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I am honored and delighted to have been nvited to address the Pacific
Industrial Property Association. Although PIPA is5 still relatively young, I believe
it is developing into 2 vital and exciting organization in the Pacific basin.

PIPA is concerned with the Far East. The Far East promises to be one of .
the world's great growth areas in industrial, political and socal progress. It has major
importance in many fields related to the world’s geeds. PIPA and its membership can do
much to make the economic future of the Far East increasingly attracuve and productive.

Ag industry groups are measured, PIPA ig presently smail in size. But there
is an old saying, "From tiny acorns mighty caks grow. " I believe the experience of my
company, Carrier Corporatiom, well illustrates this and shows the benefits to be derived
from the joining together of U.S. and Far Eastern enterprise.

Carrier became interested in entering the Japanese market in 1929, some
44 years ago. Our foreign business at that time was tiny, [t was confined to Great Britain
anda small part of Europe. However, a study bad been made of our opportunities tn Japan
by our one-man export department. Its climate, its indusirious people, and the integrity
of its bugsiness community all pointed to Japan as a good market for air conditioning and
refrigeration. ‘ )

Fortunately, a wonderful gentleman named Kunitaro Fukui approached us to
Propose 2 joint venture with one of Japan's great companies. We promptly dispatched
the export manager and a young lawyer. Negotiations were concluded in a relatively
short time. As a result, in 1930, Toyo Carrier Kogye Kabushiki Kaisha was borm,

The tiny acorn has grown into a good-sized oak, Toyo Carrier does a sub-
stantial business in Japan, seiling its products and services through 500 dealers.
Virtuaily all of its executives are Japanese, The American personnel consists of
one man. The cooperation between the Japanese management and Carrier's home-
organization is harmonious and of the highest order both in policy and personal
relations. The warm ties and the success flowing from this operation are a source
of pride and mutual satisfaction in terms of industrial progress, financial benefit
and close perscaal friendships. :

Since then, we have planted small acorns in other areas of the Far East,
Our confidence in these vast and challenging markets is boundless.




We have found in the case of Toyo Carrier and others, that in order to
atl;ain desired growth and profits certain prerequisites must be met in building a
successful organization.

The most important element is harmony between managements abroad
and in the United States. To establish confidence we have tried to be frank and
candld in our pianning ang flexible in dealmg with growth problemas.

Promptly after Toyo Carrier was formed, we sant a senior engineer to
Japan and delivered without stint the technology required to build a modest line of
equipment suited to the Japanese market. A plaat engineer followed to help in shop
layout, manu.facturmg, assembly tectniques and fisld msmuation and service.

Ag the buginess grew, we invited manu.f.acturmg and sales personne] to
come to the United States to attend our engineering school and other training sessions,
and to confer about sales and budget planning.

The growth in sales required growth in manufacturing, and this of course
called for substantial investment, intetsive training of persomnel, and the building of
gales and administration forces suitable to a sizable organization. In all of these moves,
we were able to enjoy the necessary mutual respect, confidence and harmony, despite

. changes in economic climate and the usual pains which come with growth,

In an enterprise such as Toyo Carrier, which joins together a foreign
company with a local company, it is my view that the character and cooperation of
the local executive and operating personnel are of prime importance. While Toyo
Carrier depends to a2 large extent on Carrier Corporation's extensive research,
development and engineering departments, it is in increasing measure making its
own additions to its technology. This is especl.ally important in meeting local
competition where knowledge of the market by our Japanese counterparts plays
a major role in adapting equipnent, systems and ms‘cauation practa.ces as may be
required by the specxal needs of Japanese customers.,

Properly encoliraged, exchange of technology becomes a valuable two—way
profit avenue,




‘The: experie_nce-twe'and many other companies have had reinforces my
convicticn that commercial activity is the best way to promote international prosperity.
If pursued with mutuat trust and cooperation, it offers great promise for the building
of international enterprises an a scale which will benefit coumtless people now depend-
ing upon unproductive aid.. :

I look with confidence to an era which will produce closely interwoven
activities of American and Far Eastern industry, Easgt and West have a wonderful
opportunity to embrace diverse sources of capital, technology and brainpower,

Such programs, jointly enlisting industrialists, banking interests, governmental
agencies and all others genuinely concerned, cannot fail to produce sconomic growth
and social progress. In this meritorious effort PIPA can play an important role.

) I believe there are certsin fundamentals to success in international business.
1 think it basic that domestic and foreign capital join in common purpose, that domestic
practices be reconciled with outside world requirements and that Iaws and regulations
be blended with the production goals that are necessary to foster gamful employment
of personnel and to attract needed additions to venture capital. - -

You are all aware that there is currantly a world—wlde demand for money., -
The competition for capital shows no-sign of lesgening. The political stability of great
trading areas in the Far East, their giant pools of cooperative labor, and their assets
of capital, skills and other resources, combine to make this part of the world one of
the most attractive fields for investment.

On the other hand, the United States has a wealth of expertise in many kinds
of manufacture, distribution, finance, research, development and advanced technology.
Thus, there is a mutual advantage for industrial and governmental cooperation on both
sides of the Pacific to bring together human and material resources to develop useful
production, increased employment, and profitable return on capital.

When I speak of joint enterprise, let me add that national boundaries should
not be allowed to restrict successful worid-wide commerce and capital participation.
Money and ideas know no boundaries. Our neighbors north and south of the United States
have resources of great importance in men and materials. They, too, can contribute
to intercontinental development in the PIPA area. I suggest that PIPA's efforts offer: -
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a broad spectrum of encouragement to business cooperation around the Pacific basin.
Trade can be a great stimulant also to abundance for constructive participants not only
in developed lands, but even more so in undeveloped lands where population growth and
aspirations create needs of giant size,

I have been associated with trade organizations for many years. I believe
they can give inestimable help in disseminating information and in expounding trade
.philosophy-both to their members and to the general publie. Since PIPA is in some
measure still in a formative state, may I suggest that you consider some thoughts .
I should like to offer.

First, PIPA shouid be non-political in the broadest sense. Governments
may be favored or disliked by groups or individuals, but the internal affairs of a
nation should not be influenced nox disrupted by an organization representative of
diverse elements covering a wide territorial area.

A great deal has baen said about the need to protect infant industries or,
for that’ matter, established industries. Scarce raw material sources and non-scarce
materials and products have brought cries by special interests for embargoes,
limitations: and restrictive measures on imports and exports. Tariffs, a variety
of imposts. and other forms of official harasement and resirictive legislation have
tco often plagued free exchange of goods, services and personnel and are often
practiced on a discriminatory basis.

PIPA and its membership can be helpful in espousing policies which expose
dxscriminatory practices and assure equal treatment in commercial dealmgs aCTOS8
international boundaries.

Couniries differ in the way they:organize their political and social lives,
But mutual progress reguires fair play in the development of economic enterprise
and in commercial transactions. - PIPA can be the catalyst among diverss interests
to help assure fzir play in business practices and contractual obligaticns.

~ Finally, I would suggest that international financial institutions can do much
to develop new enterprise and to enlarge existing international ventures. The participa-
tion of these institutions in equity financing of an enterprise, even to a small degree,
often can build confidence in the conduct of the business and in the cbservance of sound
financial practices.




Here again PIPA can act as liaison in making firm and constructive contacts
with governmental financial agencies and institutions. It can help establish norms for
the conduct of relations between these institutions and applicants for financial support
in the Pacific area, :

I firmly believe that investments coupled with good management, fertile ideas
and fair play can do more than any of us may imagine to bring to the people of the Pacifie
area the economic prosperity and sbundance that men of good will so earnestly yearn
to achieve. ) :




Octobér 1, ;9{2
Distinguished Guests and Fellow Members!

It ié é\great privilége and hoﬁor for me to address our
distinguished guests and_pembers of the American =nd Japanese
Groups.

During the space of time as short as one yéa; and a half
from the last Tokyo'meeti#g, we have witnessed many evpnts 6f
woridwide importance, literally suggestivé of the turbulent
1970's.

In the polifical field, following the Uﬁited Stetes,
Japan also‘restored diplomatic relationé with the People's
Republ:'.Lc' of China through friendly dialogue. It appears that
relations with the Soviet Unior are also being improved.

According to ?he newspapef, the Peopie's Republic of
China is consi@ering her participation ;n the internaxioﬁal

gystem of industrial property rights, and this possibility




was suggested when the economic deléga‘tion’.heéded by - Mr. Uemura,'

Chaimajn of the Keidanren visited P,e_k:i.ng'. about a month ago.
Turning our eyes to the economic 'fjiel.d, we can say th_a‘t

a new ;::rder is belng established in _'l;.he world's econ;)my,_

al't;ho}lgh und'oubtedly many problems“remain yet to be Bolveé; in the

. aspect of international currencies. Againgt this backgroqnd,

the economic relations between your couniry aﬁd ours are a:lso .

said to have entered upon é new stage. I believe, however:,

thaf the long-established :friendly% relatiohs between the Uﬁted

States and Japan will remain unaffected for many years to :come'.
While we must admit that fhere.are some complicated a.nd

deli(.:at.e problems befveen the two countries in fhe econpm;i.q

aﬁd industrial fields, these will be: wtimately .solved on ;:he

basis c;f our mtual unders.;‘ﬁ.andinig of Ithe otﬁer'é standpoint.-

Actually, it seems that, through the meetingél-.b“f. The Jo:.nt

U.S.-Japan Trade & Economic Committee held every year at the

gov'emmentai level for the purpose of soivin.g various probis-




.:'L'n‘ .the' economic and -indgstrj.a; ..i‘ields, effort.s have been made
by both -.countrié_s- aloﬁg thig line., In addition to the meeting
of thi—s. gqverxi.mental levei, muitual talkings at other wvarious
levele have been .'held betwéen the United States and Japan.

'. Iﬁ the field of industrial property rights, the basic
gttitude should nof be different. In this very fielg, we
. are fortunate in that we have this annual "Congress" whez:e
we can deepen.mtual unders‘taﬁding a'nd keep r-eviving. our
friendly dialogue.

Now we have, on the agenda of this meeting, many diverse

items, for example, the—maﬁ-&qmnmrae#&eee—emng

O ”zz-' ,ict'.;,, #‘WW

Rioeneingl—tml Sed, , And the "Compulsory Licence System and
Its Operation" etwnleyrws

Further, the report on Japan's way of thinking about TRT

and the report on theoﬂ‘nﬂ of TRT by the United States
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and her subsequent revision of relevant domestic laws will
give us = key to finding out the basic ideas of the two nations

on TRT and to realizing possible differences between them.

. “ - " . r " R 5‘ Kl '_2
The subject m;‘m/means of settling disputes

over licence agreements, which has been carried over from the

Tokyo C_ongresé last year, will, I hope, make pmg;'esg tqward‘
i‘ts. realization. |

Needless to say, it ie of great sign_j‘.ficance that the
two groﬁps meet toge‘t‘._her anmially , take up matters which a.re
inferésting and informative for the respec#ive members, discugs

matters earnestly for better undersianding. PFurther, we can
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also make uge'of‘the communicafion channels between the
regpective commiﬁtees of the two Groups f?r a mutﬁal exchange
df informgtion and opinions,

Noﬁ, I woul& like to fefer to the aq#ivities of PIPA
directed to interﬁational probléms. As you know, in March

. fhis year, there was a move in the.Republic.of the fhilippines

to revige her patie,;n’.c Law, Whiéh= we wer.e a;?i'aid .migh‘tlhave' an
adverse influence on the pfotection'ofiin%énfions. The
Américan Group én; the Japanese Group_inﬁé?eﬂdently éenf'
written oﬁinions #o.fhe.Philifpine goﬁern@eni.

I understand that in May tl_ai'-s ygar, .zf-epz;eseﬁtatives of

the American Group attended the diplomatic conference on TRT

H

held in Tienna, Further, in the PCT cdnféieneg of WIPD to be
held in Toﬁ&o-thi% ﬁonth, participation:by repregentﬁfives of
both American and;Japanese Groups is expec;ted. |

'As.r.égards‘ "t-he e;tgblishmeﬁt of an J;.r;dﬁs‘.l:zial'pz;op.érty

righ‘t;s gystem on a global basis, the difference between the
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legal systems of the U.S. and Japan mi ght lead to different
opinions, but it is to bg desired thai matteﬁs df common
interest sﬁould be studied jointly by the two Groups mo that
our opinions méy be unified and formally expressed in the
form of resolutions fTrom PIPA, which is an.igternational
organization, This, I believe, should be one of "Raisons
d'étre" of PIPA.

Now, as I logg;gack uporn the short but brilliant-careef
of PIPA, I cannot but believe that this Association,-whigh has
such great possibilities, wili play an increasingly imﬁortant
role in the field of industrial property rights. With such an
expectation, I wish tq listen to the reports and discussions

of the two Groups.

I sincerely hope that you will develop active discussions
at this Congreés and bring forth fruitful results.

Thank you!
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INTERPRETATION OF CLAIMS C Commtl
FOR_INFRINGEMENT PURPOSES IN THE UNITED STATES U.s.

By William J. Keatling

I AM DELIGHTED TO HAVE THIS OPPORTUNITY TO MEET

"WITH MEMBERS OF THE PACIFIC INDUSTRIAL PROPERTY ASSOCIATION;

I WOULD LIKE TO ADD MY WELCOME TO THE MEMBERS OF THE JAPANESE .
DELIGATION, . MY COMPANY, AMP INCORPORATED, HAS A JAPANESE
SUBSIDIARY AND I ESPECIALLY ENJOY MY VISITS TO JAPAN..

: IN THE PAST TEN YEARS, MY COMPANY HAS BEEN INVOLVED
IN ABOUT FIFTY PATENT INFPRINGEMENT SUITS IN THE UNITED STATES
=--IN 49 CASES WE WERE THE PLAINTIFF, ENFORCING THE PATENT---
IN ONE GASE WE WERE THE DEFENDANT, BEING SUED FOR PATENT

INFRINGEMENT. WE HAVE ALSC HAD ABOUT 6 CASES IN JAPAN---IY

EACH CASE WE WERE ENFORCING THE PATENT._
SO YOU SEE, THE QUESTION OF INTERPRETING CLAIMS
Is IHPORTANT TO US.
"THERE ARE SEVERAL OCCASIONS WHEN AR INTERPRETATION

OF A PATENT CLAIM BECOMES IMPORTANT. ONE I HAVE ALREADY

ALLUDED 70 IS PAIENT LITIGATION. WHEN THE PATENT IS IN SUIT, :
THE JUDGE MUST DECIDE WHETHER THE INTERPRETATION OF THE |

. . .\ . . = . } :
CLAIM RENDERS THE PATENT INFRINGED OR ALTERNATIVELY RULE

' ¥HAT THE CLAIM IS NOT INFRINGED. ANOTHER OCCASION WHEN

CLAIM INTERPRETATION IS IMPORTANT IS WHEN THE OWNER OF THE
PATENT CONSIDERS BRINGING A SUIT ﬁon INFRINGEMENT OR WHEN -
A MANUFACTURER DECIDES TO MAKE A NEW PRODUCT LINE COVERED
BY A PATENT OWNED BY A COMPETITIVE COMPANY. IN EACH CASE

THEY WILL qAVE TO DETERMINE WHAT THE ”ROBABLE INT“RPR’TATION
15




 OF THE CLATM WOULD BE IN AN INFRINGEMENT ACTION. ONE MUST
cousznna CLATM INTERPRETATICN FOR THE PURPOSE OF LICENSE.
'THE INTERPRETATION OF THE PATENT CLATM MAY AFFECT THE

AMOUNT OF ROYALTY PAID. ALSO IN THE_SALE OP A PATENT, THE
BREADTH OF CLAIM INTERPRETATION WILL AFFECT THE VALUE OF

THE PATENT. | o

FOR PURPOSES OF THIS DISCUSSION LET'S CONSIDER - -

CLAIM INTERPRETATION IN THE CONTEXT OF ACTUAL LITIGATION---
SINCE THY SAME PRINCIPLES APPLY IN EACE OF THE OTHER SITUA-
TIONS,
| ALSO, LET'S ASSUME THAT TEE DEFENDANTS' DEVICE

(OR METHOD) IS NOT EXACTLY DESCRIEED BY THE CLAIMS OF TEHE
PLAINTIFF'S PATENT. LET'S ASSUHE IHAT THERE IS SOME VARIATION
" BETWEEN THE LANGUAGE OF THE PATENT CLAIM AND THE DEVICE WHICE
IS ACCUSED OF INFRINGEMENT,
| QUITE FREQUENTLY THE VARIATION ARISES BECAUSE OF

A RELATIVE TERM USED IN THE CLAIM. EXAHPLES:_(I) IF THE
CLAIM SAYS THAT TWO PARTS ARE "CLOSELY" ADJACENT-~-~HOW FAR
APART MUST THEY BE BEFORE THEY ARE NO LORGER "CLOSELY"

DJACENT? (2) IF THE CLAIMS DESCRIBE A PART AS---"RAPIDLY"
MOVING-~-HOW SIOWLY MUST THEY TRAVEL BEFORE THEY CAN NO LONGER
'BE CONSIDERED “RAPIDLY“ Movznav

IN ORDER o DISCUSS CLAIM INTERPRETATIOY wE uusr
FIRST CONSIDER THE STRUCTURE OF A CLAIM. A CLAIM USUALLY
| CONSISTS OF: R
‘n) _ INTRODUCTION - wHAT IT xs
{1 ELEMENT

. B} cons'rauc'nom (on STEPS) {2 ELEMENT
- (3  ELEMENT




C) CONCLUSION - WHAT IT ACCOMPLISHES

'USUALLY ONE OR MORE OF TEF. ELEMENTS WILL CONSTITUTE THE
INVENTIVE STEP, WHAT I WILL CALL THE "HEART" OF THE
* INVENTION. |

" THE FIRST PRINGIPIE OP GLAIM INTERPRETATION IS, THE
COURT WILL GIVE A NARROWER INTERPRETATION TO THE LANGUAGE
CONSTITUTING THE "HEART" OF THE INVENTION AND A BROADER
“INTERPRETATION TO THE OTHER PARTS OF TEE CLAIM. THE COURTS
ARE RELUCTANT T0 BROADEN THE LANGUAGE OF A CLAIM IF THE
' IANGUAGE COMPRISES THE EEART OF THE INVENTION. THIS IS BASED
ON THE U, S, LAW, SEGTION 112 OF THE PATENT STATUTE, WEIGH
. STATES:
"IHE SPECIFICATION SHALL CONCLUDE WITH ONE
. OR MORE CLAIMS PARTICULARLY POINTING OUT

AND DISTINCTLY CLAIMING THE SUBJECT MATTER -

WHICH ‘I‘HE APPLICANT REGARDS AS HIS INVENTION."

“THE CLAIM MUST CONTAIN LANGUAGE PARTICULARLY POINTING OUT AND

DISTINCTLY CLAIMING THE INVENTION, WHAT I HAVE REFERRED TO As
 THE "HEART" OF THE INVENTION, IT 'MAY ALSO CONTAIN LANGUAGE
' WHICH COMPRISES BACKGROUND MATERIAL, THAT IS LANGUAGE
DESCRIBING WHAT THE DEVICE IS AND HOW IT OPERATES, WHAT I
' HAVE REFERRED TO AS THE ithODUCTIdN'AND'THE CONCLUSION, TEE
" CLATM MAY ALSO INGLUDE OTHER ELEMENTS wnrcﬁ ARE NOT PART OF
' THE HEART OF THE INVEKTION BUT ART NECESSARY TO COMPLETELY
DESCRIBE A DEVICE USING THE INVENTION,

THE COURTS WILL STRICTLY INTERPRET THE LANGUAGE OF
| IHE CLAIMS COMPRISING THE HEART OF THE INVENTION, AND LIBERALLY
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INTERPRET THE LANGUAGE WHICH COMPRISES BACKGROUND MATERIAL.
‘ THIS SECTION OF THE LAW IS ALSO THE BASIS POR
MUIJIéLE CLAIMING, THE LAW WILL NOT PENALIZE TEE INVENTOR
. FOR HIS MISTAKE OR THE MISTAKE OF HIS ATTORNEY., RATEER
TﬁAN_REQUIRIHG.ONE'CLAIM WHICH WOULD BE INVALID IF TOO
BRdAD AND USELESS IF TOO NARROW, THE LAW PERMITS A SERIES OF
CLAINS RANGING FROM BROAD TO NARROW, THEN IF THE BROAD CLAIMS
ARE FOUND INVALID THE REMAINING CLAIMS MAY STILL PROTECT THE
INVENTION. B
- TRE SECOND PRINCIPLE OF CLAIN INTERPRETATION IS
TEAT THERE ARE FOUR SOURCES FROM WHICH A COURT SEEKS ADVICE
IN INTERPRETING THE LANGUAGE OF A CLAIM:
| (1}“_DICTIONARY_DEFINITIONZ; TEE COURT WILL NOT
DISTORT THE_QRDIN&RY.MEANING OF THE LANGUAGE=<IT WILL CHOOSE
BETqEEN TWO INTERPRETATIONS ONLY IF THEY ARE BOTH CONSISTENT
WITH THElERDINAﬁY"ﬁEANING.éP THE LANGUAGé; ,
. _'{2) _THE NEXT SOURCE IS THE LANGUAGE OF THE PATENT
‘S?EéI?iCATIQN; THE COURT WILL INTERPRET THE CLAIM LANGUAGE
SO THAT IT IS CONSISTENT WITH THE LANGUAGE OF THE SPECIFICATION.
... .. (3) THE THIRD SOURCE FOR THﬁ:INTERPRETATION.OF'TEE
| LANGUAGE OF THE CLAIMS IS THE RECORDED PROCEEDINGS IN THE
PATENT OFFICE DURING THE PROSECUTION OF THE PATENT APPLICATION,
IE: THE FILE WRAPPER. THE PATENTEE CANNOT URGE dﬁE INTER=
PRETATION OF THE CLAIMED LANGUAGE IN THE PATENT OPFICE TO-
PERSUADE THEM TO ISSUE A PATENT, AND THEN URGE A CONTRARY
INTERPRETATION IN THE COURTS--WHAT WE CALL "FILE WRAPPER
Egroppm". 18




(4y) THE FOURTH SOURCE FOR INTERPRETING THE
LANGUAGE OF TEE CLAIM IS THE PRIOR ART. THE COURTS WILL

LOOK TO THE FRIOR ART TO SEE IF THE LANGUAGE OF THE CLAIM
BAS ANY SPECIAL MEANING. ALSO THE COURT WILL NOT EXTEND

THE CLAIM LANGUAGE, IF DOING SO.WOULD CAUSE THE CLAIM TO
COVER THE PRIOR ART AND THUS INVALIDATE THE PATENT.

THE NEXT AREA OF INQUIRY IS, "HOW FAR WILL A COURT
BROADEN THE LANGUAGE OF THE CLAIMS?" I HAVE A PERSONAL VIEW
'ON THIS MATTER. 70 BEGIN WITH, IN THE TNITED STATES, THE
JUDGES WHO PRESIDE OVER PATENT LITIGATION ARE NOT SCIEN
TIFICALLY TRAINED, THEY ARE THE SAME JUDGES WHO PRESIDE
OVER CRIMINAL CASES, ANTI-TRUST CASES, ETC. IF THE PATENT
' CASE IS THE LEAST BIT COMPLICATED, THE JUDGE WILL PROBABLY |
NOT FULLY UNDERSTAND THE SCIENTIFIC ISSUES. WHAT HE WILL
| DO, - IS DETERMINE FROM ALL THE EVIDENCE WHICH PARTY SHOULD
PREVAIL AS A MATTER OF JUSTICE, AND TAILOR THE DECISION IN

HIS FAVOR, IP HE IS PERSUADED THAT THE PATENTEE MADE A
WORTEWHILE CONTRIBUTION AND THE DEFENDANT APPROPRIATED THE
INVENT ION UNLAWFULLY, THEN THE JUDGE WILL RULE FOR TEHE _
PATENTEE, EVEN IF HE HAS TO BROADEN, THE LANGUAGE OF THE CLAIMS |
T0 DO 30, HOWEVER, IF THE JUDGE FEELS THAT THE PATENTEE'S
INVENTION IS OF A MINOR NATURE AND THAT THE DEFENDANT'S |
 PRODUCT IS CLOSER TO THE PRICR ART THAN .I_T IS TO THE PATENT,
THEN HE WILL REFUSE TO INTERPRET THE CLATY LANGUAGE TO FIND
INFRINGEMENT . ' o

ALSO THE JUSGE'S PERSONAL PHILOSOPHY MAY AFFECT

HIS DECISICN.: IF-HE BELIEVES THAT PATENTS REPRESENT "AN




UNDESIREABLE MONOPOLY HE WILL LIMIT THE SCOPE OF THE CLAINS.
ON THE OTHER HAND IF HE HAS STRONG VIEWS AGAINST COPYING A
COMPETITOR'S PRODUCT, HE MAY EXTEND THE SCOPE OF THE CLAINS.
' BECAUSE OF ALL THESE CONSIDERATIONS, IT IS NOT
ALWAYS POSSIBLE TO BE CERTAIN WHETHER OR NOT INFRINGEMENT
EXISTS. A PATENT LAWYER WILL USUALLY ADVISE HIS CLIENT IN
TERMS OP PROBABILITY OF SUCCESS, E.G., YOUR CHANCES OF
PROVING INPRINGEMENT ARE 75% -- OR 3 oUT OF 4.

| ANY ATTORNEY STUDYING THE QUESTION OF INFRINGEMENT
WUST TAKE THESE FACTORS INTO CONSIDERATION. |
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‘Japanese Group, Committee #1
Patent'Comﬁiittee,_
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THE CONSTRUCTION OF CLAIMS IN PATENT
INFRINGEMENT ACTIONS

_ Summary

The question that seems to be of great
.concern to the patent owner is_hoﬁ the gcurf
would construe the scope of patent right in
.patent infringement actions iﬁ Jépan and if is
of supreme importance for the Patent owner, from
both offensive and defensive points of #iew, to
know the bearing ﬁhich the métters recited in the
claim would have in the construction of the scope
of right by the couft. Therefore, in this session,
the attitudes of the courts will be stuﬂied and
the overall trend be diagnozed:through a review

of cases.




of the many quesfions involved, "the doctrine
of equivﬁlents" and "the relation of the known
patters included in the claim with the construc-
tion of'ihé-séope of right" will be central themes

‘of this session,

The'existing Patent Law of Japan proﬁidés that the technical
scope of a patented invention shall.be decided on the basis of
the lagguage of th? Scope of Claim for Patént‘(blaim) of the
._specification atta#hed to the application (Article 70 of the
Patent Law). The Utility Model Law providea for the application
mutatis mutandis of the same provision {Article 26 of the Utility
Model Law).
As fegards the meaning which the terms “technicél scope" of
a patented invention méy have in the field of patent law, there
is no express provision of law, although it ié said that the terms
mean the scope of profection affofdéd by afpatept, thet is to say,
the technical rangé of a monopoly right. Aﬁd gince this is the
only provision of iaw delineating the rangé of'right of a patented
inventioﬁ, this prbvision is of considerable significance in the
delineation of tﬁe Scope of right in petent infringement suits.
~ The existing Patent Law was promulgated in 1959 and took
effect in 1960. Thé léw has since been amended a2 few times,
the amendment of 1970-introducing a new provisior for the early

laying-open of specifications.




HoWe&er,'the above-mentioned provision relating to the
technicai;scope of a patented invention has remained unchanged
from what it was at the time when the law wes first promulgated.
According to the guwide book'l) compiled by the Patent Office
prior to the effective date of the above Law, there had been two
schools of thought in connection with the determination of the -
technical scope of a.patented invention under the old law (pro-
‘mulgated in 1921), i.e. one that argues that the scope should'be
limited to the matters recited in the claiﬁ and the other arguing
that it should be judged from the entire specification, and in
this respect, the new law made it clear that the technic¢al scope
0f a patented invention must be delineated on the basis of the
language of the claim. However, as will be seen from the fact
~ that there have thence arisen an almost endless number of disputes
over the conatruétion of the scope of monopoly right (technipal
scope) of a patent, one cannot necessarily say that the introduction
of this new provigion of law was instruﬁental_to the interpretation.
of the technical scope. This vagueness maj be attributed tb the
fact that the phrase "on the basis of ..." ia far from being
articulate. That, in construing the technical scope of a patented
invention (the acope of_right of a patent), the matters recited
in the claim have a ¢entra1 importéﬁée is also apparent from the
fact fhaf Parégfaph Se Articie 36 of the Pateﬁt Law prescribes
to the effect that in the Scope of Claig_for.Patent thére shall
"be stgted.only the matters indispensable for the construction of

the invention. Hoﬁaver, the provision of Article 70 gives no
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indication as to whether the technical scope is strictly the very
matter recited in the claim or it can be either broader or

narrowsr and, evidently, the question must be decided case.by
case. IR o

It is genefally acknowledged that the technical'scoﬁe of a
patent is decided on the beais of laoguage of the scope of claim
for Patent while teking into considefatioﬁ:the description else;
where in the specification, the drawinge, the technical level
cbtaining at the application date and even. the materiela appearing
in the courae of examination. However, the_other way around,. there
can be the way of thinking that the very lenguage'of the claim is
the sole determinant of the technical scope of a patented invention.
There also is the way of thinking which is ictermediate therebetween,
Actually there have been advanced arguments endorsing taese Qays
of thinking. However, it seems to be of n¢ great practical valﬁo;

" though i1t may be an object of scholastic cﬁriosity, to list,andﬂ
comment on such arguments or discuss about their validity or
invalidity. The questions that are of utmost concern to us in_:
practice are how the courts have been thinking and ﬁhatrkinde:cf
judgements.they have entered in the past, B

Eguivalence
The balic way of thinking which the Supreme Court seems tc

have entertained about the construction of the scope of patent
right since 1921 is that the gcope of a patent right ia not
necessarily dictated by the language of the claim alone but should




more properly be markeﬁ.qff by clarifying the gist of the novel -
invention (or, under'thenUtility Model Law, the novel device) .
while taking into consideration the disclosure. in the Detailed
Description of the Invention. The judgement in 1922 of the
Supreme Court(z) and the'judgement in. 1962 of the Supreme Court(3).
among others, Qndorse this position. . Thua, this attitude has been
almost consistently sustained by the courts. Because of the exist-
encelof such a.way of fhinking in the courts and because under -
the Japanese Patent Law which is an offshoot of German law_thé
German way of thinking is predominant in Japan, there are cases
in which the scope of righf is construed as being broader than
the language of the claim, Here, we are dealing with.what is knowﬁ
as "equivalence", Thus, if the technique or art which is the
object of an infringement charge is beyond the language of the
¢laim but its dbviatidn“from the latter is no more than the .
diffarenée.arising from the replacement {of an element) by its ;
"eguivalent™ or the difference caused by. "equivalent means"(For
the meaning of "equivalent” or "equivalent means" as used here,
see below), the art in question is deemed to infringe the patent
right;

Here, reference will be made of the judgement in 1961 of
Osaka District Court(4) which proclaimed in succinct and easily
.understandable terms the doctrine of equivalents. This cage was
such that its greatest point of issue related to the question oii.
whether "propane" as used by the defendant was equivalent to th§
"eagily volatile oréanic-liquid" as. recited in the claim, The court
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said, "An equivelent elemen# or means is a concepf which recognizes
an art to be identical with a patented invention on condition that

any technical element of the former is functionally equal to the

corresponding element of the latter in that replacement of one

with the other brings about the sape éffect, that is to say the

two elements are iﬁterehangeable and that (this interchangeability)
c;uld be readily foreseen by an artisan of average caliber at the
application date (note: expectability)". (Incidentally, in the
above case, the court held that the two substances at issue were

not eguivalent because they failed to meet the above definition);

This definition ofiequivalence has thence been accepted by'many.

~including the courts, and the district courts of Osaka(5);rKyoto(6)
and Tokyo{T) and Tekyo High Court(S}, among others, have entered
judgenments on the same reasoning; although some scholars have
dissented to the effect that the time element relevanf to the
existence or ndn-e#istencé'of egquivalence should not be the applica-

tion date of the patent but be the time of infringement. However,

cases are very rare in which the courts, defining equivalence in

the aﬁove way, judgad'that fhe art at issue Was|eguivalant to a
patented invention. In most‘cases, while blessing the doctrine

of equivalents, the courts conclﬁded,that;the'defandant’s art was

not equivalent to the patented,invehtibg. ‘Below given is e recent
judgement entered in favor of the plaintiff on the strength of the
doctrine of equivalenta, %o which our attention -has beanfparticularly
directed., This:is'a jud gement entered by Tokyo District Court in

1966(7) in an infringement suit over a metal band to be used with




a wrist watch or the like. There, the couri judged that the
defendant's act constituted en infringement, saying, "Though
they dlffer in shape, they function in like manner and though the
effect attalnable {by one) is somewhat inferior (to that attain-
able by the other), they may be con31dered almost identical.
Moreover, the alteration in shape apparently fell within the
purview of an artisan of average caliber at the application date.
Therefore, the two are equivalents."

Whether the court would affirm equivalence or not depends
in a considerablé measure upon thg allegations and techpiques of
proof of the parties but is more sigrlificéntly affected by the
1nd1vidual propensity of the judge in cnarge. For eiampie, there
is no denying the fact that a judge who has a great mantal afflnlty
for the German doctrlne of equivalents tends to give & greater
breaﬁth to equivalence and, on the other way around, it is also
true that there are judges who take a diamgtrically oppoeite point
of view,

Thus, excepting a very few cases, there is a trend that,
while admitting the pessibility that the range of equ;valence
lies in the marginal area (fringe area) of the claim, the court
takes a more and more restricted view of equivalence. This fact,
takan together with the.fact that only.in rare cases have the
courts actually affirmed 1nfr1ngements on the basis of the doctrine

of equ;valents. suggests that it 15 not easy to attack the infringer
by the doctrine of equlvalents.




The knovm matters and she consiruction

of the~scqpe of riggt _

In Japan, a patent rlght is the rlght whlch ‘the Patent
Ofrice, an admlniatratlve agency, confers upon the apnllcant for
a patent as an adm;niatratlve dlﬂpOSltlon. And even if there is
a cause of invalidity in'the'right conferred by the Patent Office,
the validity of the right is never reversed unless the Patent
Office declares its invalidity as an administrative disposition.
Thaa, even if it can be shown in an infrinéement suit that the
right owned by the plaintiff has a cause of invalidity,.it cannot
in theory be 2 plea that might.juatify thajdefaadaat's act of'
infringement. In this sense, ours is quite andeparture ffoa'
juridical systems including that of American law whe“e the
allegation of invalidity of a patent as a plea in an lnfrlngement
suit is evaluated by the court and mlght lead to a Judgement o
the effect ‘that by virtue of this lnvalidity, the defendant's act
does not constitute an 1nfrlngement.

This way of thlnking prevailing ln Japan is based an the
.principle that any act to invalidate an lndustrlal property rlght
is an adminlstrative dlsoositlon which belongs exclualvely to the
Patent Office, an admlnlstratlve agency, and it is beyond the
~ authority of juatlce that the court whlch is an agency of justice,
does such an administrative dxsposxtlon. Thls reaaonlng was
.clearly gset forth in the Judgement in 1922 of the aupreme Court(z)
which reads in part: '




"Even if a patented invention is devcid of novel-elemenfs' _
and, for that_reagon, haé a cauge of iﬁvalidity,fthe validity of 2
the ?atent'remains unaffected unless the Patent Office has formaliy
invalidated it. Therefore,(this f'act ) :,s no bar to the establiaia—
ment of the scope of right, nor does they force us the court to
construe the scope narrowly"

This judgement shows that even lf a patented lnvention _
consists of known elements, the act of infringement is no less'
.than an act of infringement and 1f one wlshes to evade the charge§
of infrlngemsnt, he has nothlng that he can do but demand an
invalidation trial to the Patent Offlce and obtain a Judgement
._invalldating the patent, Further, in a Judgement of 1965, Tokyo
High Court'?) rejected the plamtif:f's allegation that the scape
of right of a patent including known matters should be decided
without regard to the known elements, holding, "( The plaintiff'
allegation) cannot be accepted for if theae elements were excluded
{from the scope of right) only because they are kmown facts, 1t '
would disintegrate the art which the inventcr has created as an

organic unlt for the purpose of solving the problem."”

| " On the other hand, there are judgements to the effect that
in construing the claims, known mattera should be excluded. A
judgement entered by the Supreme Court in 1964(10) disregarded
known elements in construlng the claim. Thls way of thinking
seems to follow that underlylng a Judgement entered by the Supremc.

(ll)

Court in 1937 s which reads in part.

*When there is found a matter which was already known or in




use at the application date, it should be excluded from the claim.

If all the elements of the device ir gquesiion were Xnown or in
use &t the application.date, the écope of right of the patent
should be restricted to the pérticular mode.of combinatiag:
responsible for the novel result",

At the extreme of cases which took kmown mafters into

account, there is a judgement entered by Osaka Districf Court in

1970(12). While accepting the above principle that the court is
not authorized to judge on the validity or invalidity of a patent

and reasoning that the plaintiff's patent right was currently valid

because the patent had not been declared invalid (by the Patent
QfficeY, Osaka District Court held that in view of the fact that
all the structural elements of the plaintiff's patent were nown

and because the art.knnwn or in use at the application date was

the common ﬁroperty of the geﬁeral public, {ihe patent owner) is
‘hnt Aliowed to exercise an exclnsive_right over others and
| {accordingly) there cannot be &an infringement of the right by
others. ‘ |
-The general conclusion which may thué be drawn or cannot be
denied is fhat more and more judgéments ére.ﬁeiné entered in which,

in delineating the scope of right of a patent issued on an invention

including known matters, the known matters are taken into considera-

tion insofar as the court is not trespassing upon the area of

_ conduct ovef which the administrative agency has an exclusive

jurisdiction.
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So far, relating tq_the two quéstions concerning the
construction of the scope of right of a patent in Japan, the
trend of éourt Jgdgement has beeg reviewed by way of decided
cases., As mentioned above, cases are extremely divergent ahd
decided by different courts., Aind the strategies and'skills_of
the parties &s to allegation and proof affec# judgementa in subtle
ways. In any event, gince the technical scope of a patented
invention is decided on the basis of the language of the Scope
of Claim for Patent in the specification, it is impoftant for the
applicant to draft the specification, especially the claim, with
sufficient caution and consideration so itha+t he may have his right
adequately protected, |

0f course, an invention'or a device is the creation of a
technical concept and it is a difficult task to express the
invention or device accurately and irn terms which are neitber'moré
than nor less them 1t. It is a natural human trait for the applicant
to have the scope of his right broadened as much as possible and
it seems to be an unavoidable propensity (of the applicant) to
draft the sbecification especially the claim, in rather runctidnal
terms, The Supreme Court haa a benign view of this atiitude,
holding thet "Because experience tells us that matters which do
not constitute the gist of a device but are merely related to thé
gist are sometimes recited in the cléim and, on the other way
arcund, the matters which ﬁay be more properly;:egarded ag bonstif
tuting the gist of a device are sometimes omitted ffom inadver- -

tence", it is in many cases difficult to grasp the gist (Bubstance,
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egsence) of a device and delineate i7s zecanical scope from the
claim alone and, therefore, in delinéatiné the technical scope,

it is important that while taking the claim as & basis, one should
not be obsessed with the very language of the claim éloné but
shouid also take into consideration the dther descriptions in the
specification, the drawings and even.the'feChﬁical'lévél df'thé

'days(l3).

However, it is essential for the applicant 30 avoid
future disputes and useless litigations by not relying. upon auch
a favor of the court but drafting as aécurafely:és'poasible the
specification, especially the claim, with ghich'hié'iﬁfbntibn.or

" device is to be protected.
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Let us begin this discussion of paraliel imports and United
States law by supéosing that I am a trademark owner and conduct
my business in various forms in the United Stateé and several |
other countries. Can I stop you, whoever you are, from importing
into the United States goods bearing my mark which you purchased
abroad from me or one of my business affiliates and will probably
gell more cheaply in the United States? This essentially is
the practical problem of so-called pa;a;lel imports.

In more general terms, I can pose this Question as what
exactly is the extent to which a trademark owner in the United
Statés can prevent unauthorized imports of'gdodé bearing a trade-
mark identical to his which goods he or an affiliated firm or

.his licensee first sold abroad. Such goods are often referred
to as parallel imports of "genuine" goodéibpt, as we shall see,
the wﬁrd "genuine" has so many possible definitioné that to
use it in diécussing this problem without specifying a particular
meaning fo£ the word only seems to confuse the real issues.

. For our purposes, therefore, at the outset I shall use the
word “génuiﬁe" to describe goods bearing a trademark which has
been légitiﬁétely applied in their country'of origin. Such
"genuine” goods in.thé context of this paper on parallel imports
and United States law are usually goods made by the American
trademark owner abroad or his foreign affiiiate, licensee or

. supplier. These legitimately trademarked goods are purchased

‘abroad by a third party who then seeks to import them into the




United States and sell them i.e., the pa:allel_imports,atla
lowgr price than the.goods of the United Stafes owner of the
said trademark. _ |

Many artiélesahave been written concerning United States
law and the vafious ramifiéatiqns of parallel imports. Undoubtedly,g
the intense interest in thié subject exists_beﬁagse such imports :
are likely to be sold more cheaply thén the goods of the party
asserting _the_exclusive American trademark ri_glfn:s.3 A competitive
importer can often sell his impprted good; aﬁ a'lower_p:iae
in the United States because he may have obtained them in a
foreign market where the manufacturiné costs were consiaerabiy
less expensive than in this country. Also, the competitive
importer may not have to invest in American advertising to sell
his éoods since the United States trademark owner, who might
be the originator of the trademark or the exclusive American
distributo;‘}or a foreign manufacturer of‘the_prqduct may have
already done 30 to build up the good will in the trademark in |
‘the United States,

As we shall see, many variables can exist from a factual
and definitional viewpoint in situations involving parallel
imports; however, let us proceed, without_defining exactly who
the parties are or what their relationship to gach other_may
be-and also, without deciding_whether the goods in questibn |
are in fact or theory "genuine", to examine why the problem

of parallel imports arises from a theoretical viewpoint.




Under traditional concepts of trademark law, a trademark

right is territorial in nature, i.e., it exists only in a particu-

&

lar jurisdiction.’ This territorial basis for trademark protection

means that separate and distinct rights may co-exist in the

same mark in separate jurisdictions. The owner of a trademark

right is the only:party lawfully able to use the particﬁlar

trademark on certéin goods in the one jurisdiction which gave

him his right, because of his use or registration in that jurisdic-
tion. The right means that the'public in that jurisdiction

looks to the owner of the trademark'thereiﬂ as the source of

. the goods. That is the prime function of a trademark, namely,

to indicate the origin of goods'and thereby distinguish them
from the goods of another éo the public can identify clearly
which goodé in a particular class it wanfs to buy. There is .
a strong public interest in the fact that this information is
accuréte and a secondary (albeit private) one in protecting
the investﬁeht of the trademark owner in his reputation. There
are other secondary functions of a trademark such as being a
guarantee of consistency of quality 6r as an advertising medium;
but thé'siénification of source is the prime one.

To maintain the association in the public's mind with a
particular'source%and to protect the good wiil built up and’
maintainéd by the.trademark qwner.in the jﬁrisdiction, this

owner can exclude all others from using the same.trademark on

the same class of goods in that one jurisdiction.‘ His rights,
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however, do not extend bevond this one jurisdictibn, except in
thosevjurisdictions where the “famous" trademark theory prevailé.
Thus, a strict aﬁplication of the te&ritorial principle in ££ade-n
_mark law with reference to the opening guestion I posed ﬁould per-.
mit me, regardless of who I am or my nationaiity or my relationshib
to the foreign user of the mark, to exclude from the Unitéd States '
any progucts beariﬁg my mark. | .

why then is there a pfoblem regarding éarallel imports?
First, you will recall that under the territﬁrial principle,.
the same trademark can be owned by a différént party in separate
jurisdictions. Bach can lawfully affix his trademark to his
product in his jurisdiction; but when the goods of one enter
the second jurisdiction, there is infringement because the public
is likely to be confused as to the source of the goods bééausé .
two products of the same class of gobds bear the same tradgmark
but thé source of each is entirely differen.t..6 Parallel imports,
however, fali into a.hazy area under this pfinciple because
the.parties legitimately using the same frademark-in separaté
jurisdictions aré not completely-different,.i.e.,‘fhe partieé'
bear some relatiohship to each other and, therefore, ﬁhere this:
relationship is very clése, e.g., one is the agent or subsidiary
or licensee of the.othef; the goods of each éan be regarded
as coming_from one and the same.sourée or, in other words, being:
"genuing“ in tﬁe sehse of coming from oné séurce which'cbntéoiéh

the quality and good will in a partiéular trademark.

w
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This relaxation of the territorial principle where the trade-

mark users in separate jurisdictions may be the same or related
parties arises because trademark rights are being looked at

as ones ﬁhich ﬁuét be ﬁeasured against certain public interests?.
Fo:.rexample, if the prime function of a trademaik is to indicate
origin and the origin of goods as presented to the public is
true, why shou;d'a private interest then be able arbitrarily

fo stop the free flow of such goods between nations? Of course,

when the price differential between competing goods-is_great,
the anti-competitive results of the exercise of the territorial
trademark right to exclude cheaper goods proves very vulnerable

to anti-trust attack as a division of markets which illegally

eliminates all competition.a

Moreover, many argue if the trademark ownér himself puts

the goods into circulation in another jurisdiction or does so

through an affiliate or a licensee, it would seem that he has

exhausted his trademark rights with respect to those goods.s

In this era of multi«nationai corporations where the same trademark
is owned ih sgveral countries by the same.or ;elated_or assdciéted

companies, these anti-trust and exhaustion of rights theories

are growing as jurisdictional boundaries seem far less tangible.

The explosion 6f licensing arrangements iurfher complicateé

the nature of relationships and the concepts as to what degree

of control or closeness may constitute a single international
enterprise or one source of goods. _
In the clash between the territorial principle-and the public

interest in promoting competition, jurisdictions differ as to
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10
how strictly they will enforce a trademark owner's rights.

In the United States, thg answer to this question is not clear.ﬂ
Regretfully, American law relating to the problém.is pa££icular1y
confusing because it involves case law whose effect is uncertain:

a legislative history of one of the most important statutes

involved which.is unclear as to the intent of Congress in having
passed the law&sand, a conflict between the traditional territorial
principle of trademark law and strong aﬁti-trus£ policy'consideratio—

t

in favor of promoting the free and compéting movement of goods
in international trade't Further, the Regulations relating t§
the entry of trademarked goods into the United States as adopted
and administered by the United States Bﬁreau of Customs.have |
changed many times during'the'past twenty years?s Befqre we
examine the complex American law in this area, it may be helpful
to conSide? the problem of parallel imgdrts from the factual -
viewpoint as to who the parties might be and the nature of the
goods involved. |
This is not as simple.as it sounds.: To cite just a few
examples, the party assefting the right to exclude parallel
impo:ts_from.the United States céuld be:. —
1. The American owner of the trademark who driginated the
mark and manufactures the goods in the United States;
or _ . |
2. An American subsidiary of a foreign trademark owner
' which subsidiary owns the mark in the United States

by virtue of being an ekclusive_manufacturtﬁg licensee

f{l_




or exclusive distributor of products made by the foreign

trademark owner abroad; or

3. An American independent exclusive distributor of a foreign
trademark owner's products which distributor has been
granted or'assigned the United States trademark rights

in the mark on the goods by his foreign supplier; or

4. An independent exclusive licensee which manufactures
the goods in the United States under license from the

foreign manufacturer.

The identically-marked goods each of the foregqing parties

may be trying to keep out of the United sStates could be those
made by either their parent or sister compénies or their suppligr
or fellow licensee in another jurisdiction, each of which has
lawfully place< the mark on the goods in that jurisdiction.

The factual variation as to the nature of the trademarked goods

which are the "parallel imports" themselves and the gocds being
s0ld under the same't:ademark in the_United_States can be as

great 55 the nature of the parties we_havg?jusﬁ seen. As just
a few examples of the g;eat number of ppséibilities which“might
arise when we_gonsider the nature of so-called "genuine" gooas,

let us ponder whether parallel'imports of so-called "genuine“

goods mean the same thing to consumers as the American~sold
goods under the same trademark:
1. When the_paraliel_impo;ts areléyecisely the same goods
7 méﬁé by the same manufacturer in the same country and
séld by thét manufacturer in trademarked packames reessr

for sale by either the American trademark owner or the
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competitive importer?
Are parallel imporﬁs the same as the Aﬁerican goods
sold under the same trademark Qhen-they are é:ecisely

the same gobdsrmade by the same‘manufacturér in the

same country but sold in different form by that manﬂfacturer
for resale as, e.g., the American trademérk owner bﬁys

the goods- in bu;k from the foreignlmanufacturer for

packaging in the United States and salé under the foreign
manufactufer's trademérk ahd the compeﬁitive importer

buys the goods abroad in the original packages of the

foreign manufacturer? . f |

Are parallel imporfs the same as the Aﬁerican gcods

sold under the séme trademark when their essential ingredi—
ents as (e;g., perfume essences.or beer yeast) are.the |
same and the formula and physical and éhemical characteristicsi
are the same, but the manufactufe of the goods takes |

place in different countries (which placé of manufacture

may influence the eonsumer in his choice of é product

6r impart a different taste to the product)?

Are parallel imports the same when they are made by the

same manufacturer or his affiliétes orllicensees in several

countries, and though essentially of the same character,

‘the goods differ in certain physical characteristics

(e.g., taste or style, or a line of less sophisticated
models) since they are tailored for different specific

national markets (which differences might affect adverselv :

43




the reputation of thé trademark owner in a country for
which the products were not tailoréd)? o
Are all these gbods the séme?. Are they all "genuine" in
fact? The dictionary définitionémzf the woré “génuihe‘ include
the following: | _
First, "having the qualities or characﬁer claimed dr appearing
to have: PURE;" | | |
Secondly, “actuélly prodﬁcéd'by or proceeding from the reputed
or alleged source or author: not f;ked or counterfeit:
AUTHENTIC";
Thirdly, "conforming preéisely to its name and &escription:
properly s0 called: TRUE“.
Which one or more of the above meanings do the courts and §0m~
-mentators intend when they refer to ‘genuine“ goods in discussing
parallel imports? Doe§ "genuine" mean precisely the same physical
goods themsélves méde by the same manﬁfacturer in the same country
or just that the goods, in_whatevér territory.made and though
perhaps different in some physical.characteristics come from
one soufﬁe indicated by the trademark, ‘And whét.ddes one source
mean? Does it mean the same source in the_sense-of being the
same maker of ﬁhe goods or the samé seller of the goods or is
oné source meant in the sense of one source controlling the
quality of the goods? |
One writer has described "genuine” és ﬁeaning "that the
mark as aﬁplied to the géods in question signifies‘the samer
source of origin as that which it. norfnally means to the purchasing
 pub1ic. Source of origin is used in the technical trademark

17

sense rather than in. a broad, geographic, etc. sense"., Another
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commentator has written that the reference'to "genuine" goods
*define goods to which the trademark has been legally affixed
L1 ' :
in the country of origin".
Another meaning of "genuine" has been noted by a famous
treatise writer in the trademark field as follﬁwé(.'
"To the modern consumer, a 'genuine' article connotes. not
only the source of manufacture but also the chain of selection,
distribution and servicing upon which he has previcusly
relied. Many articles designed for export are expressly
adapted to the conditions, taste, etc., of the different
markets for which they are intended. If several types of
the same article suddenly appear under the same trademark,
because a third party has imported goods destined for another
.foreign country, there will be considerable public confusion
as to the article's identity or 'genuineness'." 18
Because of the confus;on as to what precisély is meant by
the word, “génuine", I shall from time to time hereafter uée
a specific meaning or'a_cdmbination of words to indicate what
meaning of "genuine™ I intend. Thus, the words "genuine-identical®
shall mean genuine goods in the factual sense in that they are
precisely the same goods from exactly the same foreign maker
as those scld by the United States trademark owner. In the
case of such "genuine-identical” goods, the maker of the goods
and the United States trademark owner may or may not be independent
of each other. ' .
I shall use the words "genuine-authentic” to mean goods
made by the American trademark owner abroad or by his affiliated

company or his licensee. 1In the case of such “genuineéauthentic"

goods, the goods may or ﬁéy not be precisely the same in fact.
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Let us now proéeed to examine United States law on the subject

of parallel-imports. Pirst, there are two important statutes

: *
‘to keep in mind. One is Section 42 of the federal trademark
' 20 : 21 :
statute and the other iz Section 526 of the Tariff Act. Section
42 states in part as follows:

"No article of imported merchandise ***which shall copy

or simulate a trade-mark registered in accordance with

the provisions of this chapter ***shall be admitted to

entry at any customhouse of the United States; and, in

order to aid the officers of the customs in enforecing

this prohibition, any domestic manufacturer or trader, and
any foreign manufacturer or tradexr, who is entitled under

the provisions of a treaty, convention, declaration, or
agreement between the Uhited States and any foreign country
to the advantages afforded by law to citizens of the United
States in respect to trademarks and commercial names, may
require his name and residence, and the name of the locality
in which his goods are manufactured, and a copy of the certi-
ficate of registration of his trade-mark, issued in accordance
with the provisions of this chapter, to be recorded in books
‘which shall be kept for this purpose in the Department of

the Treasury, under such regulations as the Secretary of the
Treasury shall prescribe, and may furnish to the Department
facsimiles of his name, the name of the locality in which

his goods are manufactured or of his registered trade-mark,
and thereupon the Secretary of the Treasury shall cause one
or more copies of the same to be transmitted to each collector
or other proper officer of customs." '

The second impdrtant statute to keep in mind is Section 526

of the Tariff Act of 1930 which states in part:

" (a) That-it shall ke unlawful to import into the United
States any merchandise of foreign manufacture if such mer-
chandise or the label, sign, print, package, wrapper, Or
receptacle, bears a trademark owned by a citizen of, or by

a corporation or associationsor corganized within, the- United
States, and registered in the\ Patent Office by a person
domiciled in the United Stated, *** If a copy Of the
certificate of registration of\such trademark is filed

with the Secretary of the Treaaify,'in the manner pro-




vided in section [42] of such Act, unless written con-
sent of the owner of such trademark is produced at the
time of making entrv.” ' -

:Let_us examine certain important wording in Fﬁese two statutes.
First, note that recordation of a trademark certificate under
Section 42 which takes place with the Treésury Department or,
as happens more exactly, the United States Customs Bureau which
is a part of the Treasury Department} briﬁgs Section 526,_where
applicable, automatically into effect.

Secondly, the recordation under Sec%ion'42 prevents the im-

ﬁortation of goods which "copy or simulate” the trademark of

an American registrant. In contrést, the wording of Section 526
seems to give such a recordation with the Customs the effect of
preventing the importation of goods of foreign manufacture merely .

if they bear a trademark owned by a United States business domi-

ciled in the United States and registered with the United States
Patent Office. In other words, all the language of-Section 526
requires for the exclusion of certain goods is that they beax én
identical trademark to One‘owned and registered by a United States
citizen and domiciliary.

Thirdly, it should be noted Section 42 permits all owners,

whether foreign or American, of a régistered United States

trademark to deposit their certificate of registraﬁion and thereby.
prevent the importation of goods bearing a mark which copies

or simulates their mark, i.e., goods with a trademark which
infringes their mark or, in other words, Section 42 bars.tﬁe

eﬁtfy of goods into the United States which bear countérfeit

marks and are "spurious" goods. However, in contrast, Section

47




526 allows only fegistrants of United States trademarks who

! are United States citizens or a corporation or association created

' or organized in the United States and domiciled within the United

) , imponia . .
States to invoke the right to exclude I_J;-.l under its provision.

‘Thus, foreign owners of registered United Sﬁates trademarks

3

? are not within the protection of Section 526.
Fourthly, we see that Section 42 applies to all imported
merchandise whereas Section 526 is limited to imported "goods

' mam \ s
of foreign meessliesxme". Thus, the wording of Section 526 would

not exclude the re-importation into the United States of goods

of United States manufacture which bear trademarks identical

to those owned and registered by United States citizens and

domiciliaries .
Incidentially, it should be noted that Section 42 applies
to all federal trademark registrations except those on the supplemental

22

register."* _

To summarize the major statutes again, Section 42 protects

- both United States and foreign owners of regiétered United States

trademarks except those on the supplemental register against

" copies or similations, i.e., infringing trademarks. The wording
of Section 526 protects only United States citizens or business
concerns of American origin domiciled in the United States;

but, the Section 526 wording protects such_fegistrants against

importatibn of goods of foreign manufactuié which merely bear

an identical trademark.




Let us now look at ;he.latest,pertinent ﬁegulations of the
Customs Bufeau, the governmental agency Which.administexs-Sectioﬂs
42 and 526. Here is part of Section 133.21 of Title 19 of the
Code of Federal Regulations which are the latest pertinen£ Regu-
lations of the Bureauzz.nd became effective November 2, _1972.‘_24'

"{a) Copying or simulating marks or names. . Articles of
foreign or domestic manufacture bearing a mark or name
copying or simulating a recorded trademark or trade name
shall be denied entry and are subject to forfeiture as
prohibited importations. A "copying or simulating" mark
or name is an actual counterfeit of the recorded mark or
name or is one which so resembles it as to be likely to
cause the public to associate the copying. or smmulatlng
mark with the recorded mark or name.

" (b} Identical trademark. Foreign-made artlcles bearlng
a trademarX ldentical with one owned and recorded by a.
citizen of the United States or a corporation or asso-
ciation created or organized within the United States
are subject to seizure and forfeiture as prohlblted
1mportatlons.

"{c) Restrictions not agg;lcable., The restrlctlons set
forth in paragraphs (a) and (b). of this section do not
apply to imported articles when:

" (1) Both the foreign end the U.S. 'ﬁrédemark or
trade name are owned by the same person or business

entit

2} The foreign and domestic. trademark or trade
name owners are parent and subSLdlary companles

or are otherwise subject to common ownership or
contrel (see Sections 133.2(d) and 133.12(d)):

3) The articles of foreign manufacture bear a
recorded trademark or trade name applied under
authorization of the U.S. owner.***(Empha513
gupplied.) 26

Why are the Customs Regulations so different from sER Sections
42 and 526. Why do these Regulations restrict the rights of
a United States trademark owner to exclude certain lmports if

that trademark owner bears a certain relatlonsh1p to the forelgn
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“user of the mark_or in faect uses the mark himself abroad. As

we have seen, there seems to be no restrictive wording in Sections
42 and 526. Therefore, let‘us look now at American case law

to find perhaps some of the reasons for thé Customs Bureau's
restrictions which seem on the surface inconsistent with the
wording of these statutes. Also, let us See.what would happen

if an American trademark owner were to follow another possible

remedy against.the parallel importer and, instead of recording
the American trademark with the:CustOmQVBureau, he were to sue
the-importer in a civil action for infrinéement.

However, before proceeding, let me réﬁind you of thé defini~
tions of the word, "genuine", which I shall use occasionally.
First, the words "genuine~identical" shall mean genuine goods

in the factual sense in that they are'precisely the same goods

from exactly the same foreign maker as those sold by the United
States trademark owner élthcugh the maker:and United States
trademark owner may or may not be related.

Secondly, the words "genuine-authentic" shall mean goods
of the American trademark owner ﬁade by:him abreoad or by his
affiliated comﬁany or his licansee which goods may or may not
be precisely the same in fact.

Thirdly, from time to time, I.shall use "genuine" to describe
goods to which the trademark was legitimaﬁely applied in their |
country of origin. |

Also, before digcussing the caée law in this field, I would

like to remind vou that the fundamental criterion of trademark




infringement under_bdth_American-common law and the federal
trademark statute is “likelihood of éonfusion"?GlThe_test of
infringement of trademarks registered with the United States
Patent Office is specificﬁlly the question whether the defendant's
use of a particﬁlar trademark is "likely to cause confusion,
or to cause mistake, or.to deceive".z7

The significant American cases which bear upon the problem
of parallel imports can be divided into 3 major categories.

First, there are the early caseéa%ecided in the late 19th
century and the beginning of the 20th century holding imported
"genuine~identical” goods were'ggg infringements of the United
States trademarks and not copies or simulations within the meaning'
of Section 42 (which was then Section 27 of the Act of 1905).*
Secondly, there are two very important 1923 United States

Supreme Court cases which hold apparently contrary to the decisions

in the early cases, that "genuine-identical" goods, were infringementé

and vere copies or simulations within the meaning of Section

42, where there had been an assignment of the United States

business, good will and trademark of a foreign originator of
a trademark to an indegendent_hmericaﬁ business firm so that
there was a separate and independent good will in the American
party signified by the particular trademark.

Thirdly, there are the_"Perfume“ caseé“%hich involved a

District Court anti-trust decision in 1957 holding Section 526

_ -16-
*gSince Section 42 of the present Act of 1946 is the same as
Section 27 of the Act of 1905 I shall as a matter of convenience
refer only to Section 42.

‘
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could not be invoked by an American party to keep out “genuine-
authentic" or “genuiheiidentical" goods 1f the American registrant
and the foreign user of the same trademark were part of a gingle

international enterprise. This District Court decision was later

vacated at the request of the United States'Department'of Justice,
so its exact effect now is uncertain. | |

Let us examine these major categories of cases in detail now.
For ease in describing the factual situation, I shall use alpha-
betical letters. Thus, B will be the person asserting the United
States tradémark'riqhts; X will be the foreign user of the trade-
mark and A will be the competitive importer.

As noted, éarly judicial decisions in the United States
held that a competitor’'s sale of precisely the same imported
goods bearing a tradgmark identical to the cne under which the
goods were sold in the United States was not an infringement
of-the'righgg of the party asserting the exélusive American
trademark rights. In these cases the genuineness of the goods
themselves which were heing sold by the competitive importer,
(e.g., mineral water from a particular spring in_HungarfSLr
glue from a particular manufacturer) was étressed by the courts
in not finding an infringement since the trademark was regarded
as indicating the true origin of the goods.

For gxamplé?sin 1386.BAbrought'an action to restrain A from
importing.into or selling in the United‘Stétés any'water under

the name "Hunyadi Janos® or offering to sell any water in bottles

o
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with that name upon'them or use labels similar to those adopted
and used by B to distinguish the water from other mineral waters.
X owned the trademark in Hungary and transferred to B "the sole
right to export the waters from Hungary to Great Britain and
. . T 34

America, and to sell them in these countries and to use "the
trademark "Hunyadi Janos". X put a label on the bottles it
gold in continental Europe stating such bottles were not intended
for export and if exported and scld in Great Britain or America
the public was cautioned against purchasing them. B used a ’
label on its bottles in place of the aforesaid cautionary notice .
used by X. B's label said "Sole Exporters - B Company". A
bought bottles of the water from X's customers in Germany whicih
bore X's cautionary label and imported them for sale into the
~United States wheresupon B brought the infringement action against
A. B lost against A because the court, although it recognized
that the name "Hunyadi Janos" when applied to the water was
a valid trademark stated:

"But the defehdant [i.e., A) is selling the genuine water,

and therefore the trade-mark is not infringed. There is

no exclusive right to the use of a name or symbol or em-

blematic device except to denote the authenticity of the

article with which it has become identified by assogiation,

The name has no cffice except to vouch for the genuineness

of the thing which it distinguishes from all counterfeits;

and until it is sought to be used as a false token to de~

note that the product or commodity to which it is applied

is the product or commodity which it prope:ly authenticates,
the law of trade-mark cannot be invoked."35 '




36 % . -
Similarly, an early case also held that such "genuine-identical®

goods when bearing the same mark as one registered in the United

States were not coples or simulations of the American registered

trademark within the meaning of Section 42 so as' to enable their
entry into the United States to be barred. In this case, the
unauthorized imported trademarked goods wgré égain, in fact,
the same exact goods being imported by the.party asserting rights
in the United.states trademark, i.e., all thé goods were manufactured
by or originated £rom the same foreign ;arty‘and bore its tréde-
mark; only the identity of who would be seiling these goods
in the United States was different} i.e., either A or B. There
was, thus,'in-these early cases an Obvious.logical factual baéis
for not regarding A's imported gbods as "copies or simulations"
or an,infringement'beCéuse the public waé obtaining what it
expected td obtain in connection with the fradémark and was
not being misled. The approach in thesé early cases therefore,
emphasized: the "genuinéneés“ of the thing itself. -

In 1923, hoﬁe#er, these early cases seémed to be over~ruled
by two landmark decisions of the United Stateé Supreme Court.

The first of these cases entitled, Bourjoié vs. Katzel was a

decision invelving a "genuine" product in the sense we_have

been using it ﬁp to now, i,é.; the impcrted godds sold by the
competitive iﬁporter, A, were precisely thé'same goods caming
from a pérticular manufacturer in one country which B, the;ﬁnited

States trademark owner was selling in the United States. In

o
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‘this case, the product was face powder made by X in France.

X had done business in France and the Unitea-States. In 1913,
X, the foreign firm sold to B, ah American fiﬁm,'x{é Busineaé
in the United States‘inélﬁding X's trademarks and good will.
Thereafter, B imported_x's faée powdér from France in bulk,
called. the powder "foudre Java", and repackaged it with the
following label which stated in part: '

"Trade Marks Reg. U.S5. Pat. Off.: Made in France.
Packed in the U.S.A. By B Company pof New York."

A imported the same powder and sold it in the original French
boxes of X which did not bear the above label but used the "Java"
trademark in longer form, i.e., "Poudre de riz de Java". The.

United States Supreme. Court held contrary to the early caées

‘.

that here there was an infringement of B's United States trademark
rights when A scld the boxed powder bearing the "Java” trademark

in the United States. The Supreme Court said in part:
n"#**There is no guestion that the defendant [i.e., A] infringes
the plaintiff's [i.e., B's] rights unless the fact that her
[i.e., A's] boxes and powder are: the genuine product of the
French concern gives her a right to sell them in the present
form, . ' -

"We are of the opinion that the plaintiff's rights [i.e.,
B's]l are infringed. After the sale the French manufacturers
could not have come to the United States and have used their
old marks in competition with the plaintiff. That plainly
follows from the statute authorizing assignments.*** If,

for the purposes of evading the effect of the transfer,

it [i.e., X, the foreign assignor] had arranged with the
defendant [i.e., A, the competitive importer] that she should
sell with the old. label, we suppose that no one would doubt
that the contrivance must fail. There is no such conspiracy
here, but, apart from the opening of a door to one, the
vendors f[i.e., X] could not convey their goods free from

the restriction to which the vendors were subject. Ownership
of the goods does not carry the right to gell them with .
a speclilc mari: It GCEeS LGt NECes3ariily casly the rigal
to sell them at all in & given place, 1f the goods were
patented in the United States, a dealer whe lawfully bought
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similar goods abroad from one who had a right to make and
sell them there could not sell them in the United States,***
The monopoly in that c¢ase is more extensive, but we see

no sufficient reason for holding that the monopoly of a
trademark, so far as it goes, is less complete, It deals
with a delicate matter that may be of great value, but that
easily is destroyed, and therefore should be protected with
corresponding care. It igs said that theé trademark here

is that of the French house, and trulv indicates trhe origin
of the goods. But that Is not accurate. IL Is the trademark
of the plaintiff only in the United States, and indicates
in law, and, it is found, bv publlc understanding, that

the goods c¢ome from the plaintiff, although not made by

it It was sold and could only be sold with the good: will
5F the business that the plaintiff bought.*** - It stakes’

the reputation of . the plaintiff upon the character of the
goods ., ***" . (Citations omitted; emphasis ‘supplied.) 38

‘Thus, we see that under certain circumstances, namely, an
assignment of a United States trademark to an independent American
firm where the public in the United States understands certain
trademarked goods to come frdm B, the American owner of the
trademark,'although,not made-bf it, "genuineeidentical“ goods,
i.e., precisely the.same goods from the same maker, when sold.

-by A in the United States 1nfr1nge B S trademark rights. Also,

- 29
under these c1rcumstances, the -Supreme: Court 1ater held the

importation of such genulne-ldentlcal“ goods by A can be stopped
by B under Sectlon 4? whlch, ‘as you will recall, bars entry .

of c0p1es or simulatrons of reglstered Unlted States trademarks.
As noted, the famous Supreme Court case 1n whlch the decr31on
just described recognizing lnfrlngement-of B's trademark rlghts

by A was entxtled Bour;o;s Ve Katzeiﬂgnd took place in January,

1923. The case relating to Sectlon 42 was called Bour201s v._
Aldrldge4and was declded in October of 1923.
In the Aldrldge case, the Unltea States Supreme cOurt, on

the aunthority of the Katzer case but wi nout a detailed GplnLOh;




held that the collector of customs under Section 27 (now SEction

42) of the federal trademark statute had to exclude from entry

certain "genuine" face powder from X-mhrked'"Manon-Lescaut?;'

which A bought in France and sought to import into the United

States. This wds because B owned this trademark in the United

~Btates and such goods were. therefore deemed "copies and simu~

lations" under Section 42.

‘In the Aldridge case as in the Katzel cése,lE was an independent

_ ) . . _
American corporation which was the assignee of a foreign party's

United States trademark rights. Howevér, it is interésting'to

note that in the aldridge case the products sold by A and B were

not exactly the same in the sense of being precisely the same

goods coming from the same maker since B had the right to manu-

facture X's gdods in the United States. Here is a partiai state-

ment -¢f the facts from a lower court.%n.the Aldridge case with

our alphabetical letters substituted for the actual names in-

volved and certain successor relationships not mentioned:

"Plaintiff's {i.e., B's] method of-preparing Manon Lescaut
powder is to obtain, usually from France, but not necessarily
from the firm of ***[X] a powder and various tinting pre- :
parations and perfumes. The powder.is then screened, bolted,
or refined, and appropriately mixed with coldrs and perfumes
to produce various tints and smells, there being several
variations of Manon lLescaut powder. The #*#**[X] firm con-
tinued to.make and sell Manon Lescaut powder in France, using
that trade-name and placing the completed product in packages
substantially similar in dress and decoration teo the style .
registered as a trade-mark by plaintiff [B]. In fact, *** [X]
in France, and plaintiff [B] in the:United States, have
since 1913 independently made this product, and sold it

97




under the name, in the package dress, and with the package
decoration originally devised by the former French firm
*** [which was X's predecessor and the originator of the
trademark]. : '

"Defendant ***[i.e.,, A] bought in France some Manon lescaut
powder made by *** (X] and attempted to import the same.
Chemical analysis shows that this powder is substantially
identical with ‘vlaintiff's. In name, dress, and gecoratlion
there is no difference between the two containers, except
that each truly, but inconspicuously, states origin from
plaintiff [B) or ***[from X] as the c¢ase may be. Both em-
phasize the name "Bourjois". No ordinary purchaser would
notice the difference; for sale purpcses the powders in sub-
stance and container appearances are identical.***" (Citations
alsc omitted; emphasis supplied.) 43

Thus, we see that the nature of the goods was apparently
not a deﬁermining factor in these two cases because the Supremne
COuft failed to make.ény distinction between the "genuine-identical®
goods of the Katzel case and the independehtly made goods in
the_Aldridge case.iRather, the important élement in both the
Aldridge case and Katzel case in 1923 seems to have been the
fact situation of an assignment of the United States trademark
rights and the meaﬁiné given by the-Uniﬁed'stAtes Supreme Court
to the "origin" designated by the trademark on the goods, hamely,'

as indicating a separate and independent local good will in

the American seller of the goods. Thus, if a trademark denotes

that the businéss of dealing_ih-partiCular'goods.within the

United States is B's business, then B under these cases, would

seem to be protected and other goodsﬂbéaring taat trademark -
when sold in the Uhited States by A, though’from.exactly‘the

same maker as B's goods or from a party which has lawfully affixed




the trademark to goods of the same physical character'in the

country of origin constitute infringements of B's rights and

copies or simulations of B's trademark in the United States.

You will recall that the Supreme éourt decided the 1andmark

~ Katzel and_Aldridge decisions protecting B in 1923 and also,

that these decisions reversed many earlier ones which did not
protect B since they held A's imported "genuine-identical". goods
(i.e., precisely the same goods as B's) did not infringe B's
United States rights and aiso, were noé-copies or simulations
under Section 42,+4in 1922, before these landmark Supreme Court
céses were decided and therefore at a time that B, the United
States trademark fegistrant, was not getting heip from the court
sy;tem against the importation of goods bearing identical trademarks:
unless such goods were counterfeit or spuriocus so as to be copies
or simulations within Section 42, the legislaﬁive_branch of

the United -States government acted to help B by passing Section
526 of the Tariff Act. As we have seenfé;he wording of Section
526 seems to reflect the traditional territorial concept of
trademark law because, if literally read, it would permit a
United States trademark registrant, if-of United States citzenship
‘and domiciled in the United States, to excludg,all goods'bearing

a trademark ;dentical £o his merely -by filing a copy of his
registration certificate with the CustbmS'Buréau. But, as we
"have also seen, the Customs Bureau has plaCed_additional restrictions

on the application of Section 526 denying its protection where




the American registrant and the foreign usér'arefthe.Same,dr
affiliated parties or, in other words, not independent parties

as in the Katzel and Aldridge cases.

This administrative position may ha?e'sbme justification

under the third significant category of American case law on

the subject Whichfwe shall now examine, namely, the "Perfume”
. 46 . .
cases of 1957. These cases involved a civil anti-trust action

by the Department of Justice against certain American companies

which were both distributors and manufacturers olerenchwbriginated
perfumes.in this country. These American éom@anies had invoked

" Bection 526 to¢ keep out parallel imports of products purchased

by competitive imﬁorters in France from the origiﬁal Fﬁench

companies. It should be noted that the French goods sought

' to be -excluded in the "Perfume" cases were not always physically

~ identical to the éoods being sold in America as in the Katzel

' case since the American companies in the "Perfume® cases were
both distributdrsgand manufactﬁrers; Thus, in these cases,-
the French companies either supplied the American ones with

" the products manufactu:ed under secret formulas, or the essential

ingredients of‘thése products which thé American companies then

éompounded.in the United States or, sold the goods in bulk which
were then bottled :in the United States.

The United Stétes District Court (which is the lowest Court

in our federal court system) in the "Perfume" cases found as

a matter of fact that the american companiés and the French




ones, despite apparent independence of:ownersﬁip, were part
. _4,7 .
of a single international enterprise. . This Court then held

as a matter'of_law that where a United States trademark is

part of "a single international enterprise” the American part

of that entergrise may not bar, by invoking Section 526, the

importation of the trademarked products sold abroad by the foreign

.Qart of the enterpisefﬁgThe decision seemed to be based upon

the:legislative higtory of Section 526 with the District Court
finding;that the tariff statute was enacted by Congress only
td'prdtéct_"the fights of Americans who bough£ foreign trademarks“
involving an American trademark owner independent of the foreign
manﬁfégtq;ér; The District Cpurt's decision, thus, was that
Section 526 ﬁas passed only to protect independent American
tradé@érk owners from the importation Qf "authentic"” éoods.
However, "aE;hentic" was not definediégIt should be specifically
noted thaﬁ. in the "Perfume” cases, thg.gobds were not always
exaqtly the same, i.e., they were not all madé by the same manuiac~
turer, but rather soméIWere diffefen£ §oods made by differenf
manﬁfacturefé undexr common contfol. Moreover, such coniroi

was not, generally séeaking, of.an ownérship nature but rather

by certain contractual provisions, and:the District Couft‘found
such contracts made the American and French pa;ties parts of a

single international enterprise.,.




This point as to whether Section 526\was intended o be
used by the type Sf American trademark registrants here involved
was very.importané since tﬁe Court found_that the advertiéements
of Ehese registrants did not emphasize a United States origin
of.the goods =0 as to be within the independent seller's good
will doctrine 6f the Supreﬁe Court in the Katzel case. Thus,
since the defendants' use of Section 526 to exclude competitive
imports was not'aﬁthorized;because they were parts of a single
international entérprise, ‘their conduct in having so used Section
526 to exclude imports of *authentic“'goods constituted mondpoliza—
~tien in violation of our anti-trust laws (i.é., Secﬁion 2 of
the Sherman Act)?‘ The District Court thus:upheld the goverhment's
position in connection with the anti~trust charge which had
been brought against the défendants in the "Perfume" cases.
Howevef, as one weil knownlcoﬁmentator on ﬁrademark law has

noted concerning this aspect of these cases:

"ex*1n finding monopelization, the Court distinguished the
Supreme Court's recent decision in the Cellophane case on

the ground that in the case of famous perfumes, every trademarked

perfume constituted a "substantial market' in itself. The
conclusion was therefore reached that the perfumes involved
'did not compete with each other'. According to the Court,
the respondents' own evidence supported the conclusion that
'the most important element in the appeal of a perfume is

2 highly exploited trademark' and 'there seems to be agreement
that no quality perfume can be successfully marketed without
a famous name'." B2 ‘ »
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Consequently, one could argue to escape the anti-trust aspect
of the "Perfume" cases that here the goods consﬁituted a highly
unique product in that the.trademark waé the méjo# selling point
of the gbods énd no othér product, even_onerwhich was exactly
the same physically but marked differently, could compete-ﬁith it
80 aé to broaden the relevant market. There are highly unusual
facts which could narrow the future influence of the "Perfume"

cases even apart from the fact that the judgment was eventually

vacated.

It is also interesting to note the bistrict Court's comments
in the "Perfume" cases on the interrelationship between traditional
trademark principles and anti;truét conéiderations: .

"But the defendants insist that it would destroy the very

essence of the trademark and the property values represented

by it to permii those who do not contribute to the good

will, identified with the mark, nevertheless, to divert that good
will to themselves, on a free ride.: The argument is one for
the protection of advertising expenditures and expected pro-

fits not necessarily related to good will. Obviously adver-
tising is for the purpose of building good will, but the de-
fendants make an exclugive American market an element of that
good will. The exclusive right to sell in the American market

on the part of an international concern exploiting world

markets is not an element of good will except in so far as it
may be made so artificially by import prohibitions. A com-
peting importer selling identical merchandise under the same
trademark would not be a 'pirate’ or a 'cheat'. The public would

not be deceived ahout the authenticity or origin of the pro-
duct and the reputation of the trademark owner could not suffer
from the marketing of inferior merchandise under his mark. Even
the trademark owner's advertising expenses bear frult, in some
measure, from the activities of -the ‘free riders', for the in-
ternational enterprise reaps some benefit from all sales. That
the defendants may be disappointed in their expectaticns of
profit from an exclusive domestic market, after having made -
substantial expenditures for advertising, involves not the di-
version of their good will or the repudiation of their trademark
rights, but the denial of a special privilege. And I am not
persuaded that it was the intenticon oI Cx: 2se to grant such.




a special privilege for the benefit of an internatiocnal enter-
prise,

"Moreover, to ascribe such an intention to Congress would have
the effect of reading into the legislation an implied excep~
‘tion to the Sherman Act. Indeed, the defendants maintain,

as a reason why they should not be held in violation of the
Sherman Act, that their conduct is under the legal license

of Section 526. Assuming a case where the products in-

volved are unique so as to constitute a relevant market in.
themselves; a construction permitting the American part of

a single international enterprise to exclude imports by pur-
‘chasers from the foreign part of the enterprise would author-
ize monopolization by permitting a manufacturer to prevent
purchasers of his merchandise from competing with him, ***

But exemptions from the cperation of the antitrust laws are
explicitly made by Congress, and repeals by implication are
not favored. 'The intention of the legislature to repeal
‘must be clear and manifest.'***There must be 'a positive
repugnancy between the provisions of the new law, and those

of the old; and even then the o0ld law is repealed by impli-
cation only pro tante to the extent of the repugnancy."*** .
I find no 'clear and manifest' intention on the part of Congress
to limit the scope of the Sherman Act for the benefit of an
international enterprise by means of Section 526, and to
construe that section in accordance with the purpose disclosed
by the history detailed avoids a ‘positive repugnancy' in
favor of a harmonious consistency between the two laws.***"

(Citations omitted: Emphasis supplied.)®

We thus _see the very clear restrictive interpretation given to
Section 526 by the District Cﬁurt in the “Perfumei cases if one
finds a single'internationai‘énterprise is involved. Now comes one of
the most surprising'eventsih the chronological history of United
States law in fhe.area of pﬁrallel imports. The defendants in the
"Perfuﬁé* casééfappeaied'to-theﬂsﬁpreme Coﬁrt but before the Supreme
Court-had the'éppbrtﬁnity'to ru1e'on thg case, the-bepartment of
.Justiée'moved to ﬁacate'the-judgment'it had won in the District
Court. The-Justice Departmen£ argued.that_the-matter of clarifying
the scope of a trademark owner's.rights against parallel imports

‘could be better handled tﬁfough legislation which would make it
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absclutely clear that a product bearing a trademark legitimately'-
affixed by an affiliate of the American trademark owner could not
be denied entry.sq-

Thus,” although the holding of the District Court in the
"perfume cases" was vacated ("with prejudice" - meaﬁing that
the government could not again bring the case on the merits), the
reasoning of the District Court's decision is still of major im-
portance. This is because it is the latest case directly in point
concerning Section 526 and its reasoninglhas never been overruled.
Moreover, the legisiation i.e., the "Celler" bilfSZ£ich had been -
antibipated‘by the Justice Department in moving for the dismissal
of the "Perfume" cases was hever passed b& Congress. Section 42
aﬁd Section 526 thus remain unchanged and we shall now turn to
the practices of the United States Bureau of épstoms which ad-
ministers these sections to see how its approééhraffects parallel
imperts. - o o _

This portion of my paper'is based mqstly on a comprehensive
article detailing-such practicés which artiéle was written by a
Customs Law Specialist.in-the,Custdms Bureau and appears‘in the
May-June 1969 issue of "The Trademark Réporter;.

Prior to the present 1972 Regﬁlations,-the details of the.
practice of the Cﬁstoms- Bureau had .va.tr-i‘ed but 't:;he-underlying. .

approach has been not t6 apply Section 526 literally so as: to

permit a United States trademark‘reqistrant'whﬁ is a citizen

or of domestic origin and a domiciliary to be able to bar the

=
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entry of all goods bearing his mark. Rather, the approach'of

the Customs Bureau has been a much narrower one "operating on

the theory that Section [526] was intended by Congress to ap-

ply only to the fact pattern specifically mentioned in Bourjois
v. Ratzel." 53 3 7
Thus, if it could be demonstrated to the Customs Bureau that

theffactﬁal situdtion was not the same as in the Katzel and

Aldridge cases (i.e. the American trademark was completely inde-
pendent'of its fdreigh'assignor) but rather that the American

trademark registrant was acting in concert with the foreign

manufacturer or as his agent or was merely a prolonged arm of
the foreign manufacturer so as to be in effect the "same" per-
son, the Customs Bureau would not exclude idgnticallf marked
goods, As the Commissioner of Customs once said:

"It has been the long established practice of the Bureau not
to prevent the importation of any article because

of a recorded trade-mark which may appear thereon if it can
be shown that the foreign user of said mark owns or, in
some manner, controls- the American corporation which holds
title to the registered trade-mark in the United States.
Under such circumstances, the American corporation is

said tc stand in the shoes of the foreign user who, once

he introduces his product into.commerce while bearing his
trade-mark, cannot thereafter unreascnably restrict the

use of thé product. Or, expressed another way, a foreign
owner of a United States trade-mark cannot partially assign
that trade-mark to an American corporation so that the '
latter can use it, by recording it in this department, for
the purpose of enforcing an exclusive United .5tates sales
agency agreement between the two parties with respect to
said trade-marked articles.” &80

However, "where the:registered trademarks. {were] completely 'owned'
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by the U.S. registrant [e.g., there was no reversionary interest

in the trademark runn;ng to the fcrelgn manufacturer) and {[were]

&1
used by_hlm in an lndependently built-up American business,® then

Sectidn=526’was'enforced*by the Customs Bureau.

The détails of thé Customs Bureau‘s.regulations have changed
frequently over the past twenty years but all carry out the under-
lying approach Just descr;bed The Customs Law Specialist in the
ccmprehensive article which I mentioﬁedlearlier has described the
Customs Bureau's practices in past years in part as follows:

®a#¥in partially limiting protection against the importa- .
tion of merchandise bearing marks which were ‘genuine'’
where applied, the Bureau of Customs is enforcing what
it considers to be the Congressional intent to protect
American firms against the fraud of foreign assignors of
trademarks. Clearly if the American registered mark is
owned or controlled by a foreign firm or an American
firm under foreign ownership or control, that intent is
not being carried out. That is why the Bureau does not
interpret Section 526 literally whenever a firm "orga-
nized" in the United States is involved, but looks to the
true controlling force over the trademark. This is not
to say that the Bureau does, [i.e., in 1969, the date of
this article] or will, or should, pierce corporate veils
where representations are made that the American. firm,.
for example, is independent from foreign control. Pros-
pective competitors sometimes claim the Bureau is toco
ready to accept declarations of independence from firms
which are actually related to, or are parts of, an
international business organization. O©On the other hand,
admitted American branches of foreign firms claim that
they are entitled to complete protectlon.

"The Bureau has never considered merchandise bearing a
trademark registered in the United States Patent Office by
a foreign firm to ‘'copy or simulate' within the meaning of
Section [42], and of course a foreign firm dees not
qualify for Section [526] protection. & foreign regis-
trant gets only the classical protection against counter=
feits of his mark. An independent domestic firm gets
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more extensive protection against the genuine mark under
: Section [42) because of the Aldridge decision., This dis-
v tinction is justified, the Bureat feels, by Aldridge's

i - reliance on Katzel with its fact pattern and the Con-
gressional Hearings, both of which seem to comprehend’
protection for Americans against foreigners.***" &2

"**%*in its motion to vacate the judgments in its favor

{in the "Perfume" caseés] the Jus{ice Department stated
its reasons for seeking dismissal were that Customs Of-~
ficials allowed American affiliates of French firms to
exclude the French products, and the matter could be bet-
ter handled by obtaining legislation making it clear that
- trademark protection is not available to prohibit the im-
portation of a product legitimately marked by an affiliate
of the American trademark owner.

EAffiliated" in the Celler bill was defined as
including but not limited to, an exclusive or a
non-exclusive distribution contract and any arrange-—
. ment whereby the person has a continuing ¢ontractual
. relationship or understanding, express or implied,
"with the foreign manufacturer or merchant with
regard to the mark.] 63

"This strange'turn of judicial events left the Bureau of
Customs in an awkward position. Actually, it had always
denied complete exclusionary protectidn to an American
trademark registrant when it knew the importer to be a
subsidiary or parent of the foreign user of the trademark.
Prior to 1953, however, the Customs Regulations were not
set up to specifically elicit this kind of informatioén.
To a degree, then, the position of Customs did agree with
[the Department of] Justice, but it had not been developed
to deprive any American registrant from full protection
merely because there was some affilistion between the
American firm and a foreign flrm

"The desired legislation was neveér enacted, and the
Bureau settled into a position whereby mere relation-—
ship as defined by Séction 45 of the Trademark Act will
not automatically deprive the American registrant of
full protection, but an ownership or control relation-
ship will, *#**" 64- .

IParenthetlcally, let me note the deflnltlon of a related compa-

ny in Section 45 of the 1946 Trade~Mark Act means'“any person
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who legitimately controls or is cogtrolled by the registrant or’
applicant for registration in respect to the_nafure and quality
of the goods or services in connection with which the mark is
used."ssTo return to our Spedi_alist's description of the Customs
Bureau's past practices, he continues as foliows:]"

{To repeat] "Prior to 1353, the Requlations did not
ask for information about related companies, but the
mark on the merchandise was deemed not te copy or simu-
late the United States trademark if the foreign mark
and the United States mark'were_owngd by the same per-
son. ' : : : :

“"In 1953, a Treasury Decision added the words, "or by

a related company as. defined in Section 45 of the Trade-
Mark Act of 1946," to the existing presumption of non-
copying where the mark was used by the same company.:
Since the language and administration of the Regula-
tions were not previously aimed at related companies,
some Customs trademark recordants who had recorded be-
fore 1953 undoubtedly continued to be permitted to ex-
clude merchandise from their foreign supplier, since
Customs did not know of the relationship between the two
entities. _ : .

"For six years, [i.e., 1953 to 1959] the Bureau denied
full protection to related companies. ' In 19539, as a-
result of the Government's withdrawal in the Perfume
cases, all reference to related companies was deleted
from the Customs Regulations. However, full exclu-
sionary protection continued to be denied where the
foreign trademark and the United States trademark were
owned by the same person, partnership, association or -
corporation. ' :

"As part of the procedures for recording ‘a trademark
with Customs, Section 11.15(a) of-the Regulations

[i.e., those Regqulations in effect before the present
1972 Regulaticns] asks for information:about principal-.
agency relationships. The effect of such relationships
is to treat the firms as if they were the same. In
fact, of course, the firms may or may not be under
common ownership. Mere affiliation does. not make compa-
nies the same or necessarilv result in that treatment.
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i - Common control determines the extent of import pro-

; tection. Licensees and licensors may or may not be
considered the same, but again, less than complete
protection (that is, against genuinely marked goods)
will result since one firm is deemed to stand in the
shoes. of the other and must suffer the consequences
of its own action. Usually, this situation arises
where the trademark was American-originated and for-
eign use licensed. If the foreign firm originated the
mark and sold it to the American, Section 526 (and
Section 1124) would be appropriate, but if the for—
ceign firm maintains ownership and merely licenses its
American distributors, only protection against counter-
feit marks is in order. Under the Bureau's current
interpretation of applicable law, thén, the Customs
Regulations are administered in such a way as to elicit
information about ownership and control relationships
concerning trademarks.  .Related companies may or may
not be denied full protection depending on ownership
and control "as viewed against the background of
Bourjois v. Katzel, Bourjois v. Aldridge and Section
526 of the Tariff Act." 66

Thus, we see fhét in the.past’fhe Customs_Bnreau has limited the
protection against“imports which seems to be cﬁvered by the
wording 0Of Sections 42 and 526. The new 1972'Customs Requlations
seem to continue in this tradition excépt'that the new Regula-
tions.specifically.elicit md;e inforﬁation about ownership and
control than just that of ﬁrincipal and agent and séem to cover
and define affiliated'compéhies moré explicitly than ever before.
Here is tﬁe information which a United States registrant
must now submit to record a trademark with the Customs Bufeaﬁ‘

uﬁder Sections 42‘and.526:
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"{(c) The name and principal business address of each
foreign person or business entity authorized or 1li-
censed to use the trademark and a statement as to the
use authorized; and

" (d) The identity of any parent or subsidiary compa-
ny or other foreign company under common ownership or
control which uses the trademark abroad. For this
purpose:

"(l) Common ownership means individual or aggregate

ownership of more than 50 percent of the business en-

tity; and

"{2) Common control means effective cdntrol in policy

and operations and is not necessarily synonymous with

common ownership.”

In comparison, Section 42  only requires the name and resi-
dence of the registrant and the name of the lecality in which

- : &8
his. goods are manufactured for recordation.  Nothing in this

statute requires the additional information which the new

Customs Regulations do.

A 1963 case dealing with Customs Regulations under Section
42, although not the exact point under discussion in this paper,
stated: . 7

"x**¥*Petitioners claim that the Regulation, the decision

of the Customs Bureau and the action by defendants pur-

suant thereto are invalid and unlawful. In this regard,
petitioners bear a heavy burden, for it is clearly estab-
lished that a Regulation promulgated by a legitimate
authority may be annulled only when, in the court's judg-
ment 'it is plainly and palpably inconsiscent with law'." 69 _
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Are the new 1972 Regulations plainly and palpably ihcon-
sistent with Seétions 42 and 526 so that they might be challenged
in the futﬁre? :Sever#l industrial pfoperty rights organizations
have thought so7gnd voiced objections both:to the previoﬁs prac-
tice and theinew ﬁeguiations of the Custqﬁs Bureau on the ground
that the Bureau is exercising a legislative functiorn through its
Regulatioﬁs whfch function belongs only to congreés, You will
recall'thaﬁ Coﬁgress could have severai t%ﬁe;7£n the-past'acted
in this field by législation. One Bill{Lﬁhe Ce;lé;'Billaaould
have gone v.ery far by preventing an American distributor or ex-
clusive licensee which had registered a trademark in the United
.States and which was an agent'or subsidiary or affiliate of a
foreign manufacturer or even an independent concern fromw ex-~
cluding genuine foreign-made merchandise legitimately beéking
the sgme'tfademark. But Congress did not pass shchrlegisiation
and it is tﬁérefore argued by these‘indust:ial.property*rights
.organizations that the Customs Bureau, which-isman.admiﬁistrative
agency, by imposing restrictions on the scope.of_Seétions-42
and 526 which restrictions were not passed by Congress.is"usurpigg
Congress' funétion in this area. Incidenﬁally, this argument
that Congress' failure to enact a more restrictive interpretation
‘of Section 526 meant its original intent was to have it apply to
all goods including"genuine-identical”and®genuine-authentic®

: - 73
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although fhe effect of thé"Perfume“caées is not clear,; this
argument would appear to be without toc much force.

| Further, the heﬁ Regu;ations_aré unlikelf to be_chéllenged
by a private litigant since the exposure to the possibility of
anti-trust cha:ges would obviously be very great. Howevef, if
one were willing to take the risk of an anti-trust charge, a
private party‘could argue, of course, that certain "genuine-
authentic® goods which it seeks to keeé‘out of the United States
~are in fact physically different or not of common origin from a
uniform quality point of view and, thereforé, their sale in thé
United States would harm the American registrant's reputation
in the United States.. In other words, a brave party risking anl

anti-trust charge might argue that the situation was within the

spirit of the Katzei and Aldridgg?cases although they were not
exactly the same factual situations, i.e., they would be arguiné
that thére is.an_existing and separate American good will in the
trademark which merits profection because the public looks to

that American busiﬁess as the source'of the goods. Also, as noted
p;e#iously, the products in the aPerfume' cases were arguably very
unigque in that there were no.other competing products possible be-
cause of the strong appeal of the trademafk, However, the chances
of winning these arguments,. if-a p;ivate party were brave enough
to bring them, are hiéhly speculative. |

As far as Congressional legislation is concerned, if any




were contemplated, in today's era which ténds toward the promc-

tion of free trade it probably would be in the direction of the
Customs Bureau's éppioach. on the other hand, if unemployment
conditibns.or the balance 6f payments situation.were to worsen
in the United States, Congress might amend Sections 42 and 526
to more specifiéaily exclude“genuine—identical“and"genuine-
authentic"goods. o '

_Sb, in conclusibn, we are left with;the 1ikelihbdd tﬁat the
queétion of a Uniéed States trademark's owﬁer's right to exclude
parallel imports ﬁill be determined in the next few years by the

1972 Customs Regulations.' As we have seen, genuine-identical or

genuine-authenticfgodds will not be excluded by the Customs
Bureau:
1. 1If both the United States and fofeign trademark are

‘owned by the same party; or

2. If one trademark is owned by a péiént-corporation and.

the other a subsidiary or there is some other element

of common ownership, i.e.,

"indiﬁidual or aggregate ownership of more
than fifty percent of the business entity”

or common .control,. i.e.,

*Effective control in policy and operations“

which "is not necessarily synonymous with

common ownership®; or

-1
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3. If the articles of foreign manufacture bear 'a re-

corded trademark applied under authorization of the

United States owner, 7%
The essential guestion in situations involving parallel im-
.ports under the Customs Bureau's 1972 Regulations is the

degree of closeness and control between the United States trade-

mark owner and the foreign user. The extremé applications of

the new Regulations, of couise; are obvieus. (Let us here

define the word "genﬁine‘ as meaning goods bearing a trademark lawfully
applied in their country of origin.) If the United States trade-

mark registrant . and the foreign user of an identical mark are

in fact independent of each other, the "genuine" goods of the
foreign user may be exclnded from the United States by a regis-
trant of the United States trademark, whether he be of foreign
or American ofig.i-n. If the degree of closeness between the
United States trademark registrant and the foreign user of the
same mark fits into any of the relétively'clear categories to
which part.133a21 of the 1972 Customs Regulations say Sections
42 and 526 do.not apply?EE.e., tﬁe United‘States registrant
and the foreign user are either the same party, or parent and
subsidiary or involve common ownership of more than 50%, or -
the goods. seeking entry bearing a regbrded trademark applied

under the .authority of the United States trademark owner, then

RN
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“génuine" goodélmay 523 be excluded. Just"what situations

will fall into the Custqms-Regulations category of "common
control”, i.é., “effective_coptrol in policy and operations" sc
as to be excluded from the ﬁrotections of Sectiéns 42 and 526
are anybody's guess at this time. _

On the other hand, let us not forget that, despite the
Customs Bureaufs Regulations, the U.S. Supreme Court has held
that a United States trademark owner mdy bfing an action for
infringement for the importation aﬁd sale.of even "genuine-
identical® go;ds?thhﬁs, where the public understood that the
U.S. trademark meant the goods came from the United States dis-
tributor vfhich_ owned the trademark even though not made by it,
it.has been recognized that a sale of "genuine-identical" goods
i.e.,; goods bearing a trademark which ﬁas true in the sense of
indicating their:ifue fbféién maker by a third party could cause
confusion. ”Théréfére, it is cértéinly argﬁabléﬁgepending on
the fact situation that, in any cése of sq;called'genuiné'goods
or where the Customs Bureau's Regulations may permit entry of
"genuine identical®™ or "genuine-authentic" goods, there still
ﬁay be infringement and a -‘"copy or simulation" Qithin Section 42
because there may be a separate and independent local good will
in the mark which-balonqs tb the American trademark owner. How~
ever, whether'antitruétaaépects and‘pblicy.considérations would

76




Permit the courts today to #Ed such an independent American
good will and'thereﬁqre infringement where goods of a foreign
affiliate or licensee are involved and a common ownership of

the good will in the trademark seems likely is not very clear

at this time,
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- F. Supp. 107. 119 u.s. P.Q. 501 (s. D.N.Y. 1958)

-John F. Atwood, "Import Restrlctlons on Trademarked Merchan-

dise-The Role of the United States Bureau of Customs 59
T™MR 301, 303~ 5 (1969) T :

See generally, walter J. Derenberg. "The Impact of the Anti~
trust Laws on Trade-Marks 1n Forelgn Commerce“ 42 TMR 365

-(1952).

John F. Atwood, “Import Restrictions oo'Trademarked Merchan-
- dise-The Role of. the United States Bureau- of Customs" 59

TMR - 301,: 309-312 (1969)
"Webster s Thlrd New Internatlonal chtlonary of ‘the English
E. C. Vandenburgh' "The Problem of Importation of Genulnely

Marked Goods is Not a Trademark yroblem", 49 TMR 707, 713
(1959)




: 18. Lawrence E. Abelman, “Territoriality Pfinciples in Trademark
; Laws"”, 60 TMR 19, 21 (1970).

19. 4 Callmann, og; cif. supra note 11, Sec. 100.1 (b), p. 854,

T fn- 47- . . ’ X ’

20. 15 U.S.C. Sec. 1124. The opening portion of this statute,
gsome of which was omitted in the text reads:

""That no article of imported merchandise which shall
copy or simulate the name of the /sigc/ any domestic
manufacture, or manufacturer, or trader, or of any
manufacturer or trader located in any foreign country
which, bv treaty, convention, or.law affords similar
privileges. to citizens of the United States, or which
shall copy or simulate a trademark registered in
accordance with the provisions of this Act or shall
bear a name or mark calculated to induce the public to
believe that the article is manufactured in the United
States, or that it is manufactured in any foreign
country or locality other than the country or locality
in which it is in fact manufactured, shall be admitted.
to entry at any customhouse of the United States; **%_ "

21. 19 U.S.C. Sec. 1526. Section 526 of the Tariff Act of 1930
reads in full as follows: :

"(a) That it shall be unlawful to import into the
United States any merchandise of foreign manufacture if
such merchandise or: the label, sign, print, package,
wrapper, or receptacle bears a trademark owned by a
citizen of the United States, or by a corporation or -
assocjation created or organized within the United

. States, and registered in the Patent Office by a person
domiciled in the United States, under the provisions of
the Act entitled "An Act to authorize the registration
of trademarks used in commerce with foreign nations or
among the several States or with Indian tribes and to
protect the same" approved February 20, 1905 :as
amended, if a copy of the certificate of registration
of such trademark is filed with the Secretary of the
Treasury, in the manner provided in Section 27 of such
Act, unless written consent of the owner of such trade-
mark is produced at the time of making entry.




22.

23,

24,

25,

(k) Any such merchandise imported into the United
States in violation of the provisions of this sec-
tion shall be subject to seizure and forfeiture for
violation of the customs law.

"{c) Any person dealing in any such merchandise may
be enjoined. from dealing therein within the United
States or may be required to export or destroy such
merchandise or to remove or obliterate such trademark
and shall be liable for the damages and profits pro-
vided for wrongful use of a trademark under the _
provisions of such Act of February 20, 1905 as amended.”

15 U.8.C. Sec. 1094. | .

37 Federal Register, No. 192, 10/3/72, pp. 20677-20683; Note .
also, 38 Federal Register WNo. 123, 6/27/73, p. 16850 :
amending Section 133.3 and 133.33; 38 Federal Register No.
152, 8/8/73, p. 21396 amend Section 133.31 (c); and 38 Fed-
eral Register, No. 176, 9/12/73, p. 25171 amending Chapter
I, title 19 and the Code of Federal Regulations, the Customs
Regulations to substitute "United States Customs. Service"
for "Bureau of Customs" whenever the latter appears,

37 Federal Register, No. 192, 10/3/72, p. 20678.

The portion.of Section 133.21 not set forth in the text
follows: _

"(4) The objectionabie mark is removed or 6bliterated
prior to importation in such a manner as to be illegible
and incapable of being reconstituted, for example by:

“(i) Grinding off imprinted trademarks wherever they
appear:; : :

"(ii) Removing and disposing of plates bearing a
trademark or trade name; ' C

"{5) The merchandise is'imporhéd?by:the recordant of
the trademark or trade name or his designate; or

"{6) The recordant gives written consent to an
importation of articles otherwise subject to the
restrictions set fe" is waragraphs (a) and (b)
of this seétion, anc sich congent is furnished
to appropriate Cuctoms officials.” :
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26.

27.

28‘

29.

30.

31.

32.

30.

34,

35,5 T

36,

J. Thomas McCarthy, TRADEMARKS AND UNFAIR COMPETITION, Sec.

23:1, pp. 34-35 (lst ed., The Lawyers Co~operat1ve

Publlshlng Co., 1973)

15 17.8.C. Sec. 1114(1).:

'ggollinaris Co., Limited v. Scherer, 27 Fed. 18 (S.D.N.Y.

1886), Russia Cement Co. v. Frauvenhar et al., 133 Fed. 518
{2nd Ccir. 1904): Fred Gretsch Manufacturing Company v,
Schoening_and Malspe as Collector, etc., 238 Fed. 780 (2nd

Cir. 1916):-

A. Bourjois & Company, Inc. v.'Anna Katzel.'zso U.5. 689
(1923) reversing 275 Fed. 539 (2nd qir. 1922): A. 3Bourjois
& Company Inc, V. George W. Aldridge, Collector, etc.,
263 U.S. 675 (1923) 292 Fed. 1013 (2nd Cir. 1922)

;Unlted States v. Guerlain, supra ‘note 12.

' Apol linaris Co., Limited v. Scherer, 27 Fed. 18 (S D.N.Y.

1886)

Russia Cement Co. V. Frauenhar et al. 133 Fed 518 (2nd
Cir. 1904) ' :

Apollinaris Co., Limited v. Scherer, 27 Fed, 18 (8.D.N.Y.

1886)
.I . at 19.
'_g at 301~“r i

‘pred Gretsch Manufacturlnq Company V. Schoenlng_and Malone

as Collettor, etc., 238 Fed 780 (2nd Clr. 1916).

Bourijois v, Katzel, supra note 29.

Bourjois v.’ Katzel, supra note 29 at 691-692.

 Bourjois v. Aldridge, supra note 29.

Supra-hote 29

Suﬁra’hofe“QB.

A. Bourjois & 7o, V. George M. aldridge, Collector, stc.,
292 red. 1012 2nd CAr‘ 1922) ‘

Bouriois v. Aldridgs, supra note 42 at 1014

3
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44,
45,
46.
47.

48.
49.
50.

See cases cited supra note 28.
See text, pages 10-11 and supra note 21.

United States v. Guerlain, supra note 12-

United States v. Guerlain, supra note 12, 114 U,S8.P.Q. at
224, 230, 233 and 236. -

‘Id. at 225.

Id. at 224, 230, 233 and 236. Here is a sample of the.
District Court 5 findings in this regard.

=312, The owner of record of ali of the common
stock of American Lanvin is Edouard L. Cournand.
Cournand acquired this ownership of record under
the terms of a "stock purchase agreement" dated
June 21, 1946. The purchase price recited in that
agreement was $100.00. Under the provisions of
the agreement, Cournand was obliged to terminate

‘the business of the company in Lanvin toilet goods,

and to change the name American Lanvin so as to ex-
clude therefrom the word Lanvin, if for. any reason
the merchandise agreements or the intangible assets
agreement between American Lanvin and French Lanvin
were terminated. The terminaticn of either of those
agreements would render the common stock in American
Lanvin worthless. The stock purchase agreement also
precluded Cournand from disposing of his stock or
voting it in favor of any proposal to merge the com-
pany with any other organlzatlon or to sell any part
of its assets.

"13. The merchandlse agreements between American
Lanvin and French Lanvin, the first dated November-16,
1946 and the second dated Janunary 5, 1953 prescrlbe
the terms under which American-Lanvin-purchases~. ‘
Lanvin toilet goods from French Lanvini Under the ~
agreement now in-effect Cournand must retain his. .
ostensible majority ownership of the common-stock
of American Lanvin, and the agreememt will terminate
if Cournand ceases to be the chief executive officer
of American Lanvin. BAmerican Lanvin is required to
deal exclusively in the products of French Lanvin
and to conduct all of its merchandising in a manner
satisfactory to French Lanvin failing which French
Larvin may terminate the agreement.
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"14. fThe intangible assets agreements, the first,

with French Lanvin, dated November 16, 1946, the
second, with Renacimiento, dated "as of" Nov. 18, 1946
and the third, with Coverep, C.A., dated March 25, 1953,
control the manner in which American Lanvin may use

. Lanvin trademarks. These agreements, like the merchan-
dise agreements, are conditioned upon American Lanvin

- associating Lanvin trademarks with goods supplied by
French Lanvin in a manner satisfactory to French Lanvin.
If American Lanvin fails to conduct its business in a
manner satisfactory to French Lanvin or its Venezuelan
affiliate, or if the merchandise agreement is terminated
for any reason, the intangible assets agreement wilil
terminate, Termination of the intangible assets agree-
ment would require American Lanvin to release and reassign
all its Lanvin.trademarks to Coverep, C.A. Such termina-
tion would effectively destroy the business of American
Lanvin and render its common stock' worthless.

; "15. American Lanvin, in deciding upon its action

: on the exclusior from importation intc the United States
of ‘Lanvin toilet goods purchased in France from French
Lanvin, accommodated its policies in this matter to the
desires of French Lanvin.

~ "l6. As a result of the facts found in Findings

12, 13, 14 and 15, French Lanvin effectively controls
American Lanvin in the management of its business as
well as in the nature and guality of the products

s0ld by American Lanvin under Lanvin trademarks.
"Ameérican Lanvin and French Lanvin are parts of a single
international business enterprise engaged in manufactur-
ing and marketing Lanvin toilet goods. - 114 U.S.P.Q.
at 236. :

51. 15 U.S.C. Sec: 2.

52. Walter J. Derenberg, "The Tenth Year of Administration of
the Lanham Trademark Act of 1946", 114 "Patent, Trademark
and Copyright: Weekly Reports, No. 7, Part II, august 12,
1957, p. 13; see also generally Milton Handler, "Trademarks-
Assets or_Liabilities?”, 48 TMR'GGl (1958)

53. United States V. Guerlaln, supra note 12 114 U.s. P Q. at

. 225-226. . o _ _

United States v;'Guerléin, supra‘note.12;'1?2:F;:Sﬁpp. at 107.




55..

56.

57.

58.

59.
60.

61.
62,
63.
64.

65.

66.

67.

68.

69,

70.

Id. at-108

Yor an 1nterest1ng case deallng with Section 526 and the
importation: of'“genulne identical® goods for personal use,
see Sturges v. Clark D.- Pease, Inc., et al 48 F.2d 1035
{2nd Cir, 1931) ' . '

H.R. .7234, 86th Congress, ist Session, Introduced May 19,
1959 by Mr. E. Celler. ‘A copy of this proposed blll is
set forth in 49 TMR 671~ 673 (1959)

John F, Atwood, "Import Restrictions on Trademarked Mer-
chandise-~The Role:of the Unlted States Bureau of Customs“
59 TMR 301 (1969) :

Atwood, supra note 53, at 315

In the Matter of the Petltlon of Georg Jensen Inc. for Can-
cellation of the Recorded Trade Name "Georg Jensen Y Wendel -
A/8", T.D. 52711,86 Treas. Dec. 17, p. 4 (1951) as guoted in
Derenberg, Walter J. Derenberg, “The Impact of the Antitrust
Laws on Trade-Marks in Foreign Commerce", 42 TMR 365 (1952),

Derenberg, supra note 60, at 374. Fart 1 at 375
Atwood, supra note 58, at 305-306.

H.R. 7234, §gggg_note.57, sec. 2, 49 TMR 673 (1959).
Atwood, EEEEEInote 58, af 307. |

15 U.S.C. Sec. 1127.

_Atwood, supra note 58, at 309—310.

19 CFR Sec. 133.2.

See text page 10.

Muebles e Inmuebles, S.A., et al. v. Milton E. LeBlanc.
Collector of Customs, etc., et al. 216 F. Supp. 384
{E.D. La. 1963) -

E.G., letter dated April 7, 1971 from The United States
Trademark Association to Commissioner of customs; The

‘New York Patent Law Association, as reported in Vol. 12

of its Bulletin, No. 5, March 1973, at p.3.
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71.

72.
73.
74.
75.
76.

77.

78.

See supra note 57 and also, e.g., S. 3713, 90th Congress
Second Session, Introduced by Sen. J. McClellan, July 1,
1968.

Supra note 57..

v

United States v. Guerlain, Supra note 12, 114 U.S.P.Q. at 225.

19 CFR Secs. 133.2 and 133.21.

See text at pages 12-13.
As of August 1, 1973, the "Bureau of Customs" was designated
the "United States Customs Service". Treasury Department order
No. 165-23. Chapter 1, title 19 of the Code of Federal Regu-
lations, the Customs Regulations,were amended to conform to

the new designation effective September 12, 1973. 38 Federal
Register No. 176, 9/12/73, Page 25171.

Bourjols v. Katzel and Bourjois v. Aldridge, supra note 29
It should be noted that:

"There are some who believe that the Supreme Court
decision in Katzel was narrowed by the 1924 decision of
Prestonettes, Inc. v. Coty. [264 V.8. 35%, 68 L. Bd. 731,
44 5. Ct. 350 (1924)}] There the Court permitted the impor-
tation of genuine goods even when the defendant importer
repackaged the goods in this country. The holding was
based on the fact that the public understood the goods to
be of foreign origin.

“However, it is submitted that this was not in con- '
flict with Xatzel. The French manufacturer was the owner
of the trademark in both France and the United States and
the manufacturer brought the action, not the distributor.
Although there was significant local good will, it was not
local and independent good will." Lawrence E. Abelman,
"Territoriality Principles in Trademark Law", 60 TMR 19,
24 25 (1970).'

See,-e.g., Menendez“et}al; v.”Fabé£;166e?and'Grqui Inc.

et.al. 174 ©¥+8.P.Q. 80, 87-88 (5.D.N.Y. 19721~

K
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79,

Menendez et al v. Faber, Coe and Gregg, Inc. et al;
supra note 77 at 90 where the District Court said:

"The remedies provided by Secticn ‘526 of the
Tariff Act: of ‘1930, 19 U.S5.C. 1526, Section 42 of the
Lanham Act, 15 U.S5.C. 1124, are not, as the inter-

-ventors urge, the exclusive remedies availdble against

a foreign manufacturer or importer who infringes United
States registered trademarks in this country. There

is nothing in either statute which remotely indicates
that the remedies they provide are or were intended to
be the only remedies available. It is clear that the
general provisions of the Lanham Act may be invoked
against foreign citizens who infringe United States
trademarks in this country, whether or not resort has
been had to the remedies provided in 19 U.S5.C. 1526

_and_Sectiqn“42_of-the Lanham Act."
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ON THE PROBLEM OF PARALLEL IMPORTATION
'OF GENUINE GOODS IN.JAPAN

—5™ Comm™ | T
M: Tsukamalp

PREFACE:

I would like to introduce major cases involved in parallel importa=-
tion of genuine goods in Japan and hope they will be of some use to you.
You will note later from my speech that some of the cases show that
parallel importation of genuine goods constitute iniringement, and some
do not. ..., A review of these cases will enable you to know the changes
in the attitudes judicially as well as administratively towards this con-
troversial problem of parallel importation of genuine goods in Japan.

So, let me preaent to you a brief chronological summary of these cases.

CASE 1:
FARBEN FABRIKEN BAYER AG v. AMERICAN DRUG CORPORATION
TOKYO DISTRICT COURT DECISION - 29 Fgb., 1964

INJUNCTION OF INFRINGEMENT (TOKYO DISTRICT COURT
SHOWA 38 (U) No. 10414 )

This case is referred to an the first case in a s_eries of cases-involve
ing this particular problem of parallel ixnportation of genuine goods in
Japan,

Bayer, the weli-known German pharmaceutical company, begana
suit for injunction against American Drug in Tokyo who imported and sold
genuine Bayer aspirin on the basis of trademark ownership in Japan of
its trademark BAYER. The court acknowledged Bayer's plea and ordered
injunction.

CASE 2:
' SHRIRO TRADING COMPANY LTD. v. AKI SHOKAI LTD.

TOKYO DISTRICT COURT DECISION . 1 June, 1964

' PROVISIONAL DISPOSITION (TOKYO DISTRICT COURT SHOWA 39 -
. (YO) No. 2339)°

Plaintiff Shriro was a trading firm doing business in Japan with its
head office in Canada, was sole agent for Parker fountain pens, products
of the Parker Pen Co. of Wisconsin and was the exclusive licensee for the
registered trademark PARKER in fountain pens in Japan. Defendant, Aki
Shokai, its business being the irnportation of stationery, unported genuine

. Parker pena through a trading firm in Hong Koang.
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Conaequently Plain

against Defendant Aki Shokai, and the Tokyo District Court ordered an
"injunction .on the basis of

trademark PARKER No.

In this connection,

tiff Shriroc sued for a provisional disposition

the exclusive licensee's right oa the reg;stered
171867,

let me add that this particular case has a close

connection with & similar case which I will bring to your attention later
in my apeech.

CASE 3

NESTLE NIPPON LTD. .v. SANKAI SHOTEN

TOKYO DISTRICT COURT DECISION 29 May, 1965
PROVISIONAL Disposnxon AND OBJECTION (TOKYOQ DISTRICT
‘ COURT SHOWA 40 {Mo) No. 969)

Defendant Sankai Shoten itnported instant caffee bearing the trade-
mark NESCAFE, and Plaintiff Nestle Nippon, as exclusive licensee for
the registered trademark NESCAFE, sued for a provisional disposition,
which was approved by Tokyo District Gourt,

Although Defendant, San.kax Shoten filed an oppos;tion against a
provllional disposition, it was unsuccessful. -

These three cases to which [ have Just referred all are examples
showing that parallel importation of genuine goods constituted mfringe—
ment.
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CASE 4:
N. M. C. LTD. v, SHRIRO TR.ADING CO..

OSAKA DISTRICT COURT DECISION 27 Feb.. 1970

SUIT FOR CONFIRMATION OF NON-EXISTENGE OF INJUNCTION ‘
RIGHT (OSAKA DISTRICT COURT SHOWA 43 (WA) No. 7003)

This case s conaidered to be quxte eigmﬁcant in clarif'ying that
there is some limitation on the right of an exclusive licensee calling for
an-injunction over parallel importation of gen\nne gooda. so let me
discuss this case in no:ne detml. : :

Plaintiff N.M.C. was a -successor. to Aki Shohi. a party Defendant
to Case 2, established by the same representatives after the latter was
disaolved._ . ' T .

89 .




Defendant is identical to Plaintiff in Case 2. 'So, Surprisingly
enough both parties to this case are substantially the same as in Case 2,
with the:only difference being that the positions of the parties are reversed
and with this.case being for a confirmation of the non-existence of an
1n;uncuon _1ght whxie Case 2 was ior provisional disposition,

i A aummary o£ tlus cane iu ‘a8 follows. :

Becauae‘ Defendant Shriro filed with Custorna "a petition for an
i.mport injunction on goods infrigning intangible properties to the eifect
that an importation by a third party of designated goods bearing the
registered trademark PARKER be held in custody on the basis of its
exclusive licensee’s right, customs decided on the pelicy of not clearing
the goods in the absence of defendant's letter of coment. even t.hough the
goods were genuine. .

Thu was the reason, plaintiff N. M.C. sued for confirmation that
the defendant had no right to object to importation by plaintiff. Interestingly
enough the Osaka District Court approved plaintiff's petition giving a deci-
sion contrary.to the one decided in Case 2. The full text of the judgement
" is too long to relate in a short time, 80 we have to conf.me ouraelvea only
toa few major points, I am aira:d'

(1) Defendant Shriro had never engaged in the manufacture of pens
bearing the trademark PARKER. Defendant was given by Parker.
Co. an exclusive right of sale in Japan for Parker pens and other
designated goods manufactured by Parker Co. and bearing the
.trademark PARKER and had been engaged -in the importation and
sale in Japan as Sole Agent for Parker pens.

There was no difference in quality between the Parker products
importwd by plaintif{ N. M. C. through Hongkong and those unported
‘by defendant directly from the United States.

(2) ° ‘The legitimacy of plaintiff's petition needs to be considered on the
basis of the aub-tance of protaction for tradmarks.

According to the Ti’ademark Law, a tradema.rk is deaigned to perform
the functions of distinguishing the identity of origin, as well as guar-
. anteeing equality of quality of goods. The reason why the Traderark
Law provides a trademark owner with an exclusive right of use should-
-be construed as preventing the functions of distinguishing origin and
guaranteeing quality from being impaired by the use of an identical
or similar trademark by a third party on goods identical or similar
to the designated goods.

The Trademark Law is intended for the protection of the good will
eptablished by use of a trademark by a trademark owner, for main-
tenance of order in the flow of goods, and protection of benefit to
consumers through the protection of origin function and the quality
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(3)

(4)

(5)

guarantee of a trademark thue enabling c0néun__1er_s'to,obtain goods -
of the sarmne origin or quality that they want without being misled.

Thus the diré«;t objectives of trademark protection lie in these
functions of a trademark, through the protection of which the
benefit to a trademark owner as well as the interest of the public
are protected. In this connecticn it should be pointed out that a
trademark right is a stronger right from the view point of society
and the public interest than other .{orma of intellectuzl property
rights.

Since the protection for a trademark should rightiuny be suhjected )
to social restriction, although a trademark right is basically a kind
of private property right, the ambit of the principle of territoriality
of trademarks should be decided by considering much of the presence
of infringement on tradernark'e functions in the light of the spirit of

_ the protection for tradema.rk'm.

Although plamtlff quoted the exhaustmn theory of trademarks which
is known in West Germany as, Erschoiiung or Verbrauch and has
been occasionauy adopted by various courts in order to digapprove
the right to ban free importation of genuine goods, the court did
not recognize plaintifi's assertion based on this theory by saying

' the court could not readily subscribe to thia theory'.

‘The court reflected on how plaintiff N. M. C.'s act of importation
and sale of genuine Parker products affected the functions and
Ttelated interest of the registered trademark PARXER for which
defendant Shriro was an exclusive licensee.

‘The regult is that since Parker products ixnpdrted by plaintiff are

of identical quality with those imported by defendant, there is no
danger of deception of origin or confusion of quality taking place
in the public, nor is there any danger of the good will and other

business interest of the trademark owner Park.er Pen Co. being
impaired.

The court reflected on whether the It'fadén'xa‘r'k‘ PARKER oymbolized
good will on the part of the Parker Co. or good will on the part of
the exclusive licensee.

The result is that dei’cndant's good will in buaineaa as the exclusive
licensee and the world reputation of Parker products formed by .
the Parker Co. combine to form one and the same good will that

is inseparable from each other,

Accordingly, since the Parker Co. good will in business is not

"impaired by plamt;ff N.M.C.'s hnportation and sale of genuine .

Parker products, although defendant’s monopolistic control over
the Japanese market is threatend, it follows that deiend_ant'l good
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(6} The Court's conclusion was as follows:

conditiona.

will is not imipaired either, Furthecmore, the approval of parallel
importation of genuine products by third parties will give rise to

fair and free competition in price and service and 80 on in the
domestic market, thus bringing about such positive advantages as

an improvement in international trade and industries in addition to
bringing about benefits to consumers, eventually serving the purpose
-of Trademark Law,

v

Plaintiﬁ'n act of impbn and sale of genuine Parker products cannot
~ be construed as conflicting with the purpose of the Trademark
syatem. ) :

The threat to defendant's exclusive control over the Japaneae market
does not provide a substantial reason for condermnning plaintiff's
importation and sale. In the light of trademark protection, plaintiff's
act of importation and sale of genuine Parker products lacks illegality,
and does not constitute any infringement of right. ' '

(7) . Defendant Shriro appecaled to the Osaka Higher Court from this decision,
However, the exclusive license contract between Shriro and Parker
' Co, was cancelied later by Parker Co., accordingly the Osaka Higher
Court over ruled the original decision on the ground that defendant
did not hold an exclusive right of use of the trademark in question.

This case, as I have said previously, ia quite a significant case
and conqideréd%reak:hrough in allowing. parallel importation of
genuine goods on the basis of the substance of protection for trade=
marks. It is also an interesting case as a"example showing that
plaintiff through ite painful and strenucus efforts, despite its initial
failure, f{inally achieved success.

CASE 5:

'FINANCE MINISTRY'S NOTICE ON PETITION FOR IMPORT
INJUNCTION ON GENUINE GOODS |

" (NOTICE No. 1443, issued 25 Aug., 1972 effective 1 Oct., 1972)

The series of cases I mentioned today culminate in this case 5 which
is not really & judiciary precedent though. -

Japan's Customs Tariff Law, Art. 21 specifies that goods infringing
a patent right, a trademark right and so on fall under an import embargo.

Juet over a year 'a'go the Fihahcq Ministry issued a Notice by which
it lifted the embargo on the importation of genuine goods under certain
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The main purport of the MNotice is as follows:

(1)  When either a foreign manufacturer and trademark owner in Japan
are one and the same enterprise or are in such a special relation
to each other as to be deerned ae one and the same

(2) Where goods to be imported and sold either by a trademark owner
er its exclusive licensee, respectively, in Japan and those to be
imported and soid by & third party bear the asame trademark and |
are of same quality. .

. Provided that these two conditions are satisfied, the .parallel
importation of genuine goods does not constitute a trademark infringe-
ment, B0 the goods are not subject to an embargo injunction at customs.

This Finance Mi.ni-try 8 Notica is an epoch making administrative
measure.

Becauee, hitherto on the basis of the Customs Tariff Law a trade-
mark owner or its exclusive licensee could ban the parallel] importation
of genuine goods as well as gpurious goods by a t.hird party by submitting
to customs a petition demanding injunction.

Custormns used to take the position that importation of goods falling
under a trademark as apecifxed by Customs Tariff Law Arxt, 21 was not
pe:nmtted. uniess a letter of consent was submitted. -

Accordingly it followsn that ‘with the cnforcement of this Notice the
Finance Ministry is poing to free the importation of those goods that it
had previously ﬂnbargoed because of trademark infringement..

Why did the Fmance Ministry take such a measure,

Firatly, the Osaka District Court's decision a8 referred to in Case

4 was obviously instrumental in influencing the Finance Ministry to isaue
this notice. Secondly, the Finance Minietry reportedly attributea one
of the reasons why the prices of imported goods do not drop deapite the
up~valuation of yen to tlie monopolistic import by d.iltnbutorn with an
exclusive licensee's right.
: According to this Notice, the parallel importation by a third party

of genuine goods of different quality is still forbidden as it used to be. -

However, there is the opinion that even in auch a case, if the quality
or the martket to which the goods are inteanded is indicated on goods, free
parallel importation wxn not at all impair the purpose of protection for
trademarks.

Actually. based on such an opinion, the Fair Trade Commission
announced Anti-monopoly Act Guidelines for Sole Import Distributorship
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etc. -in which it regarded the act of unduly hindering parallel importation
of genuine goods as tending to’ constitute uniair business practices.
However, many distributors who are now unable to ban parallel
importation by a third party of genuine goods due to this measure of the
Finance Ministry sue to determine the legitimacy of customs' measure
due to this Notice, although consumers doubtlessly welcompe with applause
this Notice enabling thern to get genuine goods either of identical or dif-
ferent quality for cheaper prices than they would otherwise kave to pay.

GONCLUSION:
1 have just reviewed the Ja.panésa judicial and administrative positions

taken during the course of five cases, and hope they will be of some use to
you. ' ’ S




.-FRAN.C.t‘I-I..IfSE SYSTEM AND JAPANESE Laws (oM 1IN
' T Fud'ﬁuafo

In Japan, Franchise Systém has . recently made a;rapid pfpg:ésé,

but laws, acts andfor regulati_ons concerning i‘ranchising;_ has

\J}L(—
not yet come to be wall -establlshed . We refer to and comment
o Tagwm MAY $Trc L/J

on the related laws now in force, although unsolved Eox

m a.nd pendil_'ng..
“Aue Pubrication
According o Franchise Distributiorx

Mr. E.H. Lewis and Mr. R.S. Hancock, "Franchise Distribution .
- IN Wi

Bysten" is defined as being an agreement r~& franchiser who

developed a certain pattern dr_ formla in réla{ibn to the -spe-'

¢ific undertaking gives the righi {to carry 611---'1:1_\@ undertaking

to a franchisee under:the.condition that the franchisee yieldgp

to the .eabwin pattern already set . up. by the franchiser,

: — RCUTEXT, Y
In '-sﬂ-a—m_above there has existed "Franch:.se System"

' CAVED fﬂ/
in- Japan slnce old t1mes,-nmd Iemoto-seldo epresentation
ESTabushe) . HANDED Jowl/_Seusoes o
system} which has been set=mp ahd T (flower. arrange-
ment (Kado in Japanese}- and tea ceremony ( Sado) ...
— I® THE)
However, it is s only Tecent years that anchise Sys,tem)which

such well-known compenigs as .}Xacdpxi'alrﬁ_}"s and Kentucky Fried .




Tné-
Ch:.cken have now adopted 1n(‘é}rcu1at1ng fleld}has found its

g t
: way iMapar(‘!%fnarkahl& that is to sayjFranchise Systeml‘(n the
- urveR W
form. certa:.n package is sold from ,ranchisar to&ran-
' n dc - i_t!.
ch:.see, wimeeh package inclquoducts, service, traifing of

1 et QIES) . AS WELL &
employeesw-/salea promotion the right te

sell products and service under a tradename and service mark,

e/ *&;ﬁﬂﬂﬁu for f?
franchisee (Fssume responsibility & paying chise

fee and royalties based on profits rising from the sale of

products and service.

Therefore. investxgation of franchise and the relnted laws f;\r Has

MavE Moery [Aohees
not yet,and e laws with the object of regulat-

ing franch:.sefﬁike}i‘ranch:se Investment Law that was set up

HME Besd - EMdacnip)
in California, U.S.A. in 19?0) "not yet n Japan.
However, m-, Franch:.se System! has mMﬂDP
. 10 TOPAN G e o
great stridesf and thus)ﬁit and demerit of franchisesand TdAs

‘ : : PARE PROEEEm s Eﬂut, IHERBOS It ¢
protection of” franchisee{ ra Tod oo it

by people concerned,

MeeD

In response to Mmma. a commercial promotion law

for the medium and small trader which ié aimed?-at p'romotiﬁg

Pracs
smaller enterpr:ses, was 2erid before the Diet by the Japanese




———
Government and passed threwgh on August 31, 1973. The law is

expected to become effective from September 29, 1973,
We quote the following article from the law.

. A Tae .
“When wueh clause that {Franchisee is allowed to use the fran-
chiser's trademark, trade name and other indication and in turn

zhall pay an affiliation fee, guaranty money and others to

»r:y
franchisger, is provided in & franchise agreement by franchiser,

d?,/ SGMIT, E—“?f")i""":")
then(franchiser is compelled to ss?re’gapers asentbioning abead.

—_—
the follwoing items to the would-be franchisee bw—explmim—and,

¢ THE g.ﬂ-‘/ - P
iffranchiser fails to do so ,.Nfranchisee is able to advise Tee
| VBT -
 franchiser to gscn*’@he papers and explain in detailg.™
“The 1TEMS  PrE-
1) An affiliation fee and guarantee fee and others levied
on Iranchisee, in going into a franchise agreement.
o
2) The sales condition#hf a package from{franchiser to {ye -
franchisee.
3) The technical guidance of the managenent .
4) The trademark and tradename and other indicétion.

5) The term, renewal and c¢ancellation of a coniract.

In entering into an ﬁgreement, it is a matter of course that we,

VoT cedsrpmch

have to provide the above itews in an égreemen$ and is thouasht
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ECESSay o

r i to provide ‘the above items in laws,
“Tun MO — A

but we seelsSuch a simple i is ngt often fobserved by the

corncerned partigs.
As éanchisee is often forced to sign an agreement® unfairly
without obtaining eriough time to investigate the contents of

the agreement carefully in advance, the Japanese Government }-U\J‘

rT
14/ )
forces {Iranchiser to disclose the contents of the agreement

‘ o Tuis o o
in advance. - ‘m“ls/ the first time that Japanese laws have
intervened in the Japaneése Franchise System, which is of great
significance.-

As laws relating to“Franchise System, we can point out the

—
Trademark Law)’sﬁ the UnfTair Competition.Law and the Anti-

... OIRET FR2 .
Trust Law, Wuﬁm_%al preonotion law for the medium

and small trader.

WHILE Both the Trademark Law and the Unfair Competition Law have

something to do with Franchise System, st the Anti-Trust Law
PaeTcvipe, o . “THe, o
is |t ough't‘ to be very closely related toVFranchise Sydten,.

: o LA BEka ’ . OF .
In Japan, there - only a few Cases sient franchises-infringe}ﬂ()
or/

addih the Anti-Trust Laws, and the Japanese Fair Trade Committee

Lupmopes. (WESTEMN  Tos:

¢ alse %
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F*’P- “The ? futuré@tm-—

. . P‘?a-r-w : .
¥hether or not cases infringe¢ with the Anti-Trust Lawv /§

o6 TUE, ' Basiy 5© _Tus
—elrewdd—be~decide case—by/case(ﬁ/ it is difficult te discuss
A WITgo T HECUSSIn, A ACTVAL
this as Adee general matter? 3 casqghz-

—d LT .

: PCTs  Wiich  pre
The Anti-Trust Law prchibits g in danger of

preventing e fair competitiorgmﬁe Japanese Faif Tradel
Committiee de;ignate .mﬁmthe following
essentia.l items; HS Ullf"?!.li Trade D. |
1) To deal with a competi:;pr (a fellow tradez;) in an
unfair and discriminate manner.’

2) To transéct with others with unbalanced value to value.
5 1o SONONT, Bvsingss WHick WD BIND
o

the competitor's enterprise activityy (j;_i'fmﬂ,_\(é
4) To deal with a competitor by making use of his own

position in transaction.

. ‘ - HAs)
Therefore, the franchise agreement stipulated above {%Jhe

. op). AR A LA
poesibility of infringing weebh the Anti-Trust La\) we should

© o — . ©, .
be careful «f not to infringe wi

Either way, in future, laws concerning franchise will be enacted

one after another in Japan.
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Comm=f 1S

_CﬁMMON LAW AND STATE TRADEMARKS IN THE UNITED - STATES

Clarence R« ?atty. Jr.

. The principal subject of this paper was suggested by the Japanese Group, who
asked 1f” the American Group might present a discussion as to "Eintragungsgrundsatz”

(appropriation de la marque par le depot) and "Bemutzungsprinzip" (appropriation de

la warque par 1l'usage) in U.S.A. [appropriation of marks by registration'and ap~
propriation of marks.by usage in U.S8.A.]). The discﬁssion of State Trademarks was
prompted at the suggestion of the American Group who felt that our Japanese
friends might have at least a philosophical interest in that subject.

There is an old sa&ing——and I must confess that I have no notion as to where
it originated-—~that goes something like this "all generalizations*have an element
of untruth, including, probably, even this one." Having thus cautioned you, I wili
. begin with the generalization that all substantive rights in trademarks in the
Pnited States are acquired by usage; then, somewhere further down the lipe, I will
refer te two sitvations which, in my view, represenf.the most notable exceptions
to this generalization. '

It is not a purpese of this paper, iIndeed the available time would not permit
it, to trace the development of United States Trademerk Law Hhich; like practically
all of Daited States jurisprudence, was developed by the courts as Teo ‘{aw"
long before_any ;rademark statutes were adopted by our Congress. If j;u af;«in-
terested iﬁ that/history, I think I can do no better than refer you to an article
‘entitled "TRADEMARKS ~ THETR FARLY HISTORY", by Benjamin G. Paster, published in
THE TRADEMARK REPORTER, Volume 59, Number 8, August, 1969. I believe that reprints
of this article are avallable, in at least limited quantities, from The United
States Tradémark Asgociation, 6 East 45th Street, New York, New York 10017.

Suffice it to say that, as developed at common léw, the courts récognized a
'property'righf in the existence of a relationship between 2 mark applied to goods
and the source of origin of those'gopas. Once recognizing the existence of such a
propert&-right, it was the ver& natnferof “common law” to protect thas property
right. Thus, without benefit of any statutes on the subject, early coufts first
in England and later in the United States, applied common law principles tﬁ enjoin
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and otherwise punish those who would trade upon ‘the reputation established by the
first user. uf a trademark.i

Cne of the first thiugs that should be understood in comparing the rights of
trademark owners under the United States "first user" philosophy with those of
owners in "first registrant_ jurisdictions is that under the former philosophy, a
trademark cwner need not evsn take advantage of such registration procedures as
may be available to him in prdér to have the courts recognize his ownership of a
mark and grant relief for infringement thereof. Indeed, he may even rely upon his
unregistered ownership to preclude registration of the same or & confusingly
gimilar mark by a subseqdent user who may attempt such registration. In contrast,
gince registration is a prsrequisite to ownership in "first registrant" jurisdic-
tions, the trademark owner must usually lock to the statute in determining the full

body of his rights and remedies in relation to his trademark.

Since the first user of a trademark in the United States owns his mark under
our common law heritage, and may have relief against infringers thereof, whether or
not he registers the mark, one may wonder why we need trademark tegistration
legislation such as the Lanham Act. One may also question why, évaﬁ aftsr the en-
actment of such 1egis1atiou, one should go to the trouble and expense of register-
ing a trademark in view of the fact that, as a prérequisite to registration, he must
prove, at least prima facig; that he already owns the trademark as a result of
actual use thereof, .

A study of the Act, however; will reveal that whereas it may oniy coﬁfirm or
codify, rather than actually bestow substantive rights, it offers the trademark
owner definite procedural benefits not available to him at common 1aw. For
example, Section 7(b) of the Lanham Act provides that a certificate of registration
on the principal reglster establishes prima facie "the valldity .of the registratibn,
registrant s ownership of the mark, and of registrant s exclusive right tc use the
mark in commerce in connection with the goods or services specified in the certifi-
cate, subject to any conditions and limitations stated therein" (15 U.5.C. 1057b).

1 should perhaps explain at this point that the term "commerce™ as usgd_in
the just-quoted passage means all commerce which may lawfully be regulated by

101




Congress under our Constitution. This includes business transactions between per-
sons in different states and between persons in any state and any foreign country

or United States territory.

At common law the owner (and by definition first user) of a trademark might
not prevail agaiﬁst a subsequent user unless he could show that the subsequent user
had actual knowledge of the claimed owner's first use. This might occﬁr. for
instance, where the first user had anm established market only in, say, the New
ﬁngland States, and the subsequent uzer was found to be operating in the South~
western region of the country. But Section 32(1) of the Lanham Act provides that
"any peison whé shall, wifhout the consent of the registrant—-use in commerce any
reproduction, counterfeit, copy, or colorable imitation of a regiétered mark in
connectlion with the sale-——of any goods—-which use is 11kel§ to cause confusion--
shall be liable in a civil actionm by the registrant--." (15 U.S.C. 1114(1)).

Thus, a Lanham Act registration serves as "constructive notice" of the registrant's
prima facie ownership of the registered mark, making actual notice immaterial
_insofar as the right of action against a subsequent user is concerned.

Another procedural advantage, somewhat related to the preceding, is that by
registering his mark under the Lanham Act, the trademark owner assures himself of
the option to decide whether to pursué an infringer in the fede:al courts under
jurisdiction conferred by the Lanham Act, or to rely upon action in an appropriate
sthte court under either his common law trademark rights or a state tfadéﬁark
statute. Absent a Lanham Act registration, the trademark owner would be restricted
to a state court actlion unless there were diversity of citizenship {i.e. unless the
trademark owner and the infringer are residents of different states) and thé trade—
mark owner could, in good faith allege that the matter in controversy had a value
in excess of $10,000. ' ’

I do not intend to emmerate all of the procedural Eenefits which the Zanham
Act provides to United States trademark owners. Rather, By enumerating some of the
more important and obvious procedural provisions of the Act, I wish merely to
demonstrate that while the common law served us well in establishing our trademark
philosophy, enlightened legislation has certainly improved the ability of trademark
owners to protect thelr proprietary interests agalnst encroachment by infringers and

other late-comers.
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Y will turn now briefly to the exceptioné to the generalization with which I
opened this discussion. That'is, I will mention two instances in which, in my ‘
opinion at least,.substantive.rights for United State$ trademark. owners are created
by registration rather than bj first use. Others who. have made a much more in-
tensive study of the Lanham'éct than I can beast of may point to other imstauces,
oT may even take issue with my.view that registration grants substantive rights in
the ‘instances which I will eite. ' . .

First, I should like to refer to Sectiom 44(d} of the Lagham Act (15 U.S.C.
1126{d}), the relevant portion of which I have included in this paper, but which I

shall not present orally.

"An application for registration of a mark undetr sectioms 1, 2,
3, &4, or 23 of this Act filed by a person described in paragraph
{b) of this section who has previously duly filed an application
“for registration of the same mark in one of the countries
described in paragraph (b) shall be accorded the same force and
effect as would be accorded to the same application if filed in.
the United States on the same date on which the application was
first filed in such foreign countryt: Provided, That--

(1) the appiication in the United States is filed within 6
months from the date on which the application was first
filed in the foreign country; :

(2) the applicatioﬁ conforms as nearly as practicable to -
the requirements of this Act, but use in commerce need not
‘be alleged;

(3) the rights acquired by third parties before the date of
the £iling of the first application in the foreign country
shall 1in no way be affected by a registration obtained on an
application filed under this subsection {(d);

(4) nothing in this subsection (d) shall entitle the owner
of a registration granted under this section to sue for acts
comnitted prior to the date on which his mark was registered
in this country unless the registration is based on use in
commerce,"

The effect of the above provision is to permit a foreign applicant whose:
country of ofigin is a pafty to certain internatiomal conventicns to which the
United States is also a party, and who bases his application for a United States
registration on an aﬁplicatioh:first-filed inrsuch coﬁntry“of origin within a
preceding six-month period, to obtain a United States registraticn even though he
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makes no.cléim-to actual use of the trademark in the United Sta:és.' Having thus
obtained a registration, the regisfrant is then‘iﬁ a position to énforce that
registration agaiﬁst_one.who first uses that mark eor a éonfusingly similar mark
in the United States after the date of registratiom but before any actual use by
the registrant. This cleafly is a right which ;ouid:ﬁot exist at common law, and
thus is acquired solely by registratiom. '

The other area in which it appears to me that the Lanham Act has bestowed sub-
stantive rights rEsuiting froﬁ_regist?ation is in relation to Section 7(b) to which
I have referred earlier, Although, as mentioned before, our common law fecognizes
that the first user has the exclusive right to use his trademark, that exclusive
right, at common law, might extend only within a limited geographical area and/or
to those who had-actual knowledge of the prior use. It seems to me that by accord-
ing the certificate 6f_régistration the effect of primé facie evidence of regis-
trant's exclusive right to use the mark in commerce, Sgction 7(b) of the Lanham Act
endows the registrant with substantive rights (i.e. prima facie exclusive ownérship)_
throughout areas_of the United S;afes in which he might not énjoy such rights‘under
counmon law. Note,‘however, that this latter substantive right, while it results
directly from reglstration, 1s indirectly dependent upon the registrant's actual
first use, since the right to registration in the first place is dependent upen a
showing of actual use.

I will say just a few words about State Trademark Statﬁﬁes. I believe you
have all been given a cdpy.of the so-called MODEL STATE TRADEMARE BILL which, as
you will note from its cover sheet was initlally prepared and has been subsequently
amended by The United States Trademark Assoclation. At the present time, the trade-
mark statutes of éhirty-eight states incorporate the substance of this Model Bill.
The other twelve states also have trademark statutes, though they differ somewhat
from the Model Bill. '

With rare exceptions the State Trademark Statutes require the applicant for
registration to indicate the date of. first use in the particular state. Thus,
state-recognized substantive trademark rights of its citizens, just as those en-
titled to registration'and the Lanham Act, are acquired by use rather than by reg-
istration. State.registrations thus serve, generally, as a means for recording and

serving as prima facie evidence of an: already-existing ownership.
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The effect of state trademark registratien varies from qﬁe jurisdiction to
another, and.theré is some doubt whether, in some céses, staﬁe fegistrations offer_
any advantages at all over ﬁere reliance'upoﬂ common law ;ights. 'An excellemt dis-
‘cussion of this subject is tb be found.in a paper_en;itle&_THE EFFECT OF STATE
TRADEMARK REGISTRATION, by Miltom B. Seasonwiné, which was pﬁblished in THE TRADE-.
MARK REPORTER, Volume 61, Number 6, November - December, 1971. A4s in the case of :
another publication that I mentioned earlier, I believe that reprints of this - 1
article are avéilablegrin limitéd quantities, from The United States Trademark

Associatien.

One thing I think I may say without fear of contradiction is that state trade-
mark registrations, even if one should obtain a registration in each state, is ﬁo
substitute for a Lanham Act registratiom. A principal reason for this 48 that a
certificate of state registration does not generally serve as prima facie evidence
of éxclusive tight to use the registered mark even throughout the entire territory
of the state by which the certificate is granted. Thus, in many states, the owner
of a state registration will find himself in no better position with respect to
subsequent users who had no actual knowledge of his pfior usE than he would be in
had he relied solely upon his common law rights. In contrast, as pointed out earlier,
a Lanham Act reglstration serves as constructive notice of the first user-owner's
exclusive right and is effective against subsequent users everywhere within the
area in which Congress may regulate commerce. '

Perhaps the most compelling single reason for‘seeking é state trademark tég;
istration arises in the case of a trademark owner who uses his mark only Vithin the
boundaries of a single state.  Since trade wifhiﬁ a single state is not "commerce”
as heretofore defined. a Lanham Act registration is not available, and thus a state
reglstration may be looked upon &s worthwhile for whatever procedural advantages it

"may offer. ' - ' '

* While State Trademark S:atﬁtes may in geuefél offer lift;e benefit to owneré
of Lanham Act tegistratioﬁé, some of them have a desirasle feature.which has not yet
found its way into Lanham Act revisioms. This is the so~called "antidilution" pro-
vision, for an example of which I refe: you.to Section 12 of the MODEL STATE TRADE-

MARK BILL. In essence, such a provision enables ;he owner of a registration in a
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jurisdiccion where such provision exists to enjoin actions:which detr&ct'from the
distinctive quélity of his registered trademark or otherwise injure his business
reputation associated therewith. It is not necessary for him to prove that such
actions involve actual use of the same or a similar mark om competitcive products

or otherwise meet the tests of infringement.

Thus, & trédemark owner who had both a Lanham Act registration and a state
t#ademark registration might find it advantageous to take action In a state éourt _
based upon his state registration rather than invoking his Lanham Act registration
if there is some doubt as to whether the defendant's objectionable acts are
clearly classifiable as. infringement as that term may be interpreted in that.par-
ticular state.

Any discussion of United States trademark laws must necessarily include a
discussion of registration statutes, and this discussicn has been no exception.
However, it 1is abundantly clear that the basic feature of these laws existed prior
‘to the statutes. Thus, the philosophy of acquisition of trademark rights by usage
rather than by mere registration is deeply engrained in our traditiaﬂ; So éeeply
engrained, in fact, that the reluctance. to change that philosophy is the principal
objection being scunded against Unired States adherence to the recently signed
Trademark Registration Treaty about which Mr. De Simone spoke yesterday. You will
recall that the Treaty would permit a mark to remain on our register and mot subject
to cancellation for nonuse for three years from its priority date.without even an
alleéation of actual use anywhere in the world. The mere thought of even this token
coﬁcessipn to the theory of acquisition of marks by regisfration without use is

frightening to many. I am among them.

By now you ﬁill have observed that this has not been a schélarly treatise or
one based upon extensive legal research with documentation for eéch thought ex-
pressed. It was not intended to be. Rather, it was my thought that the time gvail—
able could best be used by touching upon omrly the more prominent features of the
"first user" trademark philosophy of the United St&tés and its several states and
the réiationship between that philosophy and our trademark statutes, Hopefully,
there may have been a few in the audiénce who kpéw even less about the subject than
I, so that in spite of ﬁhe lack of enterfainment value, some one of you may have
heard something that you d1d not know before.
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REVISION OF U.S. PATENT LA ™/ (s
JOHN R. SHIPHAN

THE UNITED STATES HAS FOR SOME TIME RECOGNIZED THE
DESIRABILITY OF REVISING ITS PATENT LAW. REVISION HAS BEEN
PROPOSED NEARLY EVERY YEAR FOR MANY YEARS BUT AGREEMENT

'COULD NEVER BE REACHED ON EXACTLY HOW TO REVISE IT. IN

PAST MEETINGS OF THIS ASSOCIATION. WE DISCUSSED THE “McCLELLAW
BILL” TO REVISE THE PATENT LAW ~— A “BILL" IN THE UNITED
STATES 1S A PROPOSED LAW PLACED BEFORE OUR CONGRESS FOR

_ CONSIDERATION, THE McCLELLAM BILL WAS DISCUSSED AND DEBATED
AT LENGTH BUT NEVER 60T TO A VOTE BECAUSE EVEN THE GOVERMENT
~ COULD NOT REACH AGREEMENT BETWEEN ITS OWM AGENCIES ON SUCH
THINGS AS RIGHTS TC LICENSE PATENTS WITHOUT VIOLATION OF THE -
ANTI-TRUST LAWS. 1IN PLACE OF THE McCLELLAN BILL. CONSIDERATION .
HAS BEEN GIVEM LATELY TO A "HART BILL” INTRODUCED LAST MARCH.
~ NOW, JUST LAST THURSDAY,. PRESIDENT NIXON SUBMITTED, AT LONG
LAST, A NEW GOVERMMENT SPONSORED BILL PREPARED JOINTLY BY

THE JUSTICE AND COMMERCE DEPARTMENTS. IT WAS INTRODUCED ON
MONDAY BY SENATOR SCOTT. TN MY OPINION THE CLIMATE IS NOW
RIGHT FOR ACTION AND IT IS MY FORECAST THAT WE WILL HAVE A

NEW PATENT LAW BEFORE THE END OF 1874, FOR THE BENEFIT OF

MY AMERICAN FRIENDS. [ HASTEN TC ADMIT I AM NOT ALWAYS CORRECT
IN MY FORECASTS -- I REMEMEER A TIME BACK IN 1956 -- WELL O
MATTER! -
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IT 1S MY INTENTION TODAY — FIRST, TO REVIEW BRIEFLY

THE HIGHLIGHTS OF THE HART BILL, — SECOND. TO COMMENT ON
PUBLIC CONGRESSIONAL HEARINGS HELD ABOUT TWO WEEKS AGO CM
~ CERTAIN ASPECTS OF PATENT LAW -- THIRD, TO ADVISE YOU AS
TO WHAT 1 KNOW OF THE NEW GOVERMMENT BILL AND -- FOURTH,
VENTURE A GUESS AS TO WHAT MAY BE EXPECTED IN A NEW LA,

THE HART BILL INTRODUCED LAST MARCH INCLUDED THE

FOLLOWING SIGNIFICANT PROPOSALS FOR CHANGE_OVER PRESENT LAW.

1,

2,

" .30_

THE PATENT:GFFICE_HOULD NO LONGER BE PART OF THE
DEPARTMENT OF COMMERCE BUT WOULD BE AN IKDEPENDENT

~ AGENCY. THIS IS OF INTEREST PRIMARILY TO AMERICANS
 AND IS PART OF WHAT WE CALL THE "POLITICAL IN-FIGHTING"
TO EXERCISE CONTROL.

A NEW PUBLIC COUNSEL POSITION WOULD BE CREATED HAVING
- RESPONSIBILITY TO INTERVENE AND PARTICIPATE IN ANY

PATENT OFFICE PROCEEDING, IF DE’WED I THE PUBLIC

-~ INTEREST 70 DO SO,

VIA COMMITTEE WOULD BE APPOINTED BY THE PRESIDENT 10
- EVALUATE ON A CONTINUING BASIS THE EFFECTIVENESS OF

THE PATENT SYSTEM,
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4, PRIMARY EXAMINERS WOULD BE GIVEN THE POWER TO SUBPOENA
‘EVIDENCE AND INFORMATION TO ASSIST IN THE DETERMINATION
OF PATENTABILITY BEFORE GRANT OF A PATENT,

5, MAINTENANCE FEES OR ANNUITIES WOULD BE IMPOSED AFTER
4 YEARS STARTING AT NO LESS THAN $1000 PER YEAR AND
INCREASING ANNUALLY AT 253,

6. THE DATE OF INVENTION AND OF REDUCTION TO PRACTICE FOR
EACH CLAIM MUST BE INDICATED IN THE SPECIFICATION
WHICH MUST ALSO INCLUDE ALL KNOW-HOW FOR COMMERCIALLY
PRACTICING THE INVENTION, |

7. ALL KNOWN PRIOR ART MUST BE DISCLOSED WITH THE
~ APPLICATION BY WAY OF A PATENTABILITY BRIEF,

8, APPLICATIONS WOULD BE PUBLISHED PRIOR TO EXAMINATION
PERMITTING THIRD PARTIES TO INTERVENE IN THE EXAMINATION
" (ADVERSARY PROCEEDINGS). |

9. DEFERRED EXAMINATION IS PERMISSIBLE UP TO 5 YEARS WITH
THE LIFE OF THE PATENT BEING 12 YEARS FROM FILING PLUS
THE TIME PERICD OF DEFERMENT,

10, IN ADDITION TO SALARY AN ENPLOYEE INVENTOR IS 0 BE -
PAID A MINIMUM OF 27 OF PROFIT OR SAVINGS TO EMPLOYER,
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I REMIND YOU THAT THIS IS THE HART BILL AND SOME ITEMS
ARE ON THE EXTREME SIDE. BUT INSTEAD OF DISCUSSING THEM.
1 THINK IT MORE FRUITFUL JO REVIEW POINTS MADE AT THE PUBLIC
HEARINGS AND THEN REVIEW THE NEW GOVERNMENT SPONSORED BILL
WHICH WILL PROBABLY RECEIVE PRECEDENCE OVER HART.

THE PUBLIC HEARINGS WERE LIMITED TO ONLY FIVE ASPECTS
OF PROPOSED PATENT LAW REVISION. TESTIMONY AND COMMENTS
WERE GIVEN BY U.S, INDUSTRY ASSOCIATIONS SUCH AS NAM, PATENT
LAW AND BAR ASSOCIATIONS. PRIVATE INDIVIDUALS AND PATENT
OFFICE EMPLOYEES, WIDELY DIFFERENT POINTS OF VIEW NERE
APPARENT -- BUT HERE ARE SOME IMPRESSIONS.

1, ON ADVERSARY PROCEEDINGS. MOST SEEMED TO FAVOR SOME
FORM OF THIRD PARTY PARTICIPATION BUT WITH VARIOUS
* LIMITATIONS. |
2, MOST SEEMED TO OPPOSE THE IDEA OF A PUBLIC COUNSEL ON
THE GROUNDS THAT MANY OF THE USEFUL FUNCTIONS OF SUCH
A POSITION COULD BE EFFECTED BY BETTER ADMINISTRATION,
3, DEFERRED EXAMINATION WAS STRONGLY OPPOSED,

4,  MODEST MAINTENANCE FEES SEEMED ACCEPTABLE BUT NOTHING
 AS GREAT AS IN THE HART BILL, |
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THERE WAS BROAD SUPPORT FOR ELEVATING THE LEVEL GF
THE ‘PATENT OFFICE IN THE GOVERNMENTAL STRUCTURE BUT
THERE WERE DIFFERENCES IN THE BEST WAY,

LET US LOOK: NOW AT THE NEWiGOVERNMENTfsPONSORED BILL.

IT WAS JUST SENT TO CONGRESS AT THE END OF LAST WEEK, IT IS
WELL OVER 200 TYPEWRITTEN PAGES AND I HAVE ONLY READ THROUGH
IT ONCE HURRIEDLY, THEREFORE WHAT 1 WILL SAY IS BASED ONLY
ON QUICK IMPRESSIONS AND NOT ON ANY CAREFUL STUDY. THE

BILL PROVIDES:

THE PATENT OFFICE REMAINS.PART OF THE DEPARTNENT oF
COMMERCE BUT SHALL FUNC1ION'INDEPEHDENTLY'THEREOF
IN EXERCISING ITS ADJUDICATORY FUNCTIONS.

AN ADDITIONAL OFFICER OF THE PATENT OFFICE SHALL BE
APPGINTED TO a) PARTICIPATE IN ANY PROCEEDING WHEN.
REQUESTED BY EXAMINER OR BOARD OF EXAMINERS-IN-CHIEF
AND IT IS APPROPRIATE IN THE PUBLIC INTEREST; B) DEFEND
APPEALS IN THE OFFICE: c) HAVE THE RIGHTS -OF A PARTY
INCLUDING TAKING TESTIMONY AND DEPOSITIONS: p) BRIEFING
ON ARGUING APPEALS TO COURT, -
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5,

ANY PARTY :T0 A PROCEEDING BEFORE THE EXAMINERS- IN-CHIEF

MAY, OR AN EXAMINER-IN-CHIEF HIMSELF MAY, HAVE A SUBPOENA
OR DISCOVERY ORDERS ISSUEM FOR TESTIMONY. EVICENCE.
DEPOSITIONS. OR OTHER INFORMATION AGAINST THE APPLICANT
OR ANY ‘PERSON WHETHER OR NOT A PARTY,,

UPON APPLICATION FROM THE OTHER OFFICER "PUBLIC COUNSEL”

~ A SUBPOENA OR ORDER WILL BE ISSUED TO ANY PERSON TO

APPEAR BEFORE. THE OFFICE TO TESTIFY OR PRODUCE
DOCUMENTS OR TO FILE REPORTS OR ANSWERS TO SPECIFIC

QUESTIONS.

MAINTENANCE FEES OF $1000 AFTER 10TH YEAR ANNIVERSARY

OF FILING AMND $2500 AFTER 1STH YEAR MUST BE PAID UNLESS

PATENTEE FILES A SUFFICIENT STATEMENT THAT INVENTION
IS BEING COMMERCIALIZED OR DILIGENT EFFORTS BEING

MADE TO: CONMERCIALIZE IT.

A DESCRIPTION‘OF THE'INVENTION'ANYWHERE IN THE WORLD

~ IN'OTHER THAN TANGIBLE (TYPEWRITTEN-FILM-PRINTED) FORM
‘SHALL ‘BE A BAR TO A PATENT IF ACCESSIBLE TO U.S. PUBLIC,

TO SKILLED PERSONS -IN-THE-U,S.. OR TO APPLICANT.
NONPURLIC. COMMERCIAL USE BY THIRD PARTY IS NOT A BAR
BUT BY APPLICANT IS A BAR. [IF NOT COMMERCIAL USE,
CONCEALED ACTIVITY MAY STILL BE A BAR BECAUSE OF
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7.

8.

10,

SUPPRESSION OF THE INVENTION, THE DECISION OF IN RE
HILMER IS OVERRULED SC THAT A PATENT APPLICATION
FIRST FILED., BEFORE THE INVENTION NAS MADE BY AN
APPLICANT, SHALL BE A BAR.

AN'APPLICATION MAY BE FILED BY INVENTOR QR ASSIGNEE,
SPECIFICATION MUST CONTAIN A DESCRIPTION OF WHAT IS

KNOWN BY THE INVENTOR, ANY PERSON TO WHOM HE IS UNDER
OBLIGATION TO ASSIGM., AMD THE APPLICANT AS TO MANNER

- OF MAKING AND USING THE INVENTION, FURTHER. AFTER .
- ALLOWANCE THIS INFORMATION MUST BE UPDATED, -

CLAIMS MUST BE DEPENDENT OR MULTIPLE DEPENDENT FORMS
CONTAINING A RECITATION OF THE OLD. FOLLOWED BY "WHEREIN
THE IMPROVEMENT COMPRISES” AND RECITING THE 1NVENTIVE
ELEMENTS AND RELATIONSHIPS

IN ADDITION TO INVENTORS, ASSIGNEES AMY APPLICANTS.
THE ATTORNEYS AND AGENTS HAVE A STRONGLY EXPRESSED
DUTY OF CANDOR AND GOOD FAITH TO MAKE REASONABLE

- INQUIRY FOR INFORMATION WHICH MIGHT AFFECT THE PATENT

OFFICE DECTSION. OR BE NECESSARY TO AVOID MISLEADING

B THE UFFICE.- .
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14,

.SUCH_INFORMATION AS PRIOR ART QR INFORMATION MORE

PERTINENT THAN CITED BY THE EXAMINER: INFORMATION
RELATING TO SALE OR NONLABORATORY USE MORE THAN 1
YEAR PRIOR TO FILING WHETHER BELIEVED TO BE A BAR

OR NOT: INFORMATIOM TENDING TC CONTRADICT ANY
REPRESENTATION MADE TO THE OFFICE, APPLICANT FILE
OATH WITH FILING AND STATEMENT AFTER ALLOWANCE. ALL

'PAPERS SIGNED BY ATTORMEY DEEMED AN AFFIRMATION OF

COMPLIANCE, E - :

AN APPLICANT MAY REQUEST PUBLICATION OF APPLICATION
AT AMY TIME. ON PUBLICATION MAY DECLARE ABANDONED.
SUCH PUBLISHED APPLICATION MAY BE USED IN PRIORITY
CONTEST EVEN THOUGH ABANDONED, |

A MEMORANDUM OF PATENTABILITY MUST-BE FILED WITH _
APPLICATION CITING PRIOR ART AND REASONS FOR ALLOWANCE
OVER CITED ART.

EXAMINER MAY REQUIRE EMPIRICAL DATA SUPPORT FOR ANY
STATEMENT OF FACT, : '

APPEALS TO BOARD CONSIDER PATENTABILITY DE NOVQ AND
MAY REJECT CLAIM PREVIOUSLY ALLOWED. PRIMARY SUBMITS
LEGAL OPINIONM, PUBLIC COUNSEL SUBMITS BRIEFS AND ORAL
ARGUMENT ,
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E15; AFTER ALLOWANCE APPLICATION IS PUBLISHED THEN ANY

THIRD PARTY MAY

D SUBMIT ART AND STATtMENT OF ITS RELEVANCE
- TO THE APPLICATION WHEREUPON A DIFFERENT

EXAMINER WILL REVIEW WITH THIRD PARTY NOT
PARTICIPATING AND HIS IDENTITY A SECRET: GR

“B)  FILE AN OPPOSITION AND PARTICIPATE IN FILING
BRIEFS. ORAL ARGUMENTS. TAKING DEPOSITIONS,
DISCOVERY AND PRESENT TESTIMONY AND CROSS-
EXAMINE WITNESSES WHERE OTHER THAN TANGIBLE
EVIDENCE IS RELIED UPON.

6 INVOLVED IN A PRIORITY OF INVENTION PROCEEDING.

THE TERM OF A PATENT EXTENDED BY TIME OF PROCEEDING,
17. TERM OF PATENT -- 20 YEARS FROM FILING

18, MAY HAVE PATENT ISSUE ON ALLOWED CLAINS WHEN BEING
EXAMINED BY TWO EXAMINERS AND ONE FINISHES FIRST OR
WHEN THERE IS A PRIORITY PROCEEDING NOT INVOLVING THOSE
CLAINS OR WHEN APPEALING DISALLOWED CLAIMS IF APPLICANT
OPENING HIS APPLICATION TO OPPOSITION PROCEEDINGS: -
A SUPPLEMENTAL CERTIFICATE WILL BE ISSUED LATER.
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19,  DISPUTES ON VALIDITY AND INFRIMGEMENT MAY BE ARBITRATED
BUT FILE MADE PUBLIC WITH PROTECTION FOR TRADE SECRETS.

20, PRODUCTS MANUFACTURED ABROAD BY A U.S. PATENTED PROCESS
WILL BE AN INFRINGEMENT WHEN INPORTED INTO U.S. ON AN
EXCLUSIVE MARKETING ARRANGEMENT.

21,  REASUNABLE ROYALTIES MAY BE COLLECTED DURING OPPOSI (10N
PROCEEDING AND UPON ACTUAL NOTICE TO USER OF INVENTION,

22, ASSIGNER MAY ASSERT INVALIDITY IF RESCINDS ASSIGNMENT
© AND REPAYS ASSIGNEE. LICENSE IS LIABLE FOR ROYALTY
PRIOR TO ASSERTION OF INVALIDITY,

23, THIS LAW NGT TO BE CONSTRUED TO PREEMPT STATE LAW
OF TRADE SECRETS. )

-~ GUESS A LAW SIMILAR TO THIS WILL PASS BY END OF 1974. --

-~ COMMENTS ON EFFEET ON CGRPORATE PATENT DEPARTMENTS. -~ -

October 1, 1973
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October 3, 1973 :

Japanese Group, Committee #2;

Chairman: Koichi YOKOYA -
MAY LICENSEE CF KNOW-HOW USE IT
AFTER TERMINATION OF AGREEMENT? .

Committee No. 2
Japanese Group of PIPA

Among many problems'whiéh ve encounter with in drafting and
interpreting'agreements‘with respect to transfer of fechnology, I
am going to discuss about whether a licensee of know-how may use
it after termination of the license agreement. In case of patent
license agreement, it is obvious that the licensee may not use
the licensed patent after the termination of the agreement. Can
the same thing be said to the know-how license agreement? The answer
to that question must be seeked for after clarifying the definition
of know~-how and recognizing the difference between patent and know-
how. If there is an express provision in the agreement as to whether
the licensee may or may not use know-how after'the termination of
agreement, it will be binding upon the pérties.' Our experience,
however, has showed there are many know-how license agreements which
have no such express provision. In the case where .no such provision
1s incorporateh:in the agreement, may the licensee use the know-how
after the termination of. the agreements? This is what I am going
to discuss today. Even in the case where nc such p:ovision is found

in the agreement, some other provisions, such as payment, secrecy or . §
return of know-how, will oecasionally give us some implication about i
this issue. My discussion, however, will not refer o such matters.

Firstly I must show four representative arguments by the Japanese :
experts each of which SUPPORTS the use of know-how by a licensee after %
termination of the license agreement without paying any consideration §
to the licensor. Each such argument will be followed by my comment -
orr it. i i

1. "LICENSE_OF-KNOWrHOHcISCIN'SUB$£AMHE NOTHING BUT ASSIGNMENT OF .
KNOW-HOW, " S O .
Many reasons have béen raised to~supp6rt this argument, nore of
which, however, tell us the reason why we can deny the freedom

117




of a know-how holder to elect not to assign but license the know-
how. It may well be said that it is almost impossibla to cause
any licensee to forget any know-how cnce lmown to him. But
knowledge of know-how and the right to use it are two different
things.

2, “LICENSEE OF KNOW-HOW 1S DEEMED TO HAVE THE SAME POSITION WITH
THE THIRD PARTIES AFTER TERMINATION OF THE LICENSE AGREEMSNT AND
~ KNOW-HOW IS NOT ENDOWED WITH ANY RIGHT TC EXCLUDE THE THIRD
PARTY'S USE AS IS CONFERRED UPON PATENT."
This argument is not so pursuasive, Even after the termingtion -
of k:uow-how license agreement, we cannot identify the licensee
with the third party, because the licensee has been disclosed
know-how under the agreement while the third party has not.

3. "IF USE OF KNOW-HOW BY LICENSEE AFTER TERMINATION OF AGREEMENT
'WERE PROHIBITED, PLANTS AND EQIPMENTS ALREADY INSTALLED FOR USE
oF KNOW—FOW WOUTD BE WASTWD AND SUCH RESULT IS UNREASONABJE "

This argument ‘is out of question. Even in case of patent
licensin.g,. wheré use of patented invention after termination of’
license is prohibited, plants and equipments will also be wasted.
Furtler this argument will not show any definite solution in
such -situation as no speecial plant or equ:l.pment are required to
utlllze the know-how. .

k., "KNOW-HOW HAS BEEN EXHAUSTED BY PAYMENT OF CONSIDERATION BY
LICENSEE DURING THE LICENSE AGREEMENT.®"
This argument is nearly the same with the affirmative arguampent
Item 1 above, I have no further comment than those mentioned
above as to the said argument Item 1. -

Secondly T must show the argument which DENIES the use of
know-how by the licensee after termination of the license agreement.
This argument DISTINGUISI—IESASSIGM'MENT OF KNOW-HOW FROM LICENSE OF IT.
According to this argument, (1) IN CASE OF ASSIGNMENT OF KNOW-HOW,
ALL THE RIGHTS AND INTERESTS IN AND TC THE KNOW-HOW SHALL PASS FROM
THE ASSIGNOR TO THE ASSIGCNEE, AND ASSIGNOR LOSES THE RIGHT TO USE




THE KNOW-HOW UPON ASSIGNMENL, and (2} IN CASE OF LICENSE OF KNOW-
How, THE KNOW-HOW REMAINS TO BE PROPERTY OF THE LICENSCOR AND THE
RIGHT TO USE THE SAME SHALL BE GRANTED TO THE LICENSEE, AND THEREFORE
THE LICENSEE OF THE KNOW-HOW HAI ot USE THE SAMB AFTER THE TERMINA-
TION OF THE LICENSE AGREEMENT.

Such an argument may be applicable when we are going to explain the
difference between assignment and license (or lease) of patent (or
tangible goods). Know-how, however, has no such exelusive right

in it as is given to patent (or tangible goods), and ‘this argument
does not e¢larify such difference of nature between know-how and
patent (or tangible goods).

As I mentloned above, there is no reliable opinions in Japan
with respect to the issue of my discussion, and I must say that
no Japanese court has ever passed any decision about that,
I know, of course, the decision given in Paintonr VS. Bourns (309F.
Supp. 271 (S8.D.N.¥. 1970)) which allowed the plaintiff, a kmow-how
license to use the know-how after termination of license agresment.
But I think the judge depended tco much on the decision given to
Lear VS. Adkins (395 U.S. 653 (1969)) which laid stress on the
federal patent or public policy of the United States of America.
Even if the saidgdecision of Painton VS. Bourns were correct; we
could not expeet' a decision to the same effect to be given in Japan
where no federal system is adopted. '

_ I asked the Fair Trade Commission of Japan whether the prohibition
of use of know-how after termination of license agreement constitutes
the violation of the Japahese anti-moncpoly laws, The Commission
‘answered that no. such prohibition will violate the- anti-monopoly

laws insofar as the know-how so pronibited to be used remains secret
even after tdrmination of agreement and that whether the use of know-
'how after termination of agreement may be allowed or not is a matter
to be agreed between the parties concerned

. The issue of my discussion was debated earnéstly at the meeting
of Committee No. 2 of PIPA Japanese Group and all the attendants
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showed their keen interests in the issue. Unfortunately, however,
no pursuasive reason has been found either for or agalnst the use
of lmow-how by licensee after termination of agreement. But I must.
‘say that a majority of the members of the Japanese Committee No. 2
have supported the use of know-how after termination of agreement.

Pending establishment of any definite solution about this issue,
we must solve it ourselves by incorporatigngin know-how license
agreements some provisions on a case-by-case basis and in doing.
so must see to it that the interests of both licensor and licensee
will be well balanced. The following is an example of such provisions.

'®(1) After the expiration or the termination of the Agreement,
the License may use any of the Technical Information suppiiled to it
byrthe Licensor hereunder without any payment to the Licemsor.

{2} Anything herein stipulated to the contrary notwilthstanding,
upon termination of this Agreement by the Liceamsor in case of any
default of the Licensee Hereunder, all the rights and liecense of
the Licensee to use the Technical Information shall cease and the
Licensee shall not use the same thereaftsr, provided, however, that
the Licensee may use the same for the completion of the semi-finished
Preduects on its hand at the termination and for the fulfillment of
the outstanding orders for the Products received before the termina-
tion both subject to the royalty paymemt to the Licensor. :

(3) Nothing herein contained shall be deemed to denmy the rights
of the Licensee‘to use the Technical Information, without aﬁy payment
to the Licenégs, in order to repalr, or to manufacture any replacement
parts for, the Products whieh have been sold to its customers and on
which royalty has been paid to the Licensor.™

" We, all membe&s of the Japanese Cbmmitteelﬂo. 2 are eager to hear
the opinions of the corresponding Committee of U.S. Group about the
issue discussed above. Thank you.




RIGIT OF-LICENSEE TO USE KNQOW-HQW AFTZR TERMINATION OF

LICENSE AGREEMENT WHEN LICENSE WAS FOR PATENT AND XNQW-HOW

General Considegations and Definii

For purposes of this discussion!
used as a generic term to describe all int
that is pon-statutory. The rights to stati ?QXﬁf}AJ ¥:ERf9€3Uh
property are defined domestically and inte:z iy WF
patent, trademark and- copyriqht laws.

Know-how may be tangible or intangible, patentable
or unpatentable, secret (trade secret) or something -less
than secret, i.a., subject matter,'the relative appreciation
of vhich is limited to the self-styled proprietax. In fact,
know-how can only be evaluated by comparision of the state
of the art before and after its disclosure.

The rights incident to the possession of know—how
may be further characterized by comparison with the rights
of a patentee. In the case of a patent, the term of exclu-
sivity, the territorf where exclusivity is recognized, and the
precise i@éntity of the proprietary subﬁect matter are all
well-defined. Alse, the transfer of the rights under a patent
by out right sale or by the granting of exclusive or non-
exclusije licenseﬁ is snfficientl§ well-defined to enabla

' :easonably'éertain predictioné of legality. Know-how, howeve%:

1L}censing in Foreign &nd Domestic Operations, Lawrence J.

Eckstrom; Vol. 1, Clark Boardman Company, Ltd., Naw !ork,
Rew York (Revised Third:Edition, 1973).

Practxal Patent chens:ag Albert J. Davis, Jr., ed.,

Vol. II, Practising Law Institute, New York, New Yozk.

3Trade Secrets, Roger M. Milgrim, Mathew Bender, New York,

Rew York (1973}.
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. ) 1_..) ._ .Kas. -_n'o_: _'cer‘l'..ail.i, st:ahle lega.lstatus,ana in

- fact.thé rights relative to the transfer of'kﬁoﬁ:ﬁd§°cdrfently
appéar to be undergoing a dramatic redefinition in the courts.
{(More anon.}. N f. ) : N '

| 2.) Has no specific subiect,matter.dpﬁinition;

nor does it have specific territorial limits.

3.) EHas no definite ternm ovér which royalties
may be collected. (Centrally involved in the definition of
the royalty-collectahlé-know-how term is a tension between
‘contract ;aw and equitable principles on-the one hand and *
federal supremacy of patent and federal antitrust laws on
the other, Thus it cannot be said with certainﬁy today
that the know-how term is purely a matter of agreement by the
'parties to .a contract, or that tha term is gauged solely by
the useful (and possibly secret) life of the know-how. This
is particularly true where patent and related know-how are
wrapped in the same transaction.] ‘

4.) By analogy to patent law, know=how cannot be
'infringed'. It can, however, by misappropriated; and until
recently, healthy remedies founded in. equity, contxact. law,
.and state unfair trade prictice law were unquestionally .
available to the aggrieved (here,'tha disclosing licensor
of . know=how) . _ . _ §

" 5.) As a practical maﬁter, once disseminated by
transfer to a second party, kmow-how cannot be recovered.

ﬁhile know-how license agreemants frequently contain 'snap-
back* clauses; the attempted retrieval ;S-Bgst likened to -

_returning an egg to its shell. Injunctive ralief to restrain
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the defaulting licensee from using or disclqsigg“the:quw-how
being the only remedy, and, in view of.ragent_défélqéments_,
in case law, this remedy may have been seve:ely Weakened.

The title. query is topical, for today it is:
estimated that iew l;cgnse agreemen;s_;; the‘domestlg;anﬁiu.
—foreign fields are straight patent licenses. 2a£§nt.ané
related know-how are transferred inagnit package; albaxt &
divisibla package in view of well*recogn;zed antitrust
proscriptions should the licensee opt for xnle;dual gatents
or separate know-how. In fact, the licensor’s drafter wlll_.'
always want to include know-how to prevent a failure of
consideration should the underlying patent be held invalid!
thus insuring that some measure of royalty will coatinue

for the valuable know-how consideration.

beveioning Case Law

Stated another way to give a better slant on the
problem, the title query might read: ' |
What post-tarmxnation ﬁneasured by the patent term)
rights (hacked-up by injunctxve and damnges redrass)
does the 11censor of patents and know-hnw have
. relativg to_qontinued {but on a difte:ent schedule)
know-hoﬁ roynlties, or to tecover.know-how? '
Knowing that the license agreement will be viewed -
Erimarilz as a patent license tnless otherwisé #afranted‘,
the answer to the above query, until_recéntly,'wqula be that

‘Rocform Corporation ¥. Acitelli-Standard Concrete Wall. Inc.;

143 UsSPQ 405, .-




-thebtatﬁé éfrthéfiicenée.éonttact control.> [0f course,
'this answer is bottomed on the provision that the license
_contractfwaé not 'a bald attempt to exact the same terms
and conditions for the period afiter the patents had expired
.as they do for the monopoly period[,6 and provided that

other anti-competitive patent misuse practices are abéent.1'8]

_5See for example, 178 F. Supp. 655, the famous Listerine case,
wherein the court upheld a 'know-how' license agreement

made in 1881 for royalty payments based the continued-
manufacture and sale of Listerine . even though the secret
know-how (the formula for Listerine) had fallen into the!
public domain through no fault of the licensor on his assigns.
The court held at page 666: o : g T

One who acquires a trade secret or secret
formula takes its subject to the risk that
there be a disclosure, The inventor makes no
representation that the secret is non-discov~
erable. 'All the inventor does is convey the
knowledge of the formula or process which is
unknown to the purchaser and which is so far
as both parties then know is unknown to any

- one else. The terms upon which thev contract
with refsrence o tnlis subject matter are
purely up to them and are- coverned by what
the contract they enter inte provides.

“ {Emphasis supplied.] L

6Bruloti:a, at al. v. Thyi Company: 143 USPQ 264.

7chtt Papper Co. v. Marcalus cb.; 67 USFQ 193, 196.

Exx any attempted reservation or continuation

- in the patentee or those claiming under him of
the patent mopnopely, after the patent expires,
whatever the legal device employed, runs counter
to the policy and purpese of the patent laws.

3Automatic Radio Co. v. Hazeltine; 85 USPQ 378.
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Thus, if the license agreement is silent, the
licensor retains no post-termination riéhts to the know-how.
This is the usuval result, for even though the license may
contain a clause fbr the return by the licensee of all
taﬂgiblé know-héw on‘termination. the know-how royalty is
usually caleulated as a single, initial payment, or as
insﬁallmant payments on a sum certain.

Tt is when the license either 1.) provides for
post-termination know-how royalties (or any post-termirnation
superior right in the licensor), or 2.) irrespective of term,
the license provides for royalties on know-how which has
fallen into the public domain, that-problems are encountered
because the-license has entered inteo an area of upheaval in
the law making prediction of legality uncertain.

The upheaval may be traced to three decisions

of the Cupreme Court: Sears, Roebuck & Co. v. Stiffel ¢o.?

("Sears”); Compco Corporation v, Day-Brite Lighting, J_:nc.l0
™Compeco}; and Lear v. Adkinsll {"Lear®). In Sears and .
Compco it wvas held that state laws prohibitiné the copying
of articles nok protected by valid patents ox cdpyrights but
offered for public sale were inconsistent with the federal
patent and copyright laws. Seaxs and Compco really only
set the climate for the problems hefe considered and axe
not ﬁrﬁly apposite thereto, for the Illinois law of unfair
competition invalidated in Sears and Compco conferred a
monopoly against copying an article otherwise in the public

domain; a monopoly gogd against non-contractors just as a .

9376 U.S. 225 (1964}.

10376 v.s. 234 (1964},

11395 v.5. 653 (2969).




patent or copyright would have 5een. An_agrégmént_liqeq§ing
know—how is.an altogether different matter. ;g_bigds nq_..
éne except the licensee; all qtheﬁs_a;e frée.'asfthé_;iqenseé
previously was, to attempt by fair means to figg:é out what
-the secret is and, if they succéed; tp_pfactice it. .I# :
was:this agréemegﬁ between licensor and ;iggnsbe which Lear
was addressed to. . _ _ . _ _ o
o The f#cﬁs'éf_noqr are interesting and pertinent
to this discussion. In 1952, Adking was hired by Leax
specifipally for the pgrPOsg-o:_golvihé.a yéxing}r:bblem
relating to dqve;éping a‘gyrqscdpq, Agkinp_qgigglyrsolved
the problem, and the solutibn was inco:pozagad_bg ﬁ§é#
into ;ts gyroscope production process -- much to Lear’'s
great advantage. _. o - .

‘ . At the beginninq of their relationship Lear and
.Adkins'gxecutad An agreemant wﬁich provided that Adkins®
ideas, discoveries and inventions were to becéﬁa'thef
property of Adkins, which he agreed to license to Leax
on a mutuallf satisfactory bagis; in_lSSl, Adk#ns filed
a patent application on his invention.‘and in 1955 a formal

licensing agreement was executed by which Lear agreed to

pay Adkins certain royalties, with the option to terminate

- the agkegpent if the Patent Office refused to issue a patent.
The patent ultimately issued in 1960. '
' However, in 1957, Lear rafused to pay further

royalties, announcing that it had discovereg a patent which
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it believed fully anticipated Adkins' claimed inventicn.
Convihceé that Adkinémcould not obtain a pa;ént, Lear continued
. to manufacture its gyroscopes using Adkins' idea. After 7
his patent issued in ‘1960, Adking sued Lear and secured a
larqa_judgment foraccrued royalties, which judgment was
nffixmgd by the Supreme Court of California, but raversed
and remanded for further proceedings by the Suprems Court
of the United States.
In reversing, the Court made two genezral holding;
'whiph brought patent litigation in step with the rast of
‘the law and were not, Qespita much outcr?_frnm self-styled
oracles of the pateht bax, surprising or unfortunatd, and
‘ one.spacific holding derived solely from a factual inter-—
.pratation of the Lear-Adkins agreementa
1,) The Court abolished the already moribund
doctrine of licensee estoppel which prevented a patent

licensee from raising the defense of patent ;nvalidity._

2.) ihe dou:t held that the licensee on
challenging patent validity in the courts is relieved of
the obligation ¢o pay royalties uqtil_validity of the patent
ié established- . |

3 } The Court ‘held, based on an interpretation
of the written agreement. that Lear must be pe:mitted to
avoid the payment of-all rovalties accruing after Adkins'
1960 patenﬁ issued if Lear can prove in a subaequent
proceeding that Adkins' éatent_is invaiid.
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."The general heoldings l1.}.and 2.) were based cn-
a federal public policy stemming from Article I, g 8, of

the Cohébituﬁion and the patent laws derived therefrom;

it being inconsistent with such a policy favoring the full

and free usa of ideas in the public domain to muzzle

{licensee estoppel} and aconomicaily shackle (roya;ty
obligaticn duriné patent validity deterﬁinatioh{ the person
having the strongest incentive in showing that the pafant
is worthless, i.e., in returning the claimed invantion to
the public. ‘

The spacific holding 3.) has'been'stfange;y
misconstrued or extrapolated to a general holding by

12 13 +o the effect that’

commentators and lewer courts
royalties may not be collected on trade secrets that are

no longex secret. This implies that the licensee acquires
royalty free post-termination know-how rights. A‘resulﬁ
clearly without sanction from Lear and in conflict with the
holding.of”the state court which held that Lear, the iicensee,
ha§ no post-teimination rights of usa, 4

If, however, the upheaval is to be traced to any

specific part of the Lear opinion, it would have to be the

remarké;rslative to Adkins' rights prior to issuance of the

2258 A.B.A.J. 45 (1972)... The Court [Lear] held that at

least with respect to an invention disclosed in an invalid

patent, a contract calling for royalties to be. paid after.

issuance of the patent could no longer be enforced under

the theory that these royalties were in consideration . fox:-

the initial confidential disclosure of a then sccret |

invention., .That is to say, royalties may not be collacted
- on trade secrets that are neo longer sacret.

13Chozsser Rasearch Corn. v. Elactronic Vision CO'J

3 U.5.P.0, 234, 237 972 n upho g the tarms

©f a licensing agreomant 1nvolv1nq only trade. sqcrats

and ordering payment of royalties, the court macée this
extrapolation from Lear: If it is unreasonable to extend

the life of a patent beyond 17 years, it would ba unreascnalle
to require payment for a trade gacxet beyond its useful life,
Kewanee 0il Co. v. Bicron Corp. 1780 U.S.P.Q. 3 (1973).

Painton & compoan Lta. v, Bourns, Inc. 164 U.S.P.Q. 595;
Teverseqa 169 U.5.P.Q« 528 (1971%. .
Adkins v. Lear, Inc. 64 Cal, Rptr. 545, 538.
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1960 patent, wherein the Couret invited the state courts to
‘fully focus' and reconsider the theoretical basis of their
decisions enforcing the contractual rights of owners of

unpatented inventions:

Adkins' claim to contractual
royalties accPuing before the 1960
patent issued is, however, a much
more difficult one, since it
squarely raises the question
wihether, and to what extent, the
States may protect the owners of
unpatented inventions who are
willing to disclose their ideas to
menufacturers only upon payment
of rovalties. The Californis
Supreme Court did not address
itself to this issue with precision,
for it believed that the venerable
doctrine of esteppel provided a
sufficient answer to all of Lear's
claims based upon federal patent
law, Thus, we do not know whether
the Supreme Court would have awarded
Adkins recovery even on his pre-patent
royalties if it had recognized that
previously established estoppel Goctrine
could no longer 2e properly invoked with
regard to royalties accruing during the
17-year patent pericod. Our decision
today will, of course, require the
state gourts to reconsider the theo-
retical basis of their decisions
enforcing the contractual rights of
inventors and it is impossible to predict

, the extent to which this re-evaluation

may revolutionize'the law of any particular
State in this regard. Conseguently, we
have conecluded, after much consideration, -
that even though an important guestion of
. federal law underlines this phase of the
controversy, we should not now attempt

to define in even a limited way the
- extent, if any, to which the States may
properly act to enforce the contractual
rights of inventors of unpatentad secret
ideas. Given the difficulty &nd importance
of this task, it should be undertaken only
after the state courts have, after fully
focused inguiry, determined the extent’
to whi¢h they will respect the contrac—
tual rights of such inventors in the
future. Indeed, on remand, the California
courts may well reconcile the competing
demands of gatent and contract law in a
wayywhich would not warrant further

review in this Court.
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.and to Justice Black's dissent in part wherein he, with

Chief Justice Warren and Justice Douglas.concurring, gives

his opinion a&_to_the_propgr result of the.inv;ted tfully

fooused! reconsideration of stape:trade’secret laws:

I still entertain the balief I
expressed for the Court in sStiffel and
Compco that no State has a right to
authorize any kiné of monopoly on
what is claimed to be a new invention,
excapt when a2 patent has been obtained
from the Patent Office under the '
exacting standards of the patent
laws, One who makes a discovery may,
of coursae, keep it secret if he wishes,
but private arrangements under which
self-styled "inventors®" 4o not keep
their discoveries secret, but rather
disclose them, in return for contrac— . .
tual payments, run counter to the plan
of our pavment laws, which tightly
requlate the kind of inventions that
may be protected ané the manner in
which they may be protected. The
national policy expressed in the patent
laws, favoring free competition and
narrowly limiting monopoly, cannot
pe frustrated by private agreements
among individuals, with oxr without
the approval of the State.

Cne of the first state courts to accept the.inVitation

was Painton & Co., Ltd&. v. Bourns, Inc. (see footnote 13,'suora)'

wherein a license agreement for the transfer of know-how from

a U.5. company to a British company was denied énforcement:

+++ OUr patent policy of striet
regulation of inventions would be -
undercut if inventors coulé enforce
agreements for compensation for alleged
secret ldeas without being regquired
to submit those ideas te the Patent
Oifice, and, thereby, eventually have
the ideas disclosed to the public;

On appeal to the Second Circuit Court of Appeals,
Judge Friendly severcly ‘undercut' the cpinion of the district
court and reversed in an opinion which will be discussed

below.
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A sccond state court accepting the invitation
reached an:opposite result. In réversing the district
court, the Sixth;cizcuit-Cou:t.of Appeals in Kéwanee 0il
ComDéHIVV- 3icron CO;po:ation, ét al, (see footnoté_l;, supra)

heid:

.« State trade secret law which
protects an ifventor in the maintenance
of a monopoly of a device which is an
appropriate subject for patent undar
the United States Patent Laws is in
conflict with the policies dnd purposes

~af those patent laws where the invention
has been used commercially for more than
_ one year. 3y suca use.the inventor has .
forfeited his right to a patent but by the
use of the stzte txrade secret law he is
able to exclude comdetition and prevent
disclosure, thus obtaining protection
which he could not obtain under the

laws of the United States. The state
trade secret law has no limitations of
time and, therefore, is in direct

conflict with the ?atent Laws, which

have as a purpose the objective of
obtaining ‘public disclosure after a
limited period of time.

We recognize that our holding in
this case is.in conflict with tha
previously cited decisions of other
Circuits, Servo Corp. of America v.
General Electric Co., 337 F.2d 716,

143 USPQ &5 (4th Cir. 1964), cert.

den. 383 U.5. 934, 148 UspQ 772 {1986},
rehearing denied 384 U.S5.914 (1966);
Dekar Industries, Inc. v. Bissett-Berman
Corp., 434 P.2d 1304, 168 USPA 71 (9th
Cir, 1970}, cert. den. 402 U.S. 945,

169 USPQ 528 °(1971); 'Water Services,
Inc, v. Tesco Chemicals, Inc., 410 P.24
163, 162 useQ 321 (5th Cir. 169);
Painton & Co. v. Bourns, Inc., 442 P, 24
216, 1692 USPQ . 528 (2nd Cir. 1971}, bux
our analysis of the relationship Detween
the Patent Laws of the United States

and the Trade Secret Laws of the State
of Ohio, as applied in this case, Iorces
us to the conclusion that the Iield of
protection afforded to this plaintiff
by that Trade, Secre: Law has been
preempted by the Patent Laws of the
United States.. We, cherefore, hold

thzt the Trade Seetret Laws of the

vate o Ohio zav not afford to the
plaintiff in this <ase protection which |
the plainiiif could not odtain under.

the Patent Laws,
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In the Kewanee 0il casg,-thé defendant corporation

was founded by former employees of the plaintiff on trade

secrets relating £6 the growth ¢f sodium iodide thallium-;stivatéd

scintillation crystals, which secrets were gtolen from

the plaintiff.; But-for tha ‘black' influence of Lear,
plaintiff most assuredly would have prevailed in its plea
for a permanent injunction restraining the defendant from
disclosing and/or using the trade secrets, for the facts of
Kewanee present a classical misappropriation of trade secret
‘case. Plaintiff has filed a petition for writ of certiorari
in the Supreme Court.

Thus, Kewanee stands for the abolition in the
Sixth Circuit of state trade secret law relative to the
protection of subject matter which.is,ggg 5e, patentabla.
For purposes herein considered, the decision requires that
& current licensee of patentable know-how acquire free use
of the know-how, irrespective of termination date. Future
license agresements inﬁolving patentable, but unpatented,
know-how aze unenforceable. The court's decision does not
affgct the licensing of umpatentable know-how.

The second gircuit case of Painton & Co., v, Bourns’
has'been-p:eviouslf nenticned. Judge.friendly's opinion in
- Painton is well reasoned and harmonizes state trade secret
law with the true meaning of Lear. Thus today the sixth
and second ciréuits.ara-in_direct opposition relativa to
state trade secret laws. _

The facts of Painton are interesting and quite
" relevant here because involved was an agreement relat;ve
to a British patent and related know-how. Painton, the -

licensee, was a British manufacturer of potentiometers under




a license agreement with Bourns, the licensor. The contract.
had a set: termination date of October 24, 1968 but was
silent as %o post—termin&tion rights of the licensee except
that it gid contain a clause by which the.licensaewuould
continue to pay certain royalties on a limited number of
unpatented potentiométezs for a pericd of fou; years beyond
the expiration date; '

Under*the:éoatzaﬂt the 1;censee raeceived know-how
{drawings and engineering.assistapce} from the licensor.

The licensee—haé thé right to secure a British patént in

the liceﬁsor's‘nama-an& one such patent was secured covering
a few models of‘the.potentiometers. The licensee had the
right to operate unﬁerrthis Briéish patent free of any patent
infringement claims for the term of the contract. In
consideration the licensee ¥as obligated to pay specified
royalties, _

Shortly before the contract termination date, the
licensor informed the licensee that it was not going to
renew tha contract ﬁnd that it gxpected the licensee to
discontinue manufacturing the various potentiometers which
were not exempt from the four year extensipn'clansa and to
return all tangible know-how relative to those nﬁn*exempted
potentiometers. '

The licensee, however, contaended, hased on its
interpretation of the contract, that it had the right to
continue to use the licensed know-how after termination of
.£he contract and after its payment of royalties due on tha
exemptqd potentiometers. to be manufactured under the four

year clause, all free from any trade sgcréts and patent claims.
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Despite the extremely-ccmplex nature of the
contractusl relationships of. the parties, the district
judge'grantedxa motion’ for summary judgment fully supporting

the pesition of the plaintiff licensee. The district judge

based her opinion both on a matter of contract interpretation

and her interpretation of Lear:

Federal patent poliecy, the Court has held,
will not allow trade secret claims against
a party who has expressly contracted for
them where there has been no patent applica-
tion, 309 F. Supp. at page 276, note 12.

In reversing the lower Court on the trade secret
issue and remanding for trial on the issue of contract
interpretation relative to tha respective post—termination

rights of the parties, Judge FPrieandly held, respectively:

We therefere do not find, either in general
considerations of public policy or in ema-
nations from the federal patent law, a
sufficient basis for declining to enforce

even the royalty provisions of trade sacret
agreements at least with respect to cases

where no patent application has been filed.
Whatever the impact of Lear may be with

respect t0 agreements governing inventions

for which patent applications have been filed.
we £ind no suggestion in the opinion that the
Court intended to cast out the long standing
principle that an inventor who choses to exploit
his invention by private arangements is entirely
free to do s¢, though in so doing he may thereby
forfeit his right to a patent. Although the
Court stated that "federal law reguires that

all ideas in general circulation be dedicated

to the common good unless they are protected

by a valid patent” it did not say or suggast
that federal law reguires that all ideas must

be put in general circulation. Indeed, as the
Court observed on another occasion, the inventor
"nay keep his invention secret and reap its
fruits indefinitely".

T

The validity of agreements for the sale or
license of trade secrets has been upheld for
‘generations in %00 many caf:s to warrant
extended citazion. [Citations cmitted].
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In thousands of contracts businessmen have
divulged such secrets to competitors, dealing
at arms' length and well able to protect
themselves, on the Zzith that mutually
acceptable provisions for payment, Zor the
preservation of confidentiality, and for the
return of secret information on- termination
or defaulit will be enforced by the Courts.

EE R

The effect of termination of the agreement upon
[the licensee's] continued gight to retain
drawings and use information that had been
supplied thersunder is a most difficult guestion
of contract interpretatioa. Neither the contract
nor the numerous affidavits, depositions and!
exhibits speak to us with the clarity they did

H

to the district judge.

{The licensor] stresses the contract's. references
to the grant of a license., It states, with |
seeming correctness, that all rights granted:

by a license generally cease upon i4s expiration,
citing particularly [citation of California
decision deleted]. :

Thus, Judge F?iehdly's opinion stands for the continued
vitality of trade secret laws in harmony Lear. Most ihportanﬁ,_ §

the decision reqogni;es‘and reaffirms the riéht of parties to

a contract to bargin at arms' length to arrive at mutuaily : i

agreeabile terms relative to the transfer of know-how._

Antitrust Perspective.of the Problem

Writers in the antitrust field believe that the g
"Lear" problem is made unnecessarily difficult by trying to
fashion some notion of a federal public policy on patents
and related matters. They belie&e that contracts rélat;ng
to the transfer of patent and know-how rights can be drafted

with a higher preodictability of validity and enforceability
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if the transfer is viewed from an antitrust perspective. >

The question to ask relative to the transfer of
know=how is=‘ whether the}terms dafining the respective
rights of the licensor and the licensee constitute an un~
reasconabla restraint of trade amounting to a violation of
8 1 of the Sherman Act. These guidelihes may be offered:

1.} If Lear is considered to be addressed to the
proposition of whether it constitutes an unreasonable
:es?raint of trade to collect royalties on a previously
sacret invention once it has been disclesed to the public,
and if, as many commentators and lower courts believe, such
a royalty provision &mounts to an unreasonablé'restraint of
trade then such provisionsin a contract are to be avoided.
However, -if secret know-how which subsequently lcses its
secret nature is regarded as a bafqained for "head start®
consideration from the licensor to the licensee then for the
matual qonvenience of the parties a royalty péymént'échedule
based_ﬁn a sum certain could be established which would
continue even if the know-ﬁow constituting the head start
became publically known.

2.) A potentially perpetual royalty arrangement
with no definite cut off dﬁte approaches an unreasonable’
restraint., _

3.) 7The safest royalﬁy schedule, for any know-how
situation, %s one providing for a single initial lump sum.

£€.) In any 1icense agreement involving’know—how,
the courts will probably employ for an antiﬁ:ust-issue a "rule

of reason" approach on a "case by case" basis.

150n Antitrust Decision : Lear v. Adkxins; 5BABAJ4S; The Limits

on Trade secret Law i(mposed bY rcaeral Patent and Antitrust
Suprenacy, 80 Harvard Law Review 1432 (1967); Know-liow Licensinc
and The hntitrust Laws, 46 JPOS 338 (1964); What Everv Practionar
Should Know about rPatent and Antitrust Problems :in LICenSing
Patents and Rnow=iow, .5 PTCJ:A~2 rewruary 19, -971) ([An excerpt
of a speech deliever by Richard Stern, Chief of the Antitrust's
Divisions Patent 3ection, given' belore the Chicage Bar Assoclation
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. conglusions

Tha foregoing has_sketchéd the development of tﬁe.

-gurxent tensiQp—betugen.cgntrac; law, equitj_and state t:éde
secrat l§wsjep the.png ﬁand and ﬁgdexalhsﬁp:emaqx-of patent
and federal antitrust laws on the other: This temsion, which
gives rise to the instant dilemma xespgéting_thg relative
postftermination_rigbts to know-how of the parties to an
agreement licensing patents and kﬂow—how, may_pé traced to
the landmark decision of Lear v. Adkiné and its diamatrié
progeny, Kewanee and Painton. Keuaneg‘ih the sixth circuit
' stands for the abolition of trade sec:ét récou;sa_for
.fpatgntable but unpatented® know-how. VPainton in the second
cireuit ha?monizes and providés for theﬂ;ontinuéd recourse
to £:ade secraet protection in view of Léaz, and reaffirgs
,tha notion that pa:ties bargaining at arm’ 8 length may
transfer knou—hqw according to mutually aqreeahle tarmsg
_ which ara not otheruiaa inconaistant uith express patent and
antitrust laws. ..

Tha tollewing concluszons a:a reached in u:dar af
decreasing certainity. . _

1. )} In any license agreement for patents and _
know-how, the licensee has an inherent advantage in obtaining
free use of know-how after terminatioﬁ;r Likgn§§ to returning

-an egg to igs_bzoken shell, know-how ép?q disclosed qanaat be
| xeqaptgred.r p T TR :

2 ) If the license ag:eement is s;lant as to post-

_terminatzon riqhts to know-how, the l;censae keeps the know-
how. However, in the licensor's favor, there is a gxeat body

of case law showing the courts willingness to cqnszder all
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credible evidence offered to prove tha inteﬂﬁion‘of?the
parties. 7

3.} .In a case where the praviously secret know-
how falls into the public domain, the most conservative view,
in view of the current upheaval, is that the licensee's
royalty obligation ceases. This result, however, is not
reguired by Lear. In a case whera the equitiés are with
the Jicensor and the license agreement is unambiguous, a
contr;ry result respecting the licensee's obligation for
contihﬁed royalty payments after loss of secrecy would not
be inconsistent with Lear. .

4.) In a license unambiéuously reserving a supekior
post-termination right to "patentable® secret know-how in’
the licensor, most courts, save those in the sixth circuit,
ﬁould follow Painton and the entire body of pre—lear trade
secret case law and uphold the licensor's superior right.

- S.) In a license unambiguously reserving a .
superioxr post-termination right to "unpatentable" secret
know-how, the same result as given in 4,] would be reached
except that the sixth circuit would join consistent with -
~Xewanes, '

€.) PFinally a pure prediction: Painton represents
the better view and will ultimately prevail. Thus, assuming
compliance ﬁitﬁ antitrust and expresé patent laws, parties
will be permitted te contract for transfer of patents and ¥now-
how on terms comsistent with matua) advantage; conflicts will

be settled on a case-by~case basis following Painton and Lear.
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- COMPULSORY LICENSING OF PATENTS IN JAPAN
- - LEGISLATIVE AND PRACTICAL ASPECTS.

October 3, 1973

.Japanese Group, Committee #2
' : - Chairman: Koichi YOKOYA
1. Introduction . . - .- Reporter: Takashi AOKI

It is a well-established theory in-Japan that patent right
has two phases in ité effect, positive and negative; the
positive one is that the patentee himseif exclusively possesses
the right to exploit his patented invention (Art. 68 of the
Patent Law), and the negative is that third parties are
prevented fréh working the invention {no corresponding |
/Article)%)

These effect of patent right is subject to¢ restriction from
various causes. Licensing of the patent is one of them.

License is a right obtainable by third party from the patentee.
to exploit the invehtion covered by thé patent as his-bﬁsineés.
and the right is provided for in the Japanese Patent Law.:

BSeeing from the cause for which licenging occurred, license
can be classified into two kinds; one is based on the will

2)

of a patentee”™  and the other not based on it.

Note 1) In the United States, patent granted is a right to execlude
others from making, using or selling the invention
throughout the United States. The phrase "to exclude
others™ is the heart of the zatter. The patent &oes not.
give the inventor the right to_praétice the invention himself.
Note 2) art. 77(@ &art. 78Q) |
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ind 2an te further classified into two

1.

Ang the loite
types; a statutory license ané a cocpulsory licease.
The statutory liceﬁsé is a nbh-eﬁélusivé iicenSe automaticaily.
becoﬁ;ng effecfive_és provided by law independently of the
patentge’s_willﬁapﬁfwithout any particular administrative
.additiohalaéctioﬁ~hee@ed}~typical examples of which are
ng non-exciusi#e'license on theiground.of prior usg”?)
®a non-exclusive license of an employér when his employee
becomes a owner of the patent on an employee's‘invention“?)
and others.

.On the other hand, the compulsofy license is & non-
exclusive license available by an arbitration decision of the
Director-General of the Patent Office or the competent minister
vhen under certain statutory conditions a third party .
concerne&=proposed for a license on s patent to its patentee
and negotiations between both parties havé ended in failure.
Strictly speaking, therefore, a compulsory license is called
a;“liéénse through arbitration” or.more briefly an "arbitration
lieenée? #cpbrding~to the present Patent Iaw. That is,
since-oné-dfjthe-objects of the pafent.system is the exploitétiop
of publishédfinvéntions, a c0m§ﬁlsory license was deéigned on
that prémise in-order-to-ex?loiﬁ a'patentéd invention py |
éstablishing‘a'non-excluéivé license on a certain patént
available by force to a third party through the intervention
of the administrative power if the case comes under certain

statutory conditions.

the_B)'Art. 79 .
Note 4) Art. 35
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1) On grounds of noouse or inadequate use by the patentee

PThe compulsory license is mentioned as follows, but all

the points connected ﬁith.the procedure in the Patent Office

.~ are left out as time is limited.

Types of Compulsory Licensing Provisions

2) To facilitate use of improvement or dependent patents
3) In case working is specially needed for national defense,
"public health or other public interest

4) Patents in certain groups or cwned by certain patentees
. ’ . .

" The coresponding provisions covering the items 1), 2)
and 3) above are stipulated in the Japanese Patent Law but
there is no such.provision connected with the item 4) above

theroin.f

Compulsory Licensing on Grounds of Nonuse-or Inadequate Use

by the ?atentee

The most common type of law the world over is that

whloh prov;des for compulsory lmoensxng when an invention

patented is not used or worked in the country within a certain i
period of time or when the irvented goods is malnly
manufactured abroad and imported into the country. The
Jépahése'?otént LQQ oiso proﬁidés for thio kind of provision'w
in its Article 83 vased upon Péris.Convenfion'for-fhe Protection
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of Irdus<rizl Property, Article 5 which reads as follows:

(Arbitratien decisiecrn on establishmant of m non-exclusive

license in the czse o non-workinz)

ARTICLE 83. %nan a patented inventioa has not been adeaguatealy
exploited continuousiy Zor three yesrs or more in Japan, a
perscn who intends to 2xploit the patented invention nay request
the pzlentee or the extlusive Diceansee to hoid consulzation ca
the grsnt of 2 noz-exciusive Ticence Thereon. However, this
Provision shall rot 2p3ly when a pericd of four years has not
elapsed froz tre dete of filing of the epplication in respect of
said patented invegtion. :

2. When no agreemant kas been reached or it is impossible
to hold censultaticas under the preceding paragraph, & persen
vho interds to exploit the patented invention =ay mzxe a reguest
of the Director-ceneral of the Patent Cifice for an arbitration
decision. o

It is understood from the above provision that it is
prerequisite®for obtaining the compulsory licensing that nonuse
or'inadequate‘uéé sphall continue for more that three years
during the effective period of the patent right (and four
years after patent application). The meaning of the “inadequate'
use" could be controversial becsuse of no precéding case '
‘decision; Howevér, the expert's opinion prevailing in Japan
indicates as-typiéal.examples of thé "inadequate use" cases
that &) en invented material is menufactured abroad and 21l
imported into Japan and ) ‘manufacture is not big enough to
sﬁtisfy domestic demandg. ' -

A1 international firms which possess patent rights in
many foreign cpunt:ies'would natgrall& make effdffé_to make their
worldwide-operaﬁions most efficient by exciusively exploiting

the technology covered by the patents. Therefore, whether
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it is going %o weork *he potented invention in a specific
country or whether it manufactures all ihelprodﬁcts abroad
and export them to fhe,specific:éountiy is entirély depende;t
upon the "logistic™ policy of the intérnational firm who is
the owner of patent rights. In case where the firms adopts
such a policy ﬁs of exploiting the teghnology only in a
specific factory and exporting thus obtained goods to all
the countries of the world, the cbrresponding patent rigﬁts
existing in the countries importing those goo&s are considered
to be of service only for this act of exporting to be carried
on exclusively for such countries. It is to be against the
national policy of;the importing stafés which are trying
hard to make the patent system contribute to the development
" of national industries. , |

It is generally felt that the existence_of-?he compulsory
iicenée gystem in Japan has sSome mean;ng. As you.éah see’
from the Appendix 1 attached on this paper, there has been
no case &3 yet with the Japanese Patent Office where a | _
compulsory license was established on an arbitration decision
by the suthority, uﬁile only three cases were so far filed
requesting for arbitration decisions two of which were withdrawn
thereafter and the last one is still péndingfbefore the
Patent Orfice.-

Such tendency as this systenm is hof utilized so much ié ﬁore

or less the same in various other couptriesﬁ) It might be sure

Note 5) As an example, cases in the Uniteﬁ Kingdom are shown in.
the-Aﬁpendix 2.Statistics on compulsory licenses under.
~ special provision for food or medicine were also cited for

your r'eference.: ‘ 1 4'3:




that the éiiéfénce'éf fhi: Sysiem tliays soﬁe-role-to
facilitate licensing whrough negotiations, though it is
difficult %o know the exact number of license agrecnents
concluded through such negotiaztions. _. |

- There has been some movement of international cooperation
with respect to the application of this prévision among
developed countries. For instance, Switzerland having many
internationally active enterprises in it has been concerned
about the com?ulsory licensing for a long time and positively
pushing ahead the policy of concluding with other cbuntries

an agreement based on the principle of reciprocity, which
provides thai Switzerland shall not dispute non-working of

the Swiss patents owned by nationals of the country participating
in the agreement on condition that the patents owned by the
Swiss nationals in said country shall escepe any legﬁl
obligation for non-working. To my best knowledge, Switzerland
has already concluded this kind of agreement with the U. S. 4.,
West Germany and some other countries. Since such proposal

of Switzerland would be along with the recent tendency of
international division of labor, it would surely. be welcomed
-ﬁy multi-national enterprises of advanced countries. If my
survey is correct, the same kind of proposal was also made to
Japan in 1967, but I believe there has been no development .- |

of negotiation between the two countries.

Compulsory Licensing wo faciliisate Use of Improvement o
dependent Patents

" In many countries compulsory licensing is imposed inthe

4;? :




case of an invention owned by one paieniece, the use o which

is dependent upon a right of use under an older patenit owned
by another; i.e., the owner of =z yoﬁnger pateot can. obtain.
-a-compulsory license from the owner of an older patent
under the 51tuatlon in whlch the former would lnfrlnge the
latter's right when using his own invention lf without
obtaining said license from the oldel ratent owner.

Article 72 of the Japanese Patent Law clearly prohibits
the free usé of%a'yoqnger patentod_invention in case of

dependeoce_upon the‘right of an older patent as follows:

{Relationship with another person's oateﬁted invention, etc. )
ARTICLE 72. Vhen a patented invention is to uvilize
another person's patented invention, registered uolll:y moc?l.
or registered design or design similar thereto under an eppli-
cation which was filed prior to the date of filing of the
application for patent concerned, or when the oaoent rigns
conflicts with another person's design right under an. appllcation

for design registration which was filed ipriocr to yhe date of
fiiing of the appiication for petent co1cerned,,§ne petentee,
exciusive licensee or non~exciusive Licensee shalil not exploit
the patented invention as his baslness. :

Then, the Japanese Patent Law further prov1des for in its

“Article 92 the procedure for obtalnlng a compulsory license

in such a case as follows.

(Arbitrat on decision on es:ao-_s“ﬁent of a no n-exc1L31ve
. ligcense for exﬁi04ulﬂg one's own Datented- invention)

ARTICLZ 82, nen 'z petented invention frlls under any of
he cases 2s providsd for L ] The pilentee or exciusive
licengee nmay recuest st 2o In said Arsicle
to nold conrulizticns on une z I 2 nenm-exclusive License fop
exploiting the pstensed inventicn or of a non-exclusive l,cehae
on the us 11..y acdel right or .tne design: rlbno.




2. Waen no zereczent ha
to holid consulzozicn
or excluczive licongces =ty oo
of the Patent CIfice Zor zn

ptadehed

. 3. If, in the case of the preceding parazraph, the -
establishzent oI the nex-exelusive licemse injures unduly the-
interest of znother perscn referred to in Article 72, the
Director-General of the Patent Office shall not render an
arbitration decision to the effect that the non-exclusive
license shall be granted.

4. (Omitted)

As can he seen from thé above, this compulsory iicenSe is
obtainable at any time as far as the both patents, older and
younger, are registered, different froﬁ tﬁe case of honuse.
The owner of the younger patent can msk for a compulsory
license of the older patent, while nevertheless the owner—of
the older patent cénnot ask for it for the use of the younger
patent. It should be noted that, if it is judged that the |
interest of the older patent owner will be unduly harmed
when the compﬁlsory license is given to the younger.patent

owner, no positive decision could be made.

The amount or rate of royalty to be paid to the owner of the

older patent as compensation for the licensing should be of

vital importanée,-which shall be decided by the Director-General

of tﬁe'Patent Office when he maskes a positive decision.
(The same will be applied to compulsory liégnse oh grounds'
of nonuse or inadequate use.)

Although the Paris Convention does not providé‘for this
gsystem, %he genefal opinicn of most Japanese experis might be

that this compulsory licensing system is as necessary as in
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the case of co:pulsory licensing of pétents infncnuse.' A3
you dan see from thé Appendix 1, <there have beehuso far only
two cases in which reqguests Ior arbitration decision were
asked-both of which were withdrawn thérea*ter Qy agplicants.
Again, in this case, however, it might be corréct to consider
that the.prpvision plays some important role in_faciiitating
and adjusting'the grant of a license bétmeeh'thg two patent
owners as might be caseé with compulsory licensing for nonuse.
It might be opportune to add'thét.if patent piotéétibn
should be extended to chemlcal product and pharmaceut;cal product
(medicine) per se in future which subject is now under hot
and serious deliberation in Japan, such an idea is expected
to‘become dominant that the-compulsory:licensing systen for
dependént patents should be utilized more positively in the
fields of chemical and .pharmaceuticel lndustries so that it
may exclude. evlls of monopoly due to stronger Protection in
this field. 'If such situation is brought about, the system

will increase of its importance.

In Case Wbrking is speclally needed for national Defense,
publie Health or other publlc Interest

Some countries (such as England) bave intrdduced provisions

- for compulsory licensing into their patent laws in order to

prevent specific types of abuses of patent rights; e.g..specific
provisions on the grant of licenses upon application with

respect to food or medicine or processes for producing. such
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- substonces (cf.:the cedond zable in ithe Arpendix 2 for
1 the case of nngnand)- ~Japan has no such provisions in

théir'Paﬁént'Law.5

1Another tfpé'of:conpdlsory licénSe is a liéensé to fhﬁ

_Governmént:for'the purndse of national defense, pudblic health
or any other publlc,lnterest. Someulmes the temporary or
permanent exnroprlatlon of patent rlghts by a Government for
the same reasons is referred o as “campulsory lzcense“

Phe present Japanese law “has no such prov1szon specifically
'app01nt1ng_the Governmen%t for authorizing to get this type of
'compulsory license. However, Article 93 of the Japanase
Patent Law broadly covers this type of compulsory license for
any third party who intends o use the patent for public "

- interest as follows:

(Arbltrat on decision on estzblishment of non-exclusive
license for pudblic Interest,
ARTICIZ S3. Vhen the eyp_u;:et:on of z patented 1nvention
is partieularly necessary Zor the nublic interest, a person who
intends To expleiv Ine patented invention Day request the patentee
the exclusive licensee tc hold consuitations on the grant of
a non-exclus;ve iicense thereon.

2. Vhen no agreemen‘ has been reached or it is impossible
+6 hold consultations under tThne r.»:t‘ec:ec‘.i..,= peragraph, a person
who intends to exploit the be tented invention nzy make a request
of the Minister of International Trade nnd industry for an

- arbitration deecisien.

:5..(6nitted)
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It is poinied our that there has bee“ so fzr ne recuest
for this type of compulzory licens;ng_be¢ore the Minister

~eoncerned.:

it is always a basic problem-here{ i.e.,what is "pﬁblic
intéféstﬂ in connection with patents? fAnswers differ from
countiy to%cbuntrj. A basic differencé exists between the
countries with economies dominated by a riculture and those

which are highly lndustrlal*zea.

In this connéction, reference is ﬁade to the controversy.
récently made by the special committeefof_the Foreign
' Investment Council in Jaban seeking-soée countermeasures for
excluding evil influences of thechnological moﬁopoly'by huge
enterprices; that is, they pointed outfthat'the meaning of
the puhllc 1nterest" prov1ded for in the Article 93 above.
could posszbly cover, in addltlon to "sunh cases where the
patented 1nvent10n is an important one hav;ng g direct
relation tb the natlonal livelihood such as the people s. llfe,
welfare and/or construction of publice fac111t1es, ete.”
also such other cases where there are fears of (a) causxng
mass unemployment, (p) abandonlng ex1st1ng heav11y capltallzed
industrial facllltles. and (c) remarkably arresting sound

econonic and technical developmenu ot ba51c lndustrles, very

important export 1ndustr;es_ana_lnaus,rles of the most technicslly

developed and sophisticated fields, etc., following the
collapse of enterprises or other facsors and those could bring

on serlous ill effects on the nationzl .economy in consequence.
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6.

invenilons wnich are
concerned with prevéntion'ofl > remedy for environzental pollution
which is now imminent.social protlen might possibly become an cbject
of attack in the future according to the'provision\of the article.

in question.

‘Patents in Certain Groups or owned by Certzin Patentees

A Compulsory license has also been grented for entire

-technical‘group'of'patents or for ail'patents owned by =

specified owner mainly under the United States Anti~Trust
Law with the objgét of restoring competition in the field

of technology. In Japan we have no suéh,corresponding case.

.SMary_

"It is quite true that any type of compulsory licensing

. based upon the Japanese Patent Law has been seldom used

officially in the history and, from that viewpoint, it could
be said that the indusiries have been paying rather small
attention_to the coﬁpulsorj licensing clauses. However,

the emphasis.éhould ﬁe placed or the point that as a matter
of pfactibe-these compulsory ¢lauses, in particular, those
on the.ground of nonﬁse or inadeguate use by a patentee and
for a‘deéendént patenf owner have been su?ely playing-some
role to adjust and : muTual megzotiation betweern a.
patent owner and a2 third Darty wic wanus to get'a license

from the patent owner.

- End -
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Cases filed with the Patent Offiue it

Date of reg

Ko Applicable :Iationélity aof . Hationality of ermLECLe
. clause the paient owner the requesting party makz c"‘);:_‘_
1 A.21*(non use) Japan Japan Aug. 27,
2 A.92(dependent} U.K. » Sep3. 9,
3 A.22*(dependent) France » Nov. 30,
-4 A.92(dependent) Ve ol - Jan. 22,
5 A.83(non use). UK. w Junz 13,
S " T.S5.4. Denmark Oct. 6,
7 w Switzerland Japan Nov. 30,
8 n U.S.A. n Oct. 23,
9 ) " France " March 2:
lu " Japan " July 22,
11 " ol " Dec. 4,
12 A.21*(non use) u u Feb. 23,
Remarks - 2hese‘three cases are not based upon the Pais

Utility Model lLaw

have corresponding provisic

** Before amendment of the provisions concerned
is requizjed 10 hold consultavion weiween a ps




connection with compulsory licenses

: istof“ Date permission was given Date of request for Result
ation** to pake ¢onsultation™*® sarbitration decioion 8
Diamissed on Oct.
'8l - - 6, '60 due to
incoxplete procedure
'61 Oct, 20, ‘61 - May 16, ‘62 43jhdraun on Nov. 3,
. . Withdrawn on Feb. 17
'63 Marech 10, '64 . Nov. 6, '64 65 due to reconcili.
: ation
164 April 3, '64 - Rriaiiiveaaladl
T witndrawn oa wvag. L7
'66 Aug. 2, '66 Dec. 26, '67 70 due to reconcili_
g — ation
V6 - - - neguest IOr DErsssic.
b withdrzwn
‘66 Feb. 20, '67 . Feb. 18, '69 Pending
i Arbitration not
61 Jan. 3v, '8 - yet filed .
68 - - deguest Ior percissi_
’ withdrawn .
‘68 - - "
68 Dec. 12, '68 ¥ay 1, '63 Sengravn on dov.
l?l - -

4t Law but the Utility Model law. Articles 21 and 22 of the
ias to Articles83 and 92 of the Patent Law, respectively.
on June 1, 1971 to the present form, official pernission
tent owner and a requesting party.
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Apj)lications to the Comptroller for Cempulsory Licences under
: the Patopts Act 1949 ) .

19591968 -
Section 37 (General Provision)
Pending at . .
beglnning of Filed |
. year during year Allowed
1959 1 2 -—
1960 2 1 -
1963 3 1 3
1962 1 3. -
1963 3 -_— : -—
1964 1 3. -—
1965 3 2 1
1966 3 3 -—
1567 6 -— -
1968 5 1- L -

Section 41 (Speclal Provision for Food or Medicine)

Pending :}

1959 — - e
1968 — 1: -_ .
1961 7 3 —
1962 9 4 —
1963 ] 8 3
1954 1 15 —
1565 26 -— -_—
1565 15 3 —
1967 12 — -—
1968 3 1 R S

Source: Paients, Desions and Trade Marks: §6th Repontof theComptroller-Geaerat of Patents
" Designs and Trade Marks for the year 1565, :




Field of Use License

October 3, 1973

Japanese Group, Committee #2
Chairman: Koichi YOKOYA
Reporter: Haruyuki KOIDE

I, Definition

'It was due to a suggest;on by the U.S. group that the subject

of "Field of USe'License",_especially”igﬁggzgé?to'Japanese
practices thereof and its acceptance of and attitudes toward

wpS MaDE- ne T0 e

4t of the Japanese regulatory authoritles)ie—gux-as-a the

?p_'p;ﬂu) before this Committee No. 2 of PIPA at w San

Francisco Meeting. However, we regret to say that a general
ideé.of the subjeect has not & in Japan as having a
pdpular or clear meaning} A flxed understandlng and.d:%gdltion
of it from the standp01nt of licen51ng practlces and the legal
_aspects adjacent to the AntQmonopoly Act has not been
established in Japan. We are afraid that this presentation may

IWP“#EFY ‘ : B
not - be s=u¢s actory to the U.S. group. *

It is generally understood to be restr ctions in some Tespects
and wlthin a scope of 1)techmcal flela for manufacture,
2)field of technical methods inclualng a- method of how to use

3)

a product ana/or >/rield of sales.

The deficienecy or Immaturity of co:h?tipn ol ihe legal conerpt

or lega L tné sutlecy, however, does not alwuys
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mean that licensing practices In Jatan are
g ' : : ' C mMoRE =

4&H;r"field of use limitation". It may be peemer correci

and proper to say that bbere are ﬁany cases where the “‘1elc

of use llmltatxon" is applﬂed.

i . .
(5; mebﬁ¥35%e§4:§%ed to refer té&gs one. of imporiant sources

for searchlng for legal meanings, Mepe provisions of the
Japanese Patent Law; Article 2 paragra;h 3 (defining "workinch.
Article 68 entitled "Effect of Pateni Right", Article 77
paragraph 2 entifled "Ekclﬁsive License" and Article 78.
paragraph 2 entitled "Oridinary License (which corresponds to
non-exclusife licenée). The clafifica;ion of the eontent and
Himport of patent righf)which composes the nucleus of licenses
as well as exclusi#e'or‘oridinéry licenses auxiliary theretd‘a
" would elucidate the legal substance and scope of "field of

- use limitation"

The provision 6r Article €8 refers explicitly to the effect
that eﬁen:a patenteé'cannot possess the right exclusively to
"york" a ﬁateh@gd invehtion with respect to "the scope within
which the'eiclusiVelliceﬁsgé exclusively possesses the right
to work the pafented'ihvention".. The provisions of Article
77 paragraph zlprovideé expiicitly that an eﬁclusive.licensee.
shall, "within the scope specifiedrin the act of creation",
exclusively possess the rizht to work ithe patented Invention

concerned as a business. Article :8 p.r'graph‘z pr0vides




1I.

-

that an ordinary licensee shall, within the scope specilied

[

by the proviSions of Law or in the act of'ereation, possess

the right to work the patented invention cohcerned as & |
business. The clarification of stch scope provided as in \
the preceding »rovisions would eiucidate the substance of

"rield of use l*r‘" tion'.

Practices of "field of use limitation license"

Apart from 1nternat10nal llcense agreements,-s;;;;:;;; no
authorlties or mechanlsms existent in Japan,(é%ﬁ%?g]ltag all
11cense agreements i volvlng a Japanese corporationbor person
| —Bra—g, party to it. £bfar es an international license agreeﬂent
is concernea the Japanese narty to 1t is obligated to file
1t with the Falr Traae Commlssion according to the prOV1szon
sof the Antlmonopoly Act. Accordlngly, we“oen obtein some
informaﬁion'concerning lieense egreements:ih the iight of the
Antlmonopoly Act. by examlnlng the Annual Report issued by the
Fair. Trade Comm1531on 4eer%—ef-wnIEn‘Ig“Ettathe&—hemeuzihl-
This Report suggeSus trat we mlg;t be correct to suppose the
Fair“Trade Comm1551on-may not examlne,license agreements in

the view of "fjeld of use limitation".

Since we canrot f:nd anc have access Lo any- l.to ature or
Treatdt Mmme Sver RS

documents licencing




practice of and APtl"O iopoly anﬁleﬂs on "field of use
limi;ation“ in g apani whatl Wwe can cdo I1s to proceei as
follows: firstly we assume-natent:license ag}éements not
1nclud1ng know how or 1n;or ation. Some of then ﬁay or

may not limit "field of use". There may be "field of use
limitation" in the case %ﬁggﬁiicensors are iooc much
interested in royalty, far more than the "field of wuse" on
thé’part of licénsee or in the case that field of license

to be limited is more wide than speclfleq in the patent
claim.

On the_other hand, in such cases as 1) a specifie patent.
among proposed plural patents is ;equested to be licensed

by Licensees, 2) licensing resulting from a patent infringe-
ment suit, 3) licensing of the coﬁpetitive products between
firms under competitive relationship, 4) the profit coming-
from the.patented produét oi- the 'pz'»oduct to be obtained by
using patented process or method shares largely in.the
licensor's total profit and 5) % the licensor will limit
"field of use" of llcensees. Such licenses may well be
accompanied with' strict limitatipn of licensed scope. An
agreement which does not limit exﬁlictly the scope of license
(including "field of use") may possibly be, except i‘g.lother-
wise specified, construed in Japan to have licensed over all

7
of the scope of the patent claim and over all of manufachure,

ik use and sale of the patented invention. Secondly, we assune -

the technical assistance agreement including know-how,
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information and %;é?L;s well as patenﬁs; Sueh azreerents

may possibly include the limitation of ﬁfield of use" in

some respects, as the limitation of contractual field or
subject matter is essential to fixing rights and obligations.
of the parties. If the contractual field is of wide range, UR

te
includfﬁg many products or "field of use" or{fégue around

the border line, s}%cﬂféﬁ g‘g g‘i%a’.?]?‘fﬂggé’ pg'faa;E'lca ﬂ‘,%ﬁﬁ)
import of grantlng in addition to the limitation of contractual
field is requlred f.nd :Ln such case, "field of use lmitat:.on"
may p0331b13g§5 accompan’ed as a result of such spec1fy1ng.

IIT. Point of Contact with Antimonopoly Act

The Japanese Antimonopoly Act provides in the Article 23 .
(see the attached full text) that the provisions of the Act
shall not apply to such sadis a%l?eé;gnized to be within the
execution of rights under the Patent Law. - If "field of use
lipitation" is within such atts, it'is not liable for the

violation of ' the Act. Here we must give attention to e “Tyg

NoM-existence of an absolute guideline dominating the said

pecognition. Such recognition may be establishéd on & case
by case basis; in proportion to the transfiguration of
economic situation concerned and taking into tim account the

: o _ VE
necessities under public poilicies. ALl these arefmiuch




connected with the provi sicn of Article 1 of the Antimonopciy

Act (see the attached full text). Common opinion suggests

that it is within the execution of rights under the Patent law

to licenseilimitihg to each one or more of mahufactdre;?ﬁze
and sale and limiting term, territory and/or field of
technology and sale, But we cannot find'gai any trial.
decision of the Fair Trade Commission or judgement of the

court giving substance %to such an opinion.

The problenm whether or not limitetioﬁ in the license Agreement,

including field of use llmlﬁetlon" is recognizea as ‘a

M‘violatlon of the Antimonopoly Act is same as the problem or

whether or not suoh limitatlon is deemed to be w1th1n 1)
"Private Monopoly“, 2) "Unreasonable Bestraint,of Trade" or
3) "Unfair Business Practices" which ere all prohibited by
the Act. ({Refer to the full text of Article 2 paragraph 5, 6.
and 7 of the Act. ) '

The factors composing “Unreasonable Restraiﬁfof Trade" are
understood to be 1) Conjunction .among: entrepreneurs,

2} mutuallty in restricting entrepreneurs' activxties,

3) being contrary to the public interest and 4) a substantial
restraint of competition in any. partlcular field of frade.

mﬁ% act compreheno;ng all those factors 15 somcal ed car el
angd is orohibnted. Concerning uhe Nkw~1ffactor above, it jsfr'

1o IF
salid fully satisfartory tham the exrqtence of an-agreer




among the entretreneurs can te presumed even._i;‘ evi jence
cannot be shown, as sugges:ed in the trial deecision of ths
Fair Trade Commission in 1955. Concerning ng :[m T‘m“"actor

there ggftwo_categories‘ of opinions. One is that the

public ihterest_ rieans an ecoho:aic discipliné based on. tie
free competition. Tne other is that it means the interest-
common to the nation including such?élscipline._ The Fair
Trade ‘Commission seems to support the former as suggesten

in the trisl decis:.on of August 1949 and April, l972.
Concerningqﬁo.%tor -any particular field of trial is
explainednéue%%qual to the particular competitive field,
That is to say, the fileld %%";'ud:hich ﬂue restrictiond-e&enes" )
Moreover, G suhstantial restraint of competition is |
explained g—ggﬁhr%tuation where the EfaeCulVe function J;}C, OF
Pon competition cannot be expected. In 1955 the 'Fair Trade
Commission announced an ouinion for recognition of

' "Unreasonable Restrain‘t of Trade" to the effect that shar:.ng

in up tp. 304 was; a point to be examined.

.Qa_.t.b.e_oq.he-r—he-nd-,-»the .L&CtOI'S compos:.ng "Unfair Business
(M

Practices" are understooe to #e 1) eem-:r&g under any one of
six (6) typi-cal_ acts provided in the Article 2 paragraph 7,
2) endangeréag_ fair cem_peti;:ion and 3) beimg as de-sigz':ated
by the Fair Trade Commission (this is called "genersl

designation"‘.'}. "The un;usf.ness' common to six (&) typical

) ) . ) L) VV » N -. -
acts asfNo-1 “act_or] is explainea}to mean being noi approved

I,U'
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in the light ol -the generally acuepied idexz of the econoxic

[0

society. . The ;aétor'of No-2 is explained to #ean”abstfaet
danger, not concreie or definite danger. Concerning the
factor Nb;a, the Fair Trade Cormission designaied twelve

(12) typical acts éndlmadg them open to the public in-.
September l; 1¢53. The relation between sﬁch.lQ acts and

the said 6 acts is shown as per enclésure. The prohibition
of "Unfair Business‘Practices“ is‘intended té maintain fair
competition in the economic sociétf where neither "Private
Monopoly" nor "Unreasonable'Restrainﬁ of Trade“ﬁkﬁhrﬂkﬁ?
exist#gnd is explained to constitﬁté'jﬁ@'precautibnary
measures against sﬁch.monopoly and restraint. 'If~tpe packagé
-"license or multiple patent. license a§ well as "field of use
,limitation 1icen$e" is coercivé)orkfémasure for obtaining
~royalties to be imposed on the products outside coniractual
field, it may be possibly illegal froh the standpoint of such
precautionae’msasurest

The-illegéiity of "field of use limitétion" will be examined
first in the light of "unfair business practices", as it has
wide conceptual scqpe{‘ But in the_casé“bf-patentrliéensing;
what is within the execution of rights under the patent law
and where the border line e;;ggi are of great interest,

since ﬁﬁz exemption under the provisioﬁ.of Ariicle 23 of the

_ Antimonopoly Act appiieds IS PPPLIcAT0n @ o




"ﬂﬁonly wWe can rely orn in relziicon to the point is

"Antlﬁonooolj Act Gu‘G¢L¢ﬂeS for International lLicensing

Agreerent" (as per enclosure) which the Commissioézgﬁizécéﬂn&
in Nay'24, 1968. The Guidelinés, espeqialiy the provisions

of parag:aﬁh 3, subparagraph (1) to fS)}péovide fo the -

effect that the limitation of technical field and sales

£ield is to be recognized as the acts vithin the execution
of righﬁs under the Patent Law. The thinklng of these clauses
seem to be similar to the thinkinglgggg;maﬁmég%;om “General

Talking Pictures Corp V. Western Electric Co., U.8. 175

(1938), one of the leading cases in U.S.A.".

The prov131ons of paragraph 2 of the Guidelines apply
correspondlngly to know-how but paragraph 3 does not. It

may p0551b17 be cprrect to supposg that "f;e;ﬁ qf uge'
limitation" in relation to know-how 1s conducted in tie
licensing practices as much~as-in iela;idn tb patent.liéensé.
Such practices of know-hOW‘;;;;EEEEE} are not'hecessarily
illegal per =e, but it is quest;onable to conduct know-howr

which is cge/med—%-be-fé legal right qA/ the same level with

patents.,

A Tokyo Supremé Court decision in September Sth 1066 dgnied

the situatiorn of legal right of know-how and accordingly
- . . : CIRT RN el PR P .
denied the rightyolaintg for injunciion, thouph it did now

~deny the valne as & DTopATLY.
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‘Noreover, the staff persornel of the Falr Trade Commiésion
- expressed an opin'ion 1“ the commentary they wrot-e.'that
putting know-how into i:hé same rank as patents is ques_tionab_le_;
Supposing the acts u@ff are not prohibited or are supporied
by the Guidelines, in patent license or know-how li_c_ensé, it
any combination of any aets or intentioné having ec_bn_omic@_

relation with the former acts,is recognized as "Unreasonable

"p wousrn BE .
Restraint of Trade", tjle'n such(Combination j4(Illegal enough

iliegal.
} _

tq make the said ac.ts ega.l_ ‘?5 themselves
' RrEUATE S

The Guidelines aPe-rerasing to "Unfair Business Practices", A*D
not @ to "Unreasonable Resiraint of Trade”.. .The | o

| re.as_on why the Guidelines do not refei- to "Unreasonable
Restraint of Trade" is e:gg;z& that. Such acts as within

~the restraint cannot be propérly classified 1n£o some'ra.nge'

of catagories because o_f their ‘complexity. "Field of use
li@itation" in conjunciion wit p#ten’(f. pooling or c;oés
li:censing may %&’ be pxamined in tﬁe light of "Unreas‘ona.ble

Restraint of Trade".
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REGULATIONS CONCERNING INTRODUCTION OF
FOREIGN TECHNOLOGY AND FOREIGN INVESTMENT INTO JAPAN

:PIPA_Japahese Group’
! Committee No. 2
. K. Ykgpﬁa-

I'm golng to make some short explanations about the new
measures taken by the Japanese Government after the end of the
Tokyo congress of PIPA concerning the introduction of foreign
technology and alsc - the foreign investment into Japan.

Firstly I will begin with the introduction of foreign -
technology. As regard the regulations on the introduction of
foreign technology, the Japanese Group o? PIPA made a report at
the Washington congress held in May, 1971. At that time, seven
technologies remained to be subject to the case-by-case screening.
In June, 1972 the Government of Japan announced the time schedule
for the liberalization of the said seven'technologies. The
time schedule is shown in the table on the first page of the
papsrs_attached. As you can find from the table, all of the
seven technologles exéept the technology of electronic computer
had been scheduled to be decontrolled on or before Jarmary, 1,

1973, and I must say that the decontrol was actually effected

as scheduled.

Next I'l1 explain the liberalization of forelgn investment -
into Japan. At the Tokyo congress of PIPA held in May, 1972, I
made a report concerning the forth round liberalization of ..
foreign- investment implemented in August,; 1971.
As you know, however, on the basis of the prineciple of the DECD
calling for complete liberalization of foreign investment, the
Government of Japan implemented a new and epoch-making liberali-
zation of foreign investment. The new measures was announced
in April, 1973, and became effective on May 1, 1973.
The new measures are outlined in the tables from the middle of
the 2nd page to the last page of the saiq papars.
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I think yeu will find that two maaor changes are included
in the new measures.’

1. Before the new meesnres“was taken, 50% equity for foreign
“investors had been the basic principle of the Government of
Japan. On or After May the first, 1973, 100% equity has been
'basically open to foreign investors.
or course, some exceptions 5till remain, but ‘such exceptlons
will not lessen the significance of the new measurs.

- 2. Bafore the new measures was taken, foreign invesiments in -
an existing company 1s strictly restricted, compared with
those in a newly-established company. But after May 1, 19?3,
the Government of Japan have treated and will treat both of
thanone equal besie. L

I explained to you the measures taken by the Government of )
Japan after the Tokyo congress of PIPA concerning the introduction
of foreign technology and foreign 1nvestment_into Japan.

As to the new measures, we wish all of the American members to
note the following three points: B

1. The measures were taken by the Government of Japan (1n61uding
but not limited to MITI). _
The measures were taken by the Government fully based upon

the answers by the Foreign lnvestment Council to the questions_
" by MOF.

2. The Government of Japan implemented the measures by taking
1nto eonsideration the requirements by the OECD.

3. The Government took 1nto consideration the close relation
between Japan and the United States in the future.
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ATTACHMENT

REGULATIONS CONCERNING INTBODUCTION oF
FOREIGN TECHNOLOGY AND FOREIGN Iuvmsrumm$~xmwo JAPAN

" PIPX Japanese Group
: COmmittee No. 2

Regulation on Introduction of Foreign Technology

As regard the regulations on the introduction into Japan
of foreign technology, our Japanese_Group made a report at the

Washington congress of PIPA held in May, 1971.

Last year:

(June,-1972) the Japanese Government announced the partial
liberalization of introduction of foreign technology, the

outline of which 1s as follows:

Seven technologies which had been subject-to the easenby-case'
screening will be liberalized along the following schedule::

Alrcrafts :Juiy.l, ;972
Arms Ditto
éxplbsives‘ gDitte 2
;uclear Power . :ﬁitt;v c
Space Explbra£19n | 'Ditte
Derifetivee January 1, 19?3
Petrochemicals 2
The other July 1, 1972
Hardware -

{Compensation of

-technology does
o not exceed

Electronie

July 1, 1972

US$ 100,000)
Computers ‘Hardware
(Compensation

-exceeds USE 100’000)

Software

July 1, 197%
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- The said schedule has been actually effected and, as of
October 1, 1973, all technologies except the technology
concerning the hardware of elesctronic computer (insofar as
the compensation for the technology exceeds US$ 100,000) and
the software of_éleptronic computer are liberalized.

B. Regulationncéhcéfning:Foreign Investment

At the Tokyo congress of PIPA held in May, 1972, our
Japanese Group made & report concerning the forth round
‘1iberalization of foreigp investment into Japan which bhad been
implemented in August, 1971. As you know, however, on the
basis of the principles of the OECD calling for complete
liberalization of foreign investment, the Japanese Government
apnounced a new and epoch-making liberalizaticn of foreign
investment in April, 1973 and the new measures became effectlve
May 1, 1973. The outlines of the new measures are as follows:

1. Investment in a Newly-Established Compary

(a) Before Hay,l, 1973

7 industrial lines subject to case-by-vase sereening
228 industrial lines 100% equity allowed
Remalinder 504 equity allowed
(approx. 700 lines) ,

(b) On or’aftéf May l,jl§73 :

5 industrial lines - | Restricted (Note 1)

: ] Time 1imit of Iiberalizafion
17 industrial lines : 1ndicated (Note 2)

: Remainder

10094 equity allowed
(approx. 910 lines) o - _
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(Note 1) Five Restricted Industrial Lines:

Agricultural and

forestry industries case~by-case ;creening’

01l industries - |pitto

Leéther ahd leather
product manufacturing ‘ - |Ditto
industries :

more than

11 stores case-by-case screening

Retail Business

iftsggigsthan 50% equity allowed

Mining ind. {50 equity allowed

(the 2) Se %enteen lines vill be open to 100% decontrol within
a few years.
The incleated times of decontrol are as follows:

100% equity allowed on

Integrated qircuits R Docsmber I, 1574
Meat products - : 1008 on May 1, 1975

) i’rocessed tomato E'OOd.S' : D:l.tto B DR
Peedstutts . - - - |pitts

Processing ‘of pre-cooked food :
for distribution to restau- . [Ditto
rants ete. :

Clothing manufacturing and N
wholesaling _ _ Ditt?
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- Fello~alloys B Ditto

Pharmcenticals and '
agricultural chemicals | Ditto

Hydraunlic equipment Ditto
Packaging and wrapping 1
. machines Ditto
Electronlie precision
instruments = - Ditto
Record cutting : . Ditto
" Real Estate | Ditto
Computer manufacturing, 50% on August 4, 1974
marketing and leasing 1

on December 1, 1975

. ' ] 50% on December 1, 1974
Data processing . 100% on April 1, 1976

Fruit julces and fruit drinks| 100% on May 1, 1976

Photo film o ' ~ Ditto

"Investment in an Existing Company

(a) Before May 1, 1973

One forelgn investor 4 less thanziO% equity allowed
, Restricted ‘ .

All industrial lines not more tha# 15%

foreign - . .

investor | Non-Restricted e
industrial lines . less than 25%

174 -




On'or After May 1, 1973

Investment in an existing Japanese company (including
stock acquisition through portfolio investment) shall receive
the same treatment with the investment in an newly-established
Japenese company as above mentioned. '







[+]

[+]

1973 PIPA San Francisco Congress

Committee Presentations
[Committee 3]

The Trademark Registration Treaty.
' -~- A, R. DeSimone

Clrcumstances of Japan's Non-Signature to the TRT.
' ' --~ §. Tokuda
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THE TRADEMARK REGISTRATION TREATY C@"mﬂg s
' : A.R‘Dazgﬂmohe.

On June 12 of thJ'._s year a historic new treaty for the inter-
national registration of trademarks was adopt:ed by 46 member countries
of the Paris Uni.on at a Diplomatic Gonference. in Vienﬁa. This trade-
mark registration treaty or TRT as .it” has come to be called was then
signed by 8 of the countries, n_aml_y the Unitéd Sta.tes of America,
the United Kingdom, Pederal Republic of Gemax::y, Italy, Hungary,
Port‘ugal.. l_!pnaco and San Marino. I say a "h:_'.ailtbric"' new treaty because.

it is the first sﬁch treaty since the Arrangement of Madrid which came

into being in 1892 some 80 years ago. While the new treaty is termed

the Trademark Registration Treaty I would po:.nt out that it also encompasses
certification marks, colle.ctive narks and service marks.

Since the Arrangement of Madrid is still in existence, ome might.

"well ask - why another trademark treaty? To aﬁsuer this questibn it

~is necessary to consider some of the basic provisions of the Madrid

Arrangement. The most significant of these is the provision that an.

i
H

applicant, under Madrid, must first acquire a national registration in

kis home country. This registration is then dé_posited' at Geneva where
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it becomes, in:effect, .an application for registration in Iéac'h of

the designated countries of the Arrangemént. Each country them processes

it in -accc"rdanc'e with its own national law. If it meets the requirements
of the national law it is granted theleffect of a national registration
as of the international 'regiatrntion date. The Madrid Arrangement also

.provides that for a period of five years the international ngisti-nticn

is dependent upcn the home country ngistration.' Consequently, if

the home country registration is cancelled, or atherwise rendéred invalid

during this period, the international registration becames invalid in

all of the countries of the Arraﬁgemnt. In the deliberations on TRT
[ 1
: . : . . - Lffec
| this was described as the "Central Attack” or '"Extraterritorial m

coﬁc ept.

The Nice revision of the Madrid Arrangement also introduced

the "State bésignation" coﬁcept. This permits a wember state to ¢lect
a provision which requires an applicant to designate that state speci'.f.ic.ally
as one to which the international mgiati‘ation‘ is to be extended, and

{to pay an extra fee for such registratiom.

The Madrid Arrangement presently has 21 members, mostly continental

European countries including some iron curtain countries, some North
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African céﬁntiiéa and Viétna@;' Hnﬁﬁver, a nﬁmbér of impﬁrtant countries;
among them the United States, the United Kingdom, Japan, Rusaia,
Australia and South Africa'h;vﬁ.néver joinnd.theéhadrid Arrangement.

One of”the,prineiﬁal'réasonb wﬁy the United Stat;s never joined was the
requiremenf of & priof home reglistration. As yo& know, ﬁﬁ have an
extensive e#.parte and inﬁer p#rtes exanination prqceﬂﬁra 8o that an
Ameripan Ef&ﬁemarﬁ owner nay have to wait several moﬁfha. OT even years,
before he has a homé éountry ;égiatration to dep%aif at Geneva. In

, fact if his domeétic applicatioﬁ does not surviié the examination pro-
-ceéure, he wiil never ﬁava a home country regiatiatiuu and would therefore
_ be precluded froé applying for an internationli.rﬁgilfratian ;ven though-
his mark ﬁay b;.feéistrgble in many cauntries.athad.' Another reason
for.not a&héfing.to Madrid was the conﬁérn that séchgpdherence_wuuld

lead to a ﬁroliferétion of foreign ﬁraﬂemarﬁ appiiéationa in thig country.
There is also the problem ;;osed .by the diffe.rence:i:; the trademark law

of tﬁe Unite:d, States ancl thaf of the .other countries of the world with' .
.respect to-.ﬁse of & mar.k-. Under tﬁe 'cou_lnon. law :Ln the Uﬁiteci States
tfademarklriéhté ﬁre pre&icatéd upon use of'thé m{rﬁ in commerce and

abplication for registration of a mark on the Féderal Regigter can_oﬁly:
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t;ke pléce aftér such use has occurred. .In the oﬂnr countries of the
world a trademark right may be claimed and an application for registration
may be filed based upon .an intention to uase the mark.

After the Nice revision of the Madrid Arrangement and in view
of the increasing growth in foreign frade. the United States Government
began to explore onﬁe again the pogsibility of United States adherence
to the Madrid Arrangement or some modification of it. Discussions with
professional and industry groups made it clear that the Arrangement was
still. not acceptable but there was a generél congensus approving, in
pri:.xciple. the creation of a trademark treaty to which the United Statés
m:'..ght adhere. Largely at the instigation of our government officials

2

WIPO in 1971 convened a Committee of Experts consisting principally of

)
government delegations froﬁ the member countries of the Paris Union. A
number of representatives from the private sectqr were alao- invij:ed and
participated in the deliberations. i'he Committee of Exﬁeft:s held a
nuthiber of meeting_s at Geneva from February 1971. to May 1972. OQut of-
these c-';me. three _successive drafts of a treaty, the third of which was

'the__ one considered at the Diplomatic Conference which has now come forth

with a treaty..
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This treaty resembles the Madrid Arrangéme_nt in sowe particulars
but it departs. from Madrid in several import#nt respects.  The most
significar;t and substantive departure, as you mght expect, is the
provision for direcf fili#g ﬁf an igternationaL applicatioq with WIFO
.at Gené.va without the t.xe_ce.s_s_;it_:y ‘of ‘a prior home country applicat‘ion

"or registratibn.- As I have pointed out, this waa a aine qua non for
United Si:ates.consiéeration of a treaty to wh;;‘.c%h we might adhere. Unless
the priority of .an eariier appli_cation is claill;ed. thg date of the filing
6f‘the;international application at Gene;a. be@omea t#g internation;l
registration Vdata. The applicant must clesignai;e the states to which
the international registration is to extend. This dasigm;‘:ion' may |
range from all the states, to some of the state;s or even to only one of
them. If he ﬁishes, the aﬁp;icant may even degigngte'only his own': 
state;- He may designate additional states afte; the applicatiop has
been filed._ or at any time du:;ing the existencei of his intemtiona_l_;'e_gi‘s-
.tfation. _This is defined in the treaty as '&.atér Designation'. 'I'tte
registra:i&n=is-grahted for 10 vears with renewgls_for_like tgxms. Thg
languages 'Qf the treaty are French and English. This may pose some

problems for our Japanese griends’and I believglthey may have some
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comments to make about this“at”thia'meeting. ‘There 1s an international
filing fee which goes to WIPO and a state fee for each designated state.

The state fee cannot exceed that state's national £iling fee. However,

there can be a separate state fee for each class desigﬁated.

The international applicaticn will be published promptly by WIPO
in the international official gazette and will be promptly notified

to each designated state. I would emphasize here that like the Madrid

Arfangemen; this is a-filing treaty. The internationél registr;tion will
be .treated in each designated state as if it were a n;tionél application
wi;h the priority date-being the international registration date. It
will undergo thé same ‘processing as a national application. If the
applicétidn is féfused; or if there is the posaibility'of;?efusal by
feason.of éi'péffe objectiens or the filing'of'an'opgositiOn; this refusai

or notice of bbééiﬁie fefusal mist be notified by the national office to

WIPO within 15 months of the international publication date. ' Otherwise .
the internatiorial registration will become effective in that country

at that time and will be deemed to have been registered in the country

as of the intemational registration date.

I have said 'that an international registration will be processed




in each state in accordance with national law.. However, there-is in
the treaty one important limitation.on this,; a provisionfﬁhich‘supercedes
national law. In the United States, as I ﬁave wentioned, trademark
rights are acquired by uge'ang a trgdemark must be in use in interstate
or foreign commerce before an application for federal registration may
" be Filed. The‘UhitedlStates is virtually the only country in the world -
EEES?,rquires such use prior to filing. Thus Uhit;d States owners can
file applitations directly in foreign countries without use and without
!
~a home countfy registration but Fhs converse is not true. No foreign
country was prepared to enter into an international trademark treaty
with us on thése'tefms so if there was to be a treaty, it was clear
we would have to make some concession with rﬁspect to the ﬁ?er require-
~ment. The United States agreed, theréfore, to the pr,:bosa]. that inter-.
national applications.éould be filed and would be granted registration.
effect without a reﬁuirement éf prior use. . However, the United States

did insist upon sotie very important safeguards. : -
- L 93 300

" First-national law may provide that the moratorium on use will

exist for only three years from the international registration date,’

after ‘which the registration will be subject to cancellation for non-use.. -
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Second - National law may provide that no action for inf:fingemen-t
"can be brought until continuing use of the mark has commenced, and damages
carmot be recovered except for the period af.tei- such use has comenced.‘
Third - National law may provide for the filing of affidavits
of use after the original. wmoratoriun period has expired end periodically

thereafter.

~The recognition of trademark rggistr;:tion rights based upon
..:'.ntent- to use is a long step towards harmonization of our tradémark
law with the trademark law of other countries. However, we have already
tak‘en.important long steps in this directiom.

First - in order to meet ocur Treaty obligations under the Paris
Union we included a provision in the Lanham Act, Sectioh b, which requires
the granting of domestic trademark registrations to ,foreigﬁ registrants
filing here under the Paris Convention, even though they have never used
their trademark in the United States.

Second - with our Intent to Use Bill--which was proposed in
recQg';i.t'io'n' of 'fhe problem of eétablishing early use of a trademark in
our complgi- business aoc:l;.ety. Today it may be severai. wotiths or even

years between the concept of a marketable product and the actual placing




of the pfoduct on the market. This has led many companies to resort

to the practice of "token" use. Now it is well recognized that a

token use may be acceptable if it is followed in timely fashion by the

other steps necessary to actually put the pfpduct on the mafket- However

the progréésion of these steps. td marketing may take several months or

even a. few years. The question then is whether this is so much more

preferable than a bona fide expression of intent to use the trademark in

question for that product?

what we shall be'doing theén, undezr the Treaty, is permitting an

.

international registrant to reserve for a limited period of time,

namely 3 yeaxs, the right to use a particular mark after which

the'registration will‘becomg-vulnerabie‘to cancellation for non=

The consensus of opinion now is that if such a'xight is to

be given to an international regist:ant,'the samé right should

be given to a domestic applicant filing under national law, This
will require a substantive change in the Lanham Act . to provide-

for national applications based upon "Inteat to Use", and this
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r_ais__es.'an-imj:ézté.nf)questioh wenamely the conétitutioﬁaliﬂ of
1sucb iegisiatioh; However, we should ;emegber that the doctrine
fh#t'tiad;m§:k rights‘hﬁst'pe p:ediéated upon Sc?nai "use in
'com;erée" waé p:onuigaﬁéd by a Sypremﬂ Céuxt in:a case decidéd
in 187?'-f- almost 100 fears ago. Since then theré has been
-?ubstantégi i;#eralifatign of the c;ncept of.éatéers which may

be regulated by Congress under the commerce clause. of the
: . R .

éonstitution; and there is a sfionq fe‘;ingﬁanong wany trademark
lawye%s th;; toéay trademark aPélieations ba;ed upon intent to use
night w§11 £all into tﬁis categéré. i
'Ihwfhélérigiﬁéi d*ac;ssions concerning fﬁé éarlier?drafté
of the treaty an iné#r;ant issue”was fhat of,tﬁe‘"EBnﬁ;al Atf#ck"
;oncept.. Many of the Madrid countries éxpressed the view that
they could not éccegt a treaty without a cent;al agtgc; ﬁrovision.
Boweéet without the ?Pme'country :egistr;tion.cénceﬁt,in;uruéunte
.able difficulties were ehpountered in seeki;g-t;‘devisé.am equi-

table and workable central attack provision and the concepit was

)
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d;opped_fzog.the ttﬁagy..

| Naa; th§ qlqs; gf the deliberations 5;_V1§F95-_3=§f11 intro-
ducgd gn_géti:ely hew proposal on behalf of the deya;opdnq na;iéni.
_This waé debated and was uZtimate;y adoptg; in nodi:?ad.ﬁoxn, If'
provides that developing:nationgfhhicy é;e;menbers.of,.or whigh
acgeede to the P§xis uaion, may take ?dvaﬁtfg? ?flthe Pznvisions”

of TRT for a limited time, without having to grant reciprocal

hbgnefit; to fhg other.gembefs.of the trelty;‘

As I have mentipned, B.;tate§ have alré;dy signgd the treaty
but no state has yet :atified_it. The'trel?y will come into
force 6 months a:te; 5 Qtljeglhavn depos?ted ?he%? ;éft;umeptg.
of ratificatiog or aqegsa;on.

So far Amériéén bgsinéss is dif%déd ;n;its.agtitﬁdes ﬁoward
the treaty, Clearlgfthh_fregty‘hag.;t$ greafgst a?pea; ayong
those t:adémgrk‘oyneré yy? fils t:adefgrkjap;liqationé extensivgly
abroad.’ Some agvaﬁtgg?s of the:tregfy arg'tbe simpi?éity of

filing one application instead of a multitude of applications,
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the simplicity of renewing registrations which will have a singie'
renewal dafe; s.omé séviﬁés in §ovarnnent .fee's and attorlney fees;

. the ability to x..'e.cozd aisignnents, cl.:a.nges of name and limitationﬁ
.of goods., or se:;:vices by filing a singlé international documént, :
with the same effect as if it was recoxded in the National Registers
" {(although it should be noted that any state iay refuse the.effects

of racordal of an assiqment or require additional evidence accord-

ing to its national law); and.of‘ couxse',' fhe possibility. of
filing for registiation in the United States based ﬁpon intent
to use.

The pxincipél disadvémtage usualiy referréd té is tﬁe
- argument of prolife:ati:on of marks, Oppmen‘;‘é o! TRT poi;:t out
Fhat tt;ere will be a .deluge of fore.-;.gn applicatioﬁs ﬂled here
tjithout the requirement of use of the mark in this cou.nt;y.
Wi;fx the treafy .t.l'.ner.e will um.’;oubtet.ﬂy.be more :ilarics ;filed here
.fhan at _' p;’eseni:- ;- after all one of the pufposes of‘the trea;ty is

to fgcilitate the filing of trademark applications. However, we

——
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'shoqld not lose sight of the fact that there are important safe-
guards against proliferation, We have a strict ex parte and
inter partes examigation syatem, Fees wiil be fairly high. Also,
the invulnerability of tharzegist:ation is.of relatively short
dugation, 3 years, so that excessive filings become ' expensive,
Finally, the registrant's rights during thg pe;iqd of non-use are

severely limited since he cannot sue for infringement.

Another difficulty is that the "use; concept is well entrenched
in our law and many.people tend to resist ;nf change which might lead
to the granting of_trademark rights based upon b&na fide intention t;
use rather than upon use.

Whether the senate will ratify this.freaty will depend therefore
upon the support propoﬂents can musfer,and this will deﬁend upon their
ability to pefsuade everyone that the treaty is in the best interests
of all trademark owners. Meanwhile, the paﬁent office and many profession:
groups have begun to consider what changes jill be required in t#e Lanham

Act if TRT is to become a reality in the United States.

Remarks prepared for delivery by Anthony R. DeSimone
before the Pacific Industrial Property Association (PIPA)
at the Fairmount Hotel, San Francisco, California,
October 1, 1973, : :
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October l’, 1975

Circumstances of Japan's Non-Signature to the TRT

A Report by the Third Committee of the
Patent and Trademark Treaties and Convensions
of the Japanese Group of the PIPA S
: AR S Tolud b

As you know, the Trademark Registration Treaty, which has a historically
significant meaning, was signed and conciuded at the Vienna Diplomatic
Conference held this May. However, although among the eight signatory
powers is the U.,S., one member of the PIPA, to our regret, Japan,

the other member of the PIPA, did not signed the treaty. The Japanese
Group of the PIPA considers that it might be meaningful to explain

here at this conference the circumstances and our opinions concerning
Japan's non-signature to the treaty.

This treaty was concluded after quite a short-period proceeding; only
three professional conferences had heen called until the treaty was
signed in May 1973 since the proposal of its first draft in April 1971,
Although opinions might be varied as to whether various matters had
been fully discussed other than the major ones centered around the point
of "Central Attack" , there would be no doubt that this treaty is significant
and useful for attaining the ideal of the international unification of - .
Industrial Property. Itis, of course, believed that the government and
the public are recognizing the important value of the treaty, It is

not for a theoretical reason but for a practical reason.that Japan did not
sign the treaty, : ) : :

. The reason for Japan'’s non-signature to the treaty is quite simple. The
principal reason therefor seems to be that it would be absolutely impossible.
at the present stage for the Japanese Patent Office to fulfil the requirement. ..
of disposing a trademark application within fifteen months as regulated under

" the TRT in view of the great backlog of pending trademark applications

amounting to 400, 000 cases at the Patent Office which would require three -

or four years for all of them to bé finished to be examined. The Patent

Office se¢ems to take the position.toward the TRT that the Patent Office is

by no means indifferent to the TRT and has expressed its opinions at various -
TRT conferences, assurning that Japan would join the TRT in the future, and. ..
therefore that it never refused but postponed its adherence:ta the TRT for-
the time being. ' It would be a pressing need for the Patent Oifice to :
expedite the disposition of the backlog of pending trademark applications.
at the present stage. ' '
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That such backlog problem would probably result in Japan's non-signature

to the treaty had already been foreseen by the Government as well as

private enterprises before the group of Japanese representatives left

Japan to attend the Vienna Diplomatic Conference held this May,

Basically speaking, the TRT seemns to be by no means inconsistent

with the present Japanese Trademark Law, but some adjustment

would be necessary with respect to the difference between the

Japanese classification of goods and th: international clas sification af goods,
the problem whether service marks should be included into trademarks,

the alternation of the application system f{rom one application for one class
of'goods to one application for multipie classes of goods, the retroactivity
of the effectuation of trademark rights to their filing dates {In Japan,
trademark ri'ght's-arisjes frém their registrations granted after their
publications.}, the method of publication in Japan on TRT international
applications, -the examination period of fifteen months and so forth, These
matters must be further examined by the Governrnent as well as the public.
Although there would not be caused so basic problems as to be fatal for Japan's
adherence to the treaty, due processes and considerations should be taken
to-accomplish such rewé:ons of the Japanese Trademark Law and its passing
the Diet.

Major private enterprises in Japan take the attitude toward the TRT of
recognizing it to have a historically significant meaning for the attainment
of the internat ional-unification of Industrial Property, few being of the
opinion positively: denying it. - The Japan Patent Association, which is

a typical industrial:property organization composed of Japaneése major
enterprises and having a close relationship with the Japanese Group of
the PIPA, established a special-committee, when the first draft of the
TRT was proposed ‘to.study the draft, and reported to and exchanged-
opmxons wzth the Patent Offzce thereon. :

The Patent Ofﬁce recently started the earnest study of the concrete
measures for the reduction of the backlog of trademark applications
which is“an actual-obstacle to be cleared-urgently, ‘Our Japanese Group
would spare no efforts to solve the backlog prolbem and expect that good
results would be achieved therefrom in: the near future, hopmg that Japan
would be able to. jOJ.n ‘the, ‘I‘RT as soon:as possxble.

.Tapan's:'adhé'rence.to' the;tr-ea’ty '-would' 'caus'e an increase of international
trademark applications; - The situation would largely-depend upon such .
factors-as the rationalization in'trademark administration due to the increase .
. of signatory powers and the reduction in- application expenses.. Further,

it is anticipated that since enterprises having existing weil-known trademarks
would have already registered them in the world; they would make use of

such international apphcanon system. which is. s:.mple in procedures, for

new Trademarks. . :
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Next, the present status of Japan concerning the PCT will be touched

upon briefly. At present, the problems including the adoption of the
multi-claiming system, which is a prerequisite ior the ratification of

the PCT, and the introduction of the system for patents on chemical

and medical materials in order to harmonize with the systems in major
advanced countries are being studied from the standpoints of the rela ionship
with the backlog of pending patent applications, the poliey for industries,
the influence upon the public, and $o on at a sub-committee of the Indusirial
Property Council composed of the intellectuals within and outside the Patent
Office. Meaanwhile, the collection of the minimum documents such as
examination materials and patent materials have been started at the
Japanese Patent Office to meet the requirements for an international
examination country of the PCT. It is anticpated at the present stage that

"the ratification of the PCT would be around 1977. The representatives

of the PIPA are going to attend the Tokyo Diplomatic Conference of the PCT
to be held at Tokyo next October as observers,: ;

It is added here that the report on the TRT as stated above will be reported
at the Third Committee of the Patent and Trademark Treaties and
Convensions of the Japanese Group of the PIPA, making contact with the
Trademark Sub-Committee of The Committee of the Patent and Trademark
Procurement Law and Practice. 5

Finally, our Japanese Group would like to pay our respects to the U.S,
for its having signed the TRT.
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1973 PIPA San Francisco Congress
-Committee Presentations

(committee 4 ]
° Conciliation of Disputes.
: ~=-= Dr, P. Newman

° Report by PIPA Japanesé Group.
. ——— C. Kanzaki
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Good afterncon, ladies aud gentlemen -

It is a pleasure and hpnor for me to serve ds-your
chairman for Committee 4. ‘This committee was formed as an
independent commi ttee on;y this yeer, because of the strong
interest that.is deveioping iu PIPA serving to-facilitate:
the settlement of dlsputes in the rlelds of patents, trademarks,
and knowhow, in the event that such disputes mlght\arlse
between Japanese and Ameriean companies. In fact, the reason

A .
for the strong interest in such aniactivity on the part of PIPR,
seems to be the recognition that such disputes are ofteu based
on misunderstandings, and-that it ﬁight be helpful to have an
informal procedure whereby such mlsunderstandlngs might be:
clarified, without resort to either the formal procedures of
.lltlgatlon or even the formal procedures of arbltratlon.

The Japanese Group thls sprlng 1n1tlated a survey of
its members to determine the frequency and geuerel nature of
the disputes that maj have arisen in the field of industrial
property. When the Amerlcan group heard about thls, and
received a copy of the questlonnalre used in Japan, a survey
of the American memtets was conducted using the identical

questionnaire.
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Mr. g@iﬁini7—8E—t*&ba—“iganD—yniﬁnﬁtk#ﬂ?—Mx Seetemeie—piece
as chairman of the Japanese'Group for Committee 4. They have
analyzed the-Japanese interest in conciliation procedures; and
'they have also studied alternative procedures available to
Japanese and American oompanies. ‘Mr. s2§$§Ee will report on
their conclusions. We shall.then present a corresponding report
on behaif of.the Amerioan.Group.

We have also been working_together'on a draft of
possible Rules'for such conciliation. ' The preparation of
these rules is stii}‘in_a preiﬂiinarg_stage. The workiny draft
that we have distributed this afternoon requires more analysis
and more thinkinor We_éropose.to'go through”this draft,‘and
to exblainithe present'thinking.of.the Japanese.and the
American conmittees.: The Board of Governors has not yet debated
.the question of whether PIPA should actually embark on such an
activity. We in the Japanese and American commlttees, and the
Beoard of Governors, request your comments on the.substan"e of
the draft, and prinCipally on the question whether PIPA should
go forward in this direction. We shall open the floor for
_dlscu551on of this subject later th1s afternoon.

To start our program, to report on behalf of the

. . + Kespadd
Japanese Committee 4, may I introduce the chairman Mr. Peshimer.
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Thank you Mr. Readd.
Wé Shall benefit frqm Ehis usefui infqrmation_in the course
of oﬁr deliberations this afternoon.
The questionnaires subﬁittéd to the Amgrican Group .
did not prodﬁce neariy.as compleée a return. There were
21 full responses to tﬁe:questiﬁﬁnaire. The following:
_analysis is thus baséd on 21 companigs; Perhaps it is
reasonable to assume that the companies_that did.not respond
have not had éerious problems in this afea. In any case, . a
review of the returns éb£ually_;egeived is quite ;Qstructive,
~and reﬁarkably similar in result to thét which has just been
reported on behalf of the Japanesé group. ;
7 Of the 21 companies that repiied; about 80% reported
tﬁat there had béen disﬁﬁtes rela#ed to indusﬁrial éroperty

matters. Of theée, about 75% said.that the subject of their

disputes was related tofgatentq and 40%_stated~that.thef had' .

- —— .
bezen involved in disputes relating to knowhow.and technical

information. There w;g;reference nade in severé} cases to -
trademarks, over and_ab6v§ routipé traéemark opposition
procedurgs. Several'of;OQr :espondentsrstéted_that they have
fairly large numbers of}t?ade#ark pppositions and patent
oppositions, but these were not included in the infofmation

provided in respénse to the cuestionnaire.
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The answers to the questions on the subject matter
of disputes are also interesting. Almost all of the
respondents had disputes in the fields of patent validity

and patent infriﬁgement. 502 of these stated that the issue

—

was validity or interpretation of industrial property rights,
and 60% stated that infringement was an issue. There is
clearly some dveflap here. Three respondents stated that
antit;ﬁst issues ﬁere involved.

Almost half of the respondents stated that they

had been involved in disputes on the scope of a contract.

15% of'the,respéndents'Stated that contract disputss related
to the rqyalty.énd p;xgent terms; 10% stated that the licensed
_territbry was disputed. Other areas of diépute related to
m——— B .

secrecy obligations, the duration of the agreement, and other
problems of interpretation of the contract.

The disputes were settled in various ways. 25% of
the respondents resorted to litigation. 15% were settled by
adjudication under Article 71 of the Japanese Patent Law.

. [ [ e
There were no settlements reported by our respondents through
the use of conciliation under the Japanese law for

conciliation of civil affairs. Two disputes were settled by

existing arbitration organizations, specifically the
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International Chamber of Commerce and the American Arbitration
Association. wa.respbndents héd éettled their disputes
through conciliation by a thizrd party, one having used the
conciliation procedures of the International Chamber of
Commerce.

an intereéting aspect of these returns is that 85%
of all their disputes were settled,bylﬂsgggigzign betwgen the
parties and in oﬁly one case was.it reported that this
successinl negotiatién Qccﬁrred after litigation was begun.
It also appears as_if most of the Japanese companies involved
in the disputes reported-by thé American cpmpanies are not

members of PIPA.

our analysis-df these returns - accepting that they

were not complete returns -- is as follows:

Patent infringement is the major:cause of dispute, and gontfacﬁ
interpretation is. the second céuse of disputef Patent
vélidity appears to be tied to infringement. There were an
especially large number of settléments by ne otiation. There
was less settlement by-érbitraticn and formal_éonciliation

than by litigétion: it is assumeé that in all of fhege cases

negotiation between the parties had been tried and had failed.
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I think that it is important for us to think

‘about whether those cases which actually went to litigation

might have been settled amicably if PIPA were to provide a
new forum for conciliation.. We should also consider whether
some of the disputes which were finally settled by negotiation

directly bef;veeh the parties, might.have been settlad sooner

or more amicably or more fairly if PIPA were to provide a new

—_— e ——

mechanism for the parties to discuss their differences.
. The_view has been expressed quite forcefully that
there is no need for another structure to help pgggisﬂggﬂggt

together and talk out their disagreements. However, some of

our members believe, from their past experience, that certain

disputes might never have become serious,.and might never

"have ended in court, if tihere were available to the parties

a p;ocedﬁré-gf_fhe}very_sort that is.here proposed. They suggest

that'it mightﬂbe very much easier for the parties to open
discuséi@nlwithithe aid oI a conciliator, if they could work.
through PiPA_and.woﬁld_know that they could choose an

industrial.pyopertyfe#pertzas their conciliator, rather than

subject themselvés to the conciliation rules of either the

International Chambér of -Commerce oxr the Japan America

Arbitration Association.




I think: that we are éll_relﬁctant to organize -
a new formal structure unless-there—is;a:need:fér it and
an adeguate interest in using it. |

We decided in Committee 4-tb help resoclve this
question, within our committee and in PIPA, by first trying
to get an idea of the sort of rules which might govern a
conciliation role administered by PIPA. We thought that .the
preparation and study of possible.ways of organizing  such a
function for PIPA might:help us, each. of us, to guess whether
there is a need for such an organization. What you have in

_front of you is our. first working draft.  Let me tell you some .
i N

of the pﬁilosophy that. went into this draft.
ihe-basic.principle behind conciliation,'ds OPPOSedH;
to arbitration, is that conciliation is not binding upon. the |
paities. If-the parties do nﬁt'EVentually;enter into a
contractual,arranéementfand_a volunta;y_settlement,.with;the
help of the9conciliator; there;is—nq Qaf ﬁof a court to
enforce a.conciliator‘sjdecision.
7 We thereforextried to provide certaiﬁzsimple and
straightfo;ward rules for initiating conciliation, and certain:
rathér stringent timeilimits e thchﬁtime limits can be | |

extended if the,parties_wish -~ for: completing: conciliation.:




The purpose hereéis to. prevent a party that is not really
interested in.se#idﬁg'conciliation, from delaying ﬁhe other party
from pursuing its legal reﬁedies.

Thus, either party can advise PIPA that it has a
problem and wishes: to conciliate if the other party is willing,

PIPA will have to have an administrative officer to handle such
. : . - T T

requests immediately. This administrative officer, whom we have
called the Staff Director, is required promptly to ascertain
. e —

whether_the'other”party is interested in conciliation and move
A . .

rapidly t¢_assisﬁgih-the selection of a conciliator, PIPA would

maintain'a-1i$tfdf'industrial property experts.who might be

#illiné to'servé.;s coéciiiators.in-various~fields. It is

proposedfthaf thfsﬁlist-of_experts include nationals of Japan,

United étates)fagd;other countries. It is élso mentioned that
the paftiésﬂéaﬁ\séléCtvény-c@nciliatox'who.is not on this list;
-V~=Théféaf£er} theiPIPArekecutive officer has the

responsibilitf-éf}ﬁriﬁging the parties and the conciliator
together as iapidly'as possible,  We havé purposely omitted
all mention of the need for documentation and the presentation
of posiﬁions~and_of objections to positions.; We feel fhat
since conciliation_is:optional, there is no way t& force a

party to make complete disclosures during the conciliation procedwun
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This is of course a weakness_of conciliation, and would limit
2hts 1S 1T S L _conclLlacd

its general applicability. Nevertheless, if there is a

dispute that both,parfies are in good faith intereatéd in .
seﬁtling, they would naturally:bring forth all pertinent
documeniation.

It is propgéed in thése rules tﬁat'a relatively—shdrt
time period be set for the completion of the entire
conciliation procedure. The pérties can of course extend this
time by mutual agreement. Howéver,;if one of the parties is
not proceeding diligently to complylwith_the”conciliation tims
schedule, the other pérty_shouid have an opportunity to pursue
his other remedies. We are interested in your thoughts as to
what an appropriate time schedﬁle might be.

| Since_conciliation is completely voluntary, we assume

that there are many cases in which agreement will not be

reached. To encourage open discussion and offers of compromises
it appears essential that no information produced during

conciliation, and no dffers of compromise, should be held against

a party in subsequent litigation. Therefore, we have
provided fdr this, and have alSo provided that there be no record

kept of the conciliation discussions.
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The ;:aft before ybugihcorpdrates many of the sorts
of provisions iwh__ich prevail in Y%he conciliation rules for
other organizafioné. We have in several areas tried t§
simplify these rules and to reduce the formalities. We think
this can be_acéomplished because of the narrow scope of the
type of disputés which would be covered by these rules, and
because the participating companies might be limited to PIPA

& M.‘Luq,p' Py ‘f‘ e d—-L.._F.c.,.C&. bl J o BiPA avtnde .
members.ﬁ‘Thls particular aspect is under study becauses of
ﬁossible antitrust implications. In fact, the antitrust
status of the entire arrangement requires much more attention.
If the concensus of the Japanese and American Groups is‘tﬁat
suéh a structure sheould be formed, we have much more work to:
do in this areé.

oe 2 shbuld like now, in the time that's left, to hear
your comments on the situation thus far. 14w, wi sial dicdlo
whhadr aefin de Yade on Rt Praslibid, sffenk Ly Ha Jomasca g,
May I therefore open the floor to discussion of any

aspect of this! proposed procedure.
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' the number of members who affirmatively reﬁlied having

reply was in the aff'irmativé.l

Report by PIPA, Japanese Group, Committee IV -

Shozeo Saotome
.Chairman

. ﬁ:anddﬁl;

Present State of International Dispute on Industrial

Intangible Property.towards;thq Members of the Japanese

Group of PIPA: - | -

In order to evaluate whether a couciliation system,

which 1s being studied by & group led: by the Committee IV
of'the U.S.A. and Japanasa Groups, be.installed in PIPA,
a Questionnaire, as per Attécﬁmqnt*I, has bnan passged

on to each member of the Jabanese Group, wherearainat

57 out of 68 member_compani;a-have submifted their
returns. The.reaulfaléf their answer# are summarized

in Attachment~IT for.the reéders'rreview. and sane

analytical work has been exercised as demonstrated

hereinafter. The figures of Attéchment—II represent

had dispute that was itemized in the Questionnaire’s

column. The percentages referfed to hereunder are the

ratio of those, who experieﬁcad each of the aforementioned

disputes, as againﬁt the total of 40 corporates whose %
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1. 'Variatieq-of.Disputegaxpariencad

(1) Those .who had dispute in connection with

paten#s‘and other'induatriai propepty rights
ah&“knéw-how and technical'information, are
97.5% and 30%:respeetiie1y of the total.
Proportion of these two being involved in

dispute is high.

(2) It is the unexpected result that there is

fairly many cases of - involving goodwill,

salea agency right and the 1ike, namaly

-trade socrats. ’ - -

2. Particulars of Dispute
(1) case of disputing over the effaﬁtivenesé,
definifion of scope and-iﬁfriﬁgemqnt of
.:1ﬂﬁu§£r1§1.§foparty rights is'exfremely.
'largé.iﬁ 1£§ nﬁmﬁer, and édrporates as _

..muéh as 66% and 75% of fhe total werae

involved in these kinds of dispute;
(2).7Also many cases related to disputes in
connection with Anti-Trust Lews.
(3) Cases of disputa over the 1nterpretation.
| of the proviaiona eontained in contracts/
hagreementa have much ramifications, and 28
casas cut of the total 35, which were affirmative

in these items, were centered on payment
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terms, license’ territory provisions,
improvement or grant—back’ clausaes and

secrecyfstipulatiéns}

3. ‘Procedure'fOrfSettlemantff“%

{1) ‘The numbér_replied having experienca  applied

(2)

{for relief through legal procedures. of

proceediﬁgs;“injuﬂctions, ocmpromise before-
. : y .f _

the court)totalled 37, and on- the other

‘hand the' number réplieq having carried out-

a mutualkémicable:settiement was 28..

In short, the facé that about a half of the

total corﬁoratas have‘éxercised this kind of
settlemaﬂt will be known by these figures.

Cases or_arbitration‘afe very few and. it

was onlygz, beside; no case of conciliation.

through the Jabanege“Lak fot_Qanciliation of

Civil Affairs.

4, The Other Party of Dispute

(1)

(2)

The number of answers contended that the
other party wés.U.S. firms was as many as
38, ' ' '

The number replied affirmative except those

.disputed with U.S. firms was 23, and all of

their-disputes were with Western Furopean

‘firms. So far nd“répérfihéviﬁg“disbuté'#iihf

the parties in developing countries was made .
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5. Trends by Induatrial’Divisions.'

As fTar as this sur#ey concerns, no specific

trends by industrial fields waas observed.
Incidentally, an average number of dispute per
company was 3.9 cases.

The wmost apparent feafure deﬁectable from the abcve

survey, the majoritf of dispute settlement are centera<d
4 one—-sidedly on either of legal procesdings and mutual

amicable settlement, while almost in no case arbitra-

tion or conciliation was availed. Ssttlement by lepal
proceedings and mutual amicable Bettlément in themsalves
are contrasting ways of settlement, sc the necessity

of conciliation es en intermediary settlement way in
‘befwéen the above two is recognized. As it has
frequently been pointed out, a legal suit has not

only to be-kept élways open to the pubiiq. but also

it does not permit'anything other fhan yas or no,

and moreover it costa much time and money. Although

conﬂaquentlf an amicable settlement between the two

parties concerned would be meost preferable, until
finally find out a solution which would be acceptable

to both sides, manf.a case requires a time—consuming

process of futile contentions and arguments.
One of the probable reasms for almost not resortiné

to the exieting arbitrat;on system and the conciliation
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system under the Civil Proceduré Code would be that

ence an arbitration is accepted, even it is of n&-
objective adequacy, nd relisf is available, and that

the dispute on ah:industridl property matter is quite
diffara;t from a dispute oéer trade and of an untusually
special nature, a#d that t&e experts whogare capablé

of giving an appropriate décisidn are s8¢ acarce in

their number. It is therefore éxpected Bf a;i the
concerned that somé new organization.of conciliation,
equipped with.experts on the industrial'intangible
property, should méet the réquiﬁement far a practical
and speedies sett;amgnt whiph was not satisfied by

the existing ones; o ’

Furthermora, from.this surﬁey, an oxtreme closenass
betwaen.U.S.A. an& Japan ig obaerved in'their'industrial
amd economic relations. W{ believe, in drawing up

PIPA Conciliation rules, first.of'all. settlement of
disputes between tﬁe ﬁeﬁber states of PIPA, in particular,
be tween U.S.A. and_Japan; should be held.as_tha most

principal purpose. :

Relations with existing Similar Organizations:

.A report on the arbitration regulations was aliready

made at the Tokyo General Meeting last year.

Japan has two standing organizations for arbitrations;
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" gna beiqg arbitratiqnlsystem wathe.Iniernational
Chamber of Commerce and another being th~ Japan
Commercial Arbitration Association. Both organiza-
tions, however, have little pxperie:née in erbitrating
: 'dispﬁté:_m}gr an industrial .:I.'n..t_arng'-ible property, and,
for conciliation,:the_oﬁe.ﬁasad bn_the Japaness Law
for Conciliation of Civil Affairs and the one by the
International Chamber of Commerce. The former will
be performed, uﬁ@h application'by_the parties involved
in ﬁhe digpute,-and by canciliation commitieses conSist
of jﬁdges; appointees by the court and those who wére
agreed upon by. both parties, and it is held behind
‘the closed door. _For the latter, its Headguarter in
Paris is provided withf;_panel of conciliation comnittees,
and from this panel threas conciliation committégs
‘'will be appointed, who wiil take chargv of the ca;e,

at each time a party involved in a disputa applies for
conciliation. The main feature of. this cunciliation
is that the nationals reaiding in Paris who are elected
by each National Committeo of the InternatiOnal Chamnther
of Commerce are registered in the panel of conciliators,
and that it necessitatea a guarantea money to be
deposited with ‘the Chamber by the party concerned, ;
corresponding to the amount under dispute in advancé:; -

to the commencement of the conciliation proceedings.
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Such similar organizations do not confine thezr.
purposes only to settlement of disputea over the.
industrial intangible property. In order to upvalue
PIPA's conciliation system, these systems, 80 mentiouma
befare, have to be equipped with a functiOn which thn
existing organizatians dc not possess —--namely, thg
function by which it can draw out an answer mos t
appropriate for the settlement of dispute by ewpef%s
who are completely fluent in the field of 1ndustria1
intangible property. For this end, ccnciliators are

to be limited to experta and it requires to be equipped
with a complata 1ine-up of the mcst possibly appropriaLe

conciliatora.

Future Schedule?

In prder to firmlyfacknow;edge hereafter to bring .
PIPA's coh'ciliatiqn System idnto :exis'tezice, we, the
member of the Committee IV of the Japanese Group.
hereby propose the folluwinp reso]ution based upon’
PIPA's Supplementarv Regulations, Article 5. Paragraph c,
which is governing resolutions within PIPA:

"Hereafter the Boérd of Governors amd the Committee IV
of both group will continue diligent discussions to
bring tﬁ; planﬂof_PIPA Conciliation syatem to its
perfection along the 1ines of geperal idesas delibarated

upon by this geneial meeting."
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We expect the future.échedule'as follows.
At the time when.fhase éisgussioné arenfinalized
succassfullf;:the peffected draft shall :ebeive:an
approval cﬁrreéﬁonding to the generéi résolution to
'be'made-public-aé.per PIPA.BjﬂLaw Article 5,
Paragraph A. Oﬁ;; sﬁch an approval.is secured,
- PIPA's Coﬁciliation Rule will be_affectuated, and

the conciliators shall be elected in accordance with

the dafinéd procedure. When the elaction of.conciliétors
are finalized, the fact that the Conciliation Systam

"has been initiated, particulars of the Rules and the

member of conciliators; together with other related
details, will be outwardly announced in thse nama of

PIPA.

If at this General Meeting a consensus on the above
1s obtained, we wish to add that PIPA's Conciliation
System be initiated with the leasf delay, if possible

' ﬁithiﬁﬂthé next few vears.

Thank you very much.
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Attachmen LI

I. iliave you experience in disphte (or are you in dispute)

.with a foreign couwpany, conéerning'the following
industrial intangible proﬁerties; after World War II?

Please put a mark on the number of your caseé.

1. Kinde of 6b39¢t§ | | |
(1) Fratents or other industrial'broperty rights
or applicafiqns thereof -
(2) Xnow-how, technical information
(3) software for compu?er
(4) Good will, selling agency, customcrs'! list
and othgf trade seéret*' o '

(5) oOthers

2. The contents of'dispute

(1) Validity or interpretation of industrial property

rights. : | : L.

(2) Infringement of inquétr;al prppérty righfs
{including the casé_with trial bearing or judge-
ment'fof invaiidafion)

(3) Conflict with AntifTrust lLaws (AntiQﬁon§p§1y

Acts or Anti-Cartel Acts)

{(4) Laws of prchibition of unfair competitien
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3.

(5)
(6)
(7)
(&)

(2)

(10)
(11)

(12)

The seope of eontract
The sum of royalty and the terms of paymcrt

Licensed territory under a license agreement

The coﬁditionsrof scope, ownership_and grant

back of improvements
Duration of agreement, duration of payment
Except#ong and expiration oﬁ,secrecyﬁobligation

Treatment of know-how after the duration of

secrecy obligation (License, Licensing to the

third party)

Other problems of interpretation of a contract

Means of sgettling dispute .

(3)
(2)
(3)
(&)
(5)

(6)

Litigation
Provigsional decision
Raconciliation by trial

Addudication under the Japanesa Patent Law.

Article 71

Conciliation under the La.w for Conc:.llation of
Civil Affairs

Arbitration by standing arbitration organization
(Please enter ‘the name of arbitration organi—

“sation )“




(7) Conciliation by the third party other than No.(5)

(8) Arbitration by the third party other than No.(6)

(9) settlement by negotiation between the parties

(10) Others

4. Opponent of dispute
(1} Company of U.s.aA. participating PIPA

{2) Company of U.S.A. not perticipating PIPA

(3) Others (Please enter the nations concretely)

5. XNumber of disputes occured after 1945

II. If you have‘any opinions or proposals on such a mediation

system, pleése enter below.







Attachment IT

Hétal &
Machine Co. Machine  Co.
: Co,
Kumber of companies making an 1L 20

- 2h
‘answer .

.Kumher of companies having no (3) ¢))
experience in dispute among all

answerars

1. Kinds of Objecis

(1) Patents or other industrial 8
' property rights or spplications :
‘thereof

(2) Know-how, technical information

(3)
L)

“w

Software for cooputer 0 [ o
Good will, selling agency,

customers' 1list and other trade

secret . A

(5) Cthers 2 1-

2. The contents of ciisputa

Validity or interpretation of 5 '

(x) 0
‘industrial property rights
(2) Infringement of industrial : 7 n 1

property rights (including the
case with trial hearing Wr

Judgement for invalidation)

Electric Chemical Trading

(&

Percentage to
Total the number of
companies hay .-
experience 1tk
aispute
(%)
2 57.

Co.

(1) (x7)

1 19 9t.5 % 1
i
-
1 12 0 %
. 0
. 12.5 o,
7.5 %




®

(u)

(5

a

{7

(8)

(9}

(lb)

“an

(12)

_Conflict. with Anti-Trust .

Laws . (Kﬁﬁi—HQﬁOpoiy Acts or

Anti-Cartel Acts)

Laws of prohibition of unfair .
_ competition .

"The scope of contract

The sum of royalty and the
terms of payment | -
Licensed t.err:l.t.orjr ﬁnder a

license agreecment :

‘The conditions of_:acops.

cwnership and grant back

"of improvements

buration of agreeﬁant,
duration of payment

Exceptlions and exﬁirat.ion

-of seerecy gbligaiioa

Treat@ent of know-how after

.the duration of secrecy

1o the third party)
Other problems of iinterw .

pretation of a contract

3. - Means of settling dispute

‘obligation (License, Licensing :

3 1 1
1 1 1
5

2 0o 1
3 0 1
1 2 o
0 ‘1 1
0 e 0
0 ‘2 g
1 3 0

8 0 %

5 12.5Y
6 15 %
4 0%
3 1574
1 i 2-5./"
2 507




(1) Litigation A 20 9 1 2 60 %

{2) Provisional decision » 1 Sz 3 0 6 15 Y,

(3} Hecanciliation by trial 0 4 2 1 7 1954 '

(4) Adjudication under the ) 6 0 1 1 2.8y
Japan'ésé'.l’atent.. Law, Articls -
71 S _

(5) Conciliation under the Law 0 0. 0 o 0
for Conciliation of Civil :
Atfain

{6) Arbitration by atarﬁ:l.ng 1 0 T o 2 s
.arbitration organization ;

(7) Conciliation by the third - 0 o o ] o

_ party other than No. (5) |

{8) Arbitration by the third _ o 0 0 0 0

 party other than No. (6) : | o

(9) Settlement by negotiation 6 9 u 1 30 %
between the part:ies _ ‘ ‘

{10) OCthers ‘ 2 ! & 0 U X4

4. OUpponent of disputa

(1) Company o} U.5.A. participate ‘ y ' 7 7. 1 - 19 4.5%
ing PIPA ‘ _ ,

(2} Company of U.S.A. not 5 7 é. 119 sy
" participating PIPA o A .o

(3) Cthers | 5 6 B 1 25 6257
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‘" STATTMENE OF
DR. HOWARD I. FORMAN.
'REPRESENTING THE
NATIONAL ASSOCIATION OF MANUFACTURERS

_ oN T
GENERAL REVISION OF THE. PATENT LAW
""" BEFORE THE o

SUBCOMMITTEE ON PATENTS, TRADEMARKS, &
COPYRIGHTS OF THE SENATE
JUDICTARY COMMITTEE

September 14, 1973

The Mational Association of Manufadturers appreciates the oppcrtu-ity
to express these views on the proposed critical.patent laﬁ revision matters
being considereﬂ in this current hearing. It makes these comments 3s a
voluntary association of bhusiness concerns of varying ;izes and commercial
activities, and located in every state. Participants in the NAM Wembership are
companies and individuals fnstéring and ‘invesating in the séientific and tech-
nological endeavors that have enabled this Nation to earn the reputation as a
leader in providing the climate for creafivity wﬁich has enabled the development
of some of the most impoptanf éroducts and processes utiliied today.

But the present gives.risé'to thé future.ahd perhéps more tﬁan evep
before‘in the history of our nétion, we must stimulate and encourage invention,
and\innovﬁtioe to meet national and international needs. We need better
productivity frqn inventions to improve the standard of living for everyone,
and to hold down inflafioh. We look to practical discoveries énd-inventiong

for competing internationally ih order to improve our balance of trade and
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avnid further devaluation of tﬁe dollar in the world marketplace. Moreover,

we need better products and processes to avercome gur national problems

relating to health, transportation, housing. energy, and the enviromment.

Essential to the achievement of these needs.is unquestionably a
strengthened patent system that will provide ‘the 1ncentives necessary to
encourage investment of time and imaginagiqn;“energy_and money to bring to
the marketplace an-incfeaaing'éatnlogge_df éxnifing_invenfioﬁn. Most important
" to note - such incentives are neaﬂgdjaiikeiﬁy indebendént inventors, and
cumpany research teams bf all sizes as well ‘as other invention-oriented
~organizat10ns such as. univer31ties. N -

It bears pointing aut that a Constitutional proviaion relating to the
patent system prov1des.. “The Congress shall have power, ., .to promote the
progress of... useful arts, by securing for limited times to...inventors the
exclusive right to their respeetive-..discoverles-“ Thus, our comments on
proposed changes in existing patent statutes being presently con31derec are
assuredly made 1n.the;1;ght:of what we_believelwuuld be their very spec1al

effect on gromnting.thé ?rqgreésgof.the useful arts in the United States.

Mndifieation oF Patent Bxamination

Proceedings to Provide Public Adversag! Hearings

We view with optimi:m the prospect of improvement to the administrative

procedures in the Patent Office ﬁhich”willﬁenhance‘the-#alidity-df issued -

pntents. Specificallf;'we support'puhlib'ithlvement in calling attention

to the Batent Office of"priop art! However, we are nof_inifabe of -
attempting tn.attain éhis-dbjgnfive by the adversary procedures set forth in the
iurrout 2.1321 (Seec. 155). Rather, we believe that the obijectives sn scught
would be better'serve@ by the procedurés set rorth in Seetionn 191 and 192 of

5,643 (Cammitfee Prinf) considered by the 92nd Congress. In this ronnection,




¢ should be noted that thnse procedures set Forth in $.643 eriginated rrom
the 1966 Repart of the President's Commission on the Patent System. This
report contained a number af proposed changes. in'fhé U.5. Patent System
that were devised after more'than a year of deliberations.’ Furthér, the
final provisions of 5.643 W%Fe arrived at only after éxtengive hearings
by patent committees of the QG?h,lglst and 92nd_Congresses'and as a result
had received broad-based sﬁppopt from the patent profeséioh.

To summarize the essential differences between the two legislative"
proposals: Under $.643, as considéfed; procedures are established whereby
3rd parties would call Patent Office attention to prior art that would'
affect the validity of issued'ﬁr iesuing patents, If the Patent Office
decides that the cited prior art has merit, then theé prosecution of these
cases would be reopened to consider such prior art, Under 8.1321. public
adversary hearings would allow for proceedings that might well be harassing
Ato the applicant (since the 3r& party would as a'mafter'of'right'have the
opportunity to engage the pafentee in a long and costly piroceeding). There
is no basis to predict that this easily ahused‘form of procedure would
enable the Patent Office to reéch’mofe satisfactory pbhciubioua tﬁfﬂ the
approach of S.643. | . . |
‘ The President's Cammission on the Patent Systan fully considered other forms
of adversary ?rdceédings and rgjeoféd'théﬁ:id favor ©F the approach set forth in”
in §.643. Perhaps the most serious objection to an inter-party adversary pro-
ceedings, such as is provided in Section 135'@? §.1321, is the high coat which
would bé imoosed on an'appliéSEt or patentee as a defendant in the process.
Certainlﬁ'the cost of bbfaiﬁiﬁg a patent {é'éiiéédyxﬁiﬁﬁ'ehnugh wi;hout\piacinﬁ, '
this additfnnar“hﬁrdeh‘on inféﬁtn;él .%Hﬁs;‘ééséﬁfééii§ fheKE;Qe:Lenéfieial -
results éﬁﬁla hé:ﬁﬁféiﬁéé bﬁ fﬁé n#nqééhrééiéeF”Fé;fh'iﬁ Spét%nn P Ak

192 of s.'sué at sﬁﬁsténfiallf-ldﬁéf‘éogf; S
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Fxperience with_inter-party'adversary procedures in Germany, Holland and
l'.ugl':mr.'l are r-'«-p--rrul_'.f'?'.» (l_t‘lli'nl:;l'!'.-'ntt.' clearly i Liiah n-u:;li- P mesaes and rime thay
are jnvhlvud-in'Such.ﬁpucqudingsf Such an approach is especially burden-
some and prohib;tjve Erqﬁ the standpoint of independent inventors and small
companies, - Even.iﬁ fhe'casg_of larger organizations, the cast becomes
prohibhitive pédéf.thié particulaf Q&stem because many companies (based on European .

experfence) apparently tend to oppose automatically their competitsrs!

' patents in process of issuance whether or not there is any genuine hasis

for doing so.

Turther, with regard to Section 135 of $.1321,, it is suggested that

it would be administratively more efficient, in any event, to issue the

patenf first and then;hnve such.patent subjecet to exemination or reexamination.
In this way, millions:of'dollars in additjonal printing costs, not to mention
the additional cost of maintenance and-gearching of the files of such documents,

ecould be'savéd by the publie and/or patentees. and with essentially the same

‘results From a ‘substantive standpoint.

Alsd,‘if is récummendéd that the Commissioner of Patents be given the -
fiexibility df_déterminiﬁg;who in the Pateqy Offide would have the responsi-
bility of handlihg tﬁé exﬁmination or re-examination under this proposed
Soction. .Thus, the Cdnﬁissioner should not be restricted to having Primary
Examiﬁers handLé‘thisireshonaibility since it might he better to have someﬁne
else involved in the proceedings who woulé not have participated in the
orfﬁinal deéision to grant.the batent. 'Again, it would be best fa leave
this'dééision as an édminisfrative matter for the Commissioner.

'l;'is suggested, moreover, that other ways to utilize the expertise of
the Patn;t afffice in aﬁvefsary proceedings rclating to patents should bhe
expiored. 'Thus; peﬁh&ps in patent situations that would normally he
litigated in court, it might be worthwhile to consider referring the ﬁatter
of the validity of the particular patentsrinvolvgd, at the option of one or

both parties, to the:Patent Office for a decision or opinion on validity

Haarl o the eyidenes heihre ke P .
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.Finally, {t‘should he anted that next month the Fatent OFFice witl be
.olding'administrative hearings on what has been cailed "Voluntary Protest™
proceedlng, a Form of adversary procedurb similar to that encompassed by
Section 191 in S5.643 of the last Congress. Assuming that thxs.vnluntary
adversary proceeding is adopted, we can expect that the next year or two
will witness the development 'of a conéiderable amount of actual experiences
that will be invaluable in determininé'juat what kind of adversary proceeding
should be made mandatory Ehrough legislation. Accordingly, it ié suggested
that prudence dictates deferment of legislative action in this area until
this kind of experience, which appears to be imninently available, is

considered and appropriately evaluated.

Creatidn of th the Office of Public Counsel

We are opposed to the present proposal ta create an Office of Public
Caunsel in the Patent Office. Further, wbélg we are not in favor of studying
new proposals endlessly, wc believe that befort any such proposal should be
considered for enactment intu law, a detailed stwly af the stafting and day-
to-day operations of the Office should first be carricd out and made available
to the public for detailed comment. 1In add1tion. such a study shou)}d conaider
8lternat1ve ways to accomplxsh the 1ntended purpoqe of this propnsal to
determine whether the amount of money invej}ved wmight bhe better apent in
another way to achieveé this ;ame_purpnse.

As a basic observation, it would appear that the functions ul’ the
pfopose@ Publiec Counsel are mostly all now availalle to the Guvermment. oz
example, the Government_thfoygh-the Justice Dvpartmentigow has.the power.
under eergain cirgumstances_to go into Court to spe_ta:canegl a patent.
Furthennoré; any agency of the Government wﬁuld he in a pesition to
purt1c1pate in the proueed:nks o! section 135 ul” 1321 ur Scetions 191 and
192 of 8.043 (92nd Chngress) without need of avy fublic Counnel ds proposed,

Also. U the presenr time fche rimary Examiner ot his aption has Lhe vight

e
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to be present émﬁ a;lrgue his side o the case hefore the. Board of Ap'peals.'

In addition, a member of the O(Fice of the Solicitor handles the case for

the Patent Office in all appeals trom the Patent OFfice to the District Courts,
Courts of Appeals a.nd Court 5t‘ Customs anxi Patent Appeals.

Moreaver, from an auministrative standpoint, the proposal wm;:'ld IBPPCRI‘

to create various ;:moblt.-ms.‘ -For cxample, the Commissioner of Patents is
presently respmsii:le for assuring t}'mt high quality patents issue. In
accordance with the new proposal, there would then be two people, the
Commissioner and the created Assistant Comwissioner for Appeal, LitiSat;iOﬂ
- and Public_ Cum_'t_se_l: - both having this same respongibility. In additien, -

at the working level the Primary Cxaminer is responsible for assuring that

high quality patenfs issue, Again, in the case of this new proposal, there

would then be two people, thé Primary Examiner and a representative of the

Office of Public Counsel sharing this same responsibility at the warking
level., 'Purthermr;e, it would appear thit the representative 6f the Office
of Publj,e Counse). would necesgarily be much leas experienced in a glven
field of i:echnblbg:y than the Primary Lxaminer. .

One of the maijor Reys for improving quality of issued patents is to
provide a system under which’ the Examiner rége’iveé ‘more infc'nfmation ‘pert inent
.to validity than {8 now currently available te him. In this connect ion, it
is not persu;sivé f’that the proposal for a Public Counsel will have any
significant positive effect on the examination of the more than 160,000 _
applications. Eileci and the more than 70,000 patents i‘séue'd'.each '}uar. Thus,
it would appear t_l'ilat the moﬁey involved might be better spent in improving.

the lseagch systemé used by the Examiners and expanding the Patent Office's

present program for quality study, audit and control, or in the public

citation of prior art and the re-examination of patent procedurea of 5.643

of the 92nd Congress as previcusly set forth herein.




PROPOSED UNITED: STATES PATENT. OFFICE RULE
PERMITTING THE PUBLIC TO CITE PRIOR ART AGAINST
A PENDING PATENT APPLICATION :
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PROPOSED UNITED STATES PATENT OFFICE RULE PERMITTING THE PUBLIC
TO CITE PRIOR ART AGAINST A PENDING PATENT APPLICATION -

On Méy 15, 1973 the Commissionér of Patents proposed 2
‘i ¢hange to the Rules of Paten£ Practice which would let pétent
applicants voluntarily open their applications to public inspectionh
after allowance of the application but priecr teo iséuance'of a patent.
' The following is a discussion of the salient points of this proposal
and some prior proposals to incorporate a pre-issuance publicatioﬁ
into the United Stateslpatent laws. An aﬁtgmpt'is also made to
relate the failureé of the p£ibr prbpdsal# to thelcontréct theory
of the patent grant. o o |

The present philosophical foundation of the United Staﬁes
Patent .system is'that the grant of a patent is a contract between
:‘tha‘patentee.and the government. A patent applicant receives from
the government the right to exclude ail others from making, using
and selling its claimed inventicn in consideration for a full dis-
closure of the invention to the public. Thus,.fhe_quid pio quo
for the.patent-éianf is disclosure to the public. This rationale
is respohgiblé_for'thé.sﬁaﬁutory pro_vision1 reguiring the m;intenance
of a United States patent application in a coﬁfidential condition
during its pendency ir the Patent Office, Thus,beven if an applicént
abandonéd his filed application without receiving a paéent, the
application file is_not thereafter opened for public inspectionz.
The applicant may still have the protection affbrded under the Trade

Secret Laws. However, once a patent issues, not only is the dis-
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closure ¢of the patent avaiiable.to benefit the public, but fhe‘
patent file is open for all the public to inspect'?’;..-' .Since the.
claims of a patent define the invention? it.is only when ‘an -
application is ailowed thaﬁ the_applicanf_is.assuredyoffthe

scope of his protection. Any publicationpof-his=appliqation

prior ﬁo this time will disclose his:téchnical.contribution to

the public without the qpélicagtﬂobtaininguanyzcontractural bene-
£it. |

Recently, the Unitédgstates.patent=system and "in particular

the patent examining procédﬁreghas come under increasing attack.
Because of the large number of patents invalidated byrthe courts
over prior art not cited Syitﬁe.Examiner-during-thé pendency of

the applicafibns_and;becaﬁse of the many questiqnable patents |
being. issued the presumption of-validitys of a'patent issued in
'the'usual.coﬁkse;by‘the-Patént office has: been eroded to_aﬁ almost -
meaninéléssrstate.7, The fa?t that United States patent practice

is an ex parte éystem creatés a.bﬁilt—in hazard that all the nece-
ssary prioruart,is nof_likeiy—tdrhe available to the 13:_:':a.m."mer._'8

It has-periodically,bgen suggested? that the United States Patent
Law be changedAto,incorporaéé a. procedure wherein the patent app~---
1ica£ion.wou1d be-published?subsequent torExamination but prior. to
issuing as a patent so that it may be opposed by the citation of :
art by interested partigs;_{Eo,date,each*suchiattémpt to- change the
law has met with: failure.. The.contractural conception of the patent

‘grant has #g.doubt;been;a contributing factor“in”theSé‘defeats;'for~;
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if an applicaﬁion is pubiished for citation of art and opposition,
the applicant is theréby forced to disclose his invention hefore
his scope of protection is assured, | |
Opposition proceedings in the Patent Office are knoﬁn in
the United States in connection with Trademark caseslo. When an
application to register a trademark on the Principal Register is
found allowable by the Examiner, the mark is publishéd in the
Official Gazette.ll‘ Within thirty days.after ﬁhe publication, any
person having the necessary standing may file a Notice of Opposition
and be heard.l2 Any grounds upon which registrations could be re-
fused or held invalid is granted and can be raised in an opposition.
~Many countries, including Japan, Germany and England, have
such proceedihgs in the Patent Office in connection with patent
cases. The opposition serves to supplement and check the éxamination
' system and 1§'generally regarded as part of the examination system.13
The existence of opposition.procedure in those.couﬁtries which have
examination systems of granting patent§=is a recognition of the fact
that ex parte examination cannot he,ceﬁélete”and'perfect,rand the
interested public is given an cpportunfty to participate in the pre-
vgntion of the'13suancegpf-invalid patents.lé- The procedures in .
tﬁese oppositions resembles -the procedure in oppositions in'traGEmérk
cases in the United States. After the examination and allowance of
the application,.a notice is published in the official patent joufnal
of the country and the application is opened to public inspection.

Membefs of the public may thereafter, within a specified time, oppose
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the grant of the patent.' Generally, the grounds upon which an
application can be opposed are the same as the grounds upon which
the patent can be refused or 1nva11dated 13

As mentloned above, proposals for the publlcatlon before
issuance and for opposztlons to the grant of a patent in the

United States are not new. In 1935 the 3c1ence Advisory Board

1 .
6 whlch as a means to posltlvely increase the

published a report
presumption of valid—:l.-ty....."l7 recommended "that, when an appll-
cation is ready for allowance, it be published in the Official
Gazette, and the submission of pertinent facts by interested parties -
invited.“la. It recommended, -however, that the facts should be limit—
ed to printed publlcatlons and that arguements and affidavits should
be rigidly excluded. The report specaflcally stated that "the pro-
cedure-io the Patent Offlce_shotld be maintained strictly ex parte.”
No action apﬁareotly was taren on this recommendatiOn.2

_ In 1939 the Patent Law Revision.Comoittee of the American
Bar Association’s Section of Patert,éfrademark and Copyright Law.
considered the question of oppositioo proceedings to strengtheo
the presumption of validity:of an issued patent, and the Section
thereafter went on record as "opposed to the priociple_of ?atent
oppositions."ZIV In the follow;ng year the Patent Law Rev;sxon
Commlttee con51dered a proposal to publlsh appllcatlons before
issuance and also a proposal for opposxtlon proceedlngs._ Both were
dlsappr0ved on the grounds that they would 1ncrease the expense and

22
compllcatlon of Patent Offlce procedure. ) In_;962 that commzttee
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again considered-oppositions'and the Section of Patent, Trademark
and Copyrights passed 'a resolution stating that they "opposed in
principle inter-parties opposition proceedings with respect to
applications for United.States Patents.“23 However; in 1963 the
Section defeated a resolution which wotld have placed the American
Bar Association on record as being opposed in prinCiple to publi—
cation of a patent application after allowance and before issuance
for the purpose'of enahling the Patent Office to receite prior
art from the public in its’ determination.24 |

These proposals have continued to the present time. In
1966 the President's COmmission_on the Patent System25 issued its

repcrtzs.including a number of recommendations proposed for im-

-proﬁing the patent system.' Recommendation No. VII of.the *epcrt27
proposad the publication of pending applications Wlthln 18 to 24
months after its earliest effectiVe filing date or promptl; after
allowance, whichever coles’ first, and also recommended that an _
applicant could request earlier publication of his pending appli-
cation. Moreover, Recommendation No. XI28 prOVided that the Patent
Office should consider prior art cited by the public against a
published'application doring a'period of at least 6 months after
the publication and that if the Patent Officefdeterﬁined that a
claim should not:oe'allowed the applicant wocldlbe notified and
given an opportcnity.ei parte to rebut the:determination”and to
narrow the scope of the claim.' The procedure proposed was an ex

parte one which was believed not to greatly add to the cost of
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proéecuting an application. The identi£y,of:a.party citin§ refer;:.
ences was to be ma;ntained in confidence.

Pursuanﬁ_to the recommendations of the President's Commission, -
' companion bills S.lb42-agd H.R.5924 were introduced into:the 90th
~ Congress, First-SESsiqn,_oh,Eebruary 2),:1967.. Section 123 of-
$.1042 was based on Recommeﬁdation:VII_and-provided that #pplicé-
tions should be published not less than 18 or more than 24 months
from the earliest efféctive;date claimedfﬂ-In-discussing.this
section the Patent Law Revision Committee of the American Bar
Associaticon, Section of Patent, Tfademarks and_Copyrights stated,
"the modified procedure wouid deprive the inventor of his.right to
keep his invention. secret antil such time as he knew .the scope“df'tﬁe-
patent grant to:him, therebf_depriving him of a substantial property
right Qithout any_qui&_pro=§uo. 'Further, the dual publication
(primary publication of the application-and-fiﬁél publication of ..
the pafght) would be'expensi?e and -confusing siﬁcemit.would often
. be necessary to obtain and examine two documents .relating to the
same patent.?zg Section l36ﬁof;S.lQ42 substantia;ly.implemented
‘Recommendation No. XI by-p:oyiding¢any person could notify the
Commissioner of any priorlpublications;which=wouid-have—bearing on
the patentability of a published apglication and-thé_Commissioner
was given_the‘éuthority_tq c#use.thédappiication to.be examined
or reexamined in_light of.thé.new xéferences.‘ It further provided
that if the pertinence of the publication was explained in writing

and received within.a::ixgq~period.of,time_after,publication of
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 the application after'ﬁlloﬁance theﬁ such citations were to be
considered by the Patent Office.. The identity of §ny‘person sub-
‘mitting such citations was to be kept iﬁ-cohfidence. Again, the
Patent Law'Révision Committee ﬁeiieved”that "the applicant should
not be put in a position of:being'forced to disclose his invention
béfo:e he is éssured of the scope of his protection."30 These
bills expired.with.the Johnson administration. o
buring the FiréﬁESession of the 92nd Congress, Senator

McClellan introduded_a bill on February 8, 1971; designated S.643, |
Ewhich included among its provisions that of.Section‘123, which |
would have allowed the Commissioner to establish reéulations for
pubiishing.pending épplications at the request of an applicant.
Moreover, ia Séction-lsl a reexaminafioh after issuahce of the
patentiwas provided:fdr'to allow any'persoﬁ within 6 months of the
issuance tO*;btify.the Ccommissioner of any publiéations'of patents
which wouid.have bearing on the patentability of any claim in the
'_issﬁed ﬁatent and the COmmiSSiﬁner was‘given the authﬁrity to re-
- examine Such patents and allow the patentée to amend or present
new claims. The identity of any persoﬁ'making the nptification
. was to be kepf:in confidence. Also;.in Section 192 a modified
| opposition pioceeding was provided for in which a person could
. protest the issuance of a pending-applicétion based on the pﬁblic
use or sale of the inventioh claimed in such apblicatioﬁ more thgn
one yeaf Befoie the filing in the United Staﬁes and if such peison

made a prima facie showing an inter-parties opposition proceeding
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was to be created. Once more the Patent Law Revision Committee
of the ABA went on record as beéing opposed to.such inter-parties

oppositions,31

but it appears that no disgpprbﬁal ﬁas entered tq
the voluntary publication provided in:Seétion 123.

Most recently in 1973 during.the First Session of the 93rd
‘Congress, Senator Hart introduced a bill designated as $.1321 B
which provides for a haﬁor revamping of the présent patent system.
Section 122 of this bill makes it méndatory thét the Commissioner
publish all applications for pubiic iﬁspection and copying prior
to the date of first examination. Any party may then notify the
Commissionér of any patents or publication or any other evidence.
Which would have a bearing on the patentability of any claim in
the'application. If such art is applied against the épplication
the apélicant may present amended or new claims for examination
or reexamination. Moreéver, the party making the notification
may participate as a party in the examination or reexamination
proceedings unless he elects not to be‘identified, in which case
the Patent Office will maintain his idéntity'as cénfidentiai.
Section 137 provides that'any party cah particip&te'or intervene
in any proceeding at anygtime'or initiété or interehe in any.
appeal. Section 191 of this bill also provides for deferred ex~
amination unless the applic;nt requeéts immediate examinatioﬁ,
while Section 192 provides that any party may request examination
of a @eferred application. This bill proposes E'majof‘change iﬂ

the present contractural basis of the United States patent laws.




No doubt it will be vigorously'opposed by:the Qarious patent.ass—
ociatlons and 1ndustry groups. ‘

. In an apparent efrort to take the “bull by the horns" and
strengthen the’ patent system under the present statute. the United
States Patent Offlce has recently proposed32 a change in the
rules of practlce "to assure that the best art and information
relatlve to the patentablllty of an application for patent are
brought to the Patent Office's attentlon.“?3 These changes. pro-
pose giving the applioant the opportnnity to.voluntarily open his
application to.public inspection_prior to issuance of a patent.

The pub;ic could then presernt prior:art and other information to

the Patent Office bearind on a question of patentability of the
applicatlon prior to its issuance._ The Patent Office could then
consider this eV1dence and 1f 1n the-dlscretlon of the Commissioner
the ev1dence_1s pertlnent to a more complete appraisal of patent-
ability he may reopen prosecutlon of the appllcatlon._

Rule 291 of the present'Rules-of-Pract1ce3 proclalms that
the patent statutes do not provzde for opposatlon and that protests-
to the grant of a patent are ordinar;ly merely acknowledged and
filed after belng referred,for informatlon only,. to the Examiner

in charge of the subgect matter 1nvolved. The proposed.rule

changes provide a paragraph (a), declares that protests. are not

provided for as a matter of right but where a protest to the grant

‘of a patent is flled, nd 1dent1f1es the application; the. protest
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'papers will,be referred to_the Examiner in charge of. the application. .




The identity of the protesting party together with the’protest
papers will be placed in‘the'application file and a copy forwarded
to the applioant; but the protesting party will.not be permitted

to inspect_the appiication'tiie unless anthorized hf the applicant.
If the protesting party cannot identify.the application the pro-
test will be acknowledged ln ' the same manner as the present ‘practice,
In paragraph (b) of the proposed new Rule the appllcant may volun-
tarily open hls application to lnspeotlon by flllng a written
authoriration within thirty days from the'mailingCﬁ the notice of_
allowability together with the fee of $25.00. Paraérapn (c) pro-
vides that upon receipt of such an authorlzatlon the office will
publlsh notice of that fact in the 0ff1c1al Gazette together with
information identifying the invention and the most comprehensive
claim together with a list of the references'cited hy the Patent
Qffice. The publlc is then glven up to three months to protest

the grant of the patent by filing with the Comm1551oner and serV1ng
the appllcant with publlcatlons, patents or other 1nformatlon
which might have bearing on the patentabllrty of the claims in the
appllcatlon. The protest must lnclude a memorandum explaining

the relevance of the eubmitted evidencelylhli proteet papers toe ‘
gether with the identity of the party orzglnatlng the protest wrll
be made of record in the appllcatlon and 1f in the: Oprnlon of the
Comm1551oner it appears that any c1a1m may not be patentable, or
that any patent granted on the appllcatlon would be unenforceable,

in v1ew of the suhmltted ev;dence then the Commrsszoner wlll reopen




the prosecution. Iﬁ such case the protegﬁing party will be ap-
prised of all further §roceedings in the Patent Office insofar as
they relate to the e§idencé he submitted, and he will be accorded
the opportunity to comment thereon. If the examination is not
reopened, the protesting party will be so apprised and he will
not have any further recourse. Paragraph (d) provides that a
formal notice of ailowance will be held in abeyance until the
patentabilify of:the claimed invention is deéermined in light of
the new evidencg. A copy of the notice of allowance will also be.
forwarded to the protesting party. .

The.?aten£ office believes that several benefits of thig

35 It is expected that the pre-

proposed procedure will result.
sumption of'validityfwill be more meaningful where a patent is

issued after”qoﬁside:ation of.. evidence suhmifted by the public.

Rotential'cqméetiﬁors_bffthe applicant are expected.tq benefit
because'Ehéy §iilThéve:ﬁheuoppdrtunity to bring information to
the Pateht bfficé whiéﬁ-éould limit the scope of protecticn or pre-
vent the i§5uiﬁg'6f”é‘patent. For.competitdrs this is a much
less'expensivénpfocedure'than litigatiﬁg quéstioné of validity
and scope'of a patent 6n the éame grounds éfter the patent has
.issued.;'. R . 7 . _

It shduld be'ﬁoted that the prapd;ed rulé'chénge is being‘
made by thé.COMmissionef under the authbri£y g;aﬁ£ed fo him by
Section 6 of'the_Patent'Aét of 195236 which.éives'hiﬁ the power

v

to establish regulations ."not inconsistent with law" for conducting
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the proceedings of the Patent Cffice.” Under Section 122 of the
Patent Act37, applicatioﬂs are required to be kept in confidence
by.the Patent Office unless authofity is granted by the appli-
cant to'waive the confideﬁtial status of his application.' Thus,
the proposed rule change, since it involves a veoluntary publica-
tion, is not inconsistent with the present. law, and does not
affect the contractural basis of the-patent grant. As such, its
approval is probably assured. Hearings are schéduled for October
31, 1973 for the public toc present their views.38

Although a volunt#ry publication arrangement overcomas
certain of.the objection§ raised to the previous mandatory pub- .
lication proposals, it réises a number of other_objéctions. For
example, a rule allowing a voluntary publication of a pending
patent application for citation of art by the public raises the
question as to what will occur to the preéumption of validity
of any patent issued on an application which_is not élected to
be published. Of course.the questioﬁ as to whether an estoppel
in a later litigation on the issuéd patent can be raised_against
one citing art against thg application‘when it is published.
This question is not novel to a voluntary syétem,nhowgver,':
Other questions are sure £o arise in connection with the voluntary
publications; however, it does put a'foot in the door for those N
' proponents of an opposition system. ‘As,such'itéiadopti¢n.no

Goubt will be closely monitored.
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THE DECISION OF BLONDER-TONGUZ ILABORSTORIZS, INC. V. UNIVERSITY
OF ILLINOIS FOUNDATION (402 U.5. 33, 162 U.S.P.Q. 513 (1971))
AND THE CURRENT RAMIFICATIONS OF SUCH DECISION.

BY

HAROLD WEINSTEIN

1. BLONDER-TONGUE: A NEW RULE OF LAW.

on May 3, 1971, the Supreme Court of the United States decided

the case of Blonder-Tongue Laporatories, Inc. v. Universitvy of

Tllinois Foundation et al. (hereafter B~T), which establishad a

‘ new rule of law relating to collateral éstoppel by overruling

- Triplett v. Lowell (hereafter Triplett), to thus abolish the re-

| quirement in patent cases of mutuality of estoppel.
After.detailéd_discussions of the patent system, Triplett
and its economiC'cdnsequéncés and judicial considerations, Justice

| White speaking for a unanimous court in B-T held:

Cmit isuappafent that the uncritical acceptance of
the princiﬁle of mutunality of estoppel expressedlin
Triplett;§; qoﬁéll-is todaj out of place. Thus, we
_conclude;ﬁhat Iripiett should be overruled to the
ﬂgxteﬁtkitlquédlgsgs a plea of estoppel by one facing
-atchaféé;;fuiﬁféiﬁéément of a patent that has once’
been declared invalid.”

In so holdiné, the court emphasizeé:

"that a piea of estoppel should not bhe automatically

accepted'by the second court upon determining the

2‘14'1 :




.p:esenée of.Bernhard c;iteriq.,.,_.Rqﬁher, the pat-
entee-plaiﬂtiﬁf mus£ be_pe;m;tted:;o demonstrate, if
he can, that_he_did;not_hava_'a_fair opportunity
prdcedurally, substgntifelfiand é#identiallﬁ to
puféue:his claim. the first ﬁimé.‘? _

Whether or not a patentee had a.fair_first trial_would be

determined by the second c¢ourt upon relitigating the invalid patent.

II. PUBLIC POLICY CONSIDERATIONS.

The factors. of courthtime_and business ecénqmi;s when coupled
with public interest or pdiicy in preventing .a patentee, after an .
adjudication on the mgrité.that his‘pétent was in?alidk.from”con;
tinuing ﬁo reap the benefits of his_p?tent monopoly clearly tipped
the‘scales in'éévor'of the b:onqunced.B-T doctrine. . The purpose.
\bf.the B-T and other court made doctrines is to eliminate invalid

and specious patents in the public inﬁerest.

III._ B-T: A CLASSIC CASE-if-?

The judic;alihisto:y_é? B-T is a classic case of collateral.
‘estoppel. The plaintiff proqght_tﬁé_}nf;ipgemént_suitSi in the =
first, the patent was hglﬁ i@valid}.iﬁ thg}seqqnq,:the_paﬁent Qas
held vaiid. .fhé.éﬁpr;ﬁé ééﬁ;éygianﬁea cgrtio:ari_an@ asked the ..
parties to discggé.thelsgqp@nessﬁgﬁ,Tfipleﬁt. Sﬁbseqqent;yyfﬁhé
B-T decision_overru;gd,?f%p%g;tg,;pn_:gménd,aﬁhgjqou:t gppiied
B~T and held the patéﬁﬁuinygéi@‘a;perlfindihg‘the patentee had

gotten a fair trial in thélqét@pp whibh';nva;;Qatgd the patent.




A look at theé following recent cases will give scme idea.on

how B-T is working re: the classic case situation.

In Aghnides G. F.:W. woolworth Companv, the dist?ict court
denied plaintiff's%motion for a new trial on the basis of neﬁ tests
and stated that_thé intent and purpose of B-T was to "put an end
to nevér-e_nding pa’éant litigation." '

The Georgia district court in Blumeraft Of Pittsburgh v.

Kawneer Companyv, Inc., et al., had reversed its previous holding

and granted defendént's motion for summary judgment. The court
applied the B-T do¢trine by giving "precedential consideration”

to the Tenth Circuit holding of invalidity of the patent in suit.

The Seventh ¢ircuit in Boqrns} Inc., et al. v. Allen—éradl@y,
iimited'bribr judg@ent to the specific claims invalidated in ancther
action. Thus,znﬁTiwas-applied only to the extent of the spécifically
invalidated Glaimsl-_ '

Under the'B-i doctrine thé relitigating.cburt.will look.to
whether or not “in £he first‘suit held-ﬁhe patent invalid as a

whole or restricteé its findings to specific c¢laims,

Dow, one of the defendants in Iron Ore Co, of Canada v. Dow

Chemical Co. succeésfully argued that:

"the estoppel doctrine of Blonder-Tongﬁe should
be extended to cover the California court's
rulingS”aé,ta,the=scope of the claim language,
as well a# the invalidity of the claims.".

The court in the Iron Ore case also held that the prior
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district court decision was Tinal, until such time as they are
reversed, will be sufficient basis for application of estoppel

rule of B-T.

In an earlier case, Mensanto Company v. Dawson Chemical

Company et al., the second court held that a finding of invalidity
of the patent in a prior acnion permitted.the defendants in the
pfesent action to affirmaniﬁely plead.collaternl estoppel under
. S .

The Ohio district cou:t in the case of Lucerne Products, Inc.

et al. v. Cutler-Hammer, Inc., held that a prior court finding of
invalidity against the patentee would also apply against a licensee
of such patent since the licensee stands in privy with the patentee

and can have no greater rights than that of the patentee.

In Ransburg Electro-Coating Cofporation v. Spiller and

Spiller, Inc., the court extended the protecticn of B~T to include

prior court findinés of noninfringemen; under.nhe'estoppel unbrella.

" One practical effect of B-T on patentee-plaintiffs is than-

it makes the decision in infringement situations of who to sue

and where much harder and mdre aangeroun to the 1ife'of_the paﬁent.
However; the.outlook ﬁor paténteés is nbt whdlly negatiﬁe,

and there are some favorable résults because of résponsible'appligation

of B-T by the courts. In B~T, the Suéréﬁé'cbﬁrt had stated that

"patentees are heavily faVbred as'a class of 1i£igants by the

patent statute” 35 U.S.C. 282.

In Woodstream Corporation v. Herter's Tnc., et al., the

Eighth Circuit modified the lower court by holding one of the
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patents in suit valid after appLving the Graham standards of
patentability in light of B~T stress on the statutory presumption
of patent validity.

Another case in this line was Black, Sivalls & Brvson, Inc.

v. National Tahk bomeeny ﬁheteiﬁ the Tenth Circﬁit-found a trial
necessaty becausa: the 6e§ice patented was coﬁplicated; expert
testimony was required; the record was anonclusmve and haQ con‘lmct;ng
facts. In c;tlng B-T, the court noted "tne nigh degree oI 1npor_ance
.in fairly and adequately trying the }SSuelOf patent Valldlty the

first time." T ' | |

IV. WHEN B-T DOES NOT APPLY.

Due process in the c¢lassic case of B~-T was met by the'patentee
having an opportunity to show in any relitigation of the invalid
patent that he did not get a full and fair first trial. This

meets the basic due process requirements.

4Ih Bontell V. Volk the court refusedtto extend-B-T to_e-'
first litigation which heldithe patent valid. The coﬁrt held that
B~T had not relaxed the mutuallty requlrement as to:
“a new lnfrlnger followzng an adjudlcatlon of valzd-

ity.: To so hold would deprive the_al;eged inf;inger_

of a trial;: Thus,.the obvious dietinction is.that-

_1t is not inequitable to relax mutualzty in a

sztuatlon ln Whlch the patentee has flred hlS Dest

shot, so to speak, and has m;ssed.,_On the other

hand, it is grossly inequitable to bind a party to




a judgment of validity rendered. in an action against
some other party."
Of course, it would violate .due process to bind the party to a

judgment of validity in an action of which he was not a party.

In Grantham et al. v. McGraw-Zdison Company et al., the
court held:. : _ o _ . ¢
"the Blonder-Tongue‘decisioh was not intended
to constitute a wholesale rejection of the :
mutuality_requirément.. The_holding of Blﬁnder—.
Tongue was that "Triplett should be overruled
to‘;he extent it;foreqloses a plea of estoppel
by one facing a Qhargg‘of inf:inggmepf_cf a
pateht that has once5beeﬁ declared inﬁalid.?
fhat holding doeé not reach this case_where_
there ﬁas never Eeen‘a determination_of the
validity of_the Granthams' patent.”

The plaintiff-patentee in Hall et al. v. U.S. Fiber &

Plastics Corporation, appéaled lower court judgﬁent of invalidity
of his patent, but did not appeal finding of non—ipfringement;
Third Circuit Court.held.éuéstion,#éiéeé wéé moé#.ﬁetween the
parties, and disﬁissed, JCourt_brushed gff_patenteg's.ggntentioné
that B-? cpuld be applied‘aga;gst patentee in second‘SHi;;Hif one

were brought.

V.  B-T ATTORNEY FEES. °

‘In discussing the award of attorney fees, the. Supreme Court

249




in B~T found that under 35 U.S.C. 285, the award of reasonable
attorney's fees to a prevailing party 'in exceptibnal c35es"Would
not take effect until after the litigation had been completed.
This meant that the money outlay required to try a lawsuit having

wvalidity issues‘had already occurred. -

This factor undoubtedly forced many aileged infringers into
accepting licenses rather than litigating.

Aécordingly,'B-T found that the award of attorney's Iees
was an inappropriate solution to the Triplett problem in that the
penalty; if any, would occur after the mischief of the second action
relitigating the invalid patent. Since it would not resolve the
problem, B~T left the award of attorney's fees where it found it.

It is doubtful if B~T considerations alone will result in the award

of attorney fees of a relitigated invalid patent. So long as thé
relitigation of the guestion of validity doeS'npt become exces;ive,
it would seeﬁ that a patenteercén'haVe more than just one bite at
the apple, thbﬁgh;B-T cleériy limits invalidity considérations to
one good.bite;'

vVI. B-T; CLASS ACTIONS AND ‘COURT PROC'EDURE;

The chief impediment to bringing class éctioﬁs_in patent
cases was removed by the holding of B-T. Prior to B-T, if the
patentee brought a class action and'losth‘the.patent would be
invalid as to that whole class of defendants; Tactiéally, the’
paterntee was better off litigating against the defeﬁdantsAoﬁe at

a time, since prior teo B-T, invalid decisions would, except for
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comity, not prevent the patentee from continuing to bring new
actions against new defendénts.

‘B-T changed the basié considerations in that once the
. patent was held invalid, if the patentee chose to bring a second

suit against a new defendant, the new defendant could under B-T

affirmatively plead collatéral eétoppel, and most likely end

the matter there unlesslthe patentee could show he did not receive
a full ané fair trial in the invalidity action. Thus, the B-T
holding placed a new interést on class actions.

B-T was a principal topic in Dale Electronics, - Inc. v.

R.C.L. Electreonics, Inc. ihe district court ruled that class

actions were not inconsistent with the holding of B-T.

The defendants argueﬁ that since B-T, c¢lass actions are
unnecessary. Théy reasoneﬁ that once a éeparate adjudication held
the patents invalid, the éatentee would be estopped to relitigate
againét new defendants. ﬁhe court countered-this argument by noting
that there was nofhing inEB;T to either prevent a class actiopr
from being brought or “that the determination_that a patent ié
valid should not be held binding on all class defendants.” -

The court hotqdrthaﬁ the only issue in the c¢lass action was
the validity -of the patents, and.that the issue of infringement
would be determined in inéividual actions on a case by case.basis.

_Mobil Qil Corporation v. W. R, Grace & .Company, ané a

companion case Filti»ol Corvoration et al. . v. Kelleher, indicate

some of the questions and:COmplexities of multiple litigations




and other coﬁrt'érocedures;

I# the Mobil case brought for'paﬁent infringement, the
Texas distriect court he;d'that B-T "did not increase the sign%ficancc
of %he plaintiff's Choice of férum in patent cases;".and permitted
traﬁsfer of:the'action to;the district court in Connecticut.

In the Filtféiic#ée,'Mobil-Oil Corporation was again the
pléintiffgxwho°brdugh£'suit in California for infringement of the
same patents in suit in the above noted Texas and Connecticut
cases. The Ninth Circuit held:

"Blonder-Tongue does not reguire that a district
court with a justiciable controversy before it
await the outcome of a pending action in another -
district..... -
“...Blondef-Tongue will apply o#ly if the'issue
of walidity is decided égainst Mobil in.the
Connécticut case. If the patents_are-héld valid
in that case petitibners could retry the issue -
in the california case: ' Also; if the patents
are held invalid-in the‘Conneéticut'césé; Mdbil
could still attempt to show, in the"Californ%a'
case, that it“ﬁdid not Have 'a fair opportunity
procedurally, sﬁbstanﬁivéiy and.ééidentially o
to'pursue'(its).ciaim the first time'" ‘in the

Connecticut c¢ase.”™




3o nolding, the Nihth Cilreuit aifirmed the lower court's
order of a separate trial on the issue of infringément, while
postponing coﬁsiderationﬂbf the validity guestion until the
outcoma of the Connecticﬁt case.

VII. CONCLUSION. _ _

?he-B-T case is unique in that regardless of whether one
considers the Supreme éourt decision to be pro-patent or anti-
patent by overruling Tfiblett, it brought the patent law into
accérd with other areas hf the law with respect to the doctrine
of mutuality of estoppeli

. In view of the alréady numerous cases which discuss, rely
and cite BwT,.it is'appa;éqt that the dééision of B-T has had
immepéé impaét on the patent law, and it haé also,érpduced a ripple
effect in other areas of:the law.

.This p;esentation-is a summary of a paper by the same title
- which deals with B-T in inore detail and depth, including cited
cases, statutes, court rpleé and secondary authority. A copy of
this paper is available-fo any member of this association upon
request., . | |

Thank you for your kind attention.
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T SAMPLE PATENT LICENSE AGREEMEND BETWEEN
. A U, 5. LICENSOR AND A JAPANESK LICLNSEE
Presented by
’ S ATAROQLIY LISVINE .
ASS"r. VICE: PRESIDENT & GENERAL I"\ UlNT COUNSEL
PEXAS INSTRUMENTS INCORPORATED
DALLAS, TEXAS

TIUS AG REFMENT is made by and between JAPAN MANUFACTURING
CORPORATION, a corporation of J;ipan, hé.irin_g a place of businesa in

., Japan (hereinafter

referred to as "LICENSEE")J, and U. 5. MANUFACTURING CORPORATION,

a corporation of the State of , having a place of businessa

at : : . United States of

America (hercinafter referred to as-"UCEHSOR")i

WI_{EREAS. LICENSO_R owns and has or may have rights in various
patents issued and applic.ations for patents pending in various countries
of the world as to which LICENSEE desires to acquire licenses as
he’reiﬁéfﬁer provided;

) WH_EREAS. LICENSEE owné and has or may have rights in various
baﬁeﬁté issued and applications for patents pending in various countries
of fhe world as to .which LICENSOR desires to acquire licenses as

hereinafter provided;
WHEREAS, LICENSOR and LICENSEE are engaged in contin'uing
research, development and engineering in regard to LICENSED PRODUCTS

(as hercinafter defined) a.nd'contemplate the possibility of filing applications

for the patenting of inventions resulting therefrom;




NOW, THERKFORI, in consideration of the mutual covenants
und premises contained hcréin._ the parties hercto ﬁgree as follow:
ARTICLE 1

DEFINITIONS

As. used. in this Agreement:

Section f. "SUBSIDIARY" of LICENSEE or LICENSOR means a
corporation, company or ott:ier entity, fifty percent (50"{4.-)7‘ or more of
whose outsténding shares .oxé‘ stock entitled to vote for the election of
d‘ix.'ectérs {other than any shares or stock whose voting rights are subject
to restriction}is owned or ct%)ntrolled by LIC¥NSEE or LICENSOR, as.
the éase may be, directly or indirectly, now or hereafter, provided that
any cérporation, company or other entity which would at any time be .a
SUBSIDIARY by reason of ttie foregoing shall be cons.idered as a
SUBSIDIARY for the burposé of this Aé_réement onl:y so long as fifty percent
(50%) or more of its outstan:ding-'shares_or stock as aforesaid, is so
owned or controlled direct'lf or indirectly, by LICENSEE or LICENSOR. -
"SUBSH)I-ARIES;' of 'LICENSZE‘E or LICENSOR shall rﬁean. respectively,
all corpn.rations.: companies or other entities which quﬁlify as a "SU'BSIDIARY"
undéi' thé foregoinﬁ. _

Scction 2. "E!-‘l"ﬂCTiVE DATE" means the date of issuance by the
conipetent authorities of: ;tlle; Government of. Jépan, pursﬁant to the Law

Concerning Foreign Investment (Law No. 163 of 1950, as amended), of




validation, in form and substance and in a mann}.r satisfactory to each
of the partiés" 'ﬁé‘retd‘." 'Easeé‘ upon an apﬁlicati.oﬁ for validation of the
conclusion of this .Ag-re.ement- to bé filéd by the parties hereto.
Sec?iron 3. "LICENSED PRODUCTS" ﬁaeans (INSERT DEFINITION}.
Section 4. "LICENSEE PATENTS" means patents, utility models
and dés_ign _pat_énts'of all countries of the worid, applications for which
h'a\}e a f.irst'.effe:.:tiv.e filing date in any country prior to the date of
eibiréti_?-nor termination of this Agreement, in respect of which LICENSEE
has; as of the EFFVECTIVE DATE, or m#y thereafter during the term of
this Agréemént acquire, or under which and to the extent to which and
subject Ito the conditions under which LICENSEE may have, as of the
EFFECTIVE DATE, 6:‘ may thereafter &uring the term of this Agreement
~acquire, the right to grant licenses of the scope granted herein without the
paymeﬁt of royalties or other consideration to third persons, except for
payments to a SUBSIDIARY of I;ICENSEE and payments to third persons
for inventions made by said third persons while employed hy LICENSEE
or a SURSINIARY of LICENSEE. |
Section 5. "LICENSEE PATENT APPLICATIONS" means any
" applications fof patents, utility models, and design patents, which, when.
issued, will become LICENSEE PATENTS, |
Section 6, "TIJCENSOR. PATENTS" means patents, utility models,

and design patents of all eountries of:the world; applications for which
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have a lirst effective l‘i'ling;date in any cou.nt'ry prior to the date of
expiration or termination o:f this Agreement, in respect of which
LICENSOR has, as of the EFFECTIVE DATE, or may thereafter during
the term of this Agreemem. acquire, or under which an.d to the extent to
which and subject to the conditions under which LICENSOR may have, as
of the' KFFECTIVE DATE, or may ther.eafte'r during the term of this
Agreement acquire, the i-ight.to gré.nt icenses of the scope granted herein
wjthout the payment of ruyalties or other consideration to third bérs’ons.
except for payments to a SUBSIDIARY of LICENSOR and payments to -
third persons for inventions made by said tﬁird persons while employed
by LICENSOR or a SUBSIDIARY of LICENSOR. _
Section 7. "LICENSOR PATENT APPLICATIONS" means applications

for pﬁtents. utility models.f and design patents, which, when issued, will

become LICENSOR PATENTS.

ARTICLE It

MUTUAL RELEASES

Section 1. LICENSEE hereby releases, acquits ahd forever discharges
LICEN.S(.)R énd aII‘ur its SI:JBS'IDIARIES' subiicensed pursuant hereto from
anylénd all Elaims or.lla.bﬂiity' for 1n'frihgeme‘n't' or alleged infringement of
any ot; the LICENSEE I’ATENTS and LICEﬁSEE PATENT APPLICATIONS
under which licenses are herein granted by LICENSEE, by the pérforniaﬁce

by L{CEﬁSO[t-or any of its;SWSIDIARIESvsublicenaed as aforesaid, prior. .




to the 1-:1"1‘.'L-:_(:.'I_'.1:VI"; D_AT_E.. of :acts_'l_ic.c;.:nsgg{ _or_sﬁblig':u_nsed pursuant to
this_ Agreemer_lt. .

| Section 2. LICENSOR hereby i'eleases. ‘acquits and forever discharges
LICENSEE and all of iL@ SUBSIDIARIES sublicenscd pursuant hereto {rom -
any and all claims or liability for infringement or alieged int‘ringemént of
;alny of the LICENSOR PATENTS and LICENSOR PATENT APPLICATIONS
under which licenses are i'lerein granted by LIéENSOR_. by the perfoi‘mance
hy'LICENSEE or any of its SUBSH)!ARIES subl}censed as ;Ltoresaid. prior
to the EFFECTIVE DATI, of acts Iiceﬁses or sublicensed pursuant to

this Agreement.

ARTICLE 0I

GRANT OF LICENSE BY LICENSOR

‘Section 1. LICENSOR grants and agrees to grant to LICENSEE
non-exclusive leenses, under LICENSOR PATENTS and LICENSOR PATENT
APPLICATIONS, to make, to use, lease, sell or otherwise dispose of
anywheré.ih the world, LICENSED PRODI..ICTS. subject to the payments
to be mﬁdé_-hy_lt.l(‘lﬁNSIcE pur:si:an't to this Article 111, |

_ Sec.tiqn'z;‘. For and in consideration of the release, acquittal and
discharge provided for m Section 2 of Article I hereof, LICENSEE shall
pﬁy to LICENSOR, within thirty (30) days after the EFFECTIVE DATE, -

at the address of LICENSOR indicated in Article VIII hereof, the sum of

Yen{ = ¥}
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Sc:ctio.n . LJCEANSEFR shall pay to LICENSOR, in accordance with’
the provisions of Articic VI hrereof. ro'yélties in the amount of
percent (- %) of the "Net Sales. Price” (to be determined pursuant to
Article VI hereof) of LICENSED PRODUCTS made by LICENSEE or by
any of its SUBSIDIARIES sublicensed pursuant hereto, and used, leased,

sold or otherwise disposed of anywhere in the world, if, and to the extent

to which, upon manufacture such LICENSED PRODUCTS include, or - the
manufacture o!' such LlCLNSED PRODUCTS employs. any invention
claimed by any LICENSOR PATENTS in l‘orce in the country of such
manufachufe and at the time of such ma.mﬂacture or if, and to the extent

- to which, such LICENSED éRODUCTS include, '_nrhen us.:ed._ leased, so}d
or otherwise dispﬁsed of, a.ny invenfiqn claimed.by a.nylLI_CENSOR fA'I_'ENTS
in force at the time_ an_d in the éountﬁ of us.e. lease, sale or other

dis_posi tion.

Section 4. Wlth regard to cach of the LIC}:.NSOR PATENT

APPL!CATIONS in Japan* which are licensed hereunder. the obhgatxon

to pay royalties pursuant to Secuon 3 of thls Article III of LICENSEE or

any of its SUBSXDIARIES subhcensed pursuant to Artu:le v hereof shall,

upon. thc issuance of LICENSOR PATENTS thereon. in each case, become

retroactwely eﬂ'ectxve as of the respective pubhcatxon dates of the LICENSOR
PATENT APPLICATIONS m J apan or the EFFECTIVE DATE whichever:
occurs later.

- - .- .-}

= Alse it would be well to include other countries (such as Germany) in which
the obligation to pd_y ruyalties or liahility for infringement is retroactive to

the ﬁuhlic:utiun dute of the patent upon its grant.
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ARTICLE IV

' GRANT OF LICENSES BY LICENSEE

Section 1. LICENSEE grants and agrees to grant to LICENSOR
nonexclusive royalty-frec world-wide licenses, under LICENSEE PATENTS
and any LICENSEF. PATENT APPLICA'UONS, to make, to use, to lease,

to sell and to othcrwise dispose of LICENSED PRODUCTS,

ARTICLE V

SUBLICENSES TO SUBSIDIARIES

" Section 1. Subjeci to compliance with the terms and conditions of
the provisions'of Sectiot; 2 and'Sectioﬁ 3 of this Article V, cach party
hereto shall ha.ve the righf to grant to éll or any of its SUBSIDIARIES
sublicenses under the iicenses granted to it pursuant this Agi-eernent.

Section 2. Each party hereto shall have the right to grant sublicenses
pursuant to Section 1 of this Article V only to those of its SUBSIDIARIES
th_ich.. o.n. or =he.ﬁ:a_re the da.te. of exercise by such party hereto of such right,
enter int.d a '\i.r..l-iffen agree.mer.lt with such pa:rtjr, and or-nly. for so long as any
suéh.S'ﬁI:STSIbI:AﬁY Sh&l_]; ci;ntinue to be leg.ally Boﬁnd b:} such written agree-
meé_t thh éﬁch‘party, to gra.nt.to such pal.r.ty licénses. under all patents '
| and application .for paients of eact.a.éuch SUBSIDIA'.&Y which. relate to
| !JICENS.T;fIT' -]."R(Sl-)t.l.(_"l‘ﬁ. iv.a-hich licenses shall Vgra.nt tc; the other part‘y
_hercto rights in and to such patents and applications {or patcnt)s. of sx-s_ch.'

‘SUBSIDIARY of a nature which results in the inclusion of all such patents’
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and applications for patents o?f each such SUBS_ID[ARY within the definitions
of LICENSOR PATENTS of l;ICENS(sR PATENT APEl:'LlCA’l;IONS or within
the definitions of LICENSEE PATENTS or LICENSEE P_ATENT APPLICATIONS, .
as the case may be, for f.:ur’pb_.ée‘s of this Agrcemesif. | |

| " Section 3, LICENSEE shail assume [ull responsibility of

accounting {or and shall pay t;o UCENSOR all Eroyaltliea which may

become due and payable to lLI:CENS.OR. .and LICENSEE shall assume

full responsibility of agcomting for and shall pay to LICENSOR all paymenté
which may become due and ﬁayable to I.JCENéOR b'y; LICENSEE, pursuant

to this Agx_-eement in respect of the manufacture, use, lease, sale or other
disposition of LICENSED PRGDUCTS by a S_U‘BSIDIARY sublicensed pursuant

to this Article V.

ARTICLE VI

ACCOUNTING FOR ROYALTIES

Section 1. For.purposes of the calculation of the royalties payable
hereunder, 2 "use, " "lease," "sale, " or "other disposition” of LICENSED
PRODUCTS by LICENSCR, I.;ICENSEE or any of its SUBSIDIARIES sub-
licensed pursuant to Articlé V hereol é_hall be deemed to have been effected
in #ccordanée with the following: |

(@) A "sale" of any LICENSED PRODUCTS shalt be |
decme_d to have been cffected as of the date of |
actual dispatch by LICENSEE, or

" any of its SUBSIDIARIES sublicensecd pursuant te




Article V hereof,: of any of such LICENSED

VPIt(')liU_C"I'S to the purchaser thereof, or the
date of disbatcﬁ by any of them of a bill or invoice
{o any suc.h purchasc_r_, whichever shail first occur.

(b) A "easc™ of any LICENSED PRODUCTS shall be
deemed to have' been effe;::ted as of the date of
actual dispatch by LICEﬁSE'E, ar any of its
SUBSIDIARIES sublicensed pursuant to Article V
hereof, of any of such LICENSED PRODUCTS to
lessee thereof, or the date of dispatch by.any of
them of .a bill or invoice to a.ny such lessee,

“whichever shall first occur.

{c} A "use" or "other disposition" of IICENSED
PRODUCTS shall be deemed to have heen effected
as of the date upon which such use or other disposition
sﬁall first oceur.

Section 2.  (a) Yor pui'poses of the calculation of royalties.

payable hereunder hy LICENSEE hereof, the 'tgrm "Net Sales Price"

shall mean the gross invoice values of LICENSED ‘PRODUCTS, less
retﬁrns, sales taxes, cc;sﬁ of insurance, cost of freight, cost of packing,

" or other transportation_char_ges‘ aqt_l quantity discounts given to customers,

hut only if such returns, laxes, costs, charges and discounts are
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expressiy stated und sn[.ur;.tely invoiced, or may .bf: readily deterrﬁined
by acceptable uceounting b:;acti_ces.. provided, however, that in all cases
the "Net Sales Price" en_n_plbyed pursuaﬁ_t_ hereto in the com_butation of
royaltics shall be a genuine and objective selling price which would be.
estahlished in a customarj,’r‘ bona fide arm's length transaction betwleen_-_
unrelated and inde;lxenden_t parties which have no affiliation or other
intérgst which might aif_ect" séid genuine and objective selling price.

() In the event LICENSED PRODUCTS are made hy
LICENSEE, or any of its SUBSIDIARIES sublicensed pursuant .
to Article V hereof and auc:h LICENSED PRODUCTS az;e used or otherwise
‘ di#posed of, huf: are not leé.s,ed or sold, or if leased or sold, are leased
or soid lby LICENSEE, or any of its SUBSIDIARIES sublicensed
as aforcsaid to a SUBSI'D_IA.RY of LICENSEE oi- to an otherwise affiliated
party at a priee which is Ie:ss than a genuiné and dbjective selling price,
whic!-; would be established ‘in a customary 'bona fide ar_m's length transaction
between unrelated and indeﬁender‘:t'partie.s which have ?xo affiliation or
other intergst- which might _afiect said ‘genuine and _obje§t_ive selling price,
then the "Net Sales Price" i‘igui-e employed in the computa_ti_én of royalties
shall be the prevailing "Net Sales Price" of the identical type of LICENSED
PRODUCT sold or leased by LICENSEE, or any of its '

-SUBSIDIARIES sublicensed as aforesaid, as the ca:.éc may be, to iﬁdependent
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and unrelated thicd p'ar'ty' .pur:chas"ers or lessees. In the event that
_LICENSEE, or any. of its SUBSIDIARIES sublicensed as

aforesaid shall not have customarily sold or leased the identical type

. of LICENSED PRODUCT to independent and unrelated third party
purcl;xﬁsers or lessees, then the "Net Sales Price" figure employed-
in the computation of royalties shall be the full cost of production,
includ‘mg all direct 'cdsts_ and full overhead, for the amount of such
LICENSED PRODUCTS sold or leased to a SUBSIDIARY or- affiliate,

or used or otherwise dt.sposed of, as aforesaid, plus either:

{i} The average mark-up over such production costs

in the sale or lease of all LICENSED PRODUCTS

to independent and unrelated third party purchasers

or lessees; or
(it) A flat percent (____ %) in addition to
_ all direct costs and full overhead,
at the option of the party hereto making such computation.
| Section 3. 1t is expressly understood and agf-eed by the parties

hereto that all computations relating to determination. o.i‘ the amounts of
royaltics due ‘and pay_ablc pursuaht to this Apgreement shail be made m
~accordunce with intlcrnationally recognized and gei;erally acceptéd

accounting principles as reflected in the practice of certified indepehde'n't'

public accountants of international reputation.
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Section 4. All royall;ie::s to be paid by LICENSEE pursuant to Article
III hereof, in resﬁect of the iicéhses and Sub_liccnse:s granted pursuant
to this Agreemerlrt.. shall be paid' in respect of each ‘calendar semi-annual
period during the term of th{s_Agreement. provided, however, that, for
the périod cdmmeneing with the EFFECTIVE DATE. and cnding on the last
day of the calendar semi-'anﬁual period dufing which the EFFECTIVE
DATE occurs and for the period commencing lwith the first dajr of fhe
calendar sermi-annual periodi during which the term of this Agreement
sha_dl expire or terminate pufauant to Article VIi hereof,_ and ending on
the date of auch expirati’ou or termination of the term of this Agreement
'as aforesaid, royalties shall: be paid in respeci of tﬁe period concerned
in each case. :

Section 5. All payments of royaities pursuan.t to this Agreement,
hy LICENSEE te LICENSOR shall be made wi.thiﬁ sixty (60) days after
the last day of each full calendar semi-annuai period du'ring t_he term of
this Agreement, or any renewal or extension thereofr or after the last
day of any shorter period as provided for in this Article VI.

Scetion 6. On or be‘rorfe the date on which eact; royalty payment is
due and payable pursuvant to t!fliS Agreement; LICENSEE shall furnish
LICENSOR a writtén staterﬁefxt in the Eng_lis;h language, certified by an

authorized representative of LICENSEE concerning the computation of
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royaltics due and payable by LICENSEE, in respect of the. preceding
calendar semi-a.nnu?al peériod or porﬁoﬁ thereof as provided for in this
Article VI. Each such certified statement shall contain information

in sufficient detail to perinit the accuracy of each royalty payment due '

and payable pursu:in?t to this Agmemenf, due and payable by LICENSEE,

to be :-narilly :Iefe'x.'n;ig-cd,. nnd. iﬁ particular, shail se.t forth the following:
@) '.Ii‘.!;t;-_:l";umb.é.r" and identifcation of all LICENSED

% “PRODUCTS which have been made by LICENSEE

or any of its SUBSIDIARIES sublicensed pursuant

to Artxcle V hereof ';nd which have been used, leased,
sold or otherwise disposed of during the period in
z;espe;ct of which such certified statement is rendergd
to thf; extent that such manufacture, use, lease, sale
'.or other; .dispositi.on constiﬁltes an acf for which
rOyal?ties are pé.yable pursuant to this Agreement.

{b). The '?'Net Sales Price” of LICENSED PRODUCTS in

respéct of which royalties‘are due and payable pursuant -
to this Agreement in respect of the period for which

such icertified statement is rendered,.

{c) The amouht of royalties due and payable pursuant to
this Agrcémcnt in respect of the period for which such

certi;t'icd statement is rendered,




fd) . The identity of cach SURSIDIARY or other affiliate
| which is cithier a user, lessee or vendee of LICENSED
PRODUCTS or is a party to whom LICENSED PRODUCTS
.are cliSpose:d‘ of by LICENSEE, or any of its
S.UBSIDIARZIES sublicensed as -aforesaid .and the number,
identification and "Net Sales Price” of such LICENSED
PRODUCTS so used, leased, sold or otherwise disposed
of to or by ‘any such SUBSIDIARY,
Furthee, anything to the contrary in this Section § notwithstanding, cach

party hercto shall f urm‘sh: whatever additional information 1LICENSOR

_ may _ré_&qgnghly pfescribg from time to time to enable ILICENSOR to

ascertain which LICENSED PRODUCTS used, leased, sold or otherwise

disp.o'se;_: of by LICENSEE, or any of its SUBSIDIARIES sub-

li'g:ené-ed; as af.o_res'aic_!.; are gubject hereunder to the payment of royalties

‘pursuant to this Agreement. .

Séction 7. LICENSEE shall kc_ép full, clear and accurate records.
with respect to T CENSED .l;‘l{Ol)U_CTS for which royalties are or may
be due and payabie pursu.ant‘ to this _A_grecment_._i LICENSOR h.ereto shall
have the right, at its expense, through a firm of in:dgpendent cert.i{ied E
public accountants of inturn;}tional reputation, or through such other
qualified p_ersunncl‘ HES may lﬁe acceptable to both parties hereto, to:

examine and audit at all rcasonable times all such records and such other
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records and accullnt;’-i as may under i_ntcrnationally récognizéd accounting
praci;.ices qbnta_ih information bearing upon the amount of royaities
dué and 'pa'.,.yab.le pursuaht to this Agreemeént. Prompt adjustment shall
be'madq by the proper party to compensate for any err.ors or omissions
di_sc_lo.écd b& such examination or audit. Neither such right to examine
and audit nor the right to have such adjustment made shail be afx‘écted
by any statement to the contrary appearing eith'eJ:- on checké or otherwise,
unless such statement appears in a letter, signed by the party having such
right and delivered to the other party, expressly waiving such right.

Section 8. All royaities and payments due and payable by LICENSEE
to LICENSOR pursuant to this Agreement shall be paid to LICENSOR by
remittance of ﬁnited States dollars to the United States of America at
the address of LICENSOR set forth in Article VIII hereof or at such other
address in the United States of America as LICENSOR may from time to. ”
time designate in writiﬁg. All sums payable to LICENSOR pursuant to
this Agreement, if expressed in J apanese yen currenéy, shall be conver'ted
at the official ratc of exchange between Japanese yen and United States
dollars, quoted by an authorized exchange bank in Japan, designated by
LICENSOR the day of remittance of the sums in question.

. Section ‘! All taxes imposed as a result of the existence of this '

Ag;eemcnt or the purfurﬁiance of the ;Irarties hercunder sh.'%ll be borne

and paid bfr the party required to do so by applicable law, and, if so

oo
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. rcquiréti by uppliculbile taw, .;1 party he;eto mg.king paymenf pt._nrsuant
to: tﬁis Agrecment shall withhold the amount of any :nat'mnal taxes

. levied on such payment by tl;e national :govemment of such party ﬁakmg

pgyment. shall promptly ef!egect paymen:t to the appropriate tax authorities

of such natipnal go'vemment.. of the nat?onal taxes so withheid, and

shgll transmit to the othcr;p;qrty heretcs officia.l tax _receip_ts or other

evidence issued by said appropriate tax authorities sufficient to enable

such other party hereto to Sﬁéport a cl;im for credit, in respect of any

' sitch taxes 80 withheld and paid, against income taxes which may be

, .l_evi_e_d by the national govgfn;nent of suich other party hereto.

‘Section 10. Onaly oneé rayalty shail be due and pa&able pursuant to
this Agreement in respect of any LICENSED PRODUCT subject to the
obligation of royalty payme'nf hereundef-. irrespective of the number of
LICE_NSOR PA_TEN’[‘S used ;a.r_id irreSpec;:.tive of acco;.mting of use, leage,

sale, or other disposition.

ARTICLE VI

EFFECTIVE DATFE, TERM, TERMINATION AND SURVIVAL OF LICENSES

Section 1. This Agreement shall become effective as of the
EFFECTIVE DATE, Itis e:ébressly; understood and agreed by the parties
hereto that notwithstanding the executioﬁ of this Agreement, this Agreement

and all rights and duties hercunder shall remain wholly executory until '
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the EFFECTIVE DATH, provided, however, that nothing contained
herein shall he construcd so as.tb relieve eitherzﬁaz.-ty.hé.reto of the
obligét:'i'é.n to exert their best and most diligent effor.ts to secure, from
the cbmpétgnt authoriﬁc's of the Govemn'ie'nt. of J apan; validation, in
form and gybsiance satisfactory to both of the parties herétd, of the
conciusion of_'this Agr'écment. Furthér. m the eveﬁt that such .valid.ation
does not issue withiﬂ_ the ninety (90) déy périod commencing with the date
of filing with said compctent authorities an application for validation of
the conclusion hercof, either party shall have the unconditional ri'g'ht
to termi'n-ate this Agreement _fbrt!\mw'itﬁ by dispateh to thé'other"'p‘az.'ty of
written notice to that effect, whereupon this Agreément shall Bé:come null
and void ab m and all rights, duties and obligations of the parties
here.under shall no _loﬁger exist. |

Sectioﬁ 2 'Exéept as .otherwise 'pfdvidéd for: m .thi.sl Article '.V'II,.
this Apreement shall remain in force for a period .&:dmine'ﬁci'n.g' wifh

the EFFECTIVE DATE and ending on the expiration of

(____) years after the EXFECTIVE DATE.

h ' .Sc(:ﬁé‘n J. n the cvent of a.fa.ilit_i're by LICENSEE tb_ rﬁake any
;.:nayment"i.z.i full and in a prompt manner as e.is'ewhére" provide‘.d'in't'his
Aéféemeht. or in the event of any other matefial'breach of this Agréémént

‘ by either barty hereto, !f :such failﬁré or othe'.r.ma.lte:-'iél breach is not

"corrected within forty-five (45) days after written notice complaining




thereof is given to the party who hus failed té ﬁﬁke .payment as aforesaid
or is ot.he_rwise in breach as aforesiaidp t_ﬂis Agréement may be termiﬁ_a}ed
forthwith by written no.i‘.ice to that efffect from the complaininé party.
o Section 4. If, at any time 'du‘r‘mg the te.rm of 'tﬁi.s Agreen!;ent;
any government 6:- aﬁy agencé theréof should require, ‘directly or
indirectiy, alteration ﬁr ;modifi;catiqn of ahy term or condition of this
Agreefqerit or of the pé'rf_orm_ance of lthe pa.ftie-s hereunder in a manner
_which is material and aﬂ;rérse to eiftler party hereto, then such barty'
may, in its ‘sole discre:tipn. term'm;ate this Agreement furtﬁwith in its
ehtirety by giving writtgﬁ noﬁce to that effect td tﬁe other party hereto. '
It is expfesély understsdd and agre;ed by the parties hereto that in the
~event of such f.:erminatiorix-.' the party e'lect;ing. to terminate this Agreerr -t
' pursuan.t*tb this Sec:.tit:mE 4 will incur no Iriability to the other party hereto
“for any aii'egéd default or breach in the performance of this Agreement
artsmgfrom the- exerci:sé of the ﬁéht herein prbvidéd to terminate this
Ag_res.:::-r{gn:t__; :
| Sectlon 5. Except as otherwise prdvided for elsewhere in this
Ag;'eémer.l't. li-cénsc..slar:ld subﬁcensés granted pursuzint to this Agreezhent '
sh-ﬂl ‘céasrc:_rorthw.ithr aé 6f the date ?of:expiratioﬁ. ar termination of this

.-Agreement.
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ARTICLE VII

MISCELLANEQUS FPROVISIONS

Secfigﬁ.le Expix;a.tion o.r termination of this Agreement pgrsuaﬁt
to Article VIl hereof shall not release either party hereto from any liability
which as of fhe date of cxpiration or termination has already acérued to
the .pax:ty‘her_'.e_l_;cin’. _poi' affect in any way the survivél of any right, duty
of ﬁbligatioﬁ_of eitﬁer party hereto. LICENSEE shéll account fo:; and.
pay to LiCENSOR any such -sums of money due and payable as aforesaid
within sixty (60) days following the date of expiration or termination of
this Agreement. such payment to be accompa.nied‘l;y a certified statement
of the k_éind tt.)' be furnished pursuant to Article VI of this Agreement.

Sec':t';ipn 2. In the event that the relationship of a SUBSIDIARY of
a. party hereto changes so that such corporation, company or other
entitir ceases to be such a SUBSIDIARY. the_ sublicenses which were granted
to such.. corporé.tion. Qompany _or.other entity under this Agreément shall
automatically terminate as of the date such relationship changes, but
termination of any such sublicense under this Section 2 shall not release
the SUBSIDIARY whose r_eiationship changes as afpresaid from any l_ia.bility
which at the date of such termination has already accrued to the oth.éf party,
nor affect in any way the survival of any duty or obii.gation of such SUBSIDIARY

to the other party hereto.
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Section 3. it is rec&gnized that LICENSOR.; LICENSEE or any
of their SUBSIDIARIES sublicensed pursuant to Article V hereof may
have contracted or rnay hefea.fter contract with a third party who is not
a party hereto, such as a national or other sovereign government,
governmental agency, or iﬁter-governmental authority, to do work
financed by suchr party and to assign to such third party its right to grant
licenses {other than licens;zs by either party hemb to any of its
SUBSIDIARIES or by any SUBSIDIARY of a party hereto to its parent
corporation or to anjr other:' SUBSIDIARY of such parent corporation)
" under patents for inventions arising out of suéh work, or that LICENSOR,
LICENSEE or any of their EE‘»U.'BSIDLARIES.sublicensecl as aforesaid may
now or hereafter otherwise be restrained by any such third party for
whom work financed by such third party is done, from granting licenses
(other than licenses by cither party hereto to anf of its SUBSIDIARIES
or by any SUBSIDI ARY of a party hereto to its parent corporation or to
any other SUBSIDIARY of 's;uch parent corperation) under patents for inven-
tions arising out of such work. | The inébi.li.ty. for any such reason, of
cither of the partics hercto, or of any one of their SUBSIDIARIES suhlicensed
as aforesaid, to grant the licenscs herein agrecd to he granted shall not be
considered a hreach of thi.'-;E Agrecment. _ .

.Section 4, Neither of the parties here_i’:o nor any of their SUBSIDKARI_ES

sublicensed pursuant.to Article V hereof shall be required by anything
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as:

contained in this Agrecment to file in any country an application for-
patent on any invention, or to secure any pa‘tenf or, once having filed
an application for patent or obtained a patent, to maintain the patent

-application or the patent in force.

'_ Section 5_. Nothing contained in this Agreement shall be coﬂstrued

{a}

(L)

(c)

gy

a warranty or.representation by any of the parties

hereto as to the validity or scope of any patent; or

-a-warranty or'representatiun that any manufacture,

use, lease, sale ar other disposition of LICENSED

PRODUCTS will be {free from infringement of patents

‘other than those under which and to the extent to which

licenses and sublicenses are granted and in force

-pursuant to ihis Agreement: or

an agreément to bring or prosecute actions or suits-
against third parties for infringement or conferring

any right to bring or prosecute actions or suits against

" thivd partics for infringement; or

conferring any right to use in advertising, publicity,
or otherwise, any trademark, trade name or names,
or any contraction, abbreviation or simulation thereof,

of either party hereto; or
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(e) _conférrin;; .by il;npl.;tcatir.:m.- (;:S.t()[.){)tll_or ;).t'herv;.ri.s.e. .
.upun any 'pu.i-ty her_été licé.nséii-,ur.u.m.r' thi.;‘, Ag reemenf- |
or any of itsé SUBSIDIARIES s;hlice:rns;_e.d.pursuant- to -
Afticle V:.h.e;'co{ . ény Iir.-ensé o'r. other ﬁght under;
any'patent.except the licenseé.; ‘suhl.i.cens'e.s and |
r.ig.hts éxpreissl_y. granted u‘:ndel-r thfs' A;gr-eemcnt; of
{f) an obliQationZ to fufnisﬁ ény fééﬁnical inl"o'rr.né.'t-i.on.or
. know-how. | | |
Scetion 6. This Agreement and the licenses granted herein .shall
“inure to the henefit of the p?.i-ties 'her;ato. and, insofar as is expressly
provided for hercin, to :lny: SUBSIDIARIES of the parties horeto
sublicensed pursunant to Article V hereof, Neither party hercto shall
assign or tran.sfcr any of lts rights or privileges hercunder without
the prior written eonsent of the other party or without such authorization
or approval of any competent governmentai:authority as then may be
required, except toa successor in ownership of all or substantially all
the ﬁssets of the assigning party, and whiéh; succe.ss_or'shall expressly. .
assume in writing |)crrorm=;ncc of ail of the terms and conditions of this .
Agréemcnt to he: pé.rformcd by the a.qsigning; party,.
S.cc.h;.nn 7. This: Af:_r-cicment is in the l'?nglrish;]unguagu; only,. whiqﬁ.
]anguage.shall he controlling i all respec_‘.ts... amd all versions _hefeoff
in: any other language, shall be for _é.ccommodu_tion aonly am_.t__;;hali not be

binding upon the parties hereto.  All communications, inclmling, but not




limited to, the certilied étatements,eoﬁtemplated-by Article VI hereof,
and notices contémplatc& by Article VIII to be made or given .pursuant
to this Agreement shall be in the English language,

Scc_tion 8. All notices required or permitted to 5e given hereunder
shall be in writing and shall be valid and sufficient if dispatched by
registered airmail, postage prepgid. in any pﬁsf office ir.a‘the Unite-d
States or in Japan, as .the case may be, addressed as follbws: |

I to LICENSOR:

If to LICENSEE:

Either party may éhange its address by a not{ce given to the

other party in thelmanner set forth ahov.e. Except ‘as otherwise expressly
provided elsewhere in this Agreement, noﬁces given as herein provided
shall be considered to have been given fourteen ..(14) days after the
maili_ng thereof.

| l-Séction 9. No oral explanaticn or oral information by either party _
hereto éﬁall alter t;hc meéning or inierpretation of'_ this Agrcemeﬁt.' No
Vmod_irication. alte ratiqﬁ. addition or change in the terms hereof shall be- _
binding on either party hereto unleés reduced to wt"iting anci duly executed

by the partics hereto.
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Sectiun 10. This Agreement and matters connected with the
performance thercof shall be construed, interpreted, applied, and

governed in all respects in accordance with the laws of

United States of America.

IN WI'TNESS WHIEREOF, each of the parties horeto has caused
this Agreement to be execcuted on its behalf by its duly authorized

rebresentative on the date below written.

("LICENSEE")

By:

Title:

Date:

("LICENSOR")

By:

Title:

Date:
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OELIGATIONS OF &4 LICENSOR 70
MATINTAIN AND PROTECT THE LICENSED PATENT IN THZ U. S.

Licenses in General:

Licenses are contracts dea;ipé with one-type of
propérty, intellectual propeity, and are intefpreted and
_cénstrued under the law of_con;racts. In this respect,
licenseé do not'diﬁfer,from other contracts. Thé rights to
enjoy and enforce the{éfdvisions of a_iiéénse are de-—
pendent upén the cdntréctual nature of the license, rather
than upon the fact that patent rights are involved.

The pafent.grant_givés the owner the right to
exclude others from the enjoyment of the patented subject
natter. Accordiﬁgiy, a ;icehse in total effect amounts to
aﬁ~understaﬂdipg on thé part of thé patent owner not to
éssert his-right to.exclude others against the liéensee,
if and when the'licensee practices the invention.  Essentially,
this is true whether the license is éxclusive or nonexclusive.
An exclusive'lidense'merely adds the further underiakipg
on the paff of.the licensor not to enter into a similar
~agreement with any other party, of to assert the right to

use the patent on his own behalf.

Exclusive Licenses
The patent law specifically authorizes exclusive

licenses (35 U.S.C. 261)}. The grant of an exclusive license

¢35
L
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bars the licensg# from practicing the invention unless
hé has specifica;ly'reserved the right to do spl(l?
The grantor, how§verl may_retainlthe right to practice the -
‘licensed subject matter. = It therefore follows that the
" exclusive licenseé may not be the énly party authorized

{2).

to praétice-the_licénged-invention. Such a licensze

' is often termed a "sole liéensee".

Non-Exclusive Licenses

Non-exclusive licenses are, in l?gal effect,
';greements by the licensor not to sue the licensee for

infringement of the intellectual property rights trans-—
a (3} The-rights conveyed'areﬂgenerally construed as
(4)

ferre
personal to the licensee.. There appears to be some use
of the device of_érantipg covenants not to sue in lieu of
explicit licensesq

| -Absent'express provisions fo the contrary, a non-
exclusive licensor:may practice ‘the in&ention himself and
_aﬁthorize others to do so for him. Non-exclusive licéﬁses
have no statutory basis and constitute merely a waivér of

infringement under: the licensed inVention.le

.Obligations of the Licensor to Enforce Patent in Non-
Exclusive Llicense -

| Thé licensor may freely license others, or may

Sad s

tolerate infringers; and, in either case, no right
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(3)

of the licensee is violated. A non-exclusive license

to practice a patented invention gives the licensee no rigat
"to join as plaintiff. in a suit against an infripger.(3)
Thus, the licensor of a non-exclusive license has no ob-

ligation to the licensee to maintain and protect his patent.

Obligations of Licensor to Enforce Patent in Exclusive License

The rule of law is that in the absence of an express
ggreément to the contrary, a licensor is undexr no obligation

to.protect the licensee against competition from ihfripgersfs)

It has however been successfully argued in an old case(sa)
that where licensor failed to enforce his patent against
several infringers the_liceﬁsee may  rescind the contract on

;grounds of failure of consideration, in that licenseé did.
not receiﬁe the exclusive right contracted-for. |

The responsibility_for enforcing the licensed patent
r;ghts“against infringers is freguently exprgsséd in_the
lidEnse agreement. One approach, which hés béen upheld under
thé antitrust laws, is tO'impose‘full responsibi;ity on the

) (N

ligcengor. The licensor's failure to comply with a covenant

to protect the licensed patent may relieve the licensee of

(8) It has been held that

its obligation to pay'royalﬁies.
wheh an enfordemeﬁt clause specifies that the licensor be
“notified“‘pf allggéd infripgements, actuél notification by
the licensee is necessary to satisfy the covgnant.{g). |
' ‘An alternative to imposing full rgsponéibility on

a licensor to enforce the licensed patent is to give the




licensee the option to sue infringers. The expense of such
litigatibn is generélly to be borne by the_liéensee,'who
is likewise entitled:t? all recoveries. In the usualmﬁ
si-t.:ua.tion_. the liceréx_s‘_'c_ar is exp_'ressly‘ob.'_i.igated to cooperate
.with the licensee, Qﬁ penalty of being precluded from re;
Ceiéipg royalties ﬁ@;ch accrﬁe thereaffer.(lo)

Yet anotheriapproach to the prdblem of enforéemént
is to have the'partiés participate jeintly in suits against
infringers. Under such clauses, the parties will normally
share expenses and.#ecoveries in accordance with a pre-
deﬁermined schedule o: foxmuia. The licensor's share in
the recoveries m;ghg,?for examéle, be limited to the per-
centage of its contripﬁtion to expenses. The mandatory
contribution to expenses could be expreésed:as a percentage
of rq&alties payable bf the licensee during the period of
litigation. 1In any event, the agreement should prescribe
which paxrty, when joi@t participat;on iS‘planned,rhas the
right to chdose}coungél and control the conduct of the liti-
.gaéion. |

| A licensee nﬁder'an exclusive license that is in
legal effect an assiénmeﬂt} hay bé_able ﬁo bring suit for
infringement oi.the_;icensed patént in his own name.

Independent Wireless Telegraph Co. v. Radio Corp. of am.,

269 U.S. 459 (1926); Waterman v. MacKenzie, 138 U.S. 252
(1851) . | | '




Although the Independent Wireless case is old,
1926, it contains a;still_vali& statement of +he law as
follows : -

"It seems.clear, then, on principle and
anthority, that the owner of a patent, who grants
to another the’ exclus;ve rlgnt to make, use
or vend the -invention, which does not constitutas
a statutory assignment, holds the title to the
patent in trust. for such a licensee, to the
extent .that he must allow the use of his name in
any action orougnt at the instance of the licensee
in law .or in equity to obtain aamages for the
injury to his exclusive xight by an infringer or
to enjoin infringement of it. Such exclusive
licenses frequently contain express covenants

'by the patent ownexr and llcensor to sue
infringers, that express_y cast upon the Zormer
the affirmative duty of initiating and bearing
the expense of the litigation. Bugf, without
such express ¢ovenants, the implied cbligation
of the licensor to azllow the use of his§ name is
indispensable to the enjoyment by the licensee
of the monopoly which by personal contract the
‘licensor has given. ZInconvenience and possibly
embarassing adjudication in respect to the
validity of the licensor's patent rights, as
the result of suits begun in aid of the liceéhsee,
are only the eguitable anéd inevitable sequence. of
the licensor's contract, whether express or Lm-‘
plied." 269 U.S. 4:9 . 469,

“The owner beyond the reach. of process
may be made co—plaxntxff by. the licensee, but
not until after he has been requested to become
such voluntarily. If he declines. tc take any
part in the case, thougn he knows of its imminent
pendency and of his obligation to join, he will
be bzund by the decrees wnxch follow." 269 U.S8.
458,473. '

*The presence of the owner of the patent
as a party is indispensable, not only to give
jurisdiction undexr the patent laws, ‘but also
.in most cases to enable the alleged infringer




to respond in one action to all claims of infringe—

ment for nis act, and thus either to defeéat all

claims in one agtion, or by satisfying one

cverse decree . to bar all subsegquent actions".

269 U.S5. 459, 468. _ o :

It is also;élear that the contxactual arrangements

~of the patent owner_and his licensee cannot determine as
against third parties the locus of the power to maintain

"action. Thus Agrashell, Inc, v. Hammons Procducts Co., 352

F. 24 44? {1965), ipvqlved a situation in which Purex Corp..,
the owner of the pétént in controversy, had granted to
Agrashell, Inc.: | -

(1) _ﬁhe séye and exglusive righf_ana license to
napufagture, useﬁ_aA&:sell the cqmgositions and processes
dgscribed.and.claimgd}in_thefyicenéed ﬁatent ..,“except.
for the_right expreés;y reserved,bf Purex to make, use, and
sell such comgpsitidn;.and to convey to'éu:chasers thereof
the right to_usg such: processes"; and S

- (2) a‘ﬁigﬁt;té sue for inf;ipgement_insiﬁs:oﬁn
name, subject‘tola regquirement of lSidays‘ notice to Purex
of any proposed suit and to the,right of Purex to eleét
to participate in théisuit and to recelive one halfqu all

suma recovered-_ _“' | |

The court fbﬁnd,that the.reservations contained
:in (1), above, dis@ua}ified Agrashe;l_from beipg.an,assigﬁee

ang left it at most #he assignee of "an undivided part ox

1
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share". 'Because in such a situation joinder of the assignor
is reguired, the court found that the fact that the agreement.

purported to, give Agrashell the right %o sue in its own name

was without significarice. To the same general effect is

Etherington v. S.M. Hardee, 182 F. Supp. 905 (S.D. Tex., 1960).

The converse‘ﬁf'the qugstions discussed above, the

right of thefexclﬁsivé'libenSee-to:bripg'suit iﬁ his own
‘nane, is that of thé'fight of a pétent owner whe has granted
"a license toibfipg?sﬁit without joining his licensee as an
ipdispensable-party; Thé teét qf indispensability, stated
-in broad té;mS; appears to”be'whether the rights of the
licensee will‘ineviiébiy'be affected By a decree likelf to
eventﬁate from the suit. If the answer is affirmative,
indiépensabilitf ié'éstablished; Under this test‘a person
holdipé a_gene;ai exclusive license would have to be joined,
.while the holaer-of a license (exc;usivé'br otherwise) in a
fiela disparaﬁéffrom“fhe subject matter in suit probably

would not.

‘The point of the'foregoipg is, from the stand~-
point of the-cohtract'araftsman,_tq emphasize'that the right

to bri@g and maintain suit on a patent cannot, by conﬁraqt

glone,}be assigned arbitrarily as between a licensor and
his licensee. On tﬁe'cqnﬁfary;=overridipg considerations of
_law and equity may frustrate an attempted contractual

.arrangement which overlooks the "indispensable party”
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viewpoints developed above.

On the othefri_hand,.where the r_i'ghts being ‘extended
to a licensee are sufficient présumptively-to establish in
the libgnsée the power to maintain suit without joinder of
others, it may still prove useful-at a time of controversy
to have confirmed tbis'in the licensing documents as the
intentibn of the parties. Similariy, whére}‘under established
principles, joinder of licensor and-;icehsée would be a

- normal preregquisite tqisuit, it may-be advantageous, in
order to avoid misundérstanding to indicate which of the
parties has the power?of initiative and to express agree-—

" ment that the other Qérty consents to being joined as co-

"plaintiff,

Defense of Infringemeﬂt Suits

There is-ordinarily no implied covenant of quiet
enjoymeﬁt\present in. the lease or sale of patent rights.cloa]
Furthefmoxe, the pos#ibility of the existence of a dominating
patent in the hands 6f a third party is always preseht.
-For these reasons, licenses often includé provisions
._govern;pg the_handli#g of claims arisipg from alleged in~
fripgement through the licensee's operation under the '
patent. _ l : |
If the license agreement cOntainQ-an.express in=

demnity provision and.the licensor fails to protect the




licensee according to its terms, the licensee may rescind .,

the ggzeement;(ll)

“Uncder such circumstaﬁces, the licensor
will be pxecluded-ffom récoveripg royalties, and may be
liable in damages for the amount expended by the iicensee

(11)1-Under the ordinary

asta result of theinonféasance.
inéem;ifidation clause, a licensor is not obliged to re-
| imburse his licensee for sums the licensee volunta&ily_
pays to settle an infripgemeht éﬁit.(lz) In similar
fashion; a.licensor is not obligated to pa& the fees and

®

expenses of additional counsel retained by the licensee

when the licensor has retained competént counsel in
_accordénce with the 1icehse.{131 |

The.obl;gation to defend infringement suits is
frequently rétained Ly the licensee._'In such a case, the

license may provide that the expense of defending infringe—

ment actions shall be charged ;géingt royalties otherwise
(14)

.

Alternétively; the parties may

owing to the licensor.
' (15)

;grée to share the=cbs£s:of defendipglinfripgement suits.
If such an arfgpgément’is entered.inﬁo, it is preferable to
detail which parﬁy has the prima:f_respoﬁsibility for con-
_@éucting ;he défense;-

‘It has been held that in the absence of pro&isions

to the cbntrary, the licensor is entiﬁle& to receive royalties
{16}

from the' licensee so long as the license is in force.
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However, 1: the llcensea paeent ls hela 1nvalld, the llcensee
nay be rellevea of the payment of further royaltles unaer

the aoctrlne of llcensee evrct;on.

-Governlng uaw

As stated at the outset, 1rcenses are eo racts
and are rnterpreted and construed uneer the law of contracts:
Varlous alternatave theorres have been advanced by
the courts xn reference to the enforcement of agreements.
One theory is that the law of the state of cantractlng
_governs.cl?J The law of the place of performance may
.govern, or the law expressly or presumably rntended by the

partres to govern.(l }

Undex the 1atter theory, the partres
may contract with reference to the laws of any state oxr
country, provaded it as done in good farth, and provrded
(generally, but not anarlably} the place selected has a

real or substantial connectron wrth the transactron or sub;ect
matter of the agreement, Where the place selected does

not ﬁafe substantlal cennectlon thh the transactzon,-the
partres run the rlsk of havrng thelr chorce of. law pro-
vrsron 1gnored (1) : L .

Some courts wrll apply a more aelrcate analysas of

the problem by determ;nlng whether the assue is one of

contract validity, or contract performance, and apply‘the e




appropriate rule depending upen which issue is ;.nvolved.c ©)

A rule of increasing populérity is that especially in

issues relating to_contfact perfbrmance, the law to be

applied is that of ﬁhe place which has the most siénificant

co@tacts with the maﬁtér in dispute ("cepter of gravity" rule).{zo)
~ In thezébéehcéfof.proof.as to the place of exe-

cution, the plaée'éf performance, or the intent of the

(21)

_ parties,.the law-of'thé forum may be  applied. It is

common practice, to avoid confusion, to incorporate in the
| license a provision that expresses the intent of the parties

- with respect to the.governing rule.

The general weight of authority is that contract

clauses which specify the governing laW’are.given'effect

(22}

since they represent the intent of the parties. The

forum aes;gnation is more likely to be honored when the
(23)

jurisdiction has a reasonable relation to the transactioh,
but this factor may not always be necessary;{24)
_Beyond the guestion of which state law applies, is

fhe_more fundamental issue of whether state law'appliés

at all, or whether federai'law épplies. It had been
.vgenerally assumed after the lanémark decision in Erie Ry. Co.
V. TomEkins(zs)
state law‘would'appiy to questions involving patent'con—
{26) '

that in both state and federal courts,

}

. ~tracts.
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However, a recent case has held that. in view of the

existence of a federal patent monoPOlyt'"the licensing of

patents, and the poiiCy behind such licensing is so intexr-

twined with federal $tatutes that such qﬁestions should : -be

.govezned by federal_;aw.(27)

Some may argue that this decision will encourage
certainty insofar as only one body of law need be considered.

However, since federal statutes speak_only'occasionally

with respect to pate@t license agreements; the difficult
guestion arises as té what is federal patent license law?
Is it the law in theéfederal courts prior to Erie? Does g
it include federal decisions after Erie which purported |
to apply state law? SWhat_haépens when various circuits

disagree?
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October 2, 1973

Committee #1, Japanese Group
Chairman: Junnosuke Tsunoda
Subcommittee #1
Chairman: Masaaki Suzuki
Vice-chairman: Taiji Ebisawa

No. ' STUDY FOR ADOPTION
OF MULTIPLE CLAIMING IN JAPAN

1. PREFACE

Deliberations for prospective multiple claiming are
now continuing in the Japanese Patent Office and Industrial Prop-
erty System Deliber;tion Committee, .

Drastic _refo,rm for patent systém shall be evaded,
however, minimum changes shall be introduced to harmonize with
the provisiéns of P CT .

| Ac_cordin;g to the opinions of the members of the Com-
mittee,. up to preseat, they agreed to the concltsion$ of an interim
Teport made by Committee for Multiple Claims System, the Patent
Office, with respect #o a few points, namely, character of a claim,
abandonment of a claim, official feeé and rejection of an applicaiion
on the ground of lack of unity of invention. ‘' However, 'deiiberations
for many important points, namely.,' concept. of one-mveﬁtion, unity
of in.vention, interpréiation of a claixh, réform for d&ditionai patent
application.hnd trial foi: amendment, and terminal disclaimer are

still continuing..
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2, MATTERS TO' WHICH MEMBERS OF ".I'HE.
COMMITTEE -AGREED

2.1 Character of a claim
. Un_def tl.t.e'_ct'lr.r"ent patenf law, the claim is considered
as just _the _inven.tioﬁ,' _b.ec,iause_ the japanese practice calls for
| defining one inirent'ion by one and single claim only. The proviso
of Article 38 of the Japanese Patent Law admits, as an excépti.ori,
to claim two or more iﬁventidns closeiy related to each other in
one and the same appliéaﬁbn {consolidation of applications), how-
ever, each of such inventions should be defined by one and single
claim,
Such charactér of a claim is considered to be changed
under the prospective multiple claims system. |
In the interim report, a definition with respect to the
chafﬁcter of a claim was proposed as follows.
(A) Claim, which is mentioned in the japanese Patent Law
~as "scope of demand for patent”, has a character to define
. the matter for which protection of monopoly i.s._s_ought, by
ixature; |
.~ (B)  ltis considered that the description of the claim shall
- ~not isolate from the invention disclosed in the specification,
under th_e.rulé in which a patent shall be granted on an -
- invention - (Article 29); and
(C) - -The matter for which prbtection-is sought should be

-Teadable by the technical features of the invention, be-
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cause Article 2 provides that "an invention shall be the

creation of a technical idea”,

This definition was agreed.

2.2 Aband'n;:mment of a claim
Iﬁ the .ii.nterim .report, the introeduction of abandonment
of a claim as a présec_uti_.on practice of the amendment of the spec-
ification was _pzfopc;se_d_._ 'i'he proé_osal is that when an applicant
~or patentee files a petition for Abandonmgnt of a claim, such claim
shall be deemed to haire been non-existent from the beginning.
_ Majority of the members bf the Committee agreed to
fhis propos;_al,_ .ho.wfe\_r_er, a few_memb_ers: of thg Committee raised
a proposal that ﬁlﬁg an amgndment__ fo-l;' cancelling a claim and
- revision of the specification in relation to the canceiling of a
claim should be adrﬁitted concurrently with the filing of a demand
for a trial against final decision for rejection when an application
was rejected as the.‘ result of the opposition (any voluntary filing
~of an amendment after publication of the application is _li.mitéd by

the provisien of Article 56).

2.3 Official. fees
The foliowing proposals were made in the interim’
Teport:

(1) application fee: a fixed fee per case

(2) fee for filiné a demand for examination of an application:
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a fixed fee unless the number of claims exceeds a fixed
.n.umber, plus an addj.’tior_ml fee depehding on the number qf
excess: claims o

(35 patent fee::é'basic fee fér one patent, plus an additional
fee depending on the number of excess cla’ims, such addition-
al fee'beirk'g smaller in amount than the basic fee

:(4) fée for .démanding. a trial against final decision for rejection:
a fixed fee unless the number of claims exceeds a fixed num-
ber, plus an additional fee depending on the number of excess
claims

) fee for filing a demand for a trial for invalidation of patent;
a basic fee, plus an add;tic’mal fee de.'pe'ndi.ng.on_ the number
of claims of which the invalidation is demanded

(6) fee for filing a demand for a trial except the above: a fixed

fee per case

2.4 Rejection of an application on the ground of lack of
unity of invention :

It was proposed in the intrim report that lack of unity of
invention should be excluded from the reason of filing an quection
and filing a demand for a trial for invalidation of patent.

This proposal was quite agreeable to the meml;ers of

the Committee.
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3. MATTERS ON WHICH DELIBERATIONS SHOULD
BE CONTINUED o ' :

3.1 Concept of one invention and unity of invention

PCT reqb.ires that an international application shall
relaté to one invé_ntisn only or to a group 61‘ invenﬁons 50 .li-nked
as to form a single general i.nventivé concépt (Rule 13.1) and
further provides the requirements of claims of different categories
(Rule 13.2) and claims of one and the same category (Rule 13.3).

It seems that the requirements of the consolidation
of invention provided in the proviso of Article 38 are admitted in
the practice of PCT. ' - 4

| Judges aﬁd jurists are holding their position that the
concept of one inveﬁtion and standard of examination for identity '
of invention under the current patent law s.hould be maintained
under the prospectiv;e multiple claiming practice, while majority
members of the Patent Attorneys Associati;an of Japan and Japan
Patent Association _ali"e holding the:ir position that the concept of
one i nvention should .be harmonized with tﬁose of the U, S, and

' main European countries such as-Greai Briitﬁin, Holland and West

Germany.
3.2 lnterprietation of a claim

1t was pfbposec_l in the interim report that a claim

under the muitiple claims system should be interpreted as follows.
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1y A claimi shall be titeratiy interisreted, however, it is
admittsble te 'extenti the ihterpreta,-tion to th.e' technical
equivslenee beyond the scope of the meaning of the words;
and

‘(.2) A clznm should not be mterpreted 11m1tat1ve1y by mﬂkmg

reference to prtor arts.

It s_ee:ms that th_i.s interpretation quite resembles to .
the inter_pre_t&tiet_tii in Great Britain. _
_ _ _Almost sll'the_me:__nbers of the Committee raised a
proposal that the tf.ntert)retation of a claim under Article 70 of
the current patent law should not be changed under the prospective
multtple claims system. They stressed the need of accumulation
of the leadmg cases for the mterpreta.tton of claims under the

prospective system. _

3 3 Addtttonal patent r1ght system
It was proposed in the mtrtm r‘eport that the addltlona.l
patent r1ght system should be abohshed because there are little
apphcants to tmhze thlS system.
Members of the Japan Patent Assoc1at10n has ratsed
a porposal that the additional patent system should be retained
so far as some of the apphcants are utxhzl.ng th'.l.S system, as this

system has no direct relauon to the multtple clatms system.
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3.4 Trialffé:r amendment -
It was prépoSed in the _interimlr.'eport that a trial
for ameﬁdment af_‘tet_"g:ra.nt of a pateﬁt_shc{uld be abolished for the.
reasons below. - | _ o
. (L M.ox.-e prot‘euction is given to a patént .having multiple
claims with x:fg'spec_t to one invention as compared with
a patent hax.ri_n._g only qn.e claim. Mof‘eovef‘, it seems that
much more p:rci;te.c.ltion will be given t0 a patentee than to
the third par.ty by .allq.\.m'.ng the paten:tee to make an ax_nend_——
me.nt' of a cldirh résultiﬁg in reduétion of the claim (scope .
of demand for patent), as the third party will hardly antic-
ipate the scope of claim to whicg}gat’emee will reduce the
claim., | -
(2) The deliberation by the judges for a trial for invalidation
of patent will Be accelerated if a tri&l for amendment will

be abolished.

However, members of Japan Patent Association has
raised a proi)osal stating that a trial for améndment should not
be abolished for the reiasons |

that in the early stage after the multiple claims system is
adopted,confusion regﬂtmg from lack of éxpérience and other
reasons will occur, ar;d

thut‘ it seems a gpod policy to see, for a while, to what

extent the applicants have become familiar with the multiple claiming

by retaining a trial for amendment as existing.
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3.5 Terminal disclaimer

In the Um’.téd States, terminal disclaimer is effectively
utilized to overcome rejections on double patenting.
There is no reference in the interim report té t.erminal
disclaimer.
| Members of Japan Patent Association raised a proposal
that terminal disclaimer should be investigaltgd in order to relieve
the applicant from the rejection on the. ground of lack of unity of

"invention and to make him file a divisional patent applicé.tion.
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Deferred Prosecution in Japan

The present revised patent law in Japan has been taken inte
effect since January 1, 1971. The present patent law was
revised providing for tho;eoning_tqchnological innovation

and the intensification of the international sconomic activity.

The present law is characterized by the introduction of the
combination of two-ayateni: an eaxly public disclosure of
application and a roquostifor examination, and the result

thereof has been watched from all guarters.

As more than two yeats_h;l passed since the snforcement,
we wish to report briefly on general conditions during this

period.

The following paper intends to give an outline of said legis-
lation, to analyze changes of applications since the enforcement

and to report what we hive;atudied on various:problems,
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Re Deferred‘Prosecution

1. Request for Examination an¢’Relévdnt'Situation in Japan

1.1

Diffarence from the Systems in Two Advanced
Countries

Japan's revised 1dw_hkskbeén effectuated as from
January 1, 1971 and the two main pillaré of the
revised law are, similar to those of Holland and
Federal Republic of Germanv.lthe systems of
requast for examination and tha'early disclosure}

both are co-ralatsd so closely that both bring

‘out & concerted seffect. Accordingiy Japan's

system of request for examination was also newly
Qstablishpd in combination with the system of
early disclosure aiming at an-accéleration of
examination and cutting down the 1ncre;se&

number of pending applicétiohj. It however some-
vhat differs from those in the two countiries

mentionsd mbove in the follewing points. In

"Holland, it has to go through a request for

novelty research (so called preliminary examina-
tion) after application before reaching the

examination on the grant of patant (real examina-

'tibn).“and_ianermany thé_réqﬁdst for issue of a

novelty report is optional, and channelling the
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application through it, it comas teo a petition
for esrant or eith;f 1£ coﬁée difactly gq.a' .;
patition fop_grant:akippine the noveity raport,

In Japan, hoyevgr? we heve no a#ch a:preliqinhry'
stop, but only ﬁn;e the éomplete qxaﬁina?inn |
sygtpm.;n 1tnelf. In Japan, no foe gor_ﬁqinfenanea
of application_;s:roquegfed, while both countries
reforrgd_abafe peéuirg it. CQn;oquently; a;.far

as the applicatioﬁ is not withdrgwn.:the Patent
Office has to comply y;;h'the request fuf egamina-
tion, if and wher; the applicant or any-thirﬂ
party requeuts_éxaminntion - the reiovﬁnt rée:

has to hg paid == during th- offactive period

of request for examination (1n case of a pntent

7 years and in enae of a utility model npplica-
tion U4 years artar the actual filing date to Japan).
In Holland nnd.Gprnnny.nn & measure for the .

tran-itionnl poriod, thoy applied the reviased

ragulations, i.e, -yston of patition for Frant

to luch applicatims as appl:l.ed under the old

law. Japan only permitl the roquest for axamina—
tion only to thole appliod under tho new 1aw,

and oxempted thOle npplications undar the old
_law from the alipibility for this sytam of requeat

- for a:aminntion.
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1.2 Present Situation of Processing Application

under 014 Law
ThkinP 1nfo=§éebunt the differance beatween the

substantivo'ldyﬂgﬁd tha procedual éﬁiéo. a rraph

' 1ndient1hg'bof fﬁ-fratqnf Offtice has been process-
ing appliénfidn;ifiiéd under the old law (number
of cnoei_proceiséd)iﬁd accordingly how the
mmber of those ﬁehdiﬁg cases has been reduced;
is shown 1h.Fig; 1.. .
As you will ses from the éufiéi (a)'and.(a); #;:
to the applications under the old law, the number

of poﬁding applications has gradually reducsd

with an increases in the number of processed
apﬁlicatidns. which shows the original purposs
to restrain those pending cases is seemingly

achisved. This howsver is only due to the fact

that the Patent Office has solely worked on those

. . _ - omly _
applied under the old lav and hmzmmt—weat put

_ ;Ipv ) )

their hands on the applications raquested for
examination under the new law. Consequently,
the actusl curve which represents the actual
mmber of applications basing kept pending will
be the ons incerperating-the total number of

pending applications applied for under the new law
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{curve {b) of Fig.-]). Guessineg from these curves,
the Patent Office;is prospacting to put all the
applications under. the old law.on examination by
around the end of 1977 fiscal year (March, 197&)
and finilize its completion éf éction Tfor them

by around the end: of 1974 fimcal year {March, 1975).

Numberas of Applic&tion and Requeat for Examination
after Enforcsmnntiof New Law

Fig. 2 (1), (2) a@d (3) attached h;reto show the
graph of numbers of applicationa and requests for
examination together with the percentage of raquests
for examination aé.against the total applications
in Table 1, for the respective periods of Jan.
through Dec. 1971, Jan. through Dec. 1972 and

Jan. through Marcﬂ 1973 . .

As will be seen ffbm the above, at the moment the
percentage of reqéOItB for axamiﬁntion is quite

iow and it inplie; the slated purpose of.dccelerat—
ing éxamination is likely to be attained. Howavear,
thoee which wqré fequoated Qﬁb-oquent to applica-
tion aré axtrnmalf emall 4n fheir number (about
30%4) and the.majoﬁit} of requeste wers meda at

the fima of.appligation, so that it is veil

cbncoivablegthat the subsequent fnquésta may
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1.4

.gradually incrsase as the fime Foos by. ‘Not

only the cases of limultanéous requasts for

examination, but alsc the casas of thomse
. subseguent requests made bafore eafly disclosure

‘signify the folevant entity ias set for prdduction

and sales of such productsa in the near futurs.
But the percentape of raquasts for examinétioﬁ,

80% in case of patent applications and 70% in

case of utility model applications astimatad

at the start of this new regulation is now =

figured'l little lower than the abcve'numbéri.

‘conaidering the present situation of requeﬁtﬁ

for examination.

Enlarged Position of Prior Application
As long as following the system of request far

examination, if the request is left for the

applicant's option, it will result in a further

delhy of examination., In the sense of avoiding
such delay, théroforo. a combined 1mp1gmantation
of the system of early disclosure is necessitatad

{(upon expiry of 18 month pgriod aftsr application

" to the.first country, for patent applications all

the deseription of application and for utility

mode]l applications the claims and drawinge will
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be made publiec. évon as to the latter alsn,
upon'submisaiqn'of'a requesast for ihspectioﬁ to
the Pgtent Ofrfice) all the teaxt of aﬁplication
can be fgviewed).i In connection with this, "
Japan has provided anew a stipulation as per
Art. 29<2 whereby enabling the Patent Office

to reject any lubqeqhgnt applieﬁtion which has
tha subject mattér identical with invention
disclosed in the specification exhibited on the
Patent Gazette. This howaver dirrereQ An the
point whers thes U; S. Patent Office can reject
subsequent 1ﬂvuﬁt£0h as an identical invention
or an 1nvonti§n.w1fhout inventive step on the
ground of its Art. 102, Para. B or Art. 103 or
a combined effect of both, and oﬂlf:rajocts any
subssquent 1n?enti§n as far as the apblication
has an identical contents while {t does not take

the inventive step into consideration:

Feature of Revised Lav through Early Disclosure-l
As rngards the Patgnt Glzetta, a_lyat;m ot present-
ing information {Rules of Practice, Art, 13-2),
which ia the foregépt_featﬁre(of Japaﬁ'q ruyiged
Law. Under thia.gfutom an information presentad

by a third party raader of the Patent Gazatte
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mav be_available to help the Patent.Office's_
examination (mainly for reasons for rejsctiemn),

bt the examinar is not necessarily nblicated

to make use of such infermation. _Ev-n if it 1is
accepted by the examiner, the result of examina-—
tiom iz not notified to the informant, soc that
it has only an affect something like a one-wav
traffic. A request for examination by a third
party will be an important information to the.
applicant, lincg 1ﬁlmnlt cases such third party

is axploiting an invention having a good possi-

bility to infringe the application and the faét
thﬁt_-uch & request was made will be nofified to
the aﬁplicqnt. In order to avoid this, it wes
arguaed that it will be sufficiant just to hava

a presantation of the inforrmation, anrd stress

was put on the advantage of presenting informa-
tion, but in actuality upon applying for inspec-
tion of the file wrappsrs in ths Patent Office,
anyone is permitted to inspect all the information
attached thersto, so in some cases it will turn .
out to the informant's disadvantaée, as the applicant
may get sushicious of the informant's exploiting

the invention Already 1aid open or the original




1.6

specifications,@éy be amended by the applicant

. upon. his knowing the exiatence- of an interessted

informant. It ﬁﬁy;b& for this rsasm, the
number of caaeaivﬁare_auch infogmetion was
presented was only about 100 durines the nine

month pariod after Julv, 1972.

Feature of Reviieg Law through Early Disclosure-2

~ The second feat@rp of the revised law is the

system of praferential examination. The system
was eetablished ngw1y_as Art. 48-6, and if the
necassary 1tgmg_t6 be written are satisfactorily
made in line with%t_he Rules of Practice, Art. 31-3,
Form. 17-3, and tpg Dirocfnr of the Patent Offics
recognizes it necesasary, such an application will
be examined in pféfofonce to othpf applications.
However, it is requested of the appiicant, aa the

items to be written in, to describe in detatls (a)

_ the status of exploitation, (b) effects of exploita-

tion, (c¢) particulars of negotiation, etc. and

the decision whether such &n exploitation is beinge

‘made is lsft to the Director of the Patent Officn.

In addition, since; a clause "when necessary” ia
incqrponated in the article, if there is no reason

for urgency is involved for instance, the praferential
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1.7

examination is not applied. On one hand,

hbwé#er.ftﬁis is a kind of adminintrﬁtive actions
witnj.ﬁ the Patent Office, #nd in fact technolegies
pertaining to poilution control etec. ara enjoving
this preferential examin&tion whereas no such

prefereantial stipulation is made yet.

Bffect of Syatem of ﬁoque;t.for Examihatiﬁn

The most probable reasﬁn wvhy the praeeﬂtap.a of
raquelti foar examination is an_low as 0% at the
momant np mentioned abova will be, among othars,
that it may not be too late to files such a request,
as the periocd Tor filing is 7 ysars rof patents

and 4 years for utility model applications in

‘Japan which may not necessitate anv haifa, but

on the contrary it enables a prospective applicant

to evaluats the relevant invention seeing the

- eireumstances for a certain perioed of time., Once

the examination is requested a chance for an
amendment will be extremely limited and this will
alsc be one of the main reasons for the above

{within the pariod set Tor submitting a response

"to the reasans for rejection and at the time of

filing a trial sgainat the decision of rejesction).

'In applving to Japan wvhere an idea patont is beine
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permitted, no.on? can deny the fact: that there
are some ﬁpplica;tionn l:mvinp much prc.:to'ct:[ve
nature, for whicﬁ héwever most prdb&bly chances
of request for eﬁnmination being mé&e'nre very
slim. As elucidéted in the above, Jﬁpﬁn'u

' system of fequés§ﬂ1: examination has Just been
brouéht into prnética, and, not onlf th#t, at
the mament the Piatent Office is so occupiad
with proceasing the ponding npplicationa filed -
.undor the old lnw. It nay be correct to say
that momentarily it is too onrly to argue the
relevant effect hut it hn- to be sean cnly in

or after 1975,




Right to Demand # Compensation through Disclosure

As mentioned above. thé aystem of requesting examination
i= not intandgd to equally put all the appiicatiuna into
examination but to examine only the applications requested
for examination within a certain period, separating the
application and the examination strictly. The system

of early diaclosqre established with the system af re-
questing examination is to compulsorily make all the
applicntion; laid open without regards to the stage of
examination. In order to relieve the applicantfs dis-
advantage through the early disclosure, a_ce;téin legal
protection 1s provided, that.is the fight to demand a
comﬁensation. This right will accrue only when the
applicant makes a warning to a third party after the
application has bheen lald open upon maturity of a 18
month period after the filing to the first country.
Accordingly, in order to firmly secure his future
imﬁlanentation based upon this right, he has to givé

a written warning to those who have exploited the
invention as business., A general warning through
professional periodicels and the like is not the one
referred here, but it should be a warning gifen directly

to the party concerned by mail or otherwise.
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This warning is merely a notificgtion saying "your
exploitation would hécbme_an object_pf compénsﬁtion in
the future®, and it 40§s not imply that the applicagt
can regquest a payment gf compensation imuadiatély after
Harniné. Thé right_to:demand a compgnsation.is onlf

to implement once the publication of the application

is made as a result ofjexaminatian requested. It is,
therefore, free to any third party to expleit the iﬁ—.
vention at any tima.ﬁctveen the early disclosure and

the publication, nameli. an exploitation béfore carrying
out the right to demand a compensatiqn is_not forbitten.
The right to demand a'éompensation remains valid fo;‘
three years after pubi#eation. and upon expiration of
this three year period.the right to qunnd te;minates
its validity. 1In viewﬁof this, the charecter of the
right to demand a cdupénsation is generally interproted
as follows:

since an inventort's npplication will be made open after
12 monthes from the time of npplication. this will become
valuable thechnical 1nfﬁfnatian to any third pgrty. As
a result, if the uppl#cation rema;na Qpen to publie
without any comﬁensatipp. the inventor is only perumitting
any third party an easy.aecoss to hisitechnica; inflor-

mation, and not only that, he will be placed in an
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eXtremely disadvantageous po?itionfjust to uatcﬁ an
exploitation of his invention by a party other thﬁn

: himéelf.' In this Eonnection, it is this right to demand
_a'cdmpeﬂsation:that protects the aprlicant from his
_disclﬁﬁed invention being freely exploited by other
people and that compensates the applicant for the loss
out of the profit which otherwise would have been sarned
by him, if and when such other people would not have
exploited the technology. Although exploitation by

any third party is free from the time it was laid open
till its publication, it is claimable retroactively
after the publication of application, so it provides

a containment to any other third party, as vell as on

the part of the inventor he will be able to make up aﬂf
posaibie loas of advantages surfefed_durine that period,
On the other hand, on the part of the third party, if

he is subject to a request for a compensation, in ex-
ploiting an invention, he has to take out an exploitation
onli af'ter ascertaining whether such a right is eastablishable
or not through'an ézhuinntion on the diacloaed.invention.
or to start_etﬁloitatibn.with 3 provisioﬁal contraeg
with the inventor to the effect that he will be able

to continue exploitation even after the right is firmly

establiéhed in:order_to avoid any possihle'troubla;
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Consequently, he has to be more deliberate in gxploitiﬁg
ény inwanfiqn; The_aﬁount of  compensation is stipulated .
to be egual to the royalty-(Art. 65-3, Para. 1)1 This
stipulation is to prévent'the amount of compensation .-

being evaluated 1nade§uate low on the ground that it -

is not a patented invention yet, but_in actual cases

a somawhhf'loﬁar a@ountfmight be agreed upon. The pay-
ment of compensation éoas notlalso automﬁtically signify
the payer is entitled;to exploit the right accrued dn
pﬁblication(so.callgd‘a_right of provisional protection)
and the patent right (i.a. even in a case where the
inventor receives a compensation from s manufacturer
nn'hia invantgd'machinery being commercially produced
while the application was being laid open, he is entitled
to demand the suspension of production to the manufacturer,

or to exercise an injunction or demend for damages to

the user. Accordingly, if soweone wants to explcit the
above rights, he has to make a contract with the patentee

to such an effect or to make a special agreement with

the applicant to such an effect in advance. The new
law regulates this in its Art. 65-3, Para. 3, and says
that the exercise of the right to demand a compensation

does not preclude the effect of the right of provisional

protection based'on tﬁe publication of application and
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- also exercisiné the patent right. It alse clarifies

that even though the'risht to demand a_cpm?ensation is .
eiercised, if is only against tbe exploitation carried .
out during the period the invention is being laid open,

so that it does nof signify all the right of pfovisional
protecti?n as well as the patent right has been exhausted.
One must pay quch caution to the fact that, if such an
application should be finallyjrejected, though it was
kpubliehpd..the applicant has to be subject to the absolute
Iisbility and he must repay the compensation so far he

has received to the axﬁloiter of such an disclosed in-
vention. As previously mentiomed, as of this moment
(October 1, 1973}, under the new law only few examinations
of appiication have been started sco far,assd—mo—publivatien
mmm#umso it seems there ia

no instaﬁce where the right to demand a compensation

was exercised or a lawsuit was brought out for a compensation.
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PERCENTAGE OFE@UESTS FOR EXAMINATTON

Date: Mgy 11, 1973 :

(PATENTS ) [ fEﬂ‘)le l.‘} —h—
1) Domestics: ' o '
Yoar & of reg. | No. of .| No. of req. Particulars
mtton | s | mevion [ At the tine[After By the
of filing | filing | third
- _ . narty
72(1 - 12) | 38.7 78425 30346 21204, 9130 12
72(1 - 12) { 25.8 101328 | 26134 22052 4077 5
730 - 3)| 2.5 29073 | 6238 6132 106 0
2) By foreigners:
Yoar 4 of req. No. oi‘ No. of req. 23 .3 Partieculars
for exemi~| appl-:| for exami~ F—Fr—m After | By the
nation cations} nation of £114 £iling | third
party
{1 - 12) | 24.3 27360 | 6653 2877 3769 7
72(1 - 12) | 18.8 29072 | 5478 3330 218 0
731~ 3)] 1.9 7542 4 900 . 833 67 0
3} Total (Domestic and by Foreigners}):
Yoar % of req. | No. of | No. of veq. E ‘_Pa.rticulars
for exami-| eppli« | for exami- R = T Arror | By the
nation cations. nation éi' fiJ.‘th £iling | third
party
71(1 ~ 12) 34.9 105785 36999 24081 12899 19
72(1 - 12) 24.2 130400 31612 25382 6225 5
73(x - 3)| 19.5 36615 7138 6965 173 0
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(UTILITY MODELS)

1) Domestic: UTable 1_1 b
Year % of req. | No. of | No. of req. Particulars
foiiexami-_- apgii- foi'iexami-— At the tims | After [ By the
na on cationa nagLvicn - ..
¢f filing filing | third
: " : party.
71(1 - 12) | "38.5 120901 | 46530 33873 12648 9
72(1 - 12) |- 30.3 | 146635 | 44463 38960 55001 3
73(1 - 3)| 25.3 - 38216 | 9675 9460 25| 0
2) By Foreigne_fs:
Year % bi‘ raq . No. of‘ No. of req. Particulars
ii;gﬁm’“i' appll- | for examl~  IR% the vime | After | By the
of filing | filing | third
party
711 - 12) | 15.5 1942 . 301 - 170 131 0
72(1 - 12) | 11.4 1975 225 145 78 | 2
73(1 -~ 3) 9.8 498 49 48 "1 0
3) Total (Domestic and by Foreigners):
Year .1 of req. | No. of |No. of req. Particulars
for exami-| appli~ for exami-
‘nation cations |nation - - CA‘; m ﬁi’?;g gi:'ga
711 -12)| 38.1 122843 | 46831 34043 127791 9
72(1 - 12) | "30.0 | 148610 | 4i688 39105 5578 1 5
73(1 - 3)| -25.1. | 3874 | 9724 9508 2161 0
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(PATENTS & UTILITY MODELS)

1) Domestict \:Ta.b\?- l]C
Year ? of ;:?ni Ho. };f go. oiagq. Particulars
or & - | appli- or € - e
nation cations| nation g;. ?}B] lt’m’e ?,‘S?I" Ey] ithje
. e Tty
71{1 - 12) | 38.5 199326 | 76876 55077 21778 | 21
72(1 - 12) | 28.4 247963 | 70597 61012 9577 8
Q- 3)) 2.4 67289 | 15913 15592 321 0
2) By Foreigners:
Year % of reg. | No. of | No. of Teq. Particulars
for exami-| appli~ | for emmi- o T IR T Thy the
mation cations natiorgx of £il £11ing | third
: : party
7L{1 - 12) | 23.7 29302 6954, 3047 3900 7
72(1 - 12)| 18.3 31047 5703 3475 2226 2
73(1 - 3) 11.8 8040 N9 881 68 0
3) Total (Domestic and By foreigmers):
Yoar ? of ::31 No.nof go. oi;zq. Particulars
or e - appli- or exami-
_ nation cations | nation At the time} After |By the
: . of filing filing |third
71(1.- 12)| 36.6 228628 | 83330° 58124 25678 | 28
4172(1 - 12) | 27.3 279010 -} 76300 64487 11803 | 10
73(1~ 3)} 224 75329 | 16862 16473 38| 0
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October 2, 1973

Japanese Group, Committee #1
. iPatent Commitiee
Sub—committee 3
Chairman: Tunewo Simada
{Takeda Chemical Industries,Ltd.)

Vice-chairman : Mitsuomi Wakahara
(Sekisui Chemical Co., Ltd.)

Reporter: Katsuo Ogawa(Hitachi,
o Ltd. )

IS AN ELECTRIC CIRCUIT REGISTRABLE

AS A UTILITY MODEL?

'Sum#arx

Phe American Grbu§ has the question of
whether an electrié circuit is registrable as a
utility medel, Though it is not completely
undisputed that an elégtric circuit meets the
provision of Article 3 of the Utility Model Law,
i.e. "... the shape, éonstruction or combination
of articles ess’, it is‘in practice aclnowledged
to be registrable as a utility.model-from the

point of wview that it is 2 kind of "construction".




- In Japaﬁ; a utility model system has Beén'in forcé sinée
1905 fn addition to the patent system. Article 1 of the Law of
1921 provideé-fhéf3“1hdusffiai_devices of useful and new types
re;ating to théféhépe;'ébﬁsfructioﬁ or comﬁinations of articles"

are éualifiea féﬁ:ﬁtiiﬁt&:model protection and Article 3 of the
law of 1959 Zexisting-Laﬂ) provides. that "devices which can be
utilized for iﬁduétries,_relating to the shape, construction or
combination of articles" are similarly qualified.,
As will be apparent from these provisions, the old and new
‘laws are similar in that devices relating t¢ the shape, construc-
tion or combination of articleé are Qualified for utility model

protection.

It is not clear from the language of law, and may be )
controvertial, if an electric circuit which is a comdination of
funetional elements corresponds to “thé éhépe, construction or
combination". | _ »

Actually, however, it is evident and beyond dﬁupt that
unlike the German practic: and case law concerning utility models(l),
electric and electronic circuits including oscillating ciréuits,
anplifying circuits_and control circuit, haﬁe been registered

and protected as utility models in Japan and this practice has

been in force for about five decades since the Law of 1921 became
effective. o _ _ _. | | _

. Since 1964 the Patent Office has.drafted and published _
examination standards for patents amd utility models by industry.

In the Examination Standard for Electronic Circuits, the Office
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nas specially included:e seciion headed "The.reasqn why the
device of an_electronicicircuit as such is regarded as a dev1ce
relating s0 the cqnstruetion {shape orlcpmbination} of articles"
in an ettempt to proviae:a basis for the prevailing:examination
practice,. | | _ _ | _ | B

Thus,‘the sectipngreeds, "Since electric circuit components’
which.are constitueﬁt;eiements of an electronic clircuit are
articles oceupying spaces_..... and the device of an electronic
éircuit as such as ...;. the dlrect embodiment of a technical
concept utilizing the laws of nature in a constructlon of comnec-
tion of circuit components, it 15 naturally enV191oned as an
article as defined in Article 1 of the Utility Model Law"(z},

‘The Law of 1921 had been so drafted that a utility model
shall be protected as “e_device of a type" and,:therefore, the.
welight of authorlty was on the so-called Ptyée theery"‘which says
that the essence of a ut 1lity model lles in its apparent type and
many court Judgements supported the view. However, after
World Wer II, the domlnant v1ew ef the courts is such that in

evaluating the sameness or dlfference of utlllty models, not

only the dlfference 1n constructlon but the dlfference in effect

should also be taken 1ntq con31deratlon. Thus, the so~called

“device theory“ which.sajs_thet the essence of a utility model

resides 1n the technlcal concept whlch glves rlse to a certaln

_effect has become predomlnant and the Law of 1959 proclalms
that "a deV1ce which can be utlllzed for ;ndustrles" snall be

registraole as a ut;;lty mgdel:J (Ae aforesald the Law of 1921
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used the terms "device of a model“).' It might appear that the
question of whether an electric circuit is registrable as a
utility modél is related with the sbove change in the way of
thinking76f fhe courts. Actuaslly, hoﬁever,.electric circuits
have been consisféntly_registered irrespective of the change
éince the &ays when the type theory was dominant and there.is not
2 single case in which the registrability of electric circuits
has been an.issug of litigation.

At early times, to adhere to the mode of claiming "a de?ice
of a'type" for an electric circuit as sﬁch which,'in subs tance,
is a combination of functional elements, it.was common practice
to take the trouble of claiming "The construction of an electric
apreratus comprising ...".

There are among them such far~fetched forms of claims as
"The construction of an electric circuit .....“; However, as the
de#ige theory saying that the essencé'of a utility model lies in
a technical concept became predominant as described above, .it
became pfevalent to uge more direct expressions such as "An
electric apparétus veo'’ 2and "an electric gircuit...". '
| Irrespective.of which made of expression is used for a
claim, the drawing attached to the ap?licatioh is no more than
diagrammatic views of the electric circuit and does not depict
the apparatué or structure as a'tangible thing. Yet, the-thihg'
which is currently acceépted in practice to be an object of utility
model registratior is nothing but an electric circuit. These

things were'actually registered even under the Law of 1921 and there
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is no case where the validity of this pracfice has been contested
before the court, i

Incidentally, as éxceptional cases, there are devices which
have been allowed claiming "4 control system ....", but the real

things involved are electric ¢ircuits as such,

(1) GRUR, 1965 Heft 5, pages 234 et seq. _

(2) Examination Standafds_for Patents and Utility Models by
Industry ~-- Electronic Circuit (Edited by the Patent Office,
published by Invention Association) page 3-(4)-13-10,
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October 2. 1973 _
' ise Group, Committee #1 .
Trademark Committee,

n: Junnostke Tsuncda

irmian: Tsutomu Fujimoto
Seiyaku Co.Ltd.)

What facters are taken into consideration by the

Japanese Patent Office and the Japanese courts in

dealing with the guesfion of confusing similaritx

betveen trade marks ?E
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[I] One of the important functions of trade mark is to
diatinguish merchandis§ of the user of the trade mark from that
‘of another person; Tﬁerefore. trademarks which may cause
confusion with the meréhandiﬁa respecting the business adtivity
of‘another person mny.ﬁbt gﬁtéin'registration.- This is the
baa?c principia of Japan;se Trade Mark Law, and it is also the
basic princi?le of the'UnitedlStafas or United Kingdom.

But Japanese Tréde.Mark Law has been adopting "the
system of prior registrant ownership", Registration of-a.frade
mark is rejected if a trade mark is identical with, or similar
to,.the registered trade mark of another person the application
for registration of which was made prior to the date of appli-
cation for registration of tho fréde mark in guestion and‘the
goods on which it is to be used are identical with, or similarxr
to, tﬁe designated goods respecting the registrat;on of the
trade mark of such ;nother person. {According to the item 11 of
Clause 1 of Article 4). In this case, examination is not done
to the point that whether or not the actual use of the trada.
mark in question will realli lead consumers to confuse the trade

mark in question with the registered trade mark.
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In the examination, three points are taken into con-
sideration to judge wheéher or not two trade marks are similar.
Similarity in appearancé, proounciation and meaning. if
even_one-point is applicaﬁle. it is considered that.two trade
marks are similar ones. :Even if there are partial difference
between two trade marks;_as long as they are simiiaf in genefal,
they are treated as simil@r trade mafks. But iﬁ.the case
thaﬁ distinctive parf of ?ach trade mark are not éimilar. it
is not considered that.ghﬁy are similar ones. If a part of -

a trade mark is discripgive from the vi;w point of relation
with the goods on which:the trade mark is to be usgd. the rest
part of it_is.eonsiderod-;s a distinctive part of the trade
mark, |

Generally speakiﬁs, consumers choose merchandise by
image he has. received ffop advertisement of the merchandise
and/or his memory about t#e trade mark of the merchandise whiéh
he has bought last time{ Therefore, another standerd point
for exemination is; Whe# a consumer sees Or hears two trade
marks in different timq:ayd place, whether or not he can dis-

tinguish one from another, A decision given by Fukuoka High

37




Court on May 6, 1954 reads as follows; Althongh there exist
a difference in spelling between trade mark "Coca Cola" and
trade mark "Cola Cola", when they aré shown in diffgrent time
and place, a ;onsumer can not.distinguish them phonetically

and in appearance,

[II] Important provisions in Japanese Trade Mark Law for

rejection of registration of.a trade mark which is confusingly
similar to a trade uark.of another ﬁersop are as follows;
(1) Item 11 of Clause 1 of Article 4. (See p. 2)
(2) Item 10 of same Article.
Rejection of registration of a trndé'mhrk‘ﬁhiéh'
“is identical with;'or similar_tb, a trade'mark:-
uhich is widely recognized among the consumers as
an indication ﬁf the mercﬁhndise relating to
“the buaineﬁs-?cfivity of.ﬁnofher person, to be
‘used on such ﬁefchandise orléimilar one.
(3)'Item'15'of iameEArtiE1b;

Rejection of registration of a trade mark which'

“may cause confusion with the merbhandise”rehpéclk

ing the buainess'activity of another person
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(excep?;those enumerated in ifem 10 to the proj
ceeding ;tem fnclusi?e).

When item 10 o} 15 or applied the'exﬁmination is done
to the point whether of not the actual use of the trade mark
iﬁ question wiil reall& lead consumers to confuse two trade
marks,

Itém 10 is ma;nly appliéd to the case that a widely
recognized trade mark.has net been registered to the goo&s on
which it has been use&.yet.

Item 15 is mai#ly applied to the case that an appli=-
cation for regiatratio;=of a érade mark identical with, or
pimilar to, a well-known trade mark is filed in order to be
registe;ed te the goo@a:which are not similar to the gdods on
which the well-known trﬁﬁe mark is being used {(except the case
that the well-known trade mark has been registered te such
goods. In this case; item 11 shall be applied).

As the case which the ;bove-méntioned Item 15 was
applied is as follws:

Trade mark "Esso" is wall-kpown on gasoline and the

owner of the trade mark and its subaidiaries are also manu-.
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facturing textile, those who see textile beafiﬁg the trade mark
"Esso" will confuse it with the goods manui‘actued or sold by
the owner of the trade mérk or its subsidiaries. (Cancellation
of registration of the trade mark "Esso“_(Goods: textile, knit=
ting, felt and other clotﬂ}, not owned by Esso Standard.Oil Co.,

Ltd. The decision was given by Japenese Patent Q0ffice on

February 12, 1966).
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