidated subsidiary's patent right, it should individually

conclude a license contract with the subsidiary. If the parent company pays any license fee to the

subsidiary, the parent company should report it as loss while the subsidiary as the licensor

should report it as revenue.

16
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(1) Compensation for employees' inventions made in the operating subsidiary

Withrespect to compensation for the employee's invention, if the patent right remains

owned by the company in which the patented invention was made, the transfer of the patent

right does not occur and the right continues to belong to the company thatis its original right

holder. Since the license fee (profit) arising from the patent right is naturally gained by the

company to which the right belongs, the inventor may seek a "reasonable remuneration" from

the company that owns the right.

manages

business group whereas companies to which individual patent rights belong (the parent

company and subsidiaries) should pay compensation to their employees under their own rules

for paying compensation for employees' inventions with respect to the profits arising from

individual patent rights.
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Wherever the inventor currently belongs within the business group (or even if the

inventor does not belong to the business group), it would be appropriate to pay compensation to

the inventor under the compensation rules adopted by the company to which the patent right

concerned currently belongs.

The same method may be applied in principle when another subsidiary is spun off from

the subsidiary as long as the patent right remains owned by either company in which the

is

the.company in which the patented invention was made, so it would be appropriate for either the

original subsidiary or the spun-off subsidiary, which owns the patent right concerned, to pay

compensation for the invention.

On the other hand, unlike the above case, if the patent right is transferred to the

subsidiary (or the subsequent subsidiary) due to the spin-off, the patent rightwill not be.owned

by the company in which the patented invention was made. In this case, should the inventor seek

a "reasonable remuneration" from the "parent company (or subsidiary) in which the patented

invention was made" or the "subsidiary (or the subsequent subsidiary) to which the patent right

is transferred"?

If the inventor also transfers to the subsidiary (or the. subsequent subsidiary) with the

patent right for his invention, there will be no practical problem as long as the compensation

rules are unified between the parentcompany and the subsidiary (or between the subsidiary and

the subsequent subsidiary).

In other words, the inventor may seek "remuneration for his invention" from the

company that carries out a business with a use of the patent under the compensation rules of the

company.

However, where the inventor remains in the company in which the patented invention

was made whereas the patent right is transferred to the subsidiary (or the subsequent subsidiary);

problems would be raised even if the compensation .rules were unified between the. parent

company and the subsidiary (or between the subsidiary and the subsequent subsidiary).

More specifically, when the inventor seeks "remuneration for his invention" from the

parent company as his employer and the parent company pays such remuneration, tax problems

(hindering profits) would be raised.

In conclusion, Management Mode 2 has a disadvantage with respect to compensation

for employees' inventions in the case of spin-off within a business group in that inventors may

not always obtain proper compensation due to the transfer of patent rights.

(2) Transfer of rights within a business group (and tax affairs concerning licensing-back)

In the case where the parent company spins off a subsidiary within a business group in

Management Mode 2, the parent company can obtain consideration for the transfer of the patent
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right to the subsidiary while the subsidiary can obtain a license fee when the parent company

uses the transferred patent right. The same shall apply to the spin-off of another subsidiary from

the subsidiary.

However, it goes without saying that it is necessary to assess the market value of the

patent right to be transferred in the above case.

Furthermore, it cannot be denied that tax problems are likely to arise if the license fee

paid by the parent company differs significantly from that paid by other companies.

Thus, there seems to be no particular advantage or disadvantage in terms of tax affairs

concerning the transfer of patent rights in the case of the spin-off within a business group in

Management Mode 2.

2.2.2.4 Liquidationlbankruptcy

(1) Compensation for employees' inventions made in the operating subsidiary

(i) The subsidiary is liquidated and the parent company waives the subsidiary's patent right

(extinguishment of the right).

It will not be necessary to pay additional compensation (compensation for

performance) to an inventor who belongs to the liquidated subsidiary.

(ii) The subsidiary is liquidated and the parent company obtains the subsidiary's patent right.

Even when the parent company uses the patent right obtained from the subsidiary

within the business group (e.g. the parent company or other member company of the group

carrying out a business with a use of the patent) or grants a license for the patent to a third

party, it would be appropriate to consider that the inventor does not have a right to seek a

"reasonable remuneration" from the parent company because the parent company is not

deemed as the inventor's employer, etc.

(2) Transfer of rights within a business group (and tax affairs concerning licensing-back)

(i) The subsidiary is liquidated and the parent company waives the subsidiary's patent right

(extinguishment of the right)

As the transfer of patent right does not occur, tax problems will not be raised in terms

of licensing-back.

(ii) The subsidiary is liquidated and the parent company obtains the subsidiary's patent right.

.......~._.__.~_~_~...•..;If.the.liquidated.subsidiary;s.patent.Fight.is·transferred·to·the·parent··company,·it·wi·H-be"'~~~'.~~.--+* .
necessary to assess the market value of the patent right.

Even if the parent company uses the patent right that is transferred from the subsidiary

or grants a license for the patent to a third party, this does not involve licensing-back and

therefore tax problems will not be raised.

If the parent company grants a license for the patent to its subsidiary, the subsidiary as

19
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licensee should report the license fee as loss whereas the parent company as licensor should

report it as revenue.

2.2.2.5 Eligibility to become a party for enforcement

In Management Mode 2, this issue is related to any case of business acquisition,

business consolidation, spin-off or Iiquidation/bankruptcy,

In

matters for the reason that patent rights remain owned by the subsidiary even after the

transformation, while they are managed by the parent company.

(i) Whether the parent company can intervene in. an infringement action

Whether the parent company has an interest in conducting ancillary intervention

(Article 42 of the Code of Civil Procedure) is the only point of issue concerning litigation.

Though the parent company and the subsidiary do not share the patent right itself, there

is a possibility thatthelegal status of the parent company would be affected by the outcome.of

the litigation in which the subsidiary is involved as plaintiff or defendant, provided that. a

comprehensive service contract on intellectual property management. has been .concluded

between the parent company and the subsidiary within the business group. According to the

argument that the interest in conducting ancillary intervention is expanding, the parent company

may be allowed to conduct ancillary intervention.

In civil litigation, an ancillary intervener (the parentcompany) can freely conduct acts

of procedure in almost the same way as the party concerned, unless its acts conflict with the acts

of procedure of the original party (the subsidiary). Therefore, if the parent company is able to

intervene as an ancillary intervener in civil litigation, it can attain the objective of unified and

centralized intellectual property management.

However, there isa limit to the advantages of ancillary intervention as it is impossible

to completely free the subsidiary from procedural burdens to .be born by the original patty

concerned (e.g. various duties in legal proceedings that are imposed on the party concerned,

communication with lawyers, control of the progress of litigation, and payment of legal fees

when the subsidiary has lost the case).

(ii) Whether the parent company can become a party to a suit

Where the parent company, which is not the original holder or joint holder of the patent

right and effectively is not entitled to the right at all, files an action in the place of the operating

subsidiary, which is the original right holder, that. would be a typical case of filing. a

representative suit as a conventional agent to carry out legal proceedings under one's own name

for a third party's interest.

In this case, the point of discussion will be whether the relationship of forming a single
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business group is deemed to be a "common interest" required for using the appointed party

system, which is a legitimate way of filing a representative suit as a conventional agent, or to

allow the filing of such a representative suit.

For example, if the parent company or its intellectual property department has already

established a "special relationship" in which the parent company provides support for the

overall process from discovering inventions to filing patent applications and obtaining and

utilizing patent rights (by concluding intellectual property management contracts or

comprehensive legal service contracts (under the management guidance program) with its

subsidiaries within the business group), it would be acknowledged that there is a "reasonable

necessity" as required by courts or scholars and the parent company would be allowed to file a

representative suit as a conventional agent.

However, in the case where a company is acquired and consolidated as a subsidiary into

a business group, it is doubtful whether this would immediately be deemed as such a "special

relationship," and even if it is deemed so, the "special relationship" should not be in breach of

prohibitions including the principle of representation by lawyers.

(iii) Whether the parent company can intervene in a trial for invalidation in which the subsidiary

is involved

If the requirement of "having an interest" for becorningan eligible demandant of a trial

for invalidation of a patent right is broadly interpreted and the parent company of a business

group to which the subsidiary (patentee) belongs is deemed as an eligible demandant, the parent

company may be allowed to intervene in a trial for invalidation (under Section 148(1) of the

Patent Law) as a "demandant" under Section 132 of thePatent Law, even though it isa special

case where the parent company shares an interest with the subsidiary.

On the other hand, where the subsidiary is consolidated with the parent company or

where the subsidiary is liquidated or becomes bankrupt and subsidiary's patent right is obtained

by the parent company, the patent right is transferred to the parent company and the

aforementioned disadvantage will be resolved.

!
\
\
\
1

\
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procedures for assessing theHowever, this mode cannot avoid burdensome

2.2.3 Conclusion on Management Modes 1 and 2

2.2.3.1 Management Mode 1

..•.••..••~,~~.•"".•...~In ..Management.Mode..l.,.the.parent"cQmpany.centFall:y.owns.and.manages.patent.rights..~ ·'"~'''1f'''''''''

withinthe business group and IP experts are concentrated to the parent company to engage in

the management. Therefore, it seems to be an effective and useful system for the purpose of

increasing efficiency in intellectual property management and developing and increasing human

resources.
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market value of patent rights in the case of the transfer of the rights. It is highly difficult in

reality to come to an assessed value of a patent right that is acceptable to everyone when

transferring the right because an evaluation method has yet to be established and the assessed

value is likely to vary significantly depending on the business models in which the right is used.

Such difficulty will be a major obstacle to the achievementofprompt centralized management.

Furthermore,even if the patent right were provisionally evaluated for the purpose ofdeciding

the transfer price, the transfer would be deemed to be a donation or gift if the tax

point out the gap between the transfer price and the value of the right as assessed by the

authorities.

There is also a risk concerning compensation for employees' inventions made in the

subsidiary. Under the transfer system, on completion of invention, the right to obtain a patent for

the employee's invention made in the subsidiary is transferred from the inventor (employee) to

the subsidiary, and then transferred to the intellectual property management company. etc. for

the purpose of centralized ownership of intellectual property rights or it may be utilized by

another subsidiary. Section 35(3) of the Patent Law provides that a reasonable remuneration

shall be paid to the inventor when he has passed the "right to obtain a patent" or the "patent

right" on to the employer, etc. In the above case, itis necessary to consider how the value of the

reasonable remuneration should be assessed and who should pay the reasonable remuneration to

the inventor who belongs to the subsidiary. Recently, a spate of actions has been brought to

courts with respect to remuneration for employees' inventions. Such actions cause uncertainty in

management and increase management costs within business groups.

2.2.3.2 Management Mode 2

Management Mode 2, in which the parent company centrally manages patent rights

within the business group, seems to be as effective .asManagement Mode 1 in terms of operating.

efficiency.

However, this mode raises issues such as whether the parent company's activities to

obtain patent rights for inventions made in the subsidiary would conflict with the provisions on

the affairs under the exclusive authority of lawyers and patent attorneys under the Lawyers Law

and the Patent Attorneys Law and whether the parent company will be allowed to conduct

licensing negotiations or file a representative suit as a conventional agent in the case of a patent

infringement. According to the recent. views of the courts and of academics, it seems to be

becoming more likely that the parent company will be allowed to file a representative suit as a

conventional agent, though it is not definitely assured.

Even if only the parent company is eligible to become a party to a suit, the amount of

damages is expected to be limited to the amount equivalent to the license fee because the parent
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company does not Own the patent right. In this case, it is necessary to make arrangements to

make the subsidiary eligible to become a party to the suit as the patentee.

3. Advanced Management Modes

3.1. Outline of Securitization of Intellectual Property

According to the amendments to the Law on Securitization of Assets in May 2000,

securitization of intellectual property has become possible and it has been attracting attention as

a financing means other than getting loans or issuing debentures. Securitization of intellectual

property is a method for promoting liquidation of assets by separating intellectual property from

the company that owns it and issuing securities not from the company's credit capability but

from the revenues arising from intellectual property.

There are some specific examples of securitization of copyrights such as securitization

of TV program broadcasting rights whereas there is only one case of securitization ofa patent

right in April 2003 by Pin Change Co., Ltd. (a subsidiary of Matsushita Electric Industries Co.,

Ltd.), which was the first case in Japan.

3.2 Outline of the Trust System for Intellectual Property

The Intellectual Property Policy Headquarters adopted the "Promotion Plan for

Creation, Protection and Utilization of Intellectual Property" on July 8, 2003. Providing that "for

the purpose of promoting centralized management of patents and brands in the case of a

business group consisting of multiple affiliated companies, by the end of FY 2003, the Financial

Services Agency (FSA) and the Ministry of Economy, Trade and Industry (METI) will take

necessary legislative measures with the aim of developing ideal trustees that will be able to

properly undertake management business in accordance with characteristics of intellectual

property rights, while sufficiently discussing ideal trustees that will undertake such business," ,

the Promotion Plan aims to develop a legal system under the initiative of the FSA and the

METIso as to enable business groups to use the trust system as one of the methods for

managing and utilizing intellectual property. Following this plan, the Financial System Council

(The 2nd Subcommittee of the Sectional Committee on Financial System) published the

"Interim Report on the Ideal Form of Trust Business" on July 28, 2003.

management and utilization of intellectual property, and patent rights (and rights to obtain

patent) in particular, as well as increasing efficiency in such management/utilization, thereby

improving cost-competitiveness, the trust system should be made available for the management

and utilization of intellectual property. The use of the trust system for the intellectual property

management/utilization method will bring about more benefits than conventional
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management/utilization methods as it can avoid tax problems concerning transfer tax and

income tax.

The introduction of the trust system for intellectual property may involve a wide range

of issues. Various discussions are required to develop a legal system that will be useful for

compames.

3.2.1 Advantages and disadvantages of the use. of the trust system in Management Mode 1
"_"'<ii'«"""~c."~,.~,"_~,.-.."~'-c''''''.,"~,~.,...,.,.~~",.,.,,,,,,,," ':•., ,",~~.,_"'..,.,._~""~,.."...",,,.~;~~.. .'_"'--.,..,~.'.'~,,~~'.•~,""'_=~"""' ,_".' '''.~,....'''''~_~~r'..,._"'''~,".''",_''''._"' , ,.-"''''' "'_,.~'~.'"~, "''.,"'''"''''" '.i?'''''~'_~'',"""~","~'''".' "'' ' ,"",,,~o~·.,~_.~~.~~

(Fig. 9)

Use of the trust system in Management Mode 1
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3.2.1.1 Business acquisition

Upon business acquisition, the same problems mentioned in 2.2.1.1 may occur due to

The analysis below is concerned with the advantages and disadvantages of the use of

the trust system in Management Mode 1 in which all patent rights are transferred to the parent

company. Details of the method of entrusting all inventions made in subsidiaries to the trustee

for centralized management; which is the case of Management Mode 2, will be provided in the

next section. This section focuses on the advantages and. disadvantagesof the eritrllstment of

management after patent rights are transferred to the parent company,!
j

I
;
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the transfer of patent rights. As the only difference arising from the use of the trust system is that

patent rights are transferred to the trustee instead of the parent company, the trust system cannot

solve these problems and therefore it will not bring about any particular advantage for

centralized management.

3.2.1.2 Business consolidation

In Management Mode 1, patent rights are centrally managed by the parent company.

Therefore, the use of the trust system will not bring any particular advantage for centralized

management or for enforcement. It will be difficult to claim damages that exceed the amount

equivalent to the license fee in the case where patent rights have been transferred to the trust

company.

3.2.1.3 Spin-off

In the case of Fig. 6, the transfer ofthe patent right does not occur due to spin-off and

therefore it is impossible to enjoy advantages such as no necessity to assess the market value of

patent rights or avoidance of tax risks arising from the transfer. In the case of Fig. 7, if

Subsidiary A entrusts the patent forBusiness B to the trustee instead of the parent company, the

assessment of the market value of the patent right, which is required for the transfer of the right

from Subsidiary A to the parent company, would be unnecessary and therefore tax risks arising

from the transfer could be avoided. However, such an advantage would not be enjoyed if the

right was entrusted to the trustee after being transferred to the parent company. On the other

hand, in the case of Fig. 7, if Subsidiary A spins off Subsidiary B after entrusting the patent right

to the management company, it would be possible to solve the problems arising from the

inconsistency between the patentee and the party that carries out the business concerned by

changing the beneficiary ofthe trllstfromSubsidiary A to Subsidiary B, which enables the party

that actually carries out the business concerned to gain profits from the utilization of the patent

right.

3.2.1.4 Liquidationlbankruptcy

Management by trust has an advantage in that it can separate and protect patent rights

1) but also from that of the parent company. This advantage is related to the protection ofthe

beneficiary rather than to the management of patent rights, and it may bring about advantages in

terms of compensation for employees' inventions, which is mentioned later.

3.2.1.5 Compensation for employees' inventions made in the operating subsidiary
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One of the methods for paying compensation for employees' inventions is to pay some

portion of the beneficial interest in trust to the inventor as compensation for his invention. This

method may be advantageous in that the amount of compensation does not vary before and after

business consolidation if the trust company collects a uniform amount of license fee from all

companies within the business group. Furthermore, the trust system will protect inventors as

beneficiaries from being bothered by business transformations in obtaining compensation for

inventions, which mav enable companies to

However, since the grant of beneficial interest is not deemed to constitute a "reasonable

remuneration," it is necessary as a prerequisite to amend the provision ofSection 35 of the

Patent Law in order to introduce this method.

3.2.1.6 Eligibility to become a party for enforcement

The parent com.pany's eligibility to become a party to a suit and right toclaim..·.?amages

are discussed in 2.2;1. As the situation will become more complex due to the transfet'()f.patent

rights to the trustee, the issues such as the trustee's eligibility and right to claim damages as well

as the trustor's involvement in enforcement under the trust system will be discussed in detailin

connection with Management Mode 2 in which the trust system can be used more effectively;

3.2.1.7 Transfer of rights within a business group (and tax affairs concerning

licensing-back)

In the case of business acquisition, business consolidation, spin-off, or

liquidationlbankruptcy, the trust system may have advantages in changing licensing conditions

and avoiding tax risks upon such business transformations if the trust company establishes

uniform licensing conditions for all subsidiaries within the business group.
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3.2.2 Advantages and disadvantages of the use of the trust system in Management Mode 2

(Fig. 10)

Use of the trust system in Management Mode 2
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3.2.2,1 Bnsiness acquisition

(1) Compensation for employees' inventions made in the operating subsidiary

When a company is integrated into a business group as a new operating subsidiary

through business acquisition, if the company has already used the trust system, it is necessary to

cancel the trust contract with the trustee and conclude another trust contract with a new trustee

(the parent company).

Article 57 of the Trust Law provides that "in the case where the trustor is to receive all

profits from a trust, the trustor or his successor may cancel the trust anytime." Accordingly, if

the acquired company has already used a trust and it has been the trustor well as the

the trust, it seems that the acquired company's trust contract may be cancelled

upon acquisition.

In the case where the subsidiary has not used the trust system, it should conclude a trust

contract with the trustee (the parent company). It is also necessary to use some portion of the

beneficial interest in trust as the funds for paying compensation for employees' inventions made
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in the subsidiary.

However, if there is difference. in the rules for the payment of compensation for

employees' inventions between the parent company andits subsidiaries within a business group

and such difference is likely to cause administrative problems within the group, it is.necessary to

achieve unification of compensation rules between the parent company and its subsidiaries (by

changing the rules of the acquired company).

to become a nartv for enforcement

According to Article 11 of the existing Trust Law providing that a trust established for

the primary purpose of conducting acts of procedure shall be null and void, it seems to be

inappropriate that the acquired company establishes a trust for its patent right while it is in

litigation. However, the objective of Article 11 of the Trust Law is to prevent induction of

litigation. Establishing a trust for the patent right that is the subject of the currently pending

lawsuit shall not constitute.such induction.of litigation, and therefore it may not be in breach of

the provision of Article 11 of the Trust.Law,

Currently, the courts and academics agree that it will be allowed for the trustee-to file a

representative suit as a conventional agent if,

(i) the trustee is authorized by the right holder to carry out litigation, or

(ii) the trustee has an interest in the suit that would not deviate from the purposes of the

principle of representation by lawyers and the prohibition of entrustment for litigation, which

are restrictive regulations.

It will be necessary to enact a law or implement legal reforms in order to clearly

stipulate that it shall not be. in breach of the provisions of the Lawyers Law and the Patent

Attorneys Law for the trustee to carry out acts of procedure.

(3) Transfer of rights within a business group (and tax affairs concerning licensing-back)

When a company is integrated into a. business group as a new operating subsidiary

through business acquisition, if the company has already used the trust system, it is necessary to

cancel the trust contract with the trustee and conclude another trust contract with a new trustee

(the parent company).

Under the trust system, trust property is deemed to actually belong to the beneficiary

and therefore, according to the "principle of taxation on actual beneficiary," taxes such as

consumption tax and income tax are imposed on the beneficiary of the trust. For this reason,

even if a new trust contract is concluded within a business group, tax problems will not occur in

terms of licensing-back.

3.2.2.2 Business consolidation

(1) Compensation for employees' inventions madein the operating subsidiary
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In Management Mode 2, when the subsidiary is consolidated with the parent company

or two or more subsidiaries are consolidated, the use of the trust system will not raise particular

problems. In fact, it may bring about an advantage instead in that the amount of compensation

will not vary even if the compensation rules are changed due to the consolidation, provided that

some portion of the beneficial interest in trust is to be allocated for compensation for employees'

inventions.

(2) Eligibility to become a party for enforcement

When the subsidiary is consolidated with the parent company, the use of the trust

system will not bring aboutparticular advantage or disadvantage.

When two or more subsidiaries are consolidated, the use of the trust system will in fact

bring about an advantage instead in that it will enable the parent company or other company

within the business group to actually intervene in the litigation through the trust company.

Furthermore, the trust system will also enable the management . company in

Management Mode 2 to avoid breach of the Lawyers Law and the Patent Attorneys Law when

carrying out the activities to obtain patent rights.

In this respect, it is necessary to establish a trust system that will not be restrictive to

trust-based centralized management of patent rights within a business group.

(3)Transfer of rights within a business group (and tax affairs concerning licensing-back)

When the subsidiary is consolidated with the parent company or two or more

subsidiaries are consolidated, the trust system will not raise tax problems in terms of the transfer

of rights or licensing back with the business group.

The trust system may in fact bring about an advantage instead because centralized

management of licensing conditions by the trust company may facilitate negotiations on

licensing conditions when the parent company or other subsidiary within the business group

intends to use the consolidated subsidiary's patent right.

3.2.2.3 Spin-off

(1) Compensation for employees' inventions made in the operating subsidiary

Business groups in Management Mode 2 have problems concerning compensation for

employees' inventions upon spin-off as mentioned in 2.2.2.4. The use of the trust system will

(2) Eligibility to become a party for enforcement

Under the trust system, the patent right IS entrusted to the intellectual property

management company. Accordingly, it is unnecessary to consider the issue of eligibility to

become a party for enforcement because, despite the change in the title of the original patentee

(from the parent company to its subsidiary/from a subsidiary to another subsidiary), the
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intellectual property management company to which the patent right has been entrusted shall be

eligible to enforce the right against infringers ofthe patent. This is an advantage of the use of the

trust system.

(3) Transfer of rights within a business group (and tax affairs concerning licensing-back)

By using the trust system, it will be unnecessary to assess the market value of the patent

right in the case of the transfer of the right (from the parent company to its subsidiary/from a

to another subsidiarv), which will reduce relevant workload or costs. It

possible to avoid tax risks due to the transfer of rights. These points are the advantages of the

use of the trust system.

3.2.2.4 Liquidation/bankruptcy

(1) Compensation for employees' inventions made in the operating subsidiary

(i) The subsidiary is liquidated and the parent company waives the subsidiary's patent right

(extinguishment of the right)

It will not be necessary to pay additional compensation to the inventor who belongs to

the liquidated subsidiary.

(ii) The subsidiary is liquidated and the parent company obtains the subsidiary's patent right

It does not seem to be advantageous for the parent company to bother to entrust the,

patent right to another trustee for the purpose of using the right within the group, having,

obtaining it from the liquidated subsidiary.

(2) Eligibility to become a party for enforcement

Obviously, the parent company shall not be eligible if the patent right is extinguished.

In the case where the parent company concludes a trust contract with a third party

trustee (e.g. trust company) for the patent right that has been obtained from the liquidated

subsidiary and obtains an exclusive license from the trustee, the parent company shall naturally

be eligible to intervene in the litigation.

(3) Transfer of rights within a business group (and tax affairs concerning licensing-back)

When the patent right is transferred from the liquidated company to the parent company,

it is necessary to assess the market value of the patent right. On the otherhand.when the parent

company grants a license to other subsidiary within the group with respect to the transferred

patent right, this does not involve licensing-back and, therefore tax problems will not be raised.

3.2.3 Conclusion on advanced management modes

3.2.3.1 Utilization of patent rights by securitization

In the State of Delaware in the United, States, the state tax privilege scheme for

intellectual property holding companies (IPRCs) has been established, and securitization of
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intellectual property may be an advantageous financing method under such a scheme. However,

this scheme is primarily designed for financing through securitization of intellectual property

rather than for centralized management of intellectual property rights. Thus, its objective differs

significantly from that of the patent management/utilization methods discussed in this report.

In Japan, securitization of patent rights involves various problems such as burdensome

procedures for assessing the market value of patent rights, the possibility of patent rights being

invalidated or becoming obsolete, and costs and labor for establishing special purpose

companies (SPCs). Therefore, in the present circumstances, this method is not positively used

though it is under consideration in some companies. It seems difficult to use this method for the

purpose of centralized management of intellectual property within a business group.

Furthermore, as there is no such tax privilege scheme in Japan "as that available in Delaware, it

seems difficult to consider securitization of patent rights as an effective financing means.

3.2.3.2 Utilization of patent rights by trust

(1) Useoftrust in Management Mode 1

As mentioned in section 3.2.1, the use of the trust system is expected to bring about

advantages when Subsidiary A spins off Subsidiary B (as the case of Fig. 7) after establishing a

trust for the patent right ,and when some portion of the beneficial interest in trust is to be

allocated for compensation for employees' inventions. It may also bring about advantageous in

terms of tax affairs concerning licensing-back.

However, It will not be very advantageous to use the trust system for the purpose of

centralized management of existing patent rights, Because patent rights are already centrally

managed by the parent company in Management Mode 1.

(2) Use of trust in Management Mode 2

As mentioned in section 3.2.2, taxation for trust shall be subject to the principle of

taxation on actual beneficiary. Therefore, despite the transfer of a "right to obtain patent" or a

"patent right" or the change of title to such right, it will be unnecessary to assess the market

value of the right upon the transfer. Compared with the transfer method, the trust system is

expected to enable business groups, which are likely to create an enormous number of

inventions, to significantly reduce burden and costs for centralized management.

system, tax risks due to provisional evaluation of rights may be avoided and various other

problems arising from the transfer of rights may also be solved.

Furthermore, where there is no chance for the trustee to sufficiently utilize a patent

right that is entrusted by a subsidiary, etc., the trust contract may be terrninatedifthe trustor and

the beneficiary are the same (Article 57 of the Trust Law) and. the patent right may be
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immediately returned to the trustor (subsidiary), which will enable the subsidiary to search for

another way of utilizing the patent right. In this case, also unlike Management Mode 1, it is not

necessary to assess the market value of a patent right to be transferred, and a patent right that is

not utilized effectively by the trustee.can easily be returned to the trustor.

Thus, the use of a trust for the centralized management of patent rights will realize an

intermediate management system between Management Mode 1 and Management Mode 2,

which will be able to solve various

3.2.3.3 Problems to be solved

In the case of using a trust for patent management/utilization within a business group,

many problems remain unsolved even though the "Interim Report on the Ideal Form of Trust

Business" by the Financial System Council is taken into consideration.

(i) Rights to obtain patents and patent rights seem to generally satisfy the. requirements for trust

property (convertibility into money, existence/specificity, transferability and being as positive

property). However, since there is no way tomake public "rights to obtain patents," which raises

an issue of "specificity," it will be necessary to discuss means of public notice.

(ii) There is also no means to make public technical know-how. However, in light of the current

activities involving technology transfer and licensing, the use of the trust system would be less

effective if a trust may not be established for technical know-how together with the patent right

concerned. In such a situation, for example, a license for a patent right can be obtained from the

trustee whereas a license for know-how must be obtained from the patentee.

(iii) It is also necessary to clarify whether the trustee is allowed to file a representative suit as a

conventional agent in the case where the trustee is involved in a patent infringement as the

infringing or infringed party. If it is not allowed to do so, it will be difficult to use the trust

system for centralized management of patent rights within a business group. Furthermore, it will

also be necessary to enact a law or implement legal reforms in order to clearly stipulate that the

it shall not be in breach of the provisions of the Lawyers Law and the Patent Attorneys Law for

the trustee to carry out the acts of procedure.

(iv) Lastly, the biggest problem at present is about the use of a trust for a patent right or a right

to obtain a patent in a foreign country.

Even if Japanese law allows the establishment of a trust for a patent right or a right to

obtain a patent in a foreign country, it would be impossible for the trustee to enforce the right in

the place of the trustor (patentee) unless the trust is effective against a third party in the foreign

country because requirements for enforcing a patent right against an infringement may differ

among countries.

If it is possible to establish a trust for a patent right, a right to obtain a patent or
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technical know-how only domestically, the trust itselfisvery unlikely to be available as a means

for centralized management within a business group.

Thus, in order to ensure that the trust system will be able to be used as a means for

centralized management of patent rights within a business group, it is desired to make legal

amendments to the Trust Law and the Trust Business Law or to consider enacting a special law

as soon as possible.
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The Employed Inventor's Compensation Law in China

WANG, Bing" MA,Iun·2 Octoberl7,2003

China's population is about 1.3 billion. There are about 30 million scientific and technical

workers in China. It bas been a very important issue for Chinese legislator that how to stimulate

Chinese people's, particularly scientific and technical workers', enthusiasm for making

invention-creation. After the policy on reforming and opening to the world was implemented in

China the commercialization of research achievement has become also an important issue;

Therefore Chinese legislator has issued and implemented one by one a series of laws and

regulations for regulating invention-creation activities and the commercialization of research

achievement. Some of the important laws and regulations are: Law of the People's Republic of

China On Progress of Science and Technology, Patent Law of the People's Republic of China,

Copyright Law of the People's Republic of China, Law of the People's Republic of China on

Promoting the Commercialization of Research Achievement and Contract Law of the People's

Republic of China. One of the core contents of the laws and regulations is the employed

inventor's compensation.

Inventor is respected by the State and whole society

Law of the People's Republic ofChina on Progress ofScience and Technology was issued on

July 2, 1993 and implemented on October I, 1994 ("Law on Progress of Science and

Technology"). The Item 2 of the Article 3 of the Chapter 1, General Provisions, of the Law on

Progress of Science and Technology stipulates: "The State and the whole society shall respect

knowledge, esteem talent, value the creative work a/scientific and technical workers, and protect

intellectual property rights. ,,3 Why does the Law on Progress of Science and Technology

stipulate it at this time? General speaking, it is common phenomenon for the people in a lot of

the countries around the world to respect knowledge and esteem talent. But in China the

situation is different. Before 1957 the knowledge and its creator and propagator, in another

words, intellectoal, had been respected. But in 1957 some of intellectuals became rightist, one of

the enemies of the State and society. The political position of whole intellectoals in China went

down rapidly although their salaries were little higher thanthe salary of worker class. During the

great cultural revolution all intellectuals became the capitalist class, one of the object of the

proletarian dictatorship. At that time another title of the intellectoals in China is Chou-Lao-Jiu in

Chinese pronunciation, that is, smelling ninth, the last one of the object of the proletarian

dictatorship during that time. After the reforming and opening to the world, Mr. Deng Xiaoping

at an important conference pronounced: "Chinese intellectuals are one part of the working class."

This sentence made all Chinese intellectoals return to normal political position, that is, the position

respected by the State and whole society. There had been no political pressure to the Chinese

intelleetnals. Every one had been working very hard. The science, technology, economy and

1 Professor andViceDean,SchoolofLaw,Tsinghua University, Beijing 100084,China.
2 Director ofthe International R&D Cooperation Office, Science& Technology Office,Tsinghua University,
Beijing 100084, China
3 Lawof thePeople'sRepublic of China on Progress ofScience andTechnology, page 5, ChianLegalPublishing
House, Jun,2001.
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society were developed greatly in China. But, in other haud the economic position ofthe most of

intellectuals had ahnost no chauge until 1993. As one part of the working class Chinese

intellectuals had obtained ahnost the same salaries as ordinary workers. It means that the State

and society should respect further the knowledge, esteem talent. Therefore, the Law on Progress

of Science and Technology stimulates some detail measures to raise the social stalus of

intellectuals such as "Scientific and technical workers constitute an important force W the

socialistmodernization drive. TheState shall take variousmeasures to raise the social status of

scientific and technicalworkers, cultivate and bring up through various channels scientific and

being the role of scientific and technical workers into full play.'.4(Article 37 of the Law on

Progress of Science and Technology)and "Peoplesgovernment at variouslevels, enterprises and

institutions shall take measures to gradually improve the treatment given to scientific and

technical workers, and better their working and living conditions; and special preferential

treatmentshall be granted to scientific and technical workers with outstanding contributions. ,,5

(Article 38 of the Law on Progress of Science and Technology) After Law ofChina on Progress

of Science and Technology and the relevant.laws and regulations are implemented gradually

Chinese intellectuals have obtained their reasonable ,political and economic position in the society

of China. Therefore we should say that to be respected by the State and whole society is the

biggest compensation for Chinese inventor.

Employed inventor can own his non-service invention
There are two kinds of inventors in China. The first one is called as individual

inventors, that is, the inventors who are not employed by any institution, organization
or enterprise. They made their inventions with their money and equipment or
instruments. Therefore they can own their inventions and obtain benefit resulted
from their inventions according to the relevant laws and regulations. .Thesecond one
is called as employed inventors, that is, the inventors who are working in one of
institution, organization or enterprise and made their inventions during their
employment period. In the following discussion we will focus only on the
compensation for the employed inventor.

The.employed inventor can own his non-service invention according to Patent
Law of the People's Republic of China ("Patent Law"). The employed inventor's
invention-creations are divided into two kinds: service invention-creation and
non-service invention-creation under Patent Law . The Article 6 of the Patent Law
says: "An invention-creation, made by a person in execution ofthe tasks ofthe entity

to which he belongs, or made by him mainly by using the material and technical

information of the entity is a service invention-creation. For a service

invention-creation, the right to apply for a patent belongs to the entity. After the

application is approved, the entity shall be the patentee.

4 Lawof thePeople's Republic of China on Progressof ScienceandTechnology,page 23 , China Legal
PublishingHouse,Juu, 2001.

5 Lawof the People's Republic of China on Progress ofScience andTechnology, page23~24, China Legal
PublishingHouse,Jun, 2001.
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For the non-service invention-creation, the right to apply for a patent belongs to
the inventor or creator. After the application is approved, the inventor or creator
shall be patentee.

In respect to an invention-creation made by a person using the material and
technical means ofan entity to which he belongs, where the entity and inventor or
creator have entered into a contract in which the right to apply for and own a patent
is providedfor, such a provision shall apply. ,,6

In order to make this Article more clear Rule11 of the Implementing Regulations
of Patent Law of the People's Republic of China lists some details: "Service
invention-creation made by a person in execution ofthe tasks ofthe entity to which he
belongs" mentioned in Article 6 of the Patent Law refers to any invention-creation
made:

(1) in the course of'performing his own duty;
(2) in execution ofany task, other than his own duty, which was entrusted to him

by the entity to which he belongs;
(3) within one yearfrom his resignation, retirement or change ofwork, where the

invention-creation relates to his own duty or the other task entrusted to him
by the entity to which he previous belonged.

The entity to which one belongs mentioned in Article 6 of the Patent Law
includes the entity one temporarily works for; 'material and/or technical means ofthe
entity 'mentioned in Article 6 of the Patent Law refers to entity S money, equipment,
spare paris, raw materials, or technical data which are not be disclosed to the
public. ,,7

According to the Article 6 of the Patent Law and the Rule 11 of the
Implementing Regulations of the Patent Law we can see that if an invention made by
an employed inventor is satisfy with the conditions mentioned above it is service
invention-creation. Otherwise the invention-creation is non-service
invention-creation. Then the employed inventor will have right to file application
for patent for the non-service invention-creation. After the application is approved
the employed inventor will be the patentee of the non-service invention-creation, In
practice, key points are how to identify employed inventor's own duty and task
entrusted to him by the entity to which he belongs, how to justify an
invention-creation is made by an inventor maitlly by using the material and technical
information of the entity and what does the word ''mainly'' mean. In the past years, a
lot of invention-creationsmade by the employed inventors by using some materials or
technical information of the entity to which they respectively belong have been
identified as non-service invention-creations. Therefore there exist two

made
employed inventor by using some materials or technical information of the entity and
the invention-creation made by employed inventor without using any materials or
technical information and in no execution of the tasks of the entity to which he

• Patent Law of the People's Republic of China, Trademark Law of the People's Republic ofChina, Copyright
Law ofthe People's Republic ofChina{Chinese-English), Page 35-37, Law Press China, September, 2002.
7 ChinaPatents & Trademarks, page 86, No.3, Vol. 66,2001,July IS, 2001, published by China PatentAgent
(H.K.) LTD.
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belongs. Obviously the Article 6 of the Patent Law and the Rules 11 of the
Implementing Regulations of the Patent Law gives preferential treatment to the
employed inventor rather than the entity. The purpose of this treatment is to
stimulate employed inventor's enthusiasmfor making invention-creation.

Following the regulations set up under the Patent Law, Contract Law of the
People's Republic ofChiua ("Contract Law) issued on March 15, 1999 and went into
effect as of October 1, 1999 stipulates similarly: cc 'Service-related technological
result 'refers to a technological result achieved in the performanceofa task assigned

the materials and technical conditions of the legal person or any other
organization. ,,8 (Item 2 of Article 326 of the Contract Law) Also Article 327 of the
Contract Law says: "The right of use or transfer of a non-service-related
technological result belongs to the person (s) achieving the results, and the person M
achieving the non-service-related technological result may conclude a technology
contract on that result. ,,9

Employed inventor canget compensation for service invention.
Even the invention-creation is service invention-creation made by an employed

inventor the inventor can still get good compensation under the Patent Law, Law on
Progress of Science and. Technology, Law of the People's Republic of China on
Promoting the Commercialization of Scientific Achievement ("Law on Promoting the
Commercialization of Science and Achievement")and Contact Law.

The Law of the People's Republic of China. on Progress of Science and
Technology sets up particularly one chapter on Science and Technology Awards to
reward inventors including employed inventor. The Article 52 of the Chapter says:
"The State shall set up an awarding system for science and technology to reward
citizens and organizations that have made important contributions in their activities
in relation to scientific and technologicalprogress." 10

As a part of the State award the inventor can get good honorary title, which is
very important for intellectuals. Article 53 of the Chapter stipulates: "The State shall
confer according to law national honorary tittles on citizens who have made
outstanding contributions to the development ofscience and technology."!'

Based on the feature of the nature of science and technology the national titles
are divided into several different kinds of prizes. Article 54 of the Chapter
prescribes: "The State shall set up National Science Prizes, Technological Invention
Prizes, Scientific and Technological Progress, International Scientific and
Technological Cooperation Prizes, and, if necessary, other types of scientific and

8 Contract Law of the People's Republicof China (Chinese-English), Page 142,Law PressChina, September,
1999
9 Contract.Lawof the People's Republicof China (Chinese-English), Page .142, Law PressChina,September,
1999.
10 Law of the People's Republicof China onProgress of Scienceand Technology, Page3l; China Legal
Publishing House,June, 200I. •
1t Law of the peoples Republic, of China on Progress of Science and Technology, Page 31, ChinaLegal
Publishing House,June, 2001. .
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technological prizes. ,,12 In 1999 China set up National Supper Science and
Technology Prizes. The inventor having non-service inventions can independently
file application for the prizes and then can obtain the prizes if the application is
approved by the national award organization. As to service invention-ereation if an
entity, which is the owner of the service invention-creation, is given the prizes and
then at the same time the name of individual inventor or creator is listed on the
certificate of the prizes as an inventor. In fact the money award, paid by Central
Government, of the prizes is given to the individual inventors: And the entity
obtaining the prizes gives the inventor more benefit including money award, house,
car and opportuuity to be promoted. For example, Professor WANG, Xuan, inventor
of laser photography printing technology in Chinese version, obtained 2001's
National Supper Science and Technology Prizes and five million Chinese Yuan given
by the Chinese Central Government. Latter on, Peking University for which he is
working gave him another five million Chinese Yuan and called him as "father of
modem printing industry" and "modem BI Shen", an ancient inventor of movable
Chinese character printing technology more than thousand years ago.

The Contract Law gives the person achieving technological result similar right.
Article 328 of the Contract Law says: "The person achieving a technological result
has the right to indicate on the documents relevant to the technological result that he
is the person achieving the result, as well as the right to obtain certificates ofhonor
and rewards. ,,13

If a service invention-creation is commercialized, then some percentage of the
profit resulted from the commercialization of the invention-creation should given to
the inventor. Article 16 of Patent Law prescribes: " The entity that is granted a
patent right shall reward to the inventor or creator of a service invention-creation,
and, upon exploitation of the patented invention-creation, shall give the inventor or
creator a reasonable remuneration based on the extent the invention-creation is
applied and the economic benefits it yields. ,,14 Article 55 of the Law on the Progress
of Science and Technology says: "Enterprises and institutions shall, in accordance
with relevant regulations of the State, draw a certain percentage from the retained
newly-added profit generated from the application of scientific and technological
achievement to reward individuals Who have accomplished the technological
achievements. ,,15

Similar regulation appears in the Contact Law. The item 1 of Article 326 of the
Contract Law says: "If the right to use or transfer ofa service-related technological
result belongs to a legal person or any other organization, the legal person or any
other organization may conclude a technology contract on the said service-related

12 Law of thePeople's Republic of China en Progress of ScienceandTechnology, Page31, China Legal
PublishingHouse,June, 200I.
13 Contract Law ofthe People'sRepublic ofChina, (Chinese-English), Pagelaz.Law Press China, September,
1999.
14 Patent Lawof thePeople'sRepublic ofChina, Trademark Lawof thePeople's Republic ofChina, Copyright
Lawof thePeople's Republic of China (Chinese-English), Page41, LawPress China, September, 2002
15 Lawof thePeople's Republic ofChinaon Progress of ScienceandTechnology Page33, China Legal
Publishing House, June, 2001.
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percentage of the proceeds from using and transferring the service-related
technological result so as to give rewards or remuneration to the person (s) achieving
the service-related technological result. ... ... " 16

Law on Promoting the Commercialization of Scientific Achievement stipulates
more details. Article 29 of the Law on Promoting the Commercialization .(If
Scientific Achievement prescribes: ''lj a entity, which has a service technological
achievement, transferred the technological achievement to any other party, the
entity shall give no less than 20% ofthe net income resulted from the transfer ofthe

achievement and the person who made important contribution. tothe transfer of the
technological achievement." 17

Article 30 of the. Law on Promoting the Commercialization of Scientific
Achievement further stipulates: "After the successful use of a. technological
achievement, which is made by an enterprise or institution independently or together
with any other entity, in industry, the enterprise or institution shall give no less 5%
ofnew-added profit resulted from the use ofthe technological achievement to reward
the person who made the technological achievement and the person who made
important contribution to the transfer ofthe technological achievement.

The enterprise being share-holding system may convert the remuneration or
reward given to the person who made important contribution in the research and
development or commercialization of a technological achievement into share or
percentage of the capital of the enterprise under relevant regulations of the. State.
The shareholder shall partake the profit of the share or percentage of the capital. "
18

According to the regulations mentioned above we can see that when the entity
having service scientific and technological achievement obtains benefit resulted from
the achievement, the entity should give a part of the benefit to the inventor or creator.
That is, after an service scientific and technological achievement is licensed or
transferred to any other party and the entity having the achievement obtains royalty
fee or transfer fee, no lcss than 20% of the net income of the fee should.be given to

the inventor or creator who made the achievement and person who made an important
contribution in the commercialization of the achievement or if the entity
commercialized by itself or together with any other party an service scientific and
technological achievement then no less than 5% ofnew-added profit resulted from the
achievement should be given to the inventor or creator and person who made an

16 Contract Lawof thePeople's Republic of China (Chinese-English);Page·142, Law Press: China, September,
1999 .

17 Law ofthe People's Republic of China on Popularization of ScienceandTechnology, Lawofthe People's
Republic of Chinaen Progressof ScienceandTechnology, Lawof the People'sRepublic of China on Promoting
the Commercialization of Technological Achievement, Chineseversion. Page51, China Democracy-Legality
Public House,June, 2002, translatedby WANG; Bing.
18 Lawof the People's Republic ofChina on Popularization of ScienceandTechnology, Lawof the People's
Republic of China on Progress of ScienceandTechnology, Lawof the People'sRepublic of China on Promoting
theCommercialization ofTechnological Achievement, Chineseversion, Page51, China Democracy-Legality
Public House,June, 2002, translatedby WANG; Bing . .
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important contribution in the commercialization' of the achievement. It is
particularly notable that the benefit rewarded by an entity to an inventor or creator and
person who made an important contribution in the commercialization of the
achievement can be changed into the shareholding or percentage of the capital of the
enterprise, which is a joint-stock company or limited liability company and
commercialized the achievement. Having the shareholding or percentage of the
capital of the company the inventor or creator or person will get long-term benefit
from the company. So it is a long-term compensation.

Employed inventor may commercialize service invention by himself
If the entity having a service invention-creation does not commercialize the

invention-creation, the employed inventor who made the invention-creation can
commercialize the invention-creation and obtain the benefit resulted from the
invention-creation under an agreement signed between him and the entity. Article
14 of Law on Promoting the Commercialization of Technological Achievement
stipulates: "If a service technological achievement owned by a research and
development institute or high education institution established by the State is not
commercialized during a certain period by the institute or institution, the person who
made the technological achievement or the participant who took part in the making of
the technological achievement may conduct the commercialization of the
technological achievement and share rights and benefit regulated under the.
agreement signed with the institute or institution, but the ownership of the
technological achievement shall not be changed. The institute or institution shall
support the commercializingactivities ofthe above technological achievement. ,,19

We should note here that only the inventor who is working for research institute
set up by the State or high education institution can commercialize the service
invention-creation of the institute or institution. The employed inventor of any other
kind of entities such as company has no this kind of right. Why is there such
difference? Firstly, the institutes set up by the State and high education institutions
in China are public entities. Their financial income comes mainly from the Chinese
govermnent at different level. The Govermnent asks them to commercialize their
service invention-creation and to benefit the public as more as possible. Secondly,
since historic reason and the nature of the institutes and institutions they have no
enough high initiative to commercialize their invention-creations. In order to make
the invention-ereations be applied in industry and benefit the pnblic the Chinese
govermnent allows the inventor Or creator. or participant of the service
invention-creations to commercialize the invention-creations when the institutes or

this present are different types such as State owned, collective, private and foreign
invested and foreign, it is not possible for govermnent to ask the companies to allow
their employed inventor to commercialize their service. invention-creations.

19 Lawof thePeople's Republic of Chinaon Popularization of ScienceandTechnology, Lawof the People's
Republic of Chinaon Progress of ScienceandTechnology, Lawof thePeople'sRepublic of China on Promoting
theCommercialization of Technological Achievement, Chinese version, Page48, ChinaDemocracy-Legality .
PublicHouse,June, 2002, translated byBingWang.
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Secondly, as an intellectual property of the companies they will do their best to use
and commercialize their service invention-creations.

We should note here also that the ownership of the service invention-creations is
not changed when they will be or are commercialized by the inventor or creator or
participant. They are sill owned by the institute or institution. All
commercialization activities should be governed under the agreement signed between
the inventor or creator or participant and the institute or institution. Of course, in
this case the inventor or creator or participant can get more benefit than the

The employed inventor employed by any kind of entity has a specific priority
when a service-related technological result will be transferred by the entity. The
second paragraph of the item I of Article 326 of the Contract Law stipulates: "When
the legal person or that organization concludes a technology contract to transfer the
service-related technological result, the persons (s) achieving the service-related
technological result shall have the priority to acquire the transfer on equal
conditions." 20 This means that in this case the employed inventor can become the
owner of the service-related technological result after the transfer is made to him and
then the inventor can commercialize the service-related technological result.

Employed inventor can get the copyright of non-service work
Under Copyright Law of the People's Republic of China works can be divided

into four kinds: individual author's work, service work, non-service work and entity's
work. Among them service work, non-service work and entity's work are created by
employed person. What is difference among these three kinds of works? The Item
3 of Article 11 of Copyright Law of the People's Republic of China says: "Where a
work is created under the auspices and according to the intention ofa legal entity or
other organization, which bears responsibility for the work, the said legal entity or
organization shall be deemed to be the author ofthe work. ,,21 In this case the work
is called as an entity's work. The item I ofArticle 16 of the Copyright Law says: "A
work created by a citizen in thefulfillment oftasks assigned to him by a legal entity or
other organization is a work created in the course of employment." 22 In another
word, it is a service work. This item implies also that a work created by an
employed person by himself rather than in fulfilhnent of tasks assigned to him a legal
entity or other organization for which he is working will be a non-service work. The
main difference between the entity's work and service work is that the entity's work
represents the intention of the entity and the service work represents the intention of
the employed person although the work is created in the fulfillment oftasks assigned
to him by the entity.

As similar as non-service invention-creation, if an employed inventor creates a

20 ContractLaw of the People's RepublicofChina, Page 142,Law Press China, September, 1999
21 PatentLaw of the People's Republicof China, TrademarkLaw of the People's Republicof China, Copyright
Law of the People's Republicof China(Chinese-English), Page 213, Law PressChina, September, 2002

22 Patent Law of the People's Republic ofChina, Trademark Law of the People's Republic of China, Copyright
Law of the People's Republicof China(Chinese-English), Page 215, Law"press. China, September, 2002
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non-service work during the employment period then the copyright of the work
should belong to the inventor since he is the author of the work under the item 1 of
Article 11 of the Copyright Law, which says: "Except where otherwise providedfor in
this Law, the copyright in a work shall belong to its author. ,,23

In practice the problem here is that how to identify which work created by a
employed inventor is service work and which non-service work. The key point is
only that whether a work is created in the fulfillment of tasks assigned by the entity to
the inventor. If it is the fulfillment of the tasks then the work shall be service work.
Otherwise the work will be non-service work.

Employed inventor can get the copyright of some of service work
The treatment of the copyright of service work is very different from service

invention-creation. Under the Chinese Patent Law the ownership of a service
invention-creation shall belong to the entity by which the inventor is employed.
Under the Chinese Copyright Law some kinds of service work shall belong to the
entity by which the inventor is employed and created the work and some belong to the
inventor. TIle item 2 of Article 16 of the Copyright Law stipulates: "In any ofthe
following cases, the author ofa work created in the course ofemployment shall enjoy
the right of authorship, while the legal entity or other organization shall enjoy the
other rights included in the copyright and may reward the author:

(1) drawings ofengineering designs and product designs, maps, computer
software and other works which are created in the course ofemployment mainly
with the material and technical resources ofthe legal entity or other organization
andfor which the legal entity or other organization bears responsibility;
(2) works created in the course ofemployment the copyright in which is,
in accordance with laws, administrative regulations or contracts, enjoyed by the

'legal entity or other organization. ,,24

Except the above cases, the copyright of service work' shall belong to the
employed person who created the work. The item 1 of Article 16 of the Copyright
Law says: "Subject to the; provisions of the second paragraph of this Article the
copyright in such work shall be enjoyed by the author; however the legal entity or
other organization shall have priority to exploit the work within the scope of its
professional activities. Within two years after the completion ofthe work, the author
may not, without the consent ofthe legal entity or other organization, authorize the
exploitation for the work by a third party in the same manner as the legal entity or
other organization exploits the work ,,25 For these kinds of the works, if the author
is inventor then the inventor shall have the copyright of the works.

23 PatentLaw of the People's Republicof China,TrademarkLawof the People's Republicof Chilla, Copyright
Law of the People's Republicof China(Chin"e-English), Page 213, Law Press China, September, 2002

24 Patent Law of the People's Republic ofChina,TradernarkLaw ofthe People's Republic ofChina,Copyright
Law ofthe People's Repnblicof China (Chinese-English), Page 215-217, Law Press China, September, 2002

25 Patent Law of the P~ple's Republic ofChina, Trademark Lawof the People's Republic-of China, Copyright
Lawofthe People's RepnblicofChina (Chinese-English), Page 215, Law Press China, September, 2002

9



031;0

Generally speaking, the key principle under the intellectual property laws and
regulations mentioned above is to take a lot of measures to stimulate employed
inventor's enthusiasm for making and then commercializing invention-creation or
other technological achievement. The legal scales in this field. incline to the
employed inventor rather than employers such as enterprise, entities and so on.
The positive effect of this principle is to promote the creation of the invention or
technological achievement, and in the present stage of China to propelthe society and
economy forward. But there are some negative effects: I) a lot of potential service

employed inventors rather than by the entity to which they are employed. This is
why about 75-80% of domestic patents or patent applications are owned by
individual inventors rather than by legal entities or other kinds of organizations. 2)
The basic research and academic environment in high education institutions are
impacted. .Since the commercialization of invention-creation or other technological
achievement by employed inventor can bring more benefit to the inventor so he
maybe is very interesting in it and pays more time and attention to the
commercialization of the technological achievement thanto do academic activities
including teaching, conducting basic research which cannot give professor or
research fellow high income. If the authority of a high education institution does not
take any measure to balance the teaching, basic research and commercialization of
invention-creation or technological achievement and as the time is going on then the
academic level of the high education institution will be lower. 3) The right to
commercialize an invention-creation or technological achievement by employed
inventor may delay the progress of the commercialization of the invention-creation or
technological achievement since the inventor has often much less experience of
commercialization than his employer. In many cases an invention-creation or
technological achievement has been kept by the inventor for long time and then can
not be used again." But the key principle and its relevant laws and regulations are
still in the present stage in China positive as whole. As the development of Chinese
economy and the increase of the requirement for the technology and of capacity of
technology development of Chinese enterprises, the key principle and its relevant
laws and regulations maybe shall be changed a lot in order to make the
commercialization of invention-creation or technological achievement taster and more
effective. The legal scales maybe shall incline to the entity, which employed the
inventor.

26 Wang Bing, Lian.Youneng, Guang Zhicheng, (Present Problems and Its Solving Approaches in

Technology Transfer of Chinese Universities» -, Theproceedings ofthe Second International Conference

onTechnology Policyandhmovation, September, 1999.
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The Economic Espionage Act ("EEN') prohibits foreign economic espionage and
the theft of trade secrets. 18U.S.c. §§ 1831- 1839. Theact was passed in 1996 in response to a
perceived need to closca gap in fcdcrallaws, and to better protect intellectual and intangible
property. H.R. Rep. No. 104-788, reprinted in 1996 U.S.C.C.A.N. 4021,4024,4025.

The statistics cited in discussions. regarding the need for EEA enforcement are
eye-opening:

• 0 The American Society for Industrial Security (ASIS) reported a 323% increase in trade
secret related theft between 1992 and 1996. It estimated that one to six million U.S. jobs
were lost as a result of such theft.

• 0 A 1999 ASIS and PricewaterhouseCoopers study estimated that the theft of confidential
and proprietary business information cost Fortune 1000 companies $45 billion dollars.
Senator Arlen Specter estimated the losses at $100 billion per year.

• D. The Federal Bureau of Investigation has reported that at least 23 foreign governments
actively target the intellectual property of U.S. corporations.

• 0 An .FBI study found that of 173 countries, 100 were spending resources to acquire U.S.
technology, and, of those, 57 were engaging in covert operations against U.S.
corporations.

See Chris Carr, Larry Gorman, "The Revictimization of Companies by the Stock Market Who
Report Trade Secret Theft Under the Economic Espionage Act," 57 Buslaw 25 (Nov. 2001).

Despite the statistics, the EEA can be a double-edged sword for U.S. businesses­
it protects them from trade secret theft, while at the same time exposing them to risks from the
unsanctioned acts of their unscrupulous employees and suitors.

Specific Conduct Prohibited by the EEA

The conduct prohibited by the act is set forth in sections 1832 and 1831. Section
1832 prohibits the knowing theft of trade secrets related to or included in product placed in
interstate or foreign commerce to the economic benefit ofanyone other than the owner, intending
or knowing that the offense with injure the owner of the trade secret. 18 U.s.C.§ 1832. Section
1831 prohibits economic espionage for the benefit of a foreign government, foreign
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instrumentality' or foreign agent. 18 U.S.C. § 1832. It provides harsher penalties than the
criminal trade secret theft prohibitions of section 1832.

Paralleling one another, both of these sections specifically prohibit, stealing or
appropriating trade secrets (subsection 1), copying, transmitting or conveying trade secrets
(subsection 2), receiving, buying or possessing trade secrets (subsection 3), attempting to steal,
copy, or possess trade secrets (subsection 4), and conspiring to steal, copy, or possess trade
secrets (subsection 5). 18 U.S.C. §§ 1831-1832.

The Act's Definition of a Trade Secret

The EEA specifically defines "trade secret" to mean "all forms and types of
financial,business, scientific, technical, economic, or engineering information" if "(A)the owner
thereof has taken reasonable measures to keep such information secret,and (B) the information
derives independent economic value, actual or potential, from not being generally known to, and
not being readily ascertainable through proper means by, the public." 18 U.S.C. § 1839(3).
Given these two prongs, any trade secret analysis will ultimately be fact-intensive.

The act's definition of "trade secret" is similar to, though somewhat broader than,
that of the civil UniforIll Trade Secrets Act. The EEA's protection reaches a wider variety of
technological and intangible information. United States v. Hsu, 155 F.3d 189, 196 (3d. Cir.
1998). Nonetheless, the EEA does not confer an absolute monopoly on the person who develops
a trade secret. Neither parallel development nor reverse engineering ofa trade secret necessarily
constitute a violation of the EEA. See www.usdoj.govlcriminallcybercrimeIEEAleghist.htm
(Managers' Statement for H.R. 3723)

The Requirement of Criminal Intent

Both section 1831 and section 1832 are specific intent crimes. Section 1831(3)
requires that a person (1) intend or know that the offense will benefit a foreign goV~rnmentor
instrumentality, (2) knowingly receive or possess a trade secret, and (3) know that the.trade
secret was stolen or misappropriated. 18 U.S.C. § 1831(3). Section 1832(3) requires thata
person (1) intend to convert a trade secret, (2) intend or know that the offense will injure the
owner of the trade secret, (3) knowingly receive or possess the-information that constitutes a
trade secret,and (4) know that the information was stolen or misappropriated, 18.U.S.C.
§ 1832(3). Thus, and as explained in the U.S. Attorney's Manual, only "knowing" violations of
the EEA should be prosecuted. See U.S. Department of Justice, U.S. Attorney's Manual, Section
vm "Theft of Commercial Trade Secrets," ("U,s. Attorney's Manual") at § B.2.b.

Nonetheless, to demonstrate a knowing violation, the government will not need to

term is used in the act. Id.; see also United States v. Hsu, 40 F. Supp. 2d 623 (E.D. Pa. 1999)

"Foreign instrumentality" is defined to include "any legal, commercial, or business organization,
corporation, firm, or entity that is substantially owned, controlled, sponsored, conunanded, managed. or dominated
by a foreign government." 18 U.S.C. § 1839(1). .

2
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and United States v. Krumrei, 258 F.3d 535 (6th Cir.200l). Such.a requirementwould make
prosecutions nearly impossible. Instead, the government can prove that a violation was knowing
by proving that a defendant was aware of "proprietary markings, security measures and
confidentiality agreements." U.S. Attorney's Manual at § B.2.b. Put in other terms, the
knowledge element can be satisfied by proof that the "defendantknew or had a firm belief that
the information to be taken had the attributes of a trade secret" as described in 18 U.S.C. § 1839
- that is, the defendant believed that the information was valuable to its owner because it was not
generally known to the public and that its owner had taken measures to protect it. [d.

appropriate defenses to an EEA indictment. In those cases, however, attention will certainly be
placed on the reasonableness of a claim of ignorance and the steps that person took to ascertain
the true status of the property at issue. [d.

In addition, the U.S. Attorney's Manual directs prosecutors not to bringEEA
charges if there is a legitimate dispute over the ownership of the intellectual property at issue. It
suggests that civil resolution of such disputes is more appropriate, especially if the party obtains
and relies on the advice of counsel. [d. at § VIII.B.6.e.

Penalties

The EEA carries severe penalties. Individuals convicted of § 1831 violations may
be fined $500,000 and imprisoned for up to 15 years. 18 U.S.C. § 1831(a). For § 1832
violations, the imprisonment term is limited to 10 years, with no specific limit on the fines. 18
U.S.C. § 1832(a). Penalties for violating the act may also include criminal forfeiture, 18 U.S.c.
§ 1834, the imposition of an injunction, 18U.S.C. § 1836, as well as substantial.finesfor
organizations. 18 U.S.C. §§ 1831(b), 1832(b). An organization's fine for.a violation of § 1831
can reach $10 million, while the fine for a violation of § 1832 can got up to $5 million.

In light of 18 U.S.C. § 3571(d), and the absence of a specific exemption available
under.18 U.S.C. § 3571(e), courts can allow for fines of up to twice the gain or loss resulting
from the theft of trade secrets. At the time the provision was adopted, courts were encouraged to
opt for the larger of the fines available under 18 U.S.c. § 3571(d)or the fines provisions of the
EEA. See www.usdoj.gov/criminaVcybercrime/EEAleghist.htm (Managers'. Statement for H.R.
3723).

The EEA does not preempt civil remedies which may also be imposed under other
federal or state causes of action.: While the EEA does not provide for equitable relief (other than
injunctive relief) or legal damages, the act allows civil action under other acts, such as the
Uniform Trade Secrets Act, in order to obtain monetary and other court provided awards.

Enforcement Trends

Approximately 30 cases have been successfully prosecuted since the EEA' s
enactment, against both individuals and the companies that stood to benefit from their conduct.
The vast majority of the prosecutions have been directed against individuals, rather than U.S.
corporations, who are more likely the victim of these crimes than the perpetrator.

3
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Examples of stolen trade secrets from EEA cases include:

°0 Engineering drawings and data °0 Radiological machine information

°0 Drug delivery system formulas °0 Turbine engine blueprints

°0 CustomerInformation °0 Seismic records

°0 Securities broker account information °0 Design specifications

°0 Network switch plans °U Sales forecasts

°0 DNA cell line °0 Prototype computer processors

°0 Computer source code °0 Laminating process

°0 Software design documents °0 Mining machine blueprints

°0 Sales information and strategy °0 Proprietary financial information

°0 Project information °0 Proprietary databases

°0 Access card control information °0 Shaving process

Most recently, the federal courts in California appear to be leading the charge in
EEA enforcement. Those courts have announced indictments in five separate cases in the last
year alone. www.usdoj.gov/criminallcybercrime/eeapub.htm(surveying EEA prosecutions).

The Extraterritorial Reach of the EEA

While other federal laws, including the Foreign Corrupt Practices Act, are focused
on criminal activity occurring outside of the United States, there is a general presumption against
the extraterritoriality ofUnited States criminal laws. To rebut that presumption, Congress made
it clear that the EEA would apply to conduct occurring outside of the United States.

The EEA reaches conduct occurring outside of the United States if:

.(1) the offender is a natural person who is a citizen or permanent
resident alien of the United States, or an organization organized
under the laws of the UnitedStates or a State or political

(2) an act in furtherance of the offense was committed in the
United States.

18 U.S.C. § 1837. These two statutory prongs present a relatively straightforward analysis,
focusing on the status of the offender and.the location where "acts in furtherance" are committed.

4
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In an organizational context, any U.S. citizen employee of a corporation or its

affiliates could be prosecuted for EEA violations (even if they occur abroad), and the corporation
or its affiliates could be subjectedto criminal liability if acts in furtherance of an EEA violation
occur within the United States. See James H.A.Pooley et al.,"Understanding the Economic
Espionage Act of 1996," 5 Texas Intell. Property L. J. 177,204 (Winter 1997). Thus, "if a
United States citizen residing abroad steals a Russian trade secret on behalf of the Chinese
government, that aet is in violation of the EEA even though there is no other connection between
the misappropriation and the United States." Id.

by legal scholars who worry about prosecutionsrelating to actions taken outside ofthe United
States absent some definable national interest. See, e.g. Ellen S. Podgor, "Defensive
Territoriality": A New Paradigm for the Prosecution of Extraterritorial Business Crimes," 31
Ga. J. Int'l & Compo L. 1 (Fall 2002), and J. Thomas Coffin, "The Extraterritorial Application of
the Economic Espionage Act of 1996," 23 Hastings Int'l & Camp. L. Rev. 527 (Spring Summer
2000). One commentator has argued thatthe extraterritorial reach of § 1831 is particularly
expansive, since its requirement of intending to confer a "benefit" on a foreign party is to be
interpreted broadly and provides no real impediment to prosecutors. See Coffin, 23 Hastings
Int'l & Camp. L. Rev. 527,531.

Nonetheless, we are unaware of a single EEA prosecution where the
misappropriation itself did not take place in the United States or where the trade secret owner
resided outside of the United States. See generally Chris Carr et aI., "The Economic Espionage
Act: Bear Trap or Mousetrap?" 8 Texas Intell. Property L. J. 159,180-196 (Winter 2000)
(surveying EEA prosecutions); see also U.S. Department of Justice website,
www.usdoj.gov/criminal/cybercrime/eeapub.htm (surveying EEA prosecutions). On the other
hand, many of the EEA indictments have been directed at foreigners, living and working in the
United States, who have attempted to take protected material out of the country. Id.

Given the extraterritorial reach of the Act, U.S. corporations acting abroad must
be particularly sensitive to the EEA, follow its enforcement trends, identify potential risk areas
and maintain effective compliance policies. These policies must be well-documented and
regularly reviewed. A good compliance strategy must also minimize the risk of liability for
corporate and third-party conduct. Contractual safeguards and clear policies must particularly be
directed to foreign affiliates, joint venture partners, distributors and agents, who might otherwise
not be bound by the same legal requirements as the U.S. corporations.

5
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INTRODUCTION

An interesting recent news item from Australia reports that an anti-piracy

campaign in mainland China resulted in the destruction of over 42 million pirated CDs.!

More than 600 people, including consular officials from the United States and Australia,

were invited to a ceremony in southern Guangdong province's Shanwei city, where 26

million illegal disks were shredded. While the report is interesting (and encouraging!) in

it's own right, the explanation of Chinese government officials conducting the

destruction was even more curious. According to the report, the official Chinese

government announcement stated that 95 percent of the pirated CDs which were
ovtsiJ-e.

destroyed had somehow been smuggled in fromAmainland China. No mention was

made of the putative provenance of the infringing items, however.

Intriguingly, the report mirrors comments the author has encountered among

officials and lawyers in Indonesia, Thailand, the Philippines, and in Taiwan, who

conversely, when asked about local trademark counterfeiting and copyright piracy

activities, regularly and adamantly assert that the pirated and counterfeit goods in their

jurisdictions originated in mainland China. What is the true source of pirated and

1
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counterfeit goods in circulation in southern China, Taiwan, and southeast Asia? (The

question could be extrapolated to Toronto and New York or London, for that matter.)?

This paper is a preliminary examination of the question of intertrade in pirated

and counterfeit goods between China, Taiwan, Hong Kong and overseas Chinese

communities in the southeast Asian countries in Indonesia, Malaysia, the Philippines,

Singapore and Thailand, by Chinese ethnic actors and organizations within those

communities. The conclusion of the author -- wholly impressionistic at this point (and in

some ways unremarkable) - is that the question of what country the goods are being

manufactured in is less important than the question of who the manufacturer/distributors

are, the extent to which they also engage in legitimate ("formal") economic activity at the

same time as they engage in illegitimate (either "informal" or criminal) activity, and how

they distribute their goods internationally. The term "informal" economy (in the parlance

of the economist Hernando De Soto) refers to the existence of pervasive economic

activity within a society which is conducted outside the legal system and legal

enforcement, relying on customary channels of trade, and usually beyond the reach of tax

officials) The "informal economy" is analytically distinct from economic crimes or the

activities of criminal organizations in the areas of narcotics trafficking, organized IP

piracy and counterfeiting, gambling, prostitution, money laundering, smuggling, and

human trafficking ("snakeheads"). Intellectual property piracy and counterfeiting in

developing countries spans a spectrum from small-scale "entrepreneurial" activity in the

informal economy to large-scale transnational crim.inal networks. Not all copyright and

trademark infringement rises to the level of criminal behavior in Asia any more than it

2
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does in the United States. But the role of Asian criminal organizations ("AOC") ,

simultaneous legal and illegal activity by identical actors, official corruption and

collusion, counter-intelligence (particularly between Taiwan and mainland China), and

involvement in IP niracv and counterfeiting in Asia cannot be ignored.

It should be emphasized that in no way is this paper meant to suggest that all (or even

most) global intellectual property piracy and counterfeiting is the handiwork of Chinese

organized criminal groups. But some of it "" and a not insubstantial some of it n most

certainly is.

THE CHlNESE DIASPORA - PILLARS OF THE SOUTHEAST ASIAN ECONOMIES

The use ofthe terms "diaspora" and "Chinese southeast Asia" to referto the

ethnic Chinese inhabitants of southeast Asian nations is not uncontroversial and should

not be misconstrued. "The Chinese diaspora has long been recognized as trade-based.v­

The overseas Chinese communities in Indonesia, Malaysia, the Philippines, Singapore,

Thailand and Vietnam are important (and for the most part completely legitimate) actors

in the economic and cultural life and in the historical development of these nations. Most

of these ethnic Chinese diaspora communities have long become well acculturated to the

local ethnic and linguistic populations of the region through education and intermarriage.

Ethnic (Han) Chinese emigration from mainland China to Taiwan and to the countries on

the rim of the South China Sea (Nanyang) has a long and rich history, beginning with

political and economic refugees from northern and central China going back well. over a

thousand years, and following trade routes, Notwithstanding varying degrees of welcome

or unwelcome from local governments (where such existed), these ethnic Chinese

3
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communities have all been economic pillars of the societies in which they participate and

have enriched them culturally, spiritually, and (not least) economically. (Four of the five

largest Thai banks and three of the four largest Singapore banks are Chinese-owned. By

contrast, the Chinese communities in Indonesia (especially) and Malaysia have suffered

greatly from local hostility and discrimination.c) lmportant recent studies have attempted

to dispel the notion of some all-encompassing Chinese identity for these communities.v

But the influence of the Chinese motherland to such communities cannot be gainsaid:
"If the Chinese peopling of Southeast Asia in the nineteenth and twentieth
centuries was the later phase of a Chinese commercial expansion that had begun
much earlier, it was also the southward overspill of Chinese from their original
homeland in central and northern China. . .. Migration followed by colonization
over the centuries had greatly extended the areas of Chinese settlement, Chinese
culture and Chinese political power from their original core in the middle valley
of the Yellow River. The Chinese world had grown ever larger bythe absorption
of what were once borderlands, and by the sinicization of their aboriginal
inhabitants. The advancing frontier did not stop at the sea, but continued to
offshore islands like Taiwan. Later it spread out of the southern shores still
further along the trade routes to Southeast Asia. This southward movement
throughout threethousand years of history (sic), a historian has written, 'has
something in common with the westward movement of American history and the
eastward movement of Russian history."?

The lure of the American West as a destination for Americans seeking personal or

economic liberation from the teeming cities of the East is part of the American psyche.

The lure of Nanyang and the "Old Gold Mountain" (San Francisco, USA) is as integral to

the Chinese psyche in a way that central Asia and China's western hinterlands never have

Particularly after the ethnically Manchurian (i.e. non-"Chinese") Qing dynasty

was formally established in 1644, the "overseas Chinese"(Huaqiao, Haiwai Huaren)

phenomenon has been an important characteristic of all southeast Asian cultures. The

4
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prior Ming dynasty (1368-1644) was the last imperial house of the majority Han Chinese,

squeezed between the earlier Mongols and the later Manchus. An island home of an

indigenous Polynesian culture under loose Chinese suzereinty, Taiwan, became an

important base of Han emigration and resistance to the new Oinz rulers under the

irredentist leadership of Koxinga (Zheng Chenggong), "the son of a Japanese mother and

a Chinese trader-buccaneerfrom Fukian (Fujian) province.t'f The many bays, islands,

and inlets of the mountainous and "backward" province of Fujian, (about the size of

England), wide open to the sea and blocked by mountains from the rest of mainland

China, became ports of embarkation to the Ryukyu Islands, the Philippines and beyond.

In the words of a common Chinese saying, "Heaven is high and the Emperor (in Peking)

is far, far away."

In 1661, the Manchu rulers decreed the great Boundary Shift, ordering the

populations of all the coastal regions of southeast China to be removed inland to form a

cordon sanitaire to separate the Ming dynasty holdouts from their economic base. The

ports of Fujian and Guangdong were laid waste, travel outside the country banned, and

eventually the sea-roaming Ming loyalists in Taiwan and Fujian were subdued. Spanish,

Portuguese, and Dutch traders took advantage of the vacuum created by the Qing's

isolationist policies to move in. (The brick-walled Spanish (later Dutch) fort on the

seacoast at Tam-sui north of Taipei is a relic of the period.) Deprived of their political

autonomy, Chinese communities followed European trade routes (and sometimes

European flags) across the South China Sea? The people of the Amoy region of southern

Fujian (Rokkien), distinct ethnic and linguistic minorities such as the Hakka (kejia) (the

5
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term means "wanderers") and Teochiu(Chaozhou) communities, Cantonese

(Guangzhou), and Hainanese (Hailam) successively settled ubiquitously in southeast Asia

throughoutthe parlous waves of mainland Chinese rebellions (Taiping and Boxer), war,

revolutions (191 land 1949) and famine in the 19th and 20th centuries, with the Hokkien

(southern Fujian) becoming most prevalent in Malaysia, Hakka in Indonesia (Java),

Teochiu' in Thailand, and Hailam and Hokkien in the Philippines. 10 Imperial decrees

from the Manchu court in Peking demanded that local Nanyang rulers repatriate the

disobedient emigrants so they could be imprisoned or executed. (Fortunately, none seem

to have been enforced.)

In the 20th century, Chinese tycoons such as Singapore-Malaysian rubber

magnate Tan Kah Kee (1874-1961) not only established the education system of his

peninsular community but was a key mover in the establishment of a university in his

ancestral home in Amoy (Xiamen) China. 11

In recent years, the scope of ethnic Chinese economic activity has been a matter

of more than academic interest in many regions of southeast Asia.t- A ten-year old study

reveals the the extent of Chinese economic activity in southeast Asian nations (for non

state-owned enterprises)13;

ETHNIC CHINESE ECONOMIC ACTIVITY IN ASEAN NATIONS

INDONESIA 5.81 3.5 73
MALAYSIA 5.33 29 61
PHILIPPINES 1.2 2 50
SINGAPORE 2.14 77 81
THAILAND 5.57 10 81

6
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In some southeast Asian societies (such as Malaysia and Indonesia) this has had deeply

divisive political and social ramifications.t- But by and large, as.Constance

NEW OPPORTUNITIES FOR "INFORMAL" ETHNIC CIllNESE BUSINESSES:

In a universe parallel to the one described above, ethnic Chinese criminal

TONG AND TRIAD - BENEVOlENT (or MALEVOLENT) ASSOCIATIONS?

and immigrantindigenous

homeland, have been largely amicable and mutually beneficial. 16

the interactions

the one hand, and relations between the ethnic Chinese communities and, their ancestral

Lever-Tracey, David Ip, and Noel.Tracy demonstrate in their trail-blazing1996 studyl>,

organizations [AOC], organized according to place of origin, similarity of dialect,

common surname, or other self-identifying characteristics, have followed virtually the

same trade pathways as their legitimately operating countrymen. In some cases, a

member of a "benevolent association" (or tong) may also be part of an AOC gang (in

organized quite differently from Western or Russian Mafia or Japanese Yakuza. The

common parlance, triad). However, Chinese criminal organizations (triads) are

differences between AOCs and other organized gangs have been described as follows."?

MafialYakuza
• Monolithic criminal organization
• Power diffused from a central core
• Rigid chain of command
• Chairperson - 'the Godfather'
• Central leadership
• Profit belongs to organization
• Disputes adjudicated by leadership
• Criminal enterprise

Triads
• loose-knit groups (gangs)
• Independent power base
• Horizontal organization
• Chairperson -limited influence
• Full autonomy
• Profit belongs to individual gangs
• Disputes settled through fights or negotiations
• Criminal fraternities

7
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Since the late 1970's, the opening of mainland China's economy to the outside

world and its commitment to economic "reform", its disjunctive, wrenchingly breakneck

development over the past two and a half decades (particularly in the southeast provinces

of Fujian and Guangdong), the continued poverty of China's interior and migration of

laborers to the coastal provinces, the steady growth in manufacturing sophisticationof the

Chinese "little Tigers" (Taiwan, Hong Kong, Singapore) and in the diaspora Chinese

communities of Indonesia, Thailand, Malaysia, and the Philippines, combined with

liberalized global markets and the onward march of world brands and world media, have

intersected to create business "opportunities" for copyright pirates and trademark

counterfeiters able to manufacture cheaply and market worldwide. Chinese criminal

organizations (popularly known as "Triads") have risen to the challenge.If

In Taiwan, pressures by the United States Trade Representative and American
--.

companies on the government to clean up rampant piracy and trademark counterfeiting

have driven some local manufacturers to move their operations to the relatively safer

obscurity of Fujian province, and to the mainland interior. (The local dialects of Taiwan

and of southern Fujian are virtually identical.) Fujian officials themselves admit that they

have "hitched their fortunes to Taiwan."19 Vocal critics of foreign pressure in Taiwan,

now emboldened by a robust democratic openness unavailable to their mainland

imperialistic. Taiwan has long seenitself as an oppressed and isolated polity, made up of

hardworking people who have moved from poverty to great wealth, but whose

government and national identity, due to powerful political considerations, are utterly

lacking in standing in the international community.20

8
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Factories in Taiwan have been reported to manufacturelegitimate products during

the daytime and switch to manufacture of counterfeit goods after dark.21 Software

pirates "outsource" retail sales oftheir CDs to college students whohave no knowledge

of the source of the CDs or of the organizations nroducinz them.

operations may be moved "offshore" to avoid enforcement in Taiwan. Fishing and other

vessels ply the Taiwan strait between the island and Fujian, Pirated and counterfeit

goods recirculate through the same channels as the original outsourcing, Some

Taiwanese operations in the mainland maybe conducted through business fronts in Hong

Kong to "sanitize" them from political risk. Because these entrepreneurs are not wedded

to sluggish underperforming Chinese state-owned enterprises (unlike Western investors,

who are often encouraged to form jointventures with existing state-owned urban

factories), these "insider" outsiders who speak thelocal dialect, have near or distant

relations in the local community, and travel confortably back and forth from Taiwan to

Fujian, have been able to leapfrog the SOEs, bypass city and provincial officials, move

right to the rural areas, and concentrateon export-oriented industries (including IP piracy

and counterfeiting) in the Chinese countryside.

In explanation (but not defense) of the local "entrepreneurial" ignorance of

intellectual property rights, Taiwanese investors are abetted by local rural officials to

speed up their investment in the local economy as quickly as possible. Unlike foreign

direct investments in the big urban areas which are supervised by sector-specific

government bureaucracies, local rural officials in mainland China are responsible for the

finding employment for thousands, indeed millions, of underemployed but relatively
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well-educated workers in whatever sector is willing to invest (textiles, electronics,

consumer goods, apparel, whatever.) Job-creation is a more pressing issue than IP

infringement. "Free competition" and government deregulation also imply freedom from

the shackles of intellectual property rights. In its own best interests, the Chinese central

government has a stake in reining in truly maverick manufacturing and IPR violators,

since such operations rarely pay their share of taxes.22 Western firms with production

contracts, unable to rely on enforceable contract law, monitor their OEM's supply of taw

materials to limit unauthorized production overruns.

But it is like Olde England's King Canute trying to hold back the onrushing tide.

China's State Press and Publication Administration (SPPA) announced last year that

companies selling CD production equipment to known pirates would be banned from

China.23 The Business SoftwareAlliance announced that online software sharing has

begun to rival disk-swapping.z- Asia-Pacific software piracy levels which had dropped

until 1999 increased in each year since then. China's software piracy rate has risen from

91 percent in 1999 to 94 percent in 2002, again according to BSA.25FormerChinese

Premier Zhu Rongji identified "counterfeit and shoddy goods" as the primary problemin

China's economy at the FifthSession of the Ninth National People's Congress (NPC) on

March 7, 2002.26

ilLUSTRATION: CHAOZHOU - "Imitation-is the Sincerest Form ofFlattery"

An important mainland organization in promoting brand consciousness is the

QBPC, Quality Brands Protection Committee, whose members include 81 American

companies. (The author has participated in several brand-awareness programs sponsored

10
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by QBPC in southern China.) The lack of brand education and the amount of

improvement in brand consciousness needed in mainland China is staggering. The

problem, which is the problem of all developing countries with an "informal" economy,

is the importance of making today's sale, whatever the stakes. A good example is a

report (foundbythe author, in Chinese) in 2002 of the tourist shops in the former

Imperial Porcelain Works in Jingdezhen, Jiangxi province. Owing to the quality of the

local clay, the traditions of workmanship, and hundreds of years of expertise and secret

"know-how", Jingdezhen, the most famous purveyor of porcelains to the Mingand Qing

imperial houses, has become a tourist mecca for shoppers. Shops selling "quality"

"authentic" Jingdezhen porcelain line the streets of the town. Chaozbou.jnnortheast

Guangdongprovince, is also a noted pottery producing center. The Chaozhou porcelain

works have become known as a major manufacturing center for fake Jingdezhen

porcelains, including the identical styles, colors and markings of the authentic Jingdezhen

originals. The quality of the Chaozhou products and manufacturing process, however,

are far inferior to that of Jingdezhen's. What the reporter (and this reader) found most

shocking was not that consumers were purchasing phony porcelains in Chaozhou, but

that the shopkeepers of Jingdezhen itself were traveling to Chaozhou to purchase

counterfeit goods to sell in their own Jingdezhen stores! Such cannibalistic behavior,

based upon the philosophy that "today's sale is the only sale", once rooted, is very

difficult to extirpate. A sad result is the coarsening of the once-fabled distinctive

regional products and folk arts of traditional China, so that cheap imitations of the same

famous products are found in monotonous. regularity in retail locations throughout the

11
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entire country. Some of the most distinctive local food products, alcoholic beverages,

and teas of China are now readily available in adulterated or completely fake versions at

airport stores andfrom street vendors throughout the country. (With "friends" like the

local Jingdezhen retailers, what brand needs enemies?)27 Western brand owners who

organized the QBPC suffer from egregious levels of counterfeiting, to be sure. But it is

the Chinese motion picture and phonograph industries whose existence is threatened and

the incipient and growing markets for Chinese quality brand owners which is suffering ,28

Recently, the U.S, Department of Justice, Criminal Division, has begun to pay

attention to the IP - organized crime connection. The events of 9/11 have heightened the

visibility of international criminal activities and their possible terrorist connections. In

testimony before the U.S. House Subcommittee on Courts, TheInternet, and Intellectual

I
I

12

Property on March 13, 2003, Deputy Assistant Attorney General JohnG. Malcolm stated:
"Throughout Asia, organized crime groups operate assembly lines and factories
that generate literally millions of pirated optical discs. These groups pirate a full
range of products ranging from music to software to movies to video games.
Anything that can be reproduced onto an optical disk and sold around the globe is
available. There is also anecdotal evidence that syndicates are moving their
production operations onto boats sitting in international waters to avoid law
enforcement.
Recently, an attorney from the Computer Crime and Intellectual Property Section
visited Kuala Lumpur, Malaysia to conduct law enforcement training for
Malaysian prosecutors and agents. According to Malaysian officials with whom
he spoke, many, if not most, of the optical disk production facilities in Malaysia "
are owned and operated by organized crime syndicates, specifically very wealthy C

! and powerful criminal gangs or "triads" from Taiwan which control a significant Ii"
1-······~·~~········~xJai~~~£{~*i~~ b~i~liitttr~J;r~~;H~~~;~au~~·~~~~~enca~mosC····~·······~·f·
! notably Paraguay, as a transshi~ment point~or pirated products. Industry groups Ie

have reported that organized cnme from Taiwan and other parts of the world Ie
control much of the distribution of optical disks into Latin America through
Ciudad del Este [on the Brazilian border.] It is also true that the pirated goods f
produced by organized crime syndicates enter into and are distributed through the i
United States. There is ample evidence, for example, that Taiwanese triad \

\
I
\

\
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members import into the United States massive amounts of counterfeit software
and other counterfeit products, such as "remarked" computer chips. The reach of
these organized crime operations is undeniably global in scope."29

Among the triad gangs, according to Asia, Inc. magazine, the Taiwanese United

Bamboo gang is to have 10,000 members,

mainland immigrants involved in construction, security services" debt collection, loan

sharking, gambling dens, "hostess" clubsand"small businesses." Other mainlander

expatriate gangs are the Sung Lian and Four Seas organizations. The Tian Dao Man

gang is mostly Taiwanese-speaking.30

"The Chinese gangs are best known for trafficking in heroin and opium, but they
are in fact as diversified as the biggest multinational conglomerate. Among their
other activities are arms smuggling, credit-card fraud, counterfeiting, software
piracy, prostitution, gambling, loansharking, white-collar crime, home-invasion
robbery, high-tech theft and trafficking in endangered animals and plants."31

The Washington Post reported in late 2000 that Chang An-Lo, oneof the most wanted

men in Taiwan as a leader of the United Bamboos, was freely circulating in Shenzhen

and mainland China. ,The so-called "Black Gold (hei jin)" connection between organized

criminals and corrupt officials is exacerbated by the usefulness of such actors in the

ongoing political struggles between Beijing andTaipei, and in the propaganda wars.32

"Although his activities might be anathema to officials on Taiwan and even in
Beijing, the Chinese capital, here in Shenzhen, just north of Hong Kong, his ties
to Taiwan and to potential dealmakers and smugglers abroad make him a potential
ally to the.rich and the aspirant rich alike. . .. Taiwanese police estimate that at
least 192 outlaws, including some convicted criminals, are hiding in China,
mostly in Dongguan, Guangzhou and Shenzhen in Guangdong province; Xiarnen
and Fuzhou in Fujian province; Shanghai, and on Hainan Island. Chang's
politics make him an attractive ally to Beijing despite his record. Born in Nanjing.
in 1948, one year before the Communist takeover, Chang is a committed
proponent of Taiwan's reunification with China."33

WHAT ABOUT THE "TERRORIST LINK"? - ARE ClllNESE PIRACY AND
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COUNTERFEITING ACTIVITIES FUNDING TERRORIST ORGANIZATIONS?

In the United States, the FBI and federal prosecutors have taken an interest in the

connections between organized crime and counterfeiting, but, forexaIIlple, have yet to

begin a criminal investigation in a big case involving expensive knock-off Cartier

watches in New York.3 4 The FBI did intervene along with the U.S. Attorney's office in

Brooklyn in another case in April 2003 involving counterfeit Tiffany & Co. jewelry in

New York's Chinatown.s> But does a connection with organized crime indicate a

connection with terrorist organizations? Without going into specifics, Ronald KNoble,

the secretary general ofInterpol, asserted a link between IPcrimes, organized criminal

groups, and terrorist organizations in testimony before the U.S. House Committee on

International Relations on July 15, 2003.
"The link between organized crime groups and counterfeit goods is well
established But Interpol is sounding the alarm that intellectual property crime is
becoming the preferred method of funding for a number of terrorist groups."36

The following day, testimony of the Presidentof the International Anti-Counterfeiting

Coalition [lACe] before same CongreSsional subcommittee mentioned a "possible link"

between IP piracy and counterfeiting and terrorist organizations, but hedged that it is the

role of government and not private investigators to make the connection}? Anecdotes

abound about black market profits from the sale of narcotics in Latin America being

counterfeit activities

laundered" into legitimate businesses), with the take going to fund Middle Eastern

terrorist organizations through Syrian or Libyan trading companies. But until Such

connection is actually made, it is probably more prudent not to overstate the case.
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CONCLUSION

Images of "Chinatown," "Fu Manchu'Iand "Charlie Chan" from the motion

pictures, and gross (indeed, racist) generalizations about Chinese attitudes and Chinese

cultural values in the war against intellectual property piracy and counterfeiting are

ultimately counterproductive. TheChinese business community, whether in mainland

China, Taiwan, southeast Asia, or anywhere else is predominantly a law-abiding, honest,

and hardworking patch in the fabric of those societies.

But the evidence is incontrovertible that there are serious problems at the

interface of the "informal economies" and organized crime in Chinese Asia. Recent

changes in the Taiwan copyright law have been poorly received by copyright ownersand

the UnitedStatesgovemment.38 Among the changes, minimum penalties were removed

for some offences, and making unauthorized copies "not for profit" was decriminalized.

Customs officials are hamstrung by their lack of police powers.

There is no lack of hopeful signs, however. One is the new Free Trade

Agreement between the United States and Singapore. Chapter. 16 of the US-Singapore

FTAsets forth a high level ofW protection. Singapore has undertaken toenact a high

standard of copyright protection and an Optical Disk law which will require source

identification [SID] codes and a license for anyone manufacturing CDs.39 Moreover,

recent actions by US IP owners in Taiwan and mainland China are encouraging. A

criminal investigation in Taipei targeting pirated copies of children's educationaland

English-teaching products sold by Disney Company's local licensee led to successful

convictions.w Warner Brothers has taken a stake.in the state-owned Paradise
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Corporation operating motion picture theaters in Shanghai.t! And on August 8, 2003,

Vivendi Universal won a copyright infringement suit against two Chinese companies in

Shanghai accused of selling pirated DVDs. 42 Gillette has formed a joint venture with a

large state-owned safety razor company in Fujian. More controversially, in September

2002 it was reported that Microsoft had entered a Memorandum of Understanding with

China worth $750 million forassistance, but which contained no copyright enforcement

clause. 43

Raids have been conducted in the Petaling Street district of Kuala Lumpur's

Chinatown by Malaysian authorities.s- Fears have been raised in Indonesia that

heightened enforcement in Chinese communities of other southeast Asian countries such

as Malaysia is negatively affecting levels of piracy in Jakarta's Chinatown (Glodok and

ManggaDua)."'OurconcerIisabout the Chinatown area are on the copyright

infringements' said one Western diplomat. . 'Piracy, originally of music cassettes and

CDs, has now moved to VCDs and ...DVDs... , Indonesia has become a haven for lack

of law enforcement in this area (copyright infringement) as in all other areas."'45

Unemployed youths and angry streetvendors have rioted in the streets of Jakarta against

the police to protest piracy crackdowns.46

What may not be readily understandable to an American audience is the extent to

for that matter, in

developing country) may be more a question of endemic problems of law enforcement in

general rather than IP-specific. Article 41.1 of the TRIPS agreement mandates that

Members shall take "effective action" against IP infringements. But the same Article
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(41.5) expressly negates an obligation to provide a special mechanism for lP enforcement

47

Taiwan's legal climate is in dire need of improvement, but it must be done with

potential of a more fundamental breakdown in basic social order. At the other, in

negotiations on a Free Trade Agreement, including high-standard lP provisions.

not merely piracy and counterfeiting but

At one end of the spectrum, the issue in countries such as Indonesia, complicated

problems have been alleviated to.such an extent that the United States has completed

by terrorist attacks in Bali and Jakarta,

Singapore, social order is not a major problem and the piracy and counterfeiting

adherence to democratic processes, quite differently than in authoritarian states like

China and Singapore. What is needed is for enforcement officials to sever the

"informal" economy's link to organized crime, and vigorously pursue the latter without

alienating entire local populations.

IMPROVE ENFORCEMENT OF EXISTING LAWS? OR "RAISE THE STAKES"?

A question that needs to be addressed is whether the United States should push

for increasingly harsh laws or just encourage more effective enforcement of existing

laws. Clearly, a copyright law such as Taiwan's which exempts infringers without proof

of commercial intent is inadequate. But "hang 'em high" penalties applied to college

students or small-time street vendors will be greeted in a way reminiscent to the attitudes

of Iraqi homes by members of the U.S. military have recently been. At some point, going

after small players becomes counterproductive.48 Mindfulness ofthe harshness of
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imperial Chinese law and the edicts cited earlier in this paper is necessary in fashioning

an anti-piracy and anti-counterfeiting strategy which isolates and punishes truly criminal

behavior - one which not only sounds effective but is effective in combating piracy and

counterfeiting in Chinese Asia. Focusing efforts on quelling the "sideways" intertrade

through effective customs enforcement maybe a necessary precondition to putting a stop

to rampant copyright piracy and trademark counterfeiting within these states.
"If you lead the people by regulations and keep them in order by punishments,

they will flee from [your control] and lose all self-respect. But lead them by virtue and
keep them in order by your OWl! rightness, and they will keep their self-respect andflock
to you.

Confucius, Analects II, 3

"The more laws and ordinances are promulgated, the more thieves and robbers"

Lao-tzu Tao-te-ching Ch. 57
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