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£ Washington liiiton notedl
Washington, D. €. :

LZvm awfully. I can't be with you on Tuesday.

I'm simply committed to an out of town business trip.

A following_report hds been prepared for an Séminute_
deliﬁaff which you may want to read to thé group in attendance:

Vie haﬁe'for you a paper that discusses briefly recent
CCPA cases of interest in the area of computer programming.

A quéstion has been asked whether recent‘judgments by
the CCPA have opened'up‘ﬁhe U. 8. patent law to programming'
?ateﬁts. The answer'must be "Yes" because the most recent T
decision (i.e.} In re Foster et al} r‘éffirms‘the preceding
Musgravé, Mahopy,.Befnhart and Pratexr cases. Each of these:
cases is commenﬁed upon briefly in the handout sheets.

"It is important to recognize that this general line

- of CCPA decision may be modified or even reversed at some future

time. . Since the United States is divided into judicial
districts, ény one of the many federal courts in these districts
may render a deéision'which diféers from reéent CCPA decisions.
Accoxrdingly, an appeal may eventualiy be taken to the U. S.
S"?réme Coﬁrﬁ which.ig the highest judicial_authority_in the
United States and which wmay Some fﬁture day deliver the final
Gocision as to wheiher computer program inventions are patentable

A
or not. £

ey




Anouhcr ﬁhest;oﬁ Has bceﬁ ralsed as Lo whetner evc'v

klud o& c0ﬂouter Procran caﬂ be natentaole sunject matter : The"

-answer 1is yes'Lf the ¢nveﬂt10n is an apparatus whlcn often is’

viewed as a special purpose_computer. 'The answer is alse yes if

‘oblie

the invention is a process §r RELHeE WHISH 86K

' 1A

steps =~- i.e., invention claims which read on a purely mental’

process would be impropexr.

Still another'question asks to what extent are the

specification and drawings reqﬁiréd'to be described. The

'answer to this is that the invention must be described fully

and completely. This has been done by disclosing an apparatus
system whiéh operates to carry out the function of the computer
program. This has also beeﬁ done by -lisclosing computer N
programming instrucﬁions foi carrying out the function of the
program., When only instructions are diclosed, however, the
invention may be claimed only as a process, |

| Another guestion asks whether a computer programming

patent would be infringed by the use of a general purpose

computer programmed to do the function of the programming patent.

We. don't know because there has not been any such infringement

action, Such a law suit will be raised in one of the judicgial

diétricts, and may eventually be appealed to the U. S. Supreme

Court,

till anoL1er guestion asks about the difficulty in
exanining computer programming inventions. It is vexy difficult
to do this in the United States because of inadequate prior art
data base aﬁd classification for searching purposes. A great

deal of work must be done in this area if programming inventions

b4




.are to be'scarchcd adeguately by the Patént Office; 

_'The U. S. Copyright Offide_ has accepted compucer

- ) A ’ I
IPIOgrams Lor cooyrlcht LegAstratlon Sane 1964. -Althougn we do
not have an accurate coﬂnt of thernumber'okjcomPUter programs _

regist d for copyrlg}t, we do xnow thau Lhere are several

bnpjrlgdc QTOquLIOu means tnat tne computer prOgram
'shoula'hct beAccpied'——é i.e., ih;the same way that a book which.
Iis:regiStered'EOr coﬁyright.chotid'not be co?ied;' The U. 8.

law reciuirec the author; literary work tc be respected by not
copying it. |

Anoiher question’asks-whether patent application or

conyright'registration is thelmost sulitable protection for a
_computer program. of course, to obtain patent protection, the
 conDuter program must be unobv;ous and inventive. To obtain
'*copyright registration, the'ccmputér_program need not be
::?invéctiﬁe._ It must sxmply be an orlglnal work. The patent

: w:.ll prov...de protectn.on for the inventive concept {e.g., the

1 function of the computer program), whereas the copyright
'registration will simply provide pro. :¢ction against copying tﬁe
programming- instructions ac they have been ﬁritten. Unfortunately

time does not permit a moxe detailed discussion about this

very important question.

The last question is directed to the possible protectigg/f

of comuuter programming by a new legal system.' Consideration is
belng given to the adv+sabi¢ ity of a new form of computer
programncng protection. One such new legal system would include
the registration of computer programming without examination.

Furthermore, the protection under such a new system would be




< for a'Shortftiméﬁéfé'i.e;,jpossibly“oniy_s years. I

L difficult *oxSay waeﬁ'this matter.WilI be resolveﬁ'withihftue”

Gnlbed Stabes eve“'b“ohgh it *s under stuay at Lhe presenu tlﬂe-

oy a SpeClal conm+t cce assoc1ated w;th the Naulonal Counc;l of

Pat 1tmLmvaSSOClatlonb.“""”'

oﬂe final bit of lnformatlon ror you R e., the

/.zt..yc.’ »/ Aoge
u. S. 10 lOUQLr uses nﬁj gu-dellnes &or process;nc COﬂjuLer

program*ung :L.nven lons The Drogranmlng patent appllc tJ_ons '

are handled in the. same way ds any other invention patent

appllcatlous.

J. Jancin, Jr.

1A




CASE".

158 USPQ 141

In.re. tar;c'z'ny'or'n'och__

... CASES_DECIDED TO DATE '

. SUBJECT MATTER  HOLDING | - o

A method for cb_ﬁnt}

ing pulses.

In re Naquin:. = -

. Phillips Petroleum -
158 USPQ 317 . -
July 3, 1968

In re Prater & Wei
Mobil Gil

162 USPQ 541

Aug. 4, 1969

Patent No. 3,551,658

In re Bernhart =
Boeing

163 USPQ 611

Nov. 20, 1969
Patent No. 3,519,99
1ssued 7/7/70 '

-~ June 27, 1968 ... I

Mathematically cor-

recting seismic data.

Method for solving
an overdetermined
set of simultaneous
equations by the larg-
est determinant
method.

Programming & gen-
eral purpose com-
puter to mathemati-
cally change 3-

~ dimensional input

data to 2-dimensional

" data.

1A

Inherent function of an appara-: .
tus patentable subject matter as

~ a process.
i~ Kirkpatrick-and-Worley.di

sented. .

. Insufficient disclosure rejec-

tion overcome by uncontroverted.
affidavit stating specification
was sufficient to inform skilled
programmer to program general
purpose computer. ‘

. Claims which read on a purely

mental process improper under

35 USC 112 as failing to par- !
ticularly point out and distinctly
claim invention because encom-,
passes pencil and paper mark-
ings which a mathematician f
might make in recording his ‘
mental calculations.

. Foomote 29. Could see no

reason why apparatus and
process claims covering the
operation of a program general
purpose digital computer are
necessarily unpatentable.

3. Process claims with physical

steps not truly mental.

. Apparatus claims do not involve

the mental step issue.

. Court noted Congress meant to; -

exclude principles or laws of |
nature and mathematics from |
patentable subject matter. :

"Even though the novelty resided:

in the mathematical computa-
tions, no mental step involved !
since means plus function lan-
guage did not encompass a humin -
being. Although mathematics not
patentable, patentable when
claimed with machine because |
mental steps not required. :
Allowed method claim because |
required both digital computer ;.

and plotter. :



In re Mahony -

‘Bell Labs.
164 USPQ 572

" Feb. 26,1970 . . .

. A method of synchroniz-~
“ing & receiver with'a '
| transmitter by determin-
" ing which bits are the

data bits thereby estab-
lishing the remaining

Method claims aveid mental

‘step rejection because bit
stream were electrical signals

.. which could not be operated ..

upon in the mind.

“eral

In re Musgrave
Mobil Oil :
167 USPQ 280
Oct. 8, 1970

In re Foster et al

Mobil Oil

Decided Mar. 18, 1971
90 days to appeal

_ bits are the synchroniz-

ing bits.

Mathematically correct-

ing seismic data.

Mathematically correct-

ing seismic data.

1A

1.

. Court overruled In re Abrams

which held claims relying on
mental steps for patentability
non-statutory.

Definition of process in
Cochrane v. Deener erro-
neous and did not require
physical acts applied to
physical things.

All that was necessary to
make & sequence of opera-
tional steps a statutory
process was that it be in the
"technological arts".

. Judge Baldwin vehemently

disagreed. Turiher than .
necessary for court to go in
this case. Court should
consider on a case by case
basis. Questions whether

the court proper in doing

away with mental step doc~ - _
trine. But agreed with result
of majority. '

. Reaffirmed Musgrave, Mahony

Bernhart, and Prater.

. If in "technological arts"

1
2
.3.
4

mental steps immaterial.
"Signals" not patentable.
"Electrical signals" are.
New use claims patentable.




APPLICANT
. ASSIGNEE

In fe Bel.xsbh"
Bell Labs. :
8376 R

APPEAL NO. SUBIECT

: Mathemaucal}y

" converting numerical
uLformatlon from BCD

 CURRENT STATUS OF CCPA CASES . =
U ISSUE ¢

" Mental 'stépé.-
- Cochrane v.

*{STATUS

'.Hearmg Nov. 4, 1970 ‘

No decision to date. ..

Deener,_ lnre -

Abrams

B it
- T
1

. In re Ghiron
' Bell Labs.
- 8458

In re Sengbush
Mobil OQil
8459 -

In re Mcllroy
Bell Labs.
_ 8534

0il Co.
8558 -

In re Xolatis
Bell Labs.
8596

- Inre Waldbamﬁ
Bell Labs.
8619

In re Christensen

to-biary:

Overlap mode com-.
puter re transfer -
Ainstruction.

Mathematically
correcting seismic
data.

“Block diagram
" re sufficient

disclosure."

Mental steps .
Method for

manipulatmg e
La.ke

"signals".
rejected in
Prater, Mus-
grave and

-Foster.

Machine processing
of symbolic data con-
stituents. Generat-
ing signals.

Mathematical meéthod
‘of determining
porosity of a
subsurface.

Method for operat-
ing a data processor.

Method for counting
1's in a data word.

1A

Mental steps.
Cochrane v.
Deener. Like
rejected in
Prater and
Musgrave.

Mental steps.
In re Abrams
and Yuan.

Decided after
Prater 1.

Mental process.

Can you have

new use inven-

tion without
disclosing ap~

paratus? Only
method claims in

case. Mental

Hearmg February 5,
1971.

) No dec1s1on to date- L

' Remanded to the
‘Patent Office.

Record, Briefs are
in. Hearing May 6,

11971,

All briefs filed. .
Hearing Oct. or Nov.
1971.

Record and Appellant s
Briefs :

Oct. 22, 1970 Motion by
Patent Office to remand

‘'Remanded to Patent

Office Board of Appeals

Record and Appellant's
briefs.

. Hearing possible last.

of 1971 or early 1971.

process rejection.

Computer built
with capability

to carry out
mathematical
operation.




' CASES_OF. POTENTIAL INTEREST

In re Sebek':. E Process

* Not of.interest (was on pre- "
- vious.list)

i

Shv.

8631 . _
8742 : .
In re Wagener . Novel pro'césé' -
8851 o S
In re Smythe : Automatic a.nélys-is apparétus'
8855 - and method (Filed 8/20/70, .-
Attorney S. P: Tedesco)
" In re McMullan Novel process ‘
8867 - o
In re Brandstadter Message retrieving
8892 - organization
(Filed 10/15/70)
In re Knowlton | System for 'proceééin list
- 8896 information (Filed 10/16/70)
Bell Labs. _ -

=R é‘c‘qr.d,,mno.'t;amaila.ble;‘_;;“

' Record not available
{Rec_or:'d not 'avai.lable '
R.ecdxjd not available

" Record not available

Record not available

Search for cases of potential interest was made up to Docket 8963.

1A




Brimary

1.

3.

‘gistinctions

;“C'. . ' | ._ 7 '._ . ﬂ.c:

SR R RS GA |

S.643 vs. PRESENT LAW ~ - Lq,’qbbab e

N PRE U, e} e
. S !

Term of 20 years-from earliest U.S. filing datg (§154)

CTEstanee B APpIIEA AR eon taATAINE A 1Towed e latms T

during pendancy of appeal (from decision of Board
of Appeals) on remaining claims (f154%)

Reexamination after issue upon anyone notifying
Patent Office of pertinent prior art or other facts
($191,. 192)

One who imparis into the U.S. a product made in
another country by a process patented in the U.S.
is an infringer. 537.) ) .

Cancellation of compulsory licensing provisions of

"the Clean Air Amendments Act of 1970 (§6 supplementarj)

Secondary distinctions

1.

2.

6,

{6131

‘Presumption of correctness given Patent.O0filce decisiong
. : . 1

The owner of the invention may apply for a-patent'
(1004, 101, 111, 115) .

Joint inventors ue=d not be joint in any claim of
an application (§116) :

To claim the benefit of an earlier filing date in

the U.S. it is only necessary that the "applicant"

be the same. Thus Monsanto (as applicant) could file
a continuation application even though different
inventor entity. {(§120) :

]

Commissioner given authority to reguire that applicant :

cife grior art and provide a patentavility brief d

: ' )

. i
Priority contests can be appealed only to the CCPA .

(g21) -

(§148)




Minor disuinctions

Can obtain a filing date .on” Lhe 51gnature o; an

E avent, with ratlchaulon ;auer (§lll
2. lbree non»h-ulne anLt for clalming the benefit
- of an earlier date (§119, 120) Lo .
3.. Interferences modified even urther toward first
to file (4193). _
&, Applicatlon for re-issue to’ ootaln broader claims

must be made within 1 year of issue (§251




=l Lamm T

5. 643 PATENT BILL

v T oA
I W

TPRINCIPAL CH

Wote: Section numbers refer to 5.643

Patentability of Inveniions

Tooftdy—New Getined-term FapgliTant e reT e onn
applkcatloﬂ. This term runs throughout the act
since the "applicant™ would be empowered to -do most
of what the inventor does under present law.

100{f) YNew defined term - "actual filing date in the U.5.7
¥Many righbts are tied to this date. Note that this
definition appears to recognize the possiblity of
different priority dates for different claims in
the application and patent.

101 Grants the inventor or his successor in title the
right to apply for a patent.

102 Has been rewerded, which could lead to changes in
interpretation. For example the present "known by
others™ bar of 102(a) is reworded to "made known to
persons in the art —~—“, which may be more than a
mere codification of present 1nterpretat10n of 102(aj.

103 ' Some new languaze has been added to the 1ast sentence
: of present 103. This would appear to simply clarlfy
the present language.

Application Tor Patent

111 Either the inventor or the owner of the invention may
apply for a patent. If the owner applies the oatn
must contain a statement of facitson which his right
is based, he must provide a list of persons who made
an invenvive c*ﬂ“rluutlon, and he must notify the
inventor of the {iling within 30 days. If the inventor.
chall enges owners“Lp, tne patent will issue to the
invenitor {it is not elear who would conirol prosecution,
bus consistency would appear to give the invenkor
the rignt). An application may be signed by an agent
to secure a filing date but it must be ratified within -
6 months. ' )

115 Provides for the oath by the owner of the invention.

118 Joint inventors need not be Jjoint inventors of any
¢laim in-an applicatien.

1.9 One who seecks to claim the penefit of an earlier
" foreign date must do so within 3 months of filing in
the U.8. or during reexamination {upon showing adequate
cause for not claiming benefit earlier}. ' :

1290 To eclaim the benefit of an earlier filing date in the
U.8. it 1s only necessary that the "applicant” be
the same and that such benefit be ciaimed within 3
WmonLhs or curing reexamination {upon showing adequate
cause for not claiming benefit eariier). ,

1C




- — e e

Ap *lcaulon Tor Da:cnt'(Cdntinucd)

o .120_:

| Exami nauicn of Appllcation :

00k b m_r?]'

rouyethe: contro*forsy WL O T BIIGE et o o ot frishs oo ol

iz-would-clea :
wrrounced a serics of continuing-applications. since
t is specified that the last. appllcavcoq inva
eries can get the benefit of: uhe'earliestlcases
iling date, even. though said last application is
opending only Wluh the ;mmealﬂte;y prececind appli-
avion.

T

131&‘

282°

Requ1res COﬂm1331on°r to strlve for disposal of

_applications within 18 months of filing. ¥ould -
" authorize the Commissioner to require uhE appllcant

to cite art conzidered in preparing the application

:;and provide a pateniabllity brief.

Codifies %the present law with'respect'tc terminal

" disclaimers; i.e., two or more patents can claim- the

same 1nventlon provided they all expire on the same
date and as long as the rigbt to sue for infringement-

“is in the same legal entlty.

Review of Patent Offlce Decisions

2141

148

Changes present law with recpeCu to apoeals to the -
extent that a "contest of priority" (presently,
interference) cannot be taken to the District Court,
but rather only the CCPA. Appeals of an affirmed
final rejection or from the Patent Office decision
on reexamination may ae taken to either the CCPA(or
the District Court. ’ e '

~The decision of the Patent Offlce is; given a presumption

of correctness.

Comment - This probably wouldn't have any
practical affect on appeals since the office -
seems to be accorded this presumption anyway.
It could, however, give a boost to the pre-
sumption of validity of issued patents

Issue of Patent

151

154

Patent is issued to the "applicant". The current.
% month time limit on the late payment of any issue
fee dropped, giving the Commissioner greater

-, Tlexibility in setting rules for acceptance .of late
“payments.

The patent term is 20 years. f}om the earliest U.S.

" priority date. The term of any patent whose issuance
- was delayed dug to a secrecy order under §181

:'__W111 he extended for a period equal to the delay.

154

A novel prov1sion provides for the lssuance of any
application on anoeal to the (CCPA or District Court
which contains allowed claims. The patent would take
immediate effect as to the allowed claims. Any -
claims later alloved as a result of the appeal would
be added by a certificate to be autached to each-

copy of the patent. .

Comment - in considering any patent, it would
be necessary to determine if any further L
claims have been added, as well as wqether
any are on appecai. 1 C -2 -

.




Reexam$na*icﬂ after Tnsue. & Contests of “rior*ty

1891 -

| be kepu s

i
=

r issue anvonp may noti ;y the
tinent qulLsheo prior art and.
require reexamination of any
patent: - The identity of the .. -
Patent Office of such art would

3
e

- .

Us . .. . *

R ek
81

il ey
<

. l

ct ¢
o
[ IE{]

H
1
0

-
X
38
&l
-
Wi
e

.Rejection of any cla;m after reexqminayion (after

ig2

193

that claim and a certificate of that fact would be
atvached to each copy of the patent.

Comment - again a need to check each patent:
being considered as to status of clalms and
any reexamination or appeal which may be
taking place.

within 1 year after issue, anyong may notilfy the
Patent Office of facts showing (a) a prior public

use or sale such as to be a statutory bar, (b) he
himself made the invention first, or {c) the inventiocn
was derived Trom him. If such person can make a

prima facie showing, the matter is- determined by

the Board of Appeals,

Provides for “priority of 1nvent10n contests”

replacing present interference ( §135} practlce. The
patent would issue to the party with the earliest
"actual filing date in the U.S." f the other party
makes a prima facie showing of priority within 1

year, or within 3 months after his claims are regected

mover such issued patent, the question of priority
will be determined by the Board of Appeals. The

question of patentability of any or all claims of

the application and/or patent can be raised by either
party or by the Patent O0ffice during such proceedings
and the Board will simulianeously consider those
lssues also.

Patents and‘Protection of Patent Rights

251

257

271

271

.billi.

Application for re-issue patent to expand the scope
of the claims must be made within 1 year of 1ssue,
as opposed to present 2 year limit.

Wnen any claim is allowed after appeal where the
patent was issued prior to conclusion of the appeal,
the Commissioner must attach a certificate containing
such claims to every copy of the patent thereafter
distributed and publish a notice in the 0.G.

Cne who imports into the U.S. a product made in another’
country by a process patented in the U.S. is an
infringer.

No longer distinguishes betueen "*nfrlngeﬂent" and
"eontrivutory Ln“vlnnemeﬂt". Acts presently described’
as conurioutory are 51rply called in{ringing in the

'v —3-

becoming final) would constitute a calcellatidn of™



Pateuus and Protection of Patent Rights (Continued)-

285

301

~Attorney fess can e awarded to prevailing party .

whare cﬁa;m_*s held invalid after having nrﬂviously
been neld invaiid on the same ground  in anouher
court whose decision has become fina;.f' .

Anui-p*eenpuion prov;sion. |

Comment - This provision is con31dered
inacequate o lay to rest the preemptlon -
theory as set.forth in:the dissent in ..
Lear v. Ackins and later applied by

Judge Motley . in. Painton.v.. Bourne.
Senator Scott's amendment is necessary to
accomplish this.

Transitional and Supplementary Provis*ons

Fu4(b)

Sufe)

.§6

Reewanlnatlon as well as . all provisions from5§25l

on {(i.e., concerning the issued Patent and its
enforcement) apply to all patent applications still .
pending on the efiective date of thls blll ifr
enacted.

All provisions from §251 on (i.e. concerning the
issued patent and its enforcement) apply to all
unexpired patents in e€ffect on the effective date
of this bill, if enacted.

Cancellatlon of the prov151ons of the Clean Air
Amendments Act of 1970 (i.e., $308) concerning
compulsory licensing.




27 bl t%*s masrity, T gwess I WaAEHTE™

is tox day in the

‘asked me to talk about "Fraud on the Patent O0f{ice". Because of its

~told John I'd eall him the next day, which I dida't. That next day was

F;pu/J fhe"ua%~+r ﬂ/rfu-.

When John Clark eallad me on April 135 2n. asked if I would take

Aymﬁﬁlife..”Of”éourse;'Kﬁfﬁf*!ﬁwwmw““
USA} not only must one settle up for.calendéry year 1970
by_:his'daée,_but_it is:also_the—firs:‘date to start settling up for 1971&
In other wordb, i'd been pafﬁﬂo money to Unecle Sam that date. Also,'hé

Pt

ethical implicatians, the subject is distasteful aand repugnant to me. I
Friday. Owver the week-end I cooled off. Oun Monday meorning when I came

in the office, there was a note to call John's office. I did, and here

I am.

fhe.subﬁect "Fraud on the Patent O0ffica" is still rapugnant to
=e. I am not a iegal scholaf, but merely a practicing patent lawyer
représeﬁting'a corporation, my clieat, which owns over 7,500 active parents
{approximately 5,500 of which are outside the USA), and about 4000 vending
applicﬁtions; for which I am primarily responsiblae. My only and absolule
admonitid; to all members of our corporate patént operation zbout any patent
or ‘patent applicarzion -is that our patent assets as a whole are too valuable -
to be pl;ced in jeopardy for any one pateat or patant application. If any
Question at all can be raised, we 2222 the patent or patent application.

ith that said first, I will procead £o the subject, "Fraud on the Patent

Office"” as a whole. ’
This éubject tias only become popular in the last five to eight

years. It has become popular in the USA basically because of “two cases

or actions. -

-t
)




:hese'ﬁas,th Wa er ”roc s5.; case.:u'

518 U S Supreme Cour» nul tHa_ atterpbad eneo*cemaqt or“a pa;ent knowa ©

to,be‘procured' raudu;eqtey, if roven, could constltnte*ﬂ-Shermen Eet

“is

—......m'i;'..'.:—w

_ _u.eﬂLorcenb & pateat. e . .

-violation-entiviing-an-original -defendant -to~ trEs1E damagEE T THIE ST T

ney can show tha

is covered with dollar signs for-patenfzinfringers.-?If t
goLaar .

nacessary facts, not only is their infringement excused, but theixr damages

-may be trebled., '

The second of these cases was the Federal Trade Commission case
against Chas. Pfizer with reference to the tetracycline patent. The
llegation of the case was that affidavits were filed in the pateat

applications, In answer to a question raised by the Patent Qffice, denying

the inherent production of tetracyelime in an old process for the produce

ticn of chlorotatracycline, at a time when the appllgants aﬁd their
attorneys xanew that such ay-prodae» productlo1 dld in fact oceur. The
Federal Trade Commissiom, which is a regulato:y agency of the Executive

.

Brancn of the Federal Government, was sat+sf1ed w1th an ordexr compellin

,coﬁpulso“y l*ce151ng of *He resultant patent at Zﬁ/ “pyal,y. As arbystander

.thzs_result has always astounded me. Here, a government enforcement agency

Zhas-orderedua_patentee to grant licenses to all who ask urnder a theoretically

“'

What & as Happeﬂed since is a plethora of cases in which the.

defense of "fraud om the Patent 0fiice” is alleged. Fraud in the pro-

|- curement of a patent has been a defense since 1933 to 2 suit for infringe-

ment. Today it has gottem to be more thanm that and I will get around to

ny ideas sbout that later. Now is a good time to define what constitutes.

—_ -
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‘?':aud ’de‘:ivesf:‘omthe COIﬂA’-‘-On"'la‘f tortof Decei::. - SRl s 0

& efvil wrong for which 'a common law action Ior woney damages lizs. The

alements of Decait ara:

1) a False representation, ordimarily of fact.:

J2yLSedent kﬁéﬂ-l’adge;-;:'n'a-t‘.-;-,;tﬁ_e;:ép:e’s’e:_‘.’i:a. chon s ‘ alaaa

-3) Intentioﬁ'to induce action (or to réfrain from action) 5y
reliance on the misrepresentation.

Aé)lRelianca upon the representation iﬁ takine action or.
rafraining from it.

5) Damagzes.

Let me repeat: iraud derives from the common-law tort of
deceit. The courts are becoming wmore and mora critical in their inter-
preﬁétion of the relatiouship existing betwzen applicants for patenis
and the Patent Office. Applicants befove the Patent Office are being

teld to a relationship of.confidance and trust to that agency. It is a
prineiple of the law of ageney that where a ralationship of trust and ,
_confidence ebtains between pariies, there is gﬁég;yi§o disclose all
material fact;, and failure to do so constitutes fraud. Does it not
then follow.that'géé material facts wmust be disclésed to the Patent Office?

In Yorton v. Curtiss decidad November 12, 1970, the Court of

?

Customs and Patent Appeals stated that it subscribes "to the recognitioh
of -2 relatiomship qf trust batween the Patent 0£fice and thosg wishing
to availlthemselves of the governmental grants which that agency has been
given authority to issue. The ex parte prosecution and examination of a
patent applicartion must not be comsiderad as aa advarsary preceedings and
should not be limited t§ the standards required in interparty ﬁ:oceadings;

D




Ly éver infréasing aumber

ffice has a tremendous burden.

“as-well as an adjudicatory sgency, it is necessarily limited in-the time = -

to-adjudga--the.patentabla.mexits

veraitted-to-ascertain-the-facts-neeessaxz

oi zach gpplication. In addition, it has'no testing facilities of its owm,

Clearly, it must rely on applicanis for many of the Ffacts upon which its
decisions are based. The nighest standards of homesty and candor om-the’

part of applicants in presenting such facts to the 0ffice are thoss

aecessary elements in a working patent systam. We would go so far as
to say they are essential." It will be noted that the court said that-.
it must rely onm applicants for many of the facts upon which its decisions

are based snd did not go so far as to require a2 comdlare disclosure of

"211 material facts". Thne divection in which this decision leads is

appareat, however,

.-

This language should be contrazsted to that used previously by

rt
o
m
o
)
e
r
Li']
., -
Rep]
re
)
re
w
“
L%;]

upreme Court in the so-~called Precision Instrumeat

Tastrument case the United States

Y

case decidad in 1945, 1In the Precision

Supreme Court went so iar as to impose upon all who are parties to pro-

ceedings before the Patent Office "an uncomprowmising duty Lo report to

it al: facts concerning possible fraud or inequitableness underlying the

" application in issue". The duty here spalled. out inr reporting all fdcts

applies to evidence of possible Sraud and is mot excusad by doubt as o

H

the suificiency of the evidence. I sudbmit that it is today, zad will be
morYs So tomorrow, extremely diffizuls to draw che line betwean ''all facts

concerniag possidble Iraud relying on applicents for many of the

- Za. P o i1}
facts upon which Pasent 0Zilce decisloms are basad .

4]
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Two years ‘ago in Dallas, Texas 2t the meeting of the Patent Section

of the Ameritan Bar Association, the them mew and present Comuissioner of

Patents proposed what he termed "patentability briefs" to-be filed along

~stand .that.cthe response to the proposal has been mestly aegative. I

with new patenr applications. Subsequent to that time, heariags have been

"held on the Subjeect and although I have not attanded any of them, I wnder-

.

-

have to be frank to admit that my initial rezection was, likewise, negativa.

e

It is apparent, however, that the Commissiomer's clairvoyance should ba

applauded. I now believe that every effort should be made by the paten

bar te move quickly in the direction of disclosure of 31l material £acts

relating to pateat applicatioms to the Patent Office at the time of filing

of the patent application, and in all subsequant proceadings before the

Patent Office. Absent a record in which such a showing has been made, it

is my belief that more and more patents will be held unenforceable for

failure to so do. The difficulty with the Commissioner’'s proposal is the
guestion of what constitutes fulfillment of the duty toe supply all materxial
facts. Under the present practice iIn the United States Patent Office, there

is no prescribed procedurs for disclosing such information. In the absence

of a formal vule, the duty is too often complied with in the breach instead

0f in the fulfillmeat. The opinion of the appellate courts iIn the federal:

udicial system towards patents is reflected In the constant holdings of

invalidity. It has raceatly been proposed thai an undariying reason for

this Is that the process of patant procurement astonishes and amazes most

federal appellate judges once they understand how it operates. To bolster

i

the system as a whole, it is necessary to bolst

er the system of procurement.
Iz s submitted that this shouid be done and done soon by 2 rule of practice

reguiring a disclosure of all material facts.

1D




lax ga 1y Zocused on tha question of.prope

Tha gourts who have. strupgled with the dis:losura prcblam

B .

disclosure of. e ior art.  The

ﬁes lts Have'not been consistent, " For exampla, 2 district couft in Oregoni

has hald that Lhe duby to disclose prior art e\ists aﬁlv wna“e'hne inventor

Lnows and o;lievabne is aot the firsc invento;_ia viaw-of'such a;t} A_'_A:
 @istrict court in Texas has held that thé duty to.éiécléSe exists onlf

L . . . _ - - . .
wvhera such prior art would_invalidate the-patén;.f”Tﬁe seventh circuit court
of appeals and district courts in'IllinoiS;'Maryland énd Georgiauhaﬁé héldi
the dury to disclose exists .o only where the prior art an :ticipates. The
alternative phrase "or coma§ so close to anticipating.thét'eyegz reasonable
zan would say it anticipates™ has been added to the pIEV1ous duty by the |
seventh, ninth-and tenth circuits and by district courts in Wassachusetts'

0 e
and Czlifornia. Wisconsin and Ohio distriet courts-have held the duty

éxists when the prior art is Lue most pertinent_o;.is highly relevant te

the claimed inventionf! ¥orth Carolina and Illinois district courts have
found the duty to e&‘st “whea such prior art would affect Lhe breadtH of

the claims. 1 bel ava tnese statements or noldinos are enough to illustrate
the poiat that 'vergenc views are the rule and not the-exéeption.’

in uis pioposal for pa:epta?ility briefs, the Commissioner

-1clhaed provision for submission of known relevant prier art. Since

then most thought has been devotad to the gquestion of how to comply with

‘the requirement, I balieve tha Coami 551oner s j“ooosal was based on the

.premise that pre-examination sesarches are usua. y carried out. My limitad
experience is otherwise. We rarely search an invencion submission prior to
Filing an applicaticn. OF course, if we know ralevant prior arc, we call

-
Ry

wa kpow of priox axt whickh,

ky

it to the .attention of the Patent 0iffice. &

2 our opinion, is wore yelevant than that found by an Examiner, we call

bos

L




the Examiner's attencion to it. Nome of this, however, sesms to be

"ZPatent 0ffice., The air is not baing cleaared
- . hd s " ] e X
‘should clear the air here hy either statute,

professional custom, or cannon of ethies, ox

of more than one of taese approachas.

% look forwérd to the day when :h_ Faderal judges in patent
cases will no lomnger find an allegarion of Iraud in the Patent 0Fffice in
every case filed or tried.

I have given some thought to the subject of how the Patent 0ffice

will survive under & deluge of all material facts. .TFor the life of me, I

don't know. Perhaps thes age of computers will come up with an answer, I

belisve that the Congress wmust become wmors sympathetic to the needs of. the

23

25

F

Patent 0ffice, Perhaps it will if it seas that a first and major step

wen by those whose inlevests ave most promoted by progress in the

vseful arts.

1D
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ZATROL

22285/5)

August 1, 1760 .
Juiy 25, 1860
Juzs 20, 1651

IORIZED
PYREX
LIINOLA
ARGO .
DARY BUTHE
LILITM
STATON
BX-LAX
WOODITE
PoifsCo
ATTO-LITE
ANTADA
ANTAR
ANTARA
GeLL-O

- JELL-O

SANEA,
JELL-C

GF Seal
BANEA
AC

AC

PROM ‘
ERNTRW TS :
THZEZE FLOWERS
PLAYTEX
LIVING
LIVING
PLAYTEX
PLAYTEX
LIVING
PLAYTEX
LIVING
8TPP-J0SE
X=EXNTILE
SAABA
SAABA

DASLENE

'CORTONE

CORTONE,
BENTYL

.-ACR-IL.L N

NCEB
FURACIN
PPRIZER
TETEACTN
AEGAMYCIN
CYCLOZID

PERMAPEN

- TETRACYN

DURACRON

S5GNOLA
ARGCLD
BABYTRICH
MILETUN
BATONIA
EXLAN
WOOoL30ON
TANMCO
ATTOLINE
SANTAR
ALIITAR
ANTARK
GELJO
JELLOX
SANEIL
JELLIN
GFC
AT NO SANEA
ACS
ACE
PHOMZNADE
BF AL AT ¥
THREE ROSES
BLEATEX
LIVING USE
LIVIN
PLAYTIME
PYTEX
LAVING
PANTEX
EASYLIVING
SUPP-FIT
EENTEL
SAABAN
SABANNA

SEINE DARLENE

CORTALON
COLTIXNE
BENTELON
ACRYLEX
JCR

. PURASERIN

D¥ZID
TETRACLIN
MEGANDON

CYLOCIDE

¢ PERMACOEM

TETRACYDE
DURACONY

C2A

btV ro)
26521/58
26735/50
5433765
$5T95/54
33235/55
5225/54
27755459
11056/55
a5752/53
30062/60
S1515/55
21216/535
14508/33
3189/55
20754/59
38546/60
20327/52
52180,/63
18070/54
26778/55
548/54

3330/53

b L

CYLETATE]
23283/57
508/57

44455/53
11124754
23101764
26835/54
18814/53
29767/39
35259/30
18806/64

6920/55
34288/58
10594755
107587/53
13455/52

§820/82
18714/54
18050,/52
23811/56

3401/57

3413/57

Jitie 15, 1958
September 18, 1953
June 15, 18G9
Tehrozry 10, 1863
August 12, 1864
July 2, 1965
February 18, 1664
September 13, 1859
Ap=i 35, 1855
September 23, 1938
July 22, 1960
Auvgust 8, 1835
Argust 8, 1935
Mey 4, 1958
February 9, 16535
October 20, 1959
November 1, 195¢
September 26, 1042

Decemner 2, 1863

_April 28, 1963 .

Qeiober 18, 1853
January 13, 195%
December 3, 1533
MY B, Lvay
Auvgyst 15, 1957
Janvary 11, 1957
August 10, 1951
August 15, 1262
August 21, 1662
December 21, 1560
Ccetober 18, 1963
Marek 17, 1954
August 15, 1964
June 13, 1984
Moy 28, 18353
Qcetober 6, 1959
Deocember 6, 1539
April 27, 1964
Mareh 16, 1953
November 29, 1958
August 8, 1556
March 9, 1063
June 19, 1582
Marer 13, 1962
July 30 1954

May 15, 1954
November 30, 15836
Febrvary 8, 1957
Tebruary 8. 1657
August 17, 1662
Juna 9, 1862
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2 e s!cre Opposition

were different and that use of il
goods would not be likely to lead

= end Goads

TRITANTY o
LIETICODZ
DIAPYRIN

XTCAD Any 13, 15493
. DENXA LIFG December 13, 1553
PLRATATE Afay 36, 1835
OXISUL Secexmber T, 1633
TRAN C\J—-O\ Fedruary 22, 1564
TOCOPAL 3 Mareh 11, 1964
WONDEE BOX 18037/65 1965
WONDER TIURED . 23285/53 1963
DIASEROW . =4730/83 . 153 ¢
In caeh of the following cases the opposition by an American
isinissed on the around thai tie goods invoived
thie junior mark in relation to sach
3 1 to public dacepiion or confusion.
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.In addition to Xanji, the Japanese, aiso write In two

5. explanziion oI waw Jajanese exaomineris srobiems in ]
maeking ‘udﬁeﬁcn:s on Znglish word Zissinctlons is |
soobaly in cocen =0 FOU CoLnl LARlfJSsvand Lae situavion a
Litvitie better,

The Japanese wiritten Janguage is compliex, using over
5,000 "Kanji"™ or Chinese ideogranhs {xanji literally 3
mezns “China letter®). These form precise meaning I
distinceions. Anywhere from 10 to 100 Xanji have the ‘
same aronunciatTisa (or nearly The same when reproduced :
via phonetcic speiling), so the spoken word or its i
rnonetlca¢1y written equivalentT do.us not provide Tine P
Fine cistinctions that cur English vocauu¢ary does, where I
some 350,000 words -out of perhaps 100,000 in the dictionary ?
i

are in use.,

phionetic aiphabets {(really sviliab r;es,, thiragana and
nkatakana™, the latter one being used For words of
The 14 in Hanakana ara aviiahlac

-

fForeiga or ;L._‘.‘l .
vowels and consonants Independently. IThess are not Too

‘many nplezsing short words of trademark nasure that can

oe made from combinations of £4. Ona une ocher hand,
English with 22 c¢onsonanss and 5 7swels {(plus long add
short vowels, double vowels, diphvnongs, double COﬁbOuanuS)
can make literallily tens of thousands of d**—‘rc“ Trade-
marks. Additionalliy, there are Sa
distinctions in Kacakana between
NEN and r:h:t, between Yht and tyn,
Many of our consonanis have 1o oronGur

, ete. P

& kv
nced equivalent here.!.

Acrilan becomes ah-ku-ri-rahn {with =20 acecens) by Trans— |
ditGer ALLn-- into i{:;{,.‘gi(;nn .‘-jin('n Lire syliabirey disvinouiong
e dropping or substituting

,
&
=
o
g
“
e
-
s
=
J
5
—
..
~
o
<
:
g
=

: [ 3
any of LhLbb :j*AHJLLs is a major and novel distinciion,
They woulc 10E ;naﬂln zﬁa: Ta Krilan sweater® could be
con a zatert Gecan - e n
ars e
Acry n
{depaad
mor Ay

This may be confusing, but Thiz kay fz2cto» is thas
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zpplication of Jananese syllabary transiiceration
thinking, with little knowledge of Engliiss or Engliish
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"SOME  ASPECTS OF KNOW-HOW LICENSING PRACTICE -
UNDER THE LAWS OF THE UNITED STATES"

‘Introduction - Chester A. WllllamS, Jr. | g ('
- - gV//'
: Chairman
! : Know—-How Subcommittee .
of Committee # 3, PIPA-

Section I . =~ "Definition of Know~How"

By I. Louis Wolk

Section II - "Legal Nature of Know-How and -
Know-How Licensing Agreements".

TP P B
By I. Louis Wolk i ;- &V&{~¢
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{Section III = "Antitrust Considexations and
. L Know-How Licensing Agreements"
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. transfers of technology.

‘rights and agreements significantly now and in the future.

UNDER THE LAWS OF THE UNITED STATES

- (INTRODUCTION/

[

The main purpose of this paper is to give the Japanese mem-

£ the Pacific Industrial Property Association some general |

background informdtion concerning a few of the more important

~aspects of know-how. licensing as ‘it is practiced under United

States law. This éaper is not a legal'dissertation in which the

ine poihts of the latest case law will be discussed. Rather, it] .

(ai]

" is intended as a practical and very broad guide on certain points|’

of our know-how law for the Japanese lawyer who -is involved in

We also hope it will be a useful begin-

ning point for those who may want to probe more deeply.

This paper has been divided into three main sections. The

first section deals with various definitions of know-how. The

second part of'this paper examines the legal nature of know-how
and know-how licensing agréements under American law. In addi-
tion, this second section discusses certain very recent case law
in the United States which may afﬁect enforcement of know-how

The
third and £inal sectionrof'this paper deals with antitrust con-
. Some of the

siderations as these apply to the know-how area.

problems to be touched upon in this third section include the

.gpgligggi;igy of United States antitrust law to foreign commerce

and the legality of certain restrictions, such as territorial
limitations, in know-how licensing agreements.
Please bear in mind that this paper does noit discuss many

areas of American law which zlso affect know-how licensing prac-

U




tice._ Among such areas are tax cons;deratlons and governmental

'regulatlons relatlng to tHe export of technlcal data.' Such matters'

re extremely lmportant and hopefully will be covered in future ma-cfc

“|The

-'he

thow

any

ijprac=

“terlaIS”ceveloPed”by“PIPA;1 We mentlon;them here only.to:alert'ybu

to their existence and~the'fact tha ‘this paper is not 1ntended as_e

a complete treatment of know—how llcenSLng practxce.

This paper was -prepared by two authors,jeach working separ-
ate;y and independently. Oﬁe person wrote the first tw0'seetions7
and the other, the antitrust.topic.;.The lewrreleting‘to knowehow
in the United States is presently in a state of great uncertainty
and controversy. Much of the material in this paper relates to
many unsettled,questions of law. Therefote,-the points of view
expressed in each section are to be'regatded eolelj'as the opinion
of the particular author of the section. Also, please remember '
that the comments of each writer are being presented in his
capac1ty as an 1nd1v1dual attorney and not as the v1ewp01nt of the
corporation with which he is associated. .

We hope this paper will be useful to our'Japanese friends

- regarding American law:and practice in the know-how area. Addition—-

Viqlly, we hope it Wlll contribute, if only in some. small measure, to.

greater friendship and undexstanding between Japanese and Amerlcan_

lawyers who may sit down hereafter at the bargaining table ‘to

negotiate transfers of technology.
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SECTION 1

DEFINITION OF KNOW-HOW

The term "know-how" is a genexic term which inciudes tech-

“nical and business information as well as trade secrets. Not
.all know-how is protectable in the sense that it. can be protected
sold, or licensed as property. For example, the acquired skill
-and accumulated experience of a technical employee is of value,
but such. an employee cannot be deprived'of such knowledge to
the extent that it is his own and does not involve trade secrets
~or other information which has become the property of his em-
ployer. The areas of this definition beyond that of trade
secrets ;s difficult to define and represents one of the problem
~areas of the law. As one court has stated -
MIn the law of trade secrets, embracing mechanical en
~gines, chemical formulae, confidential lists and the
like, matters ranging from sugar in tea for sweetening
purposes to the most complicated machines will be en-
countered.  Questions as to classification will arise
and their solution may not always be free from diffi-
culties. Examples may be more helpful than definition
or attempted redefinition.”
Most licensing situations involve matters which can properly
- be classified as trade secrets. The definition of this subject
which is most generally followead by the courts in the United
- States in c¢ivil cases is that provided by the Committee on Torts
of the American Institute, in Section 757 of Restatement of

Torts. Because of the importance of this definition, Section

© 757 (a) and (b) of the Restatement are set forth below:

3 A1
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DIVISION ’\'.‘INE

B INTERFLRT\’CF WITH BUSINESS.

RELATIONS (contmued)

PART 1, BY TRADE PRACTICES (continued)

Chapter 36
MISCELLANEOUS TRADE ‘DRACTIC‘?S

Rectlon
757. Liability for dxsc]ouure or use of anothcrs trade secret—General

principle
158. Innocent dizcovery of secret—»Fﬂ'ecL of nubsequent notwa or

change of position

759, 1’roc=:r:ng Information by improper means -
© 760. Misrepresentation in markeiing goods of which znother is the

commercm[ source—Liability to the other =
i61. False advertising—Liubility to competitor ' -0~

§ 757. Liapiaty ror Discrosure or Use or AN-
oTHER'S TRADE SECRET—~GENERAL PrIN-
CIPLE. ' :

One who discloses or uses another’s trade sc-
cret, without a privilege to do so, is liable to thc

other if
© 4 Touts AL I—1 - 1

“3A1 |
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7T ~ TORTS i 36

'(a) he dlscovcrcd the secret by 1mpro*)er'

mcans or

{b)=his: dxsclosufc or-use-constitutes.a breach—-------------------------‘--- §

- of confidence reposed in him by the othe
in disclosing the secret to him, or

(c) .he learned the secret from a third person’
with notice of the facts that it was a se-

cret and that the third person discovered
it by improper means or that the third
person’s disclosure of it was otherwise a
breach of his duty to the other, or

(d) he learned the secret with notice of the
facts that it was a secret and that.its dis-
closure was made to him by mistake.

. Comment: _

--a. Rationiale. The privilege to compete with
others (sce § 708. vol. ITI) includes a privilege to
adopt their business methods. ideas or processes of
manufacture. Were it otherwise, the first person in
the field with a new process or idea would have a
monopoly which would tend to prevent competition.
This privilege has some limitations. however. In the

- first place, in order to promote the progress of science

~and the useful arts, patent and copyright laws pro-
‘vide protection to the originator. The patent laws
prohibit the witting or unwitting manufacture. -sale

or use hy any person of a device, process or article -

-which infringes a patent granted to another. The
copyright laws prohibit the plagiarism of a work
~copyrighted by another. The protection afforded by
both types of legislation is limited to a fixed number
of years. Both types of legislation establish a mo-

nopo!y for the purpose of encouraging invention and
2 4 Torrs A.L.I.
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Cart. In dmc sccond placc, the la\» of tortq proh:mts.ﬁ_, _
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“avoidable  Contusion o7 commcrua! IBITTEE

privilege to copy is-not a privilege to palm off one's

. goods as those of another, . Thus, when the physical
‘appearance of ane’s goads has acquired in the market -

a significance as identi{ving the goods of which he is

the co:mncrcml source. another may not. copy that .

appearance if it is non-functional, and if it is func- -

tional, he may copy it only upon taking reasonable .

precaution to avoid confusion (sce § 741, vol. III).

The rule stated in this Section is a further lnmmtxon'... N

on the privilege to copy when the thing copied is a

trade secret.  This Hmitation is not imposed because

of any difference in function or value between trade
secrets and other devices or processes. A formula.
for a medicinal C(Jmpmmd or a process of tnauuiac-_"_.'
ture is cqually elfective in making its product when
the formula or process is generally known as when
it is scceret.  Its original discovery may require equal ..

ingenuity and labor when it must necessarily be disy, ;.
closed by the product which results {from it as \vhcw b
it can be kept secret.  Exclusion of others from the ..
~privilege of using it will give it the same value ta the
originator in the one case as in the other. Indeed, a. .
~ patent monopoly is granted only upon full disclosure ...

of the subject matter of the patent. - The significant -

.difference of fact between trade secrets and processes’

or devices which are not secret is that knowledge of ¢

the latter is available to the copier without the use of

fmproper means to procure it. while knowledge of

the former is ordinarily available to him ounly by the

use of such means. It is the emplovment of improper

means to procure the trade secret, rather than the
: _ 3 .

: N 7
i
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757 7 TORTS . Ch3%

mere copvinq or use, which is the basis of the lia-

b:lxt} under the rule stated in this Section.

_There is considerable discussion in judicial opm-....

ions as to the hasis of ‘liability for the disclosure or -

use of another’s trade secrets,  Analogy is sometimes
found in the law of “literary property.” copyright,
patents, trade-marks and unfair competition. The
_ quqcrcmon thlt one has a right to exclude cathers

of pmmrt\ m the idea h as been f: cr'w_nth ad\ anccd _
'mcl ‘rejected.” The theory that has prevailed is that_

“the prnuctmn is afforded. only by a general “duty of
good faith and, that_the liability rests. upon breach of
thl___§__clut\" that is, breach of contract, abuse of con-
fidence or impropriety in the methad of ascertaining
the secret. Apart from breach of contract, abuse of
“confidence or fmpropriety in the means of procure-
ment, trade secrets may he copied as freely as devices
or processes which are not sceret.  One who discovers
another’s {rade secret properly, as, for example. by
inspection or analvsis of the commercial product em-

hodving the secret, or by independent invention, or by’

gift or purchase from the owner, is free to disclose it
or use it in his own business without iiability to the
owner. As to the liabilitv of one who procures the

secret from a third person without notice of-any im--

propriety in the third person’s disclosure of it, see
§ 758. As to the procurcment of iniormation other

than trade sccrets. see § 739, For a deﬁmt:on of

trade seerets, see Comment b.

The protection afforded by the rule stated in this
Section is in some respects greater and in some re-
spects less than that afforded by the patent law. It is
greater in that it is not limited to-a fixed number of

' 4
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Ch. 36 MISCELLANEOUS TRADE PRACTICES . §757

years and c.ncs not rcqu:rc novelty ard mvcnt:on as..

in the case of patents {sce Comment 5Y. " Tt is less in D
that sccrecy of-the process and impro;n iety in the R

method of procuring the secret are rcquxsne here but

not in the case of patents, : e
b. Definition of trade secrer. A trade secret

‘may consist of any formula. pattern, device or com-
- pilation of information which is used in one’s busi- *
~ness, and which gives hinl an oppertunity to dbtain,

an advantage over competitors- who do not know-or”
use it.- It may be a formuia for a_chemical compound,: -
3 process of manufacturing, treating or preserving

materials, a pattera for a machine or other device, or. - ¢

a hist of customers. It difiers from other secret in-.
formation in a husiness (scc 739) in that it is not
simply information as to sin _,,Ee. or ephemeral events.
in the conduct of the business, as. for example: the

amount or other terms of a secret hid for a contract o

or the szlary of certain employees, or the sccurity in--
vestmients macle or contemplated, or the date fixed for
the announcement of a new policy or for brin"inq out
a new model or the like. A trade secret is a process .
or device for continuous use in the operation of the
husimess. Generally it relates to thc production, of

" goods, as, for C\amplc a machine or formula for the -
production of an article. It may, however. relate-to
- the sale of goods or to other operations in the busi-

ness, such as a code for determining discounts. re-
hates or other concessions in a price list or catalogue.
or a list of specialized customers, or a method of -
hookkeeping or other office management.

Secrccy. The subject matter of a trade secret =~ '~

must be secret. Alatters of public knowledge or . of -
general knowledge in an industry cannot be appro-- -
H] : .
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" oriated by one as his secret.  Matters which are com- |
pletely disclosed by the goods which one markets can-

“not be his secret. qubqtanmllv a trade secret 1s
known only in the particular business in which it is.
used. It is not requisite that only the proprictor of
the business know it. . Fe may, without losing his
orotection,, communicate it to empiovees involved in

- its use, Ie may likewise communicate it to others

‘pledged to secrcey.. Qthers may also know of it in--
dependently, as, for cxample. when they have dis-
covered the process or formula by independent in-
vention and are keeping it secret. Nevertheless, a
substantial element of secrecy must exist. so that, ex-
cept by the usec of improper means, there wouid be
- difficulty in acquiring the information. An exact defi-

.. nition of a trade secret is not possible, Seme factors

to be considered in determining whether given infor-
mation-is one's trade sccret are: (1) the extent to
- which the information is known outeide of his busi-
- ‘ness; (2) the extent to which it is known by emplovees
and others involved in his business; {3) the extent of
measures taken by him to guard the secrecy of the

" - information: (4) the value of the information to him

- and to his competitors: (5) the amount of effort or
"~ money expended by him in developing the informa-

~+ . ‘tion; (6) the ease or difficulty 'with which the infor-
. mation could be properly acquired or duplicated by
o athers.

-Nowclix and prior art. A trade secret may be a
. device or process which is patentable: but it need not
~ be that. Tt may be a device or process which is clear-

Iy anticipated in the prior art or one which is merely
. a mechanical improvement that a good mechanic can

~'make. Novelty and invention are not requisite for a -
6
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trade secret as they are for pntcntnbilitv ' Thcse re-
quirements are essendial to patentability because a pat--

et protects Az
vice or process even by one who discovers it properly-

through independent research.  The patent monopoly

ist imlicensed e of the paterted dge T

-is a reward to the inventor,  DBut such is not the casc -

“with a trade sccret.s  Its protection s not-based on a
policy of rewarding or otherwise encouraging the de-
vclopmcut of secret processes or devices. The pro-
tection is merely against breach-of faith and repre- "
hensible means of learning. another’s secret.” For =
this limited protection it is not appropriate to require
also the kind of novelty and invention which is a =~
requisite of patentability. The nature of the secret
is, however, an important factor in determining the
kind of relief that is appropriate against one who is
subject to Habilitv under the rule stated .in this Sec-.
tion. Thus, if the secret consists of a device or proc-
ess which is a novel invention, one who acquires the
secret wrongfully is ordinarily enjoined from further
use of it and is required to account for the profits de-
rived from his past use. If, on the other hand. the
secret consists of mechanical improvements that a -
good mechanic can make without resort to the secret.
the wronzdoer’s lability may be limited to da.*‘:aqcb.'
and an injunction against future use of the 1mprove
‘ments made with the aid of the sccret may be inap-
propriate. : S

]nfmurahon iot a trade sccret. Allhoug‘h given
mformation is not a trade seeret,'one who receives the
information in a confidential relation or discovers it
by improper means may be under some duty not.to
disclosc or usc that information. Because of the con-
fidéntial relation or the impropriety of the means of

' 7

3A)




§757. ~ TORTS i

.. fdiscovery, he may be Zompetled 10 g0 t0 Otier sources... ..
- for the information. As stated.in Comment a, even
_ the rule stated in this Section rests not upon a view of-
trade sccrets as physical objects of property but'rather A
upon abuse of confidence or imoropriety in learning .
_the secret. _Such abuse or impropricty mav exist also
where the information.is not a trade seeret and mav
be equally a hasis for liabilitv. The rules relating to
the liability for duties arising from confidential re-
lationships generally are not within the scape of the
Restatement of this Subject. As to the use of jm-
proper means to acquire information, see § 739.

L

With-respect to definitions of trade secrets under criminal
law, these are incorporated in the criminal statutes of many

states. The Pennsylvania Statute (Penal Code, Section 899.2)

for example reads as follows:

"(3) The term 'trade secret! means the whole or any portion ox
phase of any scientific or technical information, design, pro-
cess, procedure, formula or improvement which IS OF VALUE AND
has been specificallv identified by the owner as of a confiden-
tial character, and which has not been published or otherwise
public knowledae., There shall be a
information
of general

hecome A mattor of aeoneral
rebuttable presumption. that scientilic or technical
has not been published or otherwise become a matter
public knowledge when the owner thereof talkes measures to pre-
vent it from becoming available to persons octher than those se-

lectoed bv him to have access theretc Ior limited purposes.

(Emphasis adced.) I ,

' The New York State Statute (Penal Code Sections 1296, 155.3(

and 1630.35).is as fc_nllows:

3A)




...Lepresents,. evidences, reflecrs,. or. records. a secre: scientific

for concerning money or goods due or to become due or.ito be de-otiius
i livered, a deed or writing containing-a conveyance of land, any:.- '~
> waluable contract in force,
pvidenceos or records a secret sclentific, technical,
- production. or managenent informaiion. design, process,

LY

Crand Larxcenv in Seceond Decrze

"Property of any value consisiing of a .sample,’ culture, micro- '
oxganism. specimen, record, recording, document, drawing oxr any-.
other articdle, material, device oz substance which constitutes,’

or technical process, invention or formula or any phase or part
thereoi. A process, invention or formula is 'secret! when it is
not, and is npot intended to be avallable to anyone-other than the
owner thereoi or selected persons having access theéreto for
limited purposes with his consent, and when it accords or may '
accord the owner an advantage over competitors or other persons
who do not have knowledge or the beneflt thereof. E B

Grand - ua:cenv in the Third Decree

"The property consists of a sample, culture microorganism, .
specimen, record, receording, document, drawing or any other‘
ariticle, maueelal device or substance which- constituztes,
represents, ev1dences, reflects, or records a secret sc1ent1flc

..or technical process, invention or formula or any phase or part
: thereof. A process, invention or formula is !secret' when it is-

not, and is not intended to be, available to anyone other than
the owner therecf or selected persons having access thereto for
limited purposes with his consent, and when it accerds or may '

. accord the owner an advantage over competitors or other’ persons

who do not have kn0wledge or the benefit thereof-"
Ihe Massachusetts Statute is bxoad in scope and 1ncludes

trade secrets along with other types of property in the defini-

~ tion of "oroperty” as follows:

“The term 'property’! as used in this section shall include money,

‘1 personal chatiels, a bank note, bond- promissory note, -bill of ex-""

change or other bill, order or certificaie, .a book of accounts for:

anvihinea which constitutes, repnresents,

merchandising,

procedure,

formuli, lnveniion Or improvomont, a receipt, release or defeasance,
a writ, process, certificate of title or duplicate certificate is-

sued under chapter one hundred and eighty-five, a public recoxrdy

~anything which is of the realty or is annexed thereto, and any-

domesticated animal, cther than a dog, or a beast or bixd which

is ordinarily kept in confinement and is not the -subject of
" larceny at common law.® (Emphasis added.) .




is propertyfand that the possessor has a property right in it. (1)
‘As oroperty,_lts owner. has the right to retain possession, to
'prevent unauthorlzed dlsclosure or use by others, and to trans-

" fer possessioﬁ te others by contract (license) or otherwise.

‘retains its confidential or secret character. As the Supreme

- krust or contrazct. The secret process may be the sub?egt of

" concept of 'property' or of wrongful conduct. One thing is

- taking advantage of the wrongful acts of others, or occasionally

tended to be made avallable to him.

-through ekaminatlon or analysis ol publicly avallable materials

SECTION.Ié>
. —

LEGAL NATURE OF XNOW-EOW AND XNOW-ZOW LICENSING AGREZEMENTS
UXDER AMERICAN LAY

I. THE LEGAL NATURE OF KNOW-HCW

Until quite recently it was well settled in American law

‘trade secret or know-how of confidentisl 6¥ secret natire

These attributes of property remain as long as the trade secret

Court has stated -

"The complainant relies upon the ownersiaip of its secret pro-
cess and its rights are to be determined accordingly. Anyone
may use it who fairly, by analvsis and experiment, discovers
it. But complainant is entitled to be protected against in-
vasion of its rights in the process by fraud or by breach of

confidential communication and/or sale or license."
Professor Stedman in the 1969 Patent Law Annual {3} has
described the nature of this property right as follows:

"There is not much to be gained £rom an extended philosgophical
discussion of whether trade secret protection is based upon a

clear. Overwhelmlngly, trade secret cases arise out of some sort
of misconduct: theft, bribery, breach of an express or implied
contract, violation of a confidence coansciously entered into

or implicit in a relationship such as that of employee. In
marginal cases, liability may be predicated upon knowingly

of mistaken or inadvertent disclosure--cases, in other words,
where one uses or further discloses the information with £ull
knowledge that it is not nunllcly ava1¢anle and was not in-

"In consequence, no p*otect*on w1ll be given where the trade
secret is the subject oi independent discovery or discovery

or products, where it is acquired through legitimate channels
such as disclosure without any express or implied restriction,

. 3A=2
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where the user or discloser is under no obligation to refrain-
Zrom use or disclcsure as, for enSTance,,wnere the information.
is deemed to be pazt of the acquired general xnowledge and '
skill of an ex-employee. (Emphasis added)"- -

II. PROTECTION OF XKNOWHOW RIGHTS UNDER AMERECAN LAW

i A 1 S

@MTWWW%” (A)HMEG Cdﬁ%;aét';m N —
1.. Sale

A trade secret may'be sbldeand-if sola.mey be sub-
ject to capltal gains tax treatnenu under regulatlons_
of the Internal Revenue Servzce.‘ Contractual obli-
gations relating thereto are enforceable. {Z)

2. Licensing |

‘As a corollary to the right of sale, a trade secret

‘may be licensed, and licensor retains his propexrty
right. Reasonablie restrictions which protect the
trade secret against loss may be enforced. {2)

3. Emplover-Emplovee Agreements

A recent report by the National Industrial Conference-

Board(4) among 86 large corporatlons revealed taat

83 use an employnens agreement to protect 1nventlon
and trade secrxet rights.'
Despite the widespread use of such agreements with

employees there are numerous problems of enforcement .

and interpretation based, to a laxge extent, upoh

the fundamental conflict of interests betweem employexr E

and em'loyee when the cmployee changes jobs. The

courts are faced with the dilemma of protecting the

r
)
n

-

employer's interest without unreasonably depriving

! : the employee of “the right to work and to utilize his

e




own. knowledge and skills. The American Chemical
Society, in recognition of this problem has issued

a booklet directed to both emoloyers and employees

in whlcn the Droblem is rev;ewed and’ sound recommenda—”

tions are made as follows:(5)




. ‘Inda=-

Rl

RECCMMENDATIONS FOR THE EMPLOYER
OF SCIENTISTS AND ENGINEER

. Use 2 writlen contradiuzal employment agreentent in which .-

the employee clearly agrees to make no unauthorized chs- _
closure or use of proprietary mformation.

~Gonsult-the-employee’s. pI‘r.VlQUb .employer.. ahout any job.

restrictions, perticularly il ihe technology involved is be-
lieved to be proprietary or demands skills of a special nature.

-Ask new employees aboui any job restrictions or ethical

problems connected with their former employers. Remem-
ber that a persan who shows no qualms about revealing a
former employe.’s trade secrets may do the same with those
of his new employer. .
Educate {and periodically remind) employees on the general
aspects and 'lmporiance of trade secrets and advise them

about the legal aspects of any act which constitutes a trade

secret misappropriation.
Promote effective employer-employee relationships The
contented employee is not ukcly to look for other obs or

to disclose trade secrets.

Develop effective, but not overly resmct:ve physical con-..
trols for securing vital proprietary information. While se-
curily is important, the restriction of a free flew of informa- -
tion could reduce employze morale and retard technologlcal
productivity within the company.

.-Limit the accessibility of important trade secrets to indis

viduals on a nced-to-know basis and cleariy :denufy trade -
secrets as such. '
Don't place an emplovee on & compromising job which
would restrict him from execcising the best of his abilities
and which could chance his revealing a former emplo; er's
trade secrel.

Caution employees and academic consultants to exercise
due care when discussing company work at such places as.
technical meetings and otherwise when off the job. g

. Provide for an exit-interview with all departing employees

o remind them of irade secret oblizations. In appropriate
cases, new employers should be informed of the possible .
lcga; and ethical conflicts whi ch might arise from .a job

change.

A2
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against other parties in the absence of contracts, im-
i ‘plied contracts ox confidential relationships. These

have been classified by Milgrim as follows:

¥y Agadnst-the-honest-independent-discoverer...

A trade secret is not protected against one who

discovers it independently by fair means as the
court stated in Junker v. Plummer(6),

""The cwner of a itrade secret, in contradistinction
to the owner of a patent, has no right in the idea
as will enable him to exclude others from using it.
. Thus if one acquires the secret by honest means he
may use it.. Relief is granted to protect the secret
only where one is attempting to use or discleose it in
violation ©of contract or abuse of confidence.™

2. Against an innocent wrongful user--one who in
good faith acquires From another source knowledge

of a trade secret without breach -of contract or of a

confidential relationship, has no liability to the
owner o¥ a trade secret; however, once such a user
‘receives notice of the trade secret he may be required
to cease its use and can be enjoined and held liable
for damages. However, the Restatement of Torts pro- -
tects the innocent purchaser of a trade secret and
modifies this general rule--note the following from
the Restatement:

"One, who learns of another's trade secret from a
thixd person without notice that it is secret and

that the third person's disclosure is a breach of

his duty to the other, or who learns the secret

through a mistake without notice of the secrecy and
the mistake,
3A2
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"(a) is not liazle to the other for a dis~ .
closure or use oi the secretr prior to receipt
oi such notice, and ' *
"{b) is liablie to the other for a disclosure _
—or-use~ol-the-secretafter-the-receipt-of -sughy -
notice, unlass prior theretoc he has in good
faith paid value for thz secret or has so .
changed his position that to subject.him to -~
liability would be ineqguitable."

3. Against a knowingly wrcngfﬁl.usér_: O#e Who.fe-'
ceives a tradé secret witﬁ knowledge that:a_bIEachr‘“:
of contéact orAcdnfidénce;isiihvolved_can'be enjoined .7
and may be subject to damages.. Whép.thg:w;gngfu;r;r |

user induced the breach ox conspired to misappropriate

phe secret he may'alsé be subjebt to.qriminql.sanc-
fions as discussed further below:

-iII. PROTECTICN OF TRADE SECRETS UNDER CRIMINAL LAW

- Under Criminal Laws applicable t§ trade seﬁréts theﬁ are
treated as property subjec. to theft. Since most trade 'secrets
-are intangible, at leasf in paxrt, existing‘thgft statutes ate
some times difficult tb.appiy.' Recently many states.have en-
‘acted more effective legislation but ?ederal Laws are narrow
and often inapplicable. '

A. Under Federal Law(7)’

"Whoever iransports in interstate or Foreign commerce
any goods, wares, merchandise, securities or money, of
the value of five thousand dollars cor more, knowing the
same to have been stolen, converted or taken by fraud...
shall be fined not more than ten thousand dollars or
imprisoned not more than.ten years or both."

This act relates to tangible property, and although it
has been held te apply to drawings and blueprints where

3A2§7




the value has been established it falls short of the

definition established in more effective state legis-

B. Uhder State Laws

In the last ten years some. twenty states(a) have-enactgd
or'aménded their criminal statuteélto stfengthen thep
laws relatiﬁg to theft of trade secrets. These statﬁtes_
generally followlthe provisions of the New Jersey Law

which wés_enacted in 1965 and is reproduced as foilows:
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. i.1965, .52 :
.2 S Cu*n. Sdp'). 2A:119-51 et scq. ‘

CLITLES

ACT com.:er“xir‘.fr crimes and su;.preme \itng L

chap..er 315 ol Title 24 of tha New Jorsey S.at-{f‘_ ‘
ules, S ) |
IZiggins, Woodcack, Gelber,
m..hctt ..nd nanaad‘{ .
STATEMENT. ' T

This bill mzakes clear that trade secrets are prop- . -
erty ond that stealing articles represcating. irade

seerels {including the trade secrets rcp»cscntcd) con~

"ut.ucs a erime.
In 1804, New Jersey industry spent a‘mroximately,

BN £ bllllon dollars in research, development and dls-

*overy resulting in trade secrets in graphic form such

% secret processes, formulae, blueprints, maps, draws-
i:‘.;s and the like., These .r‘.d‘_ seerets penecfit th
discoverors by {mprov ng their ability {o compete,
¢reate new jobs for New Jersey workers and create
vwealth for New Jersey communitics through in-
ercased commercial activity and inereased taxes. Cur
zbility to protect trade scerets is an important element
in relalning and atiracting industry to New Jersey.

In reeent years, trade secrets have increasingly be-
coma the subject of theft, both by individuals and
~soups working inside indusiry and by conspiracies
invelving outsidcrs Recently the participation of
organized crime in these thcfts has become alarme-
insly cvident.

In attempting to enforce criminal penames for
these thelts, however, law eniorcement offizers have

. been hampcrcd by technical defenses raised by the

eriminals, For example, the defense is asserted that
only an “idea"™ was stolen, which {5 not property. Cr
the criminal assects that he only photographed or
copied the article and, hence, did not *take” or
“steal” any “propezty.” Or he might assert. that he. .
intended to return the article talthouzh after copying -

. lts secret) and that without proof of an intent to ..
permanently deprive the owner of his “property” .he L

was not puilly of a erime. : )
The foregoing legislation !s designed to make {f

clear that such defenses are not available,
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Seetlon

2A:119-2 amahng money, chatlels and other a.rt-
~-jeles;~ property and- things. R

2A:119-5.1. Purpose.

2A:119.5.2, Definitions,

2A:119-5.3, Stealing or embezzling artlctcs Tepre=

-

- 11

L. 1965, CHAPIER 52 N.J.S. Cum. Supp. 2:119-5.1 et seq.

Chapter 118, LARCENY

senting trade secrel.

. 2A:119-2. Stealing money, chatiels and other
grticles, properly and things. Any person who:
&. Steals any money, poods, chatiels or other
personal property of another; or
. b, Digs, pulls, pulls up, pleks, gathers, breaks,
xipS, cuts, severs, roots up, or otherwise desiroys
or damages, carries away or unlawlully appro-
priates, with Intent to steal, any real or personal
property of another, or any patrt thereo!; or

c. Willtully klils any anlmal with intent to
steal it or any part thereo! the property of
another——

Is gullty ofa mlsdcmeanor, {1 the price or vaIue
of such property be under $200.00, and I{ the price
or value thereo! be $200.00 or over such person Is
gullty of a high misdemeanor.

Source. L. 1957, c. 56, §1. Approved May 24, 1957,
elfeclive Immediately,

2A:118-5.1. Purpose. It Is the purpose of thls
‘act [N.J. 8, Cum, Supp. 2A:119-5.1 ef seq.] to clar-
iy and restate existing law with respect to erimes
Involving trade secrets and to make clear that
articles representing trade secrets, Including the
trade secrels represented thereby, constliute
goods, chattels, materials and property and can
be tha subject of criminal acts.
Source. L. 1955, c. 52, §1. Appraved May 17, 1965,

effective immecdiately.

2A:119-52, Deflinitions, As used. In this act
([N, J. 8. Cum. Supp. 2A:119-5.1 et seq.]:

_{a) The word "arilele” means any object, ma-
terial, deviee or substance or eopy thereof, includ-
ing any wrliing, record, recording, drawing, sam-
ple, speclmen, prototype, model, photograph,
nlero-organism, blueprint or map,

(b} The word “representing™ means deserlbing,
depicting, contalning, constituting, reflecting or
recording,

{c) The term “irade seeret” means the whole or
any portion or phase of any sclentific or technleal
Information, design, process, procedure, formula
or improvement which i§ secret and of value; and
g trade sceret shail be presumed to be seeret when
the owner thereof takes measures to prevent It
from becoming available to persons other than
those seiected by the owner 1o have access thercio
for limited nurposes.

(d) The word “copy” means any facsimile, rep-

AND OTHER STEALINGS.

Sectlon a

2A:119-5.4. 'I‘akmg artlcle representlng lrade segret _

-y farge-or-vloleneeg-me I

2A:119-55. FRelurning or Intention to retura art!cle
no defense,

2A:119-81, Steallng or breaking and entering with
intent to steal, narcotic drugs,

lica, photograph or other reproduction of an
- article, and any note, drawing or sketch made of

. or from an article.
Source. L. 1965, ¢. 52, 2. Approvcd May 17, 1955

eflective !mmcd:ately

2A:119-53. Stealing or embezzling articles rep-
resenting trade sceret. Any person who, with In-
tent to deprive or withhold from the owner
thereaf the control of a trade secret, or with #n
intent to approprizte a trade secret to his own
use or to the use of another.

fa) steals or embezzles an article representing
a trade secrel, or,

{b) without authority makes or causes to be
made a copy of an article represeniing a trade

secret,
Is guilty of 2 misdemeanor, I the value of the

article stolen, embezzled ot copied. including the |

value of the trade secret reprecented thereby, is
~less than $200.00, and of a high misdemeanor if
such value {5 5200.00 or more.
Source. L. 1965, e. 52. $3. Approved May 17, 1363,
cffective Immediately.

2A:119-54. Taking article represenfing trade
secret by force or violence. Any person wio by
force or violence or by puiting him In fear takes
from the person of another any article represent-
ing a trade sceret s guilty of 2 high misdemeanor
ond shall be punlshed by a fine of not more than
$5,000.00, or by 1mpnaonmene for not more than
15 yezars, or both
Source. L. 1965, c. 52, 14,
eftective immediately.
2A:119-535. Lelurning or Intention to return
article no dofense. In a prosecution for o viola«
tion of this act It shall be ro defense thatk the per-
son 5o charged returncd or intended ty returw the
artlcle so stolen, embezzled or copled. .
Source. L. 1965, e. 52, §5. Approved May 17, 1565,
elTeetive immedIately.

Approved May 1T, 1963,
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Under-this statute, and Genexally under other:state

s‘.atu»es, to constitute a crxime. the state must prove ‘that ’che

artlc1e enaodyhng the itrade secret was. ta&en wzth the 1ntent

to appropriate the secret represented by the artlcle. Thus
while the required intent relates to the secret idea, the

criminal act must be with relat‘on to 2 phvsical obiject. The

Suathte, therefore, does not make crznlnal the mexe 1mproper )
use by an ex-employvee of skll‘s ox evan secrets whzch he

leazned in his former emp&oyme :t, w1th0ut some unlawful actlon

" “taken in connection with éppropr;f.atior: or copying _of ‘a physical

object incoiporating the idea. Thus memorization followed by

use, or transmission of the,idea orally might not be subject to

the New Jersey State and a civil action of the nature of an

action for .unfair competition or contract viclation would have.
to be relied on.
Other state statutes are. somewha‘t b:.':oader, i e. , "the,_' )

Pennsylvanla Statute (Penal Code, Sectlon '899,2). makes 1t a.

‘crime to obtain access to a trade sec:et_elther lawfully_or

.

unlawfully followed by conversion'theroof'to'his'own_use qf:'°

the use or disclosuxe thereof to anotner Derson.

With respect to those states whlch have not SPElelCally




_tangible articles having s

‘case of articles of commerce or other goods.

amenced their theft staitutes to appiy to irade secreis, re=-
liance must continue upon general laws rela 1ng to grand or

petty larceny with attendant difficulties in proving theft of

alues as in the |

There is a strong movement under way to enact uniform
trade secret theft legiglation spearheaded by'the American
Bar Association's Section on Patents, Trademarks, and Copy-
iights through its Commiftee No. 402 which has béen.stddying

the drafting of a proposed uniform trade secrets act prepared

by a special committee of the National Commissioners on Uniform

State Law and has made the following recommendations:

"{1) the property theory of trade secret protection be expanded
to make clear that trade secrets can be assigned and licensed,
{2) customer lists and information concerning a business not be
excluded From the definitlion of a irade secret, {(3) 'readily
ascertainable by proper means! be the test for the existence of
a trade secret rather than either 'easily discoverable by in-
dependent means'! or 'common knowledge?, (4) the concept of mis-
appropriation of a trade secret be favored over the concept of
trade secret infringement, (5} misappropriation of a trade secref
be expressly declared to be unlawful, (6) a person who obtains §:
a trade secret from a misappropriator with knowledge of the
misappropriaticn be considered a msappropriator, {7) only a
trade secret owner De allowed 1o recover for misappropriation
of a trade secret, (8) injunctive relief for trade secreot mis-
appropriation be left to the court's discretion not limited

in the statute as to time, (9) a good faith infringer be
allowed to continue use of a trade secret only in exceptlonal
cases, (10) both damages and profits be allowed in appropriate
cases where there is no overlap and to the extent both are re-
coverable in unfair competition cases generally, (11) treble
damages be awarded only in exceptional cases such as when jus-
tice requires additicnal compensation to the trade secret owner
or when exemplary damages wouid be warzonted, {12) a good faith
infringer who is allowed 1o .continue to use a trade secret be-
cause of good faith material change of position prior to any
notice of misappropriation not automatically be liable for a
reasonable royalty, {13) the proposed act preempt common-law

3Ap



Tort remedies For trade sacret misappropriation in or afifec~
ting interstate commerce, and (14) a statuze of limitations
on iiabiliy be inciucded. ‘ :

":he com ﬂ‘kthe has prepaxred

‘”furnlshedwfam

Confexance of Comm ;SS;Oﬂer: on
with the Committes'’s recommands A new draft, substan-

tially incorporating the Com recommencaticns, is ex-
pacted Irom the Special Commitiee this year.®

n
a
=

together

C. Possible Changes in Present Law - -

A recent decision by"thé U.S. Supreme Coﬁr;,'pear v
Adkins(g) conualned d*sseﬂtlng language by Justice
Black, which appeared to question the legalit& of li-
censing kﬁowhow iﬁ-the absence of patents in the
foliowing ifanguage:

"One who makes. a discovery nay, of course, keep it
secrxet 1f he wishes, but private arrangements undex-
which self-styied 'inventiors' do not keep their. dis-
coveries sacret, but rather disclose them, in return
for contractual payments, Xun counter ito the plan of
our patent laws, which tightly regulate the kind of
inventions that may be protected and the manner in
which they may be protected. The national policy ex-
pressed in the patent laws, favoring free competition
and na*row;y hm.tlng monopoly, cannot be frustrated
by privaie agreements among individuals, with ox thh—
out the approval of the State." o :

This was followed by a decision'iq_;he_ﬁedera; District
Court for the Southern District of New York(10) in which
Justice Motley stated -

pq'l:\:nt
"This court holds bhat federal/iaw.requires an inventor
to submit his ideas to the Patent Cffice before he can
compel consideration for the use of his idea."
This was based on adoption by, the court of the phllomphy
of the dissent in the Lear Case using the follow1ng

language: - L

— 3As



".,.0ur patent policy of stxist regulation of inven-
~tions.would. be undercut ventors could enforce
agreements for compensation for alleged secréi 184
without being reguired to submit those ideas to the

—is

Patent Office, and, thereby, eventually having the

ideas disclosed to the public. Furthermore, patent

policy (reaffirmed by the holding in Lear that estoppel

.will not be a bar to challenging the validity of a '

. patent, Lear at 6535-71, 182 USPQ at 2-8} which allows
compensation only for ideas which xise to the level of
invention would be further undermined by the enforce-
ment of such a contract, since <. ..22nsation would be
awarded for noninventions." (164USPR396) -

These decisions have created uncertainty with respect to
the future of trade secret licensing agreements. For thz
present, the Supreme Court seems to have left it to the State
Courts to determine "whether and to what extent the States
may ‘protect the owners of unpatented inventions who zre willing
to disclose their ideas to manufacturers only on a payment of
royalties."

However, in the Painton v. Bourns, the lower court has
ignored this language of the majority and instead has accepted
the language in the dissenting opinion by Justice Black re-
ferred to above.

This is not yvet the law and this lower cour. .cision may
be reversed on appeal. If not, and if the right to sell or li-
cense Knowhow is rejected, it will be necessary to rely only on
patent protection and licensing of patents, at least in the
United States. A strong effort is being made to clarify the

iegal aspects of this situation by means of amendments incor-

porated in the proposed Patent Reform Act now reintroduced by

3Ag



Senator McClellan (8. 2754). These amendments are known as

‘the Scott Amendmenis and would make it clear that the property

rights in Irade secrets would be independent of the Patent

Statutes.

SUMMATRY
Legal remedies for viclation of trade secrail agraements:
will gemerxally fall 'into the following categories:

l. Recovery of damages in civil. suits

2. Accounting for profits
3. Injunctive relief

4. Criminal penalties




(2)

(4)

[65)

(2)

Milgrim, Trade Secrets, Section 1.0l and footnotes,
Matthew Bender, N.Y., 197i. An excellent text on the

=) = = o I S5t

Dr. Miles Med. Co. v. John D, Park & Sons Co., 220 U.S. 373

it

‘Patent Law Annual 1069, pages 17-18, Matthew Bendex, N.Y.,

1969

Emnloyee'Patént and Secrecy Acregsments, National Indus-
trial Conference Board, Pamphlet =199 (1965)

. Trade Secrets., Ethics and Law, American Chemical Society,

Washington, D.C., 1968

Junker. v. Plummer, 320 Mass 76, 67 NE 2d 667

National Stolen Propertv Act, 18 U.S.C. Sec. 2314

rkansas, California, Colorado, Georgia, Illinois,
Indiana, Maine, Massachusetts ,Michlgan, Minnesota,
Nebraska, New Hampshire, New Jersey, New Mexico, New:
Yoxk, Ohioc, Oklahoma, Pennsylvania, Tennessee and
Wisconsin.

" Lear v. Adkins, 395 U.S. 653, 162 USFQ 1

Painton v. Bourns, 164 USPQ 595
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" SECTION III

ANTITRUST CG\""—DZE—.TICBS .?-.I\"D

ENQUW-HCW LA.C:LIS::‘:C

one may asgk, do American lawvers place such.great:

.empgaéis on
are willing to entex any.proposéd business arranéeﬁenu, either'
domestic or foreign. The answer to thiis question is one - of the

few easy ono- in the antitrust area. - It is'simply that the
consequences of not Qaying clos;.n;,u;L_u; o the antitfustf

laws of the United States can be SO enormous. - For. example, bu51—
nesses can be faced with treble damage judgments aga;nsz them ]
based on aptitrust liability forx many-millions of dol‘arFFTIIndi-
vidual cor@orate‘o fficers may have to go to 3a112and pay heavy
finessfor antitrust viclations. In addlhlon,'a business may: be
compelled to license important industrial: property rlghts ‘wh ch it 
does not wish to llcensefq These dangers.are noc 11 i ted to |
Imerican nationals. Foreign businessmen, unaccustomed to the
Unitéd States antitrust laws, may suddénly'fihd.themselves subject
to the application of such iaws with some ofIthe'eno;mous'éossiblez
cohsequences Just nentioned?s Since these consecu nces are nof-re—
mote possibilities to be uaken lightly by elhher Amerlcan or . | |
foreign lawyers, we must now D*oceed to c0ﬂ51éer fully and take

very seriously the impact of the American antltrust léws upon Knovi-
how licensing.. We shall, of course, for the purpoées of this
discussion,.assume that contracts relating to know—how are lawful.

and enforcsable in general, despite the possible .implications of

6 7. .
the Lezr and Painton opinions: to the contrary.

As a preliminary consideration, one may wonder why there
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is so much difficult th +he Anerican antitrusi laws if the

I

W

<

consequences of violating them are so enormous. 3Basically, it

is buCaLSE of tne enerali‘f of the wording of
g o

titrust ;awé wnich we s“al;”;éé‘wnenmﬁev*évisébhhéwéééﬁﬁtes'iﬁ“
detail. The sections of tnese laws are mostlj ohrased in very
broad terms. This, of course, ﬁermits the azpplication of the
antitrust laws to new and constantly changiﬁg situnations. How-
ever, such . .Junaral approach has th: ~reat disadvantage of belng
.Verf unpredictabie since the meaning of the law depends to such

a large measure on how each court in ternrets the :aCtual circum-
stances of each particular case. In additlon te their general
nature, another reason the American antitrust laws are so uncertain
is that, in addition ﬁo the courts, these laws are interpreted by
several agencies involved in thelr enforcement, such as the U.5.
Department of Su tice and the Federzl Trade Commission.. The ap-
proaches of these agencies and ths courts are not always in harmony
MoréOVer, governmental policy often changes with differing ad-
ministrations S0 that one may cons;der certain activities as

lawiul for many vears and then suddeniy a burst of cases is ini—

Department of Justice's intense interest and empnasxs upon the

interrelationship between the licansing of technology and the
10

American antitrust laws. In January 1370, the Department of

Justica anpounced the formation of a new Patent Unit within the

Antitrust Division to coorxdinate the Department's attack on

51 As




Fae
[

ne

trust laW“'_“rOLbd ir ega iy restrictive

r1

icensing agresment Por the paSt two years,
reprasentavives oI the Justice Departaent' nave made'numerous

peechesmsetting-fozthmtheﬂviewpoin¢=of wha DCOJ“LmeEE ‘o the

PR b~ ) - S 2 = R e LN 3 .oy o e R - 4 3
antitrust laws and Indicaiing which resirictive prezctices in ll“

P

censing agreenmnents the Department could be expacted o challange.

tent Unit and these speeches.were intended-

m

The fact that the new ¥
to be taxesr . .romelyv serisusly was highligh ed when the Depa

snt of Justice filed an anti.ivw. i e ;;u u.S.'Dis xrict Cou"*
for the Nofthern District of California on April 22, 1970 again

the ¥Westinghouse Eleciric Corp. and two Japanese codefendants,

- Mitsubishi Electric Corporation and Mitsubishi Heavy _naustrles,

A5,
ta. -dese ae*endunts were accused of V1olat1ng t 2 Anerlcaﬂ antl—

I':'. '

- trust laws throush a series of technical assistance agreements in-

. volving exchanges of technology between . the parties within cextain

his paper intenés to focus primarily on the details of the
Westinchouse case and the speeches cof the representatives of the
Deparbment 0f Justice because the writer bellevesbhe*e are no

encounte* from the antitrust viewpoint in know-how licensing.. How-.

this does not mean o imply that the Deparitment of Justice's

“yievpoint is the final and correct one concerning whether or not a

s

particular licensing provision is unlawful, Indeed, according to

~l

&

many practioners in the antitrust field, the present state of the

law as decided by the courts seems guite contrary to the positions

iy
gy

the Department © I

ustice has taken in its recenh speeches.
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owever, with litigzzion cosis so aigh and the conseguences of
mistakes in the antitrusi area so enormous, we think the prudent

know-now licensor and licensee wouzld be well advised to consider

Fyn et

¢k
®

TERETDEFErLwene e views mostrcarefully - Inthis-manner; - One - Gam e pi

3

efencéant in that

fn

hope 2t least ko try and avold haing made the

case we know the Department wants to bring in its attempis to
prove in the courts that its position on a particular point is

indeed tha carrect one.

Before considering the Westin o . w.-t and the Department

of &usti;e's speeches in detail, let us review brieflj some fundav_&
mentals dfrAmerican-antitrust law, beginning with the basic policy
behind these laws. Both the legisiative history and the applica-
tion of the antitrﬁst laws by the courts have indicated that their |

rnain purposes are to promote free and.fair‘competition and freedom:f
of economic.opportunity?b This poliecy is based upon the belief
that free and open competition in the market place is the best mech]
anism for bringing lbw priced goods and high guality products to
.the public and also, that it achieves the best allocation of our
econcmic resources. In the 1igh£ of these goals, the antitrust la&?;
are designed to promote free competiticn by stopping practices |
which interfere‘with and eliminate competition and by preventing tm_
creation of mbnopoiies.
One major exgeption to the basic policy against monopolies
has been the patent system which is a limited monopoly authorized
. - .
to be granted inventors by the American Constitution. The founders|

of our nation believed that progress of the useful arts would be

promoted by giving exclusive rights for z limited period to
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end upon which to build for an indefinite and -

Xnowladge to use
' . . i7
uncertain period.

There are many lawyers who do notc regard'the patent law

as an exception to tne D*o—compe tition policy

antitzust laws but rather,

because they

on a long-term basis.

dustries,

vestment 0OZF

‘there is some
also promiotes
during their early stages.

choice to the public between estzblished »

anca ILIow ones

'tO encourage

covexage of
as an except

rer

they con

Howaver,

This, wh

For example,

‘&8 a sup

l“ment to.

of

e 1O
them.

the American

_ This is

believe the patent system stimulates competition

time and money

© Xerox Corporation aqd the Pol

competztors

a particulea

variety of px

benefi

en patents are used

certainty of

ts which

the patent

to design

» patent,

nava

system

3 As

aroid Co

& ‘return of

new

again

long been

reward,

poration.

The D

First, it encouiages the deve1o9ment of

- new téchno;ogy which results in new competitive produdts and in-~
the existgnce_of”paténté encourages in-

to develon new .commercial prﬁducﬁs since
atent system
the creation oI new lndush ies by protecting them
Eventually; such_industries.dffer‘a
ossibly dominant,produqté-g.

Recen; outstanding examples of this effect are the

‘Patents also tend

features so- as to avoid

*esultl g in bettexr guality

oducts. Waether patents are regardad
o the Zmerican antitrust laws,

recognized in our law.

does not always go unchallenged.

to do more than bT

ing a zair reward




+o their inventors such as when theov are used to dominate axnd

is likely fo cone

regulate an indusiry, the whole system i

the inherent

17 vears, because of the strong dasic Zeeliing againsit the whole

idea of monoveoly as embodied in our mein antitrust lews. Let us

now examine these in some detail.

The basic federal antitrust statute is the Sherman Act which

was enacted in 1890. Section 1 of this Act provides:
"Every contract, ccmbination in the form of trust or

otherwise, or conspiracy, in restrzint of trade or .

commerce among the several States, or with foreign

s . . . «19

nations, is declared to be illegal...
Section 1 of the Sherman Act nakes ilisgal acts which tend to
eliminate competition and create monopoly. There are three es-
sential slements of a Section 1 violation. Pirst, there must be
concerted action, that is, a contract, combin;tion or conséiracy.
Secondly, there must be an undue restraint of trade. Although
the worling of Section 1 of the Sherman Act seems to apply to
every restraint of competition, it soon became clear that busi-

Nesses could not function undar an absolute rule of this nature. &all

of

contracts bind a party to some extent and thereby have some re-~

training effect on competition. Therefore, in 1911, the Supreme

0]

Court adopted the "Rule oi Reason'" test in applying Section 1 ci

2 .- . iy
the Sherman Act.” This simply means that the Section 1 prohibitions
wonld not ad>ply to all restraints but rather, only wihen the

particular business conduct was unreasconably anti-competitive
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vich .

&L the s*“"“o* =~Zin

UL course, some husiness activities by their very I nature

unreasonably anti-competitive. hev have no other purpose

.

traints are agreements by competitors to fix prices, to divide
arkets or to boycoit othcr parties,  Once such a restraint is

Zfurther to determine whather

3
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not it is a reasonable restraint under the circumstances. ' It

conclusively presumed so. The guestion of lndusgry position and-

dominance or other surrounding economic circumstances is or no

_ - 22

importance 1f a per se restraint is found.
The thizd reguirement of a Section I antitrust violation. is ...

that the undue restraint must be imposed on trade or commerce be-

tween the states of our country or with foreign nations. It is.

because of this mention of foreign trade or commerce in both sac-

L)

tions 1 ané 2 of the Sherman Act that foreign know-how licensees

and licensors must "be coqcerned with the American antitrust laws.

Before touching on the applicability and jurisdiciional cguestions
. - . ' .

of these laws when Ioreign trade and naticnzls are inVOlved, how=-

ever, let us examine Section 2 of the Shexrman Act.

This Section provides:

"Everyv nerson who shall monopolize, or atitempt to mOncpo-

lizd, or combine or conspire with any other person or

persons o monopolize any part ¢l the trade or commerce

tha several States, or with foreign n_-ions,_shall
23
1}

be deemed guilty of a miscemeancr".
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As vou will nozte, this sectiion is aimsd a2t severzl oi-
25
fensas. Tirsi, it prohizits the aci of monobolization, which

is the existenice of monopolyv HoOwar pius an intent to use that

as the power by an individual

L

itors in a particular preduct markset (often referred to as the
“relevant market"); Where such power has heen Secured or is being
maintained by methods indicating an intent to exercise that power,
then, Section 2 of the Sherman Act has peen viclated. This intent
is only required to be a general one and may be inferred from iaw-
ful or_u;lawful actions but not from mere bignesé or the possession
of monopoly power which is thrust ﬁpon an entity or achieved by
supericr products, historic accidént, usiness acumen or great
: 25

technological accomplishments.

| Section 2 of the Sherman Act also outlawé attempts and con-
spiraéies to ﬁonopolize So that conduct whose oixjective is monopoly
éan be reached as illegal whether or neot the act of monopolization
-has-actﬁally been '‘accomplished. Here, wherse monopoly power is

_absent, a specific intent to monopolize must be proved for a vio-

lation of this peortion of Section 2 as opposed to the more gener-

alized intent which is sufficient proof of its viclation when
285 '
- 3 el e b d
monopoly power is in fact present.
When a Ssction 2 violation of the Sherman Act is charged,
a definition of the market or, in other words, the area of effectiw
competition in which the act of moncpolization is aileged to have
cccurred is fundamental. This definition depends on an analysis

any factors. However, primarily, the relevant competitive

th
=

o]

market in monopolization and antitrust cases generally is defined
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on—

'cpoly

T tiactive

lave

Ined

whe, when actiing wit
is recognized as hiis legal monopoly, may bes subl

is also interestin

Section 2 would always ke an unrea

mav

tes Zor each cother so that bhe price of one -such proaLc* wourld
' 27

irectly arffect tne orice of the others.

.One should note that Sectlon 2 reaches monopolization or at—

tempts to monopolize by an indivi¢ualla3'opposed to the jcint actior

o

which 1s recuired uncer Section 1. This is .important to rememdex -

der Section 2 of the Sherman Act that a patentee'

thers fries _o extend the llmﬂts of what'

H 3 b
Joteiba

1
ol

ject to atiack.

that Secitions 1 andéd 2 of the Sherman Act overla:.

in several respects. For example, actual mononolization violatin

raole resi nt of trade in

of Section 1. ‘ o

w

criminal penalities for viciating either Section 1 or 2

D

of the 3herman Act zre:

1. & fine, not exceeding $50,000;

2. Imprisonment, not excesdin

N,

3. Both fine and impriseorment, in the discretion of
the court.R9 : ' '

re is presently a bill pending in Congraess to increase the

ine to $500,000 if a corporation or $50,000

if any other person.

cr damages ané injunctive relief

o]

L
ustice and undexr snbsecuenb

Fh

In additicn, civil acticns

L

;2 brough% by the Department of

antitzust legislation, private litigants can ‘seek injunctions and
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10.

11 as the american must consider whether ke is subject
te the Sherman Act. Two wmz2in guestions ars involved here. TFirvst, |
doas the United States have the power o Geal with business conducti:

such as acts or contracis which take place outside its border so agf-

antitrust laws +to such conduci? In other

=.,
-
in

to be able to anply

wozds, does a United States court have the right to consider whether;
the restrictions of a know-how licensing agresement may violate |
Emerican antitrust law. The second jurisdictional guestion is
whether the United States has power over the pazties involved in
any chaliengad anti~competitive conduct so as to be able “o impose
upon them criminal sanctions or civil remedies.

The general consensus of the commentators on the applicz-—

bility of the federal antitrust laws is that they may reach any

restraint which has a diresct and substantizl ec:+ on the flow

of commerces into or out of the United Siates. Of course, the

presence of -an American rational in the transaction is a factor

ingreasing the likelihood jurisdiction over the subject matter

will be found; “put the lack of such a varticipant that is, an

arrangement only between foreign nationals dGoes not prevent such
jurisdiction's being assumed by an Armerican court. The direct and

substantial effect test also applies regardiless of where the partid

cular acts causing the effect took place. Thus, a know-how agree-i’

ment could be made coﬂn;eLeL; outsica the United States and solely

-betwesn fcreign nationals and swill fa2ll within the sgope oI the
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favor of

“1

nationzlity, there is an addlitional make-waighi in
‘finding such jurisdiciion. Therelore, it would seem co the
writer of this paper that the safest course in an international
xnow=-how licensing agreement where an American company is in-
~volved~15“t0“assume“j"risdiﬁt; weover TLe sunyast natvsr exists
at the'inceptioi ci the a;*“ngeu ant and to make all efforts to
comonly with the American antitrust laws s0 as to minimize the
risk of becoming a deferdant in a suit under these laws.
On tHe matter of jurisdiction, there is a second major
point'to be kept in mind. Tt has been noted that the conduct of
a foreign corporation may bring the Sherman RZet into operation if
such acts produce substantial ana_direct'effects within the United
States, that is, on'American exports and imports_or on conditions
in the American market. This rule exists to determine whether ox
not;an Aﬁerican court has jurisdiction over the subject matter.
Howaver, not‘only'must there be jurisdiction of the subject matter
for court action to be effective against a party under our anti-
trust liaws but also, the person against whom a court action or
. . : ' - . &0

order 1s.dlrected must be properly before the court. By this we
mean that the person oi business.entity must be "present” within
.the opsrative area_of the court's jurisdiction so that the powers
of the court affect him directly. He must also be properily served

th papers giving him due notice of the act¢on against him. These
recuiremants form the oas*s of what we call the concept of in
parsonan jurisdiction. Such Jurisdiction enables a court to act

lawZfully on the Dody of a defendant.

3 Aa_




SVS

- asouRdEp 959uT AQ pISUSTITUYL 10T aTrusxedd®r STM 9DTAISS IO

24431 sTUl 3Pyl pue urdep UT TTRW A¢ sotuedic) TUSIGNS:

2920 BSTOUDU:AISSHN 941 UT QUSWIIDACD S1TIS DPI3TUR @
oo Su?gsezaqu; 5T -2 [ sao;;gto?A Z5TITTIVR IOF S2INO
7 .

a¢0?aq a8TCE3UNCIDE ATa09X p sUCTieI0dAIon uUSTRIOI PTOY oz saduen
-3® S27T Ut apnq;;gznézoufy ont pa;:Tw:ad ou;aq ST USTUISAOD S93225
poaTUn Sy3 QRUL 932OTDUT. 02 WSS prnom '-enamou ! SPUDI] JUIDSI 2SO

-squ.-Jeded"sxqju;o7adoos-aqq'puoﬂeq ST pue $I030%I AuUPm S@ATCAUT

2UM 2SS TSTINOD

33

asodand srq or ,SsauTsng BUTOoR, S9aNITISUVOD

‘xno“;o uoxﬂaxps;:u_ WRUOSISC UT 8y3 01 ao2lchs sqg on S? 0S5 sS22TI8
: ?s:zun Chiqal uy““ssaursﬂqiﬁuycpu D¢ £ PUNOI B AT AT ‘S93TNS paaTun

DU Ut SU2bHT IO SOTIVIPTSCNS ‘SH0TIIC ‘SOTITTIOI AUR SBU UOTIRX

bl

-0€x00 UBTOIOF B IT ‘ISASMOE  -I923Bu 20+[QNS 9Y3 I9A0 UOTIDIDSTAN

© SZDIUOD DICIDIDYD pUR TITIUVASGNS PUER 1D9ITp 9¢ ATw £938as§ posTun

o
'_i
1)
Q
]
Ay
o]
o]
o)
=1
4
o]
o}
0]
e
4
Q
"
u}
ol
-
4
Lo}
r"‘
3
o]
=
~1
©
14
M
w3
o
o
!
3]
= |
0]
U4
Q
l» l
U
f'
N
e
tH
e
O
[F¥]

¥ rE3I9UYl0 ol ;ofse;xo:::xa;_aqq_u: FPO0H POITOIILOD DU TTDS

' 3oTPUCD TTIA qoea awys soxbe qusmeﬁueﬂﬁg S39XITW IO UOTSTAID © UT

Sutzediossized °xe oum T ec'teuotgeuzequT we To saoguow YR o30ddng

- seaeas paaTUn eq: D.o szopzoq eya ap;ezﬂo ATozzidwen pawzozxod og

Jo osu as eU"?u*.J;uesa:é; 304 5T U

—ag 5v?xogt ea nem smv— asnIaTave :"*

—tr Kazed uﬁ;exc;”z::ano*uo;zozp

97

X
5

P3|




'«»J
™

addition o this trend, a Zoreign corporation must

iro 2lwavs bear in nmind that there are legislative provisions per-

T
C Vio—

lztion. This is a verv impoztant means for holding a foreign

corporaiion which is not subject to in personam jurisdiction re-~

sponsible Zor iits unlawiul activity Zroa the antitrus: viewpoint.

- There have been several instances where the gove;nmb ¢ has made

seizures of substantial cuantities of z Zoreign corporation goods |-

slative forfelture provisions resulting
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ssure on such forelgn parties to agree to in personan Juris-

Z4
dicticn or consent decrees.

-
.
i

On March 5, 1970, the head of the Antitrust pivision
. emphasized the Government's intention of paying special attenticn

to the relationship of foreign trade and our dcmestic antitrust

‘policies. He indicated that barriersz to the entry of foreign
fiyms-into the American market by cartesl arrangements or unduly
restrictive patent, know-how and technclogvy licenses would be

challenged. He sald it is part of the Division's policy Lo scek

‘out and prosecute anti-competitive international business praciticesf

1]

"and relationships affecting United States trade. To be forewarned

is, Lo some degree, to be forearmed and thls proncuncement leaves

no doubt as to the direction in which the Arntitrust Divisiocn is

heading.

%e have now examined the oro—comzet___ve solicy ccnsiderge~

£

tion kehind the American antitrust laws, thez oatent nmononoly
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ns of the Clavton Act may ste Joxr treb.e

.,

D — . )
ivnetive relief.. Where sections of the Clayton

~
e

¢l

ivizies, they will be

attomnt 2o present the
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general poiicy aims ané legislative Zramework of American anti-
trust law. Let us nSw proceed specificaliy to see how that
law may ;ff;g:'k:cw—how,licensiﬁg_ LI In the case of ?atents,
there would seex to be a conflict between laws designed to pre-
vent anti-competitive effects and mopopolies, and the inherent
nature of secret know—how; For'examglé, the possessidn cf know—how;i
gives its owner a position substantially liké a patent monopoly ‘
iﬁ the sense that so long as the know-how is secret and in his
possession, its owner has exclusive rights to its use. .He can
give up these exclusive rights, however, by permitting others
to use his know-how in much the same way the patentee gives up
"nis exélusive rights by éllowing others, through licensing,
to operate under patent. rights.

The bréad j'ustification Zor giving the possessor oL secrel
know-~how protection of certain ricghts in his know-how is essentially

the same as for granting the limites patent monopoly, namely, ©o

ancourage investment of time and money so as to generzte technical

innovation. If all are egquallv free to usa the results of
somatimes vast expenditures of time and money necessary to
@evelb? naw commercial products, who wiil iake the inttial
of such deveiopment? Licensing of sscret know-how for com

3A3
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using or

vea-rs, the law has

.17 EVREY
selling the
f e n e e o ~ o
accaenced thae ! SR Hodsk :bigot o reasonablae

invention covered by the patent. Inerefore, it is not con-
sidered unreasonable Zor him to. keep part of sis totally exclu-
sive right oo 2imself when he is giving un some of the other

-

parts of that exclusive iiéht by licensing.
Contracts relating ho patents ars sudbiect to the limits:
set by the general antitzust laws. Thus, the patent owner cannot
impose contractual restrictions on the competitive decisions of
nis licensee. He cénnotreépand'the scope of the legal monopoly
granted him bf anv ?rovision in a contract. Ze must oe very
cautious when licensing as to the realistic effects of the arrange-
ment. For example, when two competitors excilange &xclusive patent
licenses, they ére in fact agreeling not tb compete in certain
areas and this could, in rurn, possibly violate the antitrust laws.
Oﬂ the oéher’hénd, restrictions in contracts are sometimes |
Helped Fremn the antitrust viewpoinh by the oxistence aof a paren I .59
That is, some conditiohé,_sﬁch as price fixing or quantity controls;
which are usually considered unreascnable per se undexr tﬁ
ian itrﬁst‘law‘may be_uéhel& on the basis of the existence of
2 patent. "This is because the restriciive condition is regarded

as a reasonable means of exploiting the patent monopoly or, in

other words, reasonably necessary o raward the patentee for his |

3 As
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For example, in & famous degisicon J.’lO...C._..'.g Ciig NICLT

Lonotael
TO con '..3.1'!.1...3
D..“.'.'LCE =t -

anc vbnc,

e .
T -

and vené on his own accol P}

wiich his licensee will sell W;;; Lece
:

ssarily af-
fect the price at wnich he can gell zis own patented -
goods, It woulé sesem entirelv recsonabla that he

should say wo the licensee. “Yes, you may
sell articles under wy o
the proiit that T wish

selling them mysels," 99

make and
as o destxov
ko) C..L\.u...._-; .JV AllC—J{J.‘-c-. them an C‘.

As will be discussad in greater detail later.in this paper, th:

ment of Justice today greacly C’SDL‘ s this 1926 reasoning.

4 . . -
' It would therefore appear that the reality in . this field of law is
that the reasonableness ©f a restraint in é patent license is not
Fage- . 1 - ' .
" B some sizple rule of thumb such as whether the restriction is within
tent '

the scope of the patent grant., Rather, the matter is one of a

balancing of poiicy considerations and these change f£rom decade to

decade. What was within the scope of the patent and reasonable in
the 1920's is not necessarily so.in the 15707s.

For example, among the specific provision s in patent license.

. i C-l..
. situations which the Department cf Justice has indicated

_ére_likely‘

0 be attacked in this decede arxe

1} fieldé-of-use limitations;

2} =zssignment and exclusive license grantbacks of
improvement paiants;

3} Zoreign pateni licenses which do not give licenses
in ail countries whare the licensor has zatents;

3 A3
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Many of these practices have long been regarded as lawiul and

he lignt of the inherent differences between patents and

know-how, can we expect similarly restrictiive provisicns in know-

b ™

now licenses to be treated any differenztiy than those in patent

()

ilicensés? The answer i1s no, according to the head of the Antitrust
Division, Mr, Richard ¥. Hclaren. He observed that scme lawvers

gainst anti-competitive

|.J.
£
it
]
[0)]
cr
]
0]
3
']
i

thcught ther could avo

rest¥ictions in patent licenses by 2lzcing such resirictions in

. "I hasten to disszbuse vou of that notion. We will be
locking at trade secret and know-how licensing just as

cilosely as we Co similar restrictions in patent licenses,

‘matents, the existance ¢f the Xnow-how gome:
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ahlia to C.ES"""OJ

- )/ e NN - = %
. the seller night bha

transierrad,

-8 Vallie ©n Tng

wrxoperty which

_transisx
doctrine
64
has been applied bv the couris to know-how llizznses and sales.
Tor a resiraint to be lawful under this doctrine, it must be
"ancillery” or incidental o the Lawiul main purpose of the
contract, namely, the transfer of the know-how propertv. In acé=-

the scope and duration of

recessary to further the lawful main

mant and finally, the restraint must also be

Lnaer the circumstances.

What are some of the tvpes oif restric

censes which have been upheld under the "anci

One axam

se against disclosure

or as otherwise reasonable?

in a know-how licen
55 1imitation h
. cH 2 limitation has bean de
necessary to protrect the value of
At secret. If the know-how licensor could ea
competitive
first pla

. not llc nse *he know-how in +the

the dissemiration of techneology would be alto

imilar reason, limits on the method or time

1]

tohel

know-how is to bes used have also besn
note that the limitations just discussed are

and not on

3 A3

advantage through disclosure by the licen

ce and

the restraint must be no brozder

purpocse of the acgree-

otherwisa reasonsble

tiong in know-how 1i-

llarv restraints®

ole is the usual limita
cf the know-how by -
emed reasonable be-

the know-how by kxeeping
silf lose his entire

nsee, he world

the advantages of
gether losi. For a
or place wnere licensed

80
s raasonable,

n

ones which are pliaced

the products mads from

-
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in the vast

and "impose an unjust charge upon the public.

ints which are llkely to be

.c—_i_., ¥now- :zc; relate to ':)r;.ce-
fixing of such products,.;imitationélof the;territory in which
they may be sold, and restrict;ons snlthe.fieldS‘of use for such
‘products.- Brieflv, let us now see #hethei, hese restraints will
be considered reasonable and lawful in the 1970 5.

First, price fixing. The Deparixment of Justice has anﬁbuncea'
many timeéﬂéhat it will attack any arxangements for fixing the

price of natentea goods made pursuant to- a l*censa. Price-£fixing

[

s generally regarded as a per se violation of Sec;;on'l of the’
Sherman Act?s But in 1926 the Supreme Court held lawful azn
arrangement undér which a patentée licenseé'a competing party-to.
marufacture and sell'incanﬁescent electric 1amps under the
licensor's patents Zor such $amps on the. condltlor'uhat the li=-

censeg's prices for the D“oahc* were to be Fixed Dy ‘the 1lcenso~.

This iz the famous Gesnexral Electxic-éecision which'the'Department
et . I (Y

0f Justice has tried several times to get overruled. The Depart-

ment believes a patentee is sufficiently rewarded under his legal

ronopoly when he receives rovalties for the use oI his patent or

when re exploits the patent himself. TFhus, the Department Ileels

a patentee shouwld not be al;owac ~0 usa the extra device of a

price—fixing agreement w0 increase the reward for his invention

.I!ﬂ
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know-how licensing agreemenit beiween the parties as part of a
plan to divide markets and an attempt to protect duPont from im-

port competition.  The District Court, however, found that the

-y

23.
- S S A O - Ty - Tt s ammmmee D o Ly Hmhpae
In scditicn, the arrzngamants 2etwaen I8 DATTLEs L1 LaesE

Cour: handad Jown a sorizs of opinicns in These cases condImnLng
the ferritorizl restrainits in the narties' licenses Of XnOwW-howW

merely as sham arrangements which were nothing more than a di-

V)

vigion of marieis among the1parties
Iﬁ a2 case brougnt in 1933, shortly aftex the iﬁternational
cartel line sf cases, the government zttacked territorial
rcst_ainﬁs in a know-how license as iilegal per se but this
77

argument was rejected., Also, in this case which was U.S. v

Y. duPont De Nemours & Company, the government charged a vio-

lation of Section 2 of the Sherman Aot because it regarded the

+ransferred technology covered an entire manufacturing »rocess,

ct

ook vears to develop, was preciselv imparited by the licensor in

written form and plant disclosure andé was essantial to the manu- -

o]

facture of the product. t hegld such technologv secret, novel

also found that the parties
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wefg not in opresent competiticn with each other and that nsither was
motivated by anti-competitive bonsiderations._ Rather, the arrange-
ment had resulted in the establishment of 2 new bﬁsiness in = #ew

texritory. ™he court therefore upheld tﬂe tezritorial limitestions.
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Sowar transicIiners, SWiTos

rovalties for the product £ieidz in which i1t wanted technoclogy.

Thirdly, the government in the Westinrhouse sult charges

that the defendants agreed to make royalty »avments to each other

regardless of whether the producis on which the rovalties were -ap-
plicable were patented or nmade under the transferred technclogy.

The Department of Justice in the Westinghouse case is

seeking to terminate the technical exchange agreements between

the partiez; an order compelling the defendants to grant each other

=

reasonable rovalty patent licenses undar thelr respective patents

o}
u
fu
H
-
=]
[
=
]
Q
t
|-
)
=

s¢ as to permif sales in each cther's home countrv; a

against Westinghouse's part+clnau1rg in ary similaxr licensing agree-

ment with other foreign parties preventing them from selling in the

United States or Westinghouse from selling in any forxeign

countries. .

The spaeches of Mr. Stern and the Westinghouse case,

whatever its OLtcome, suggest several dangsr areas in the li-

censing oif know-~how which the careful drafisman will heed,

particularliy where large cormpanies and broad profuct lines are

nvo¢ved. Under such circumsiances, wisdom would dictate the

3As3
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34.

‘A tie-in is mainly anti<competitive because it forecloses the
opportunity for other sellers of the "tied” products to sell. them®
to the buyer. A tying arrangement is per se illegal under Section

an Act if the seller enjoys.-a monopolkistic-position™

1 of the S

in the "tying" product (which is presumed when such a product is
patented or copyrighted} and a "not insubstantial" volume of tvade
‘in the "tied; groduct is foreclosed, A tie-in arrangement may also
.be a violation of-Section 3 of the C;éyton Act.

In the licensing context, an example of a tie-in would
involve a requirement by a know-how licensor that the iicensee
purchase Qoods, perhaps to be used in the valuabie manufacturing
process to be diéclosed, from the licensor in order to obtain the
license of the technology.g5 It would seem that know-how can easily
be régarded as giving its owner a meonopolistic bosition in a "tying”
- product, that is, the éecret technology, In much the same manbner '
that 'a patent is presumed to give such a position to the patentee,
If a "not insubstantial"” amount of commerce was involved in the
goods reguired to be purchased from the knoﬁuhow licensor-by
" his licensee, a tie-in charge, in violation of Section 1 of
the Shermaﬁ.Act, is almost certainly fo:eseeabie.

Packagé licensing is another type of tie-in which has been
éondemned as a violation of the Sherman Act?sﬂmis means that
the granting of a particular industrial property right, e.g.,
one patent, is conditioned on the licensee's taking another
license, e.g., a second patent, which he may not desire. Here

the element of the amount of coercion the licensor places on

3Ag
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oxr Xnow-hcow £rom others, Section 2 of the Shorman Act or Section 7

38.

trangthens the posiiion of one who may already have supexior
acding more patenggd

eifective

niinatac. Ty
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assignment grantdack in a2 patent

»ut again, the prudent lawyer in

517

of Justice's announced position will carefully ccnsider any

[V s

¢santback provisions before inciuding them in a patent or know-

a provision is to be part

i3]
w
£
Q
3

how license. Mos:t importantiy, i

¢f a licensing arrangement; the grantback should be on a non-
exclusive basié. ‘

The matier of acguisition of additional technology by
grantback raisas *he general guestion as to when the accumulation
o know~how by szle or license may involve violations of the

09
antitrust laws., The acguisition of know-how by one's own efforis,
as in the case of patents, is not likely to be challenéed as md-
nopolisiic or as an attempt o monoQGlizg singe this would penalize

the very invesiment in innovation one hopes tc encouraje. 3B

where one buys valuable competibive rigihits such as exisi-in pabtents

1

¢f the Clavion Aci

3As3
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39,

Znow-how will be to supstantially lessen competition, one may
prozlems under Section 7.
0I course, acquisition of know-how by purchase or grantback

iess of a danger to competiton than acqulsltlon of patents in-

-Egé'é:vavs because the cu};tlon oLrtne actual value in the know—
how is likely to be shorter thah patehts. Also, know-how c¢annot
iine used to dominate an industry in the way patents may since ot heﬁs
”canrOt be blocked from uslng the 1de“s if they are lrﬁependently
¢iscovered. On the other hand, if the accumulation of know-how
Ircn others achieves or maintains. control over an industry or
indicates a specific intent to monopolize, then Sections 1 and 2
of the Sherman Act conceivably could he used tq'condemn suéh ac-
gquicitions. This is an area of such quiékly develeoping law ;na_
speculation.that one can only call attention to the possibly ap—
plicable sections of the antitrust statuhesand urge thelr consi-
deration when know-how 1s acquired by purchase, exclusive license
or g:antback.'

We have now completed a brief outllne of some of the more
impc:tant antitrust problems which are likely to arise in con-

nection with know-how licensing. We have seen that these involve

price~fixing, territorial limitations, Lleld—oL-use restrlctlons,'

tie-ins, restraints on products not covered by the licensed tech-

nologyv, grantbacks and the accumulation of technology. We have
? 2also noted the Department of Justice's current policy of attacking

certain restrictive provisions in licensing agreements.
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One last point remains to be emphasized, This is that the
form of a business arrangement or the wording of a contract or
‘the nature of industrial property rights today is not decisive

when considering antitr

implications.,. . FPor.example,.the-

- Department of Justice has recently taken a position that if an
American company licenses its foreign patent. to a foreign company,
there may be situations in which it must also license the counter-

' . , 215
part United States patent to the foreign licensee. The head of

the Department’é Patent Unit, Mr. Stern, has discussed certain
factors that he considers significant in connection with deter-
mining such ‘situations. These factors woﬁld seem applicable to
scme extent to all licensing situations and so they will be dis-
.cussed briefly here as possibly the most practical guidelines
which currently exist in this field. 7
The first of these factors is the size and economic im-

portance of the parties and the degree of their establishment in

. . . ' JIg :
the industry to which the license agreement relates. The main

policy argument in favor of a restrictive territorial arrangement
in iﬁferﬁatioﬁal‘licensés is that no competition is really iimited
because,. "but for™ the patent license, the licensee could not manu-
facture. the product. However, Mr. Stern has stated that when the

parties to a licensing agfeement are major industrial factors, the
idea that "but for" the licehse, the parties receiving it would not
enter the market is‘quesﬁionablé%s 1f a party is a major factor in
the industry, it would have the capacity as well as a considerable

incentive to try and enter the market by developing around the

patent.' This same factor applies to a potential know-how licensee

3Az
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the

n that if it had the capacrity, it would have the incentive to

p-

enter a market through independently developed technology rather

than ‘have to agree to stay out of that market in brder to get ex—

.an isting know-how.

v In the Westinghouse suit,‘the m&tter of size and econoﬁic
importance of the parties isrvery much present. - The bomplaint there
gescribes the defendants ;'-15 follows'gl_a o |
Wesoinginwuwse 1s the_lfth industrial corporation in

rank in the Uniﬁed States in sales., In 1968, its:net

sales amounted to approximately $3.3 billioﬁ. _Mifsubishi 
Electric Corp. is 80th in sales among the 200 largest

industrial corporations outside the Uﬁited States. Its

total annual sales are approximately $675 million. It is

one of the largest manufacturers of heavy and light elec—

triec machinery in Japan.

Mitsubishi Heavy Industries, Ltd. stands ahoﬁt i3tﬁ'in

sales among the 200 largest industrial cdrporations_out-

side the United States. Its total annual sales are about

$1.6 billion. It is the largest heavy in&ustry cémpgny

in Japan. ' | | ‘ .

A second factor Mr. Stern indicates should be conside;éd ih:'
judging whether an international patent-liceﬁse arrangement may be’
i‘;-‘;-,r in unreasonable is the subject matter Qf the aq;@emegg? This means an
: analysis of the variety of products covered bY'the'license, their.

dollar value, the number of patents involved ‘and their technological

S

importance. Mr. Stern believes that the more varied the product

| 3As3
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coverage of the license is, the weaker the "but for" argument be-~
718 . i
comes. Although a licensor's patents and by analogy, its tech-

nology might be required for the licensee's entry into one line

of .activity, . this. becomes highly questionable when many.different...

pfoducf lines are involved. This undoubtedly was an important

factor in the Westinghouse case where more than thirty product

" areas were covered by the agreements. The higher thé dollar value
and ﬁhe grantar the product range covered by any licensing arrange-
ments, the greaver the anti-competitive impact of a restraint,
particularly a territdrial one, is likely to be.

A third important factor listed by Mr. Stern in judging the
antitrust picture in a licensing arrangement would be the length
of the term of the:agreemeng?g In the Weétinéhoﬁse case, the basic
arrangement had lasted for more than forty yearg?o The time factor
can arise in several ways. For example, one of the recognized
justifications for imposing a tefritorial restraint on the licensor
is that it is necessary for the "struggling newcomer" licensee to
have time to establish itself and to enter the field. Thus, it is
likely that the Departmeﬁt of Justice would now régard such a
‘restraint as réasonable if imposed only for the time necessary for
such a "newcomer" licensee to break into the market. Another way
in which time may be a critical factor is a licensing agréement
which confemplates a continuing flow of technolog§€z If a restraint
is perpetuated by each installment of fresh know-how for a long
‘time and over a broad line of products, the arrangement is very

likely to be subject to attack.

3Ag
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A fourth factor in Mr. Stern's approach for evaluating

.a patent licensing arrangement from the antitrust viewpoint is

‘ 72z
vigtier or not cross or reciprocal licenses are involved. If

they are and territorial. limitations.are.inherent in the situa=. ..
“tion because of the existence of ?étent‘riéhks, the possibility
oL antitrust problems is‘increaéed. -

The fifth factor of importance in judgihg the antitrust
legality of n.licensing situatioﬁ under Mr. Stern’s analysis_is

whether or not, several restrictions are present in the bhusiness

723 : . .
£ arrangement. I£, for example, in addition to territorial limita-

tions, customer restrictions or quantity limitations were present,

- the possibility of antitrust difficulties increases.

Remember that Mr. Stern's five factors are being used to

answer two fundamental gquestions he poses in assessing the legality

E of a territorial restriction on the sale of licensed goods under

the "rule of reason". As you will remember, this rule means the

?réstriction is not automaﬁically condemned, i.e., per se illegal
-;but rather, that we must look at the economic context in which
”;the restriction is imposed and decide if it is_reasonable.

f ur, tern.indicates he will do this by asking two gquestions,
_;namely the probable competitive effect of the_restraint.and
whether it has a legitimate business justificatioﬁ%g It'would be
. well for us also to consider thesé two gquestions extremely care-

' fullv, when drafting any future licensing agreements. If the

arties do not seriously consider. these fagtors and the antitrust

ﬁimplications which may follow from them, it is highly likely in
*ﬁtoday's climate that someone else will, namely, the Department of

I Justice or the private litigant seeking millions of dollars in a

3As




!

A

414,

Hahmmins,

treble damage action. We hope some of the ideas presented in
3

this paper will help avoid such an outcome and will encourage

,mMmemthemﬁxeewexchangemofwtechnology@b?*ﬁ&?iﬁ&wiﬁaiﬁated'fhe‘félatiﬁe- ‘‘‘‘ .

ly permissible limits of licensing arrangemehts as affected by

American antitrust law.
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FOOTNQTES TO SECTION ON -

"ANTITRUST CONSIDERATIONS AND KNOW-HOW
LICENSING"

E ge, Zenlth Radlo Corp. v. Hazeltine Research inc., 1971
CCH TRADE CASES, Para. 74,484 or 39 U.S.L.W. 4250
{(Decision relatlng to reinstatement of patent pool
damage award by Supreme Court on 2/24/71); Rehearing
by Supreme Court declined-CCH Tiade Regulation Report
No. 513, dated April 12, 1971, p.5:; see also National
Union Electric Corp. v. Matshushita Electric Indus-
trial Co, et, al, infra note 36, in which complaint
requests damages totaling $360 million, _

See generally, CCH TRADE REGULATION REPORTS, Para. 8801

Sée generally, iId. Para. '8800.

E. g., Chas. Pfizer & Co. V. Federal Trade CommlsSLOn, 401 F. -
24 574, 159 U.§.P.Q. 193 {6th Cir. 1968 Cert. denied,
3%4 U.S. 920. See also, relief sought by U.S. govern-
ment in United States v. Westinghouse Electric Corp..,
Mitsubishi Electric Corp. and Mitsubishi Heavy Indus-—
tries, Ltd., Civil No. C-70-852-EAW as reported in

CCH TRADE REGULATION REPORTS at Para. 45,070 (Case

2095).

See generally, Fulgate, FOREIGN COMMERCE AND THE ANTITRUST
LAWS, Sec. 2.14 {1258)

Lear, Inc. v. Adkins, 395 U.S5. 653,162 U.S8.P.0Q. 1 (1569)

Painton & Co. v. Bourns, 309 F. Supp. 271, 164 U.S.P.Q.
555 (S.D.N.Y. 1970) : _ -

“See, for example, text discussion at pages 25 to 27 and appll“
cable footnotes about the case law concerning price-fixing
in a patent license and thn napartment af Jduatice's atbl=

tude in this area.

See, for example, text discussion at pages 23 to 25 and appli-
cable footnotes concerning the "ancilliary restraintg“
doctrine and the international cartel cases brought in

the late 1940's and early 1950's. -

10, Xadish, "Patents and Antitrust: Guide and Caveats™,
13 IDEA 83 (Spring 1969) ‘ .

11l. New York Times, January 1, 1970, p. S55.
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NOTE:

Qften, persons who hold positions in the American
government when delivering addresses state that
the views expressed are those of 'the speaker and
do not necessarily represent those of any govern-
mental agency. This qualification should be borne
in mind wherever references are made in the text

.of this paper to v1ewp01nts of the Department of .

Justlce.

The foliowing is a partial listing of such speeches:

{a}

(b)

(c)

(a)

(e}

(£}

{9}

Lionel Kestenbaum, Direc¢tor of Policy Planning,
Antitrust Division, Department of Justice, "Field-
of-Use Restrictions in Patent and Know-How Licen-
sing", Address before the Lawyers Institute of the
John Marshall Law School on February 21, 1969%;

Assistant Attorney General Richard W. McLaren,
Head, Antitrust Division, Department of Justice,
"Patent Licenses and Antitrust Considerations”,
Address before the Patent, Trademark and Copyright
Research Institute of George Washington University
on June 5, 1969 (l6l U.5.P.Q. No. 1ll, dated June
16, 1969, pp. II-VI):

Roland W. Donnem, Director of Policy Planning, Ahti~
trust Division, Department of Justice, "The Anti-~
trust Attack on Restrictive Patent License Provisions",
Address before the Michigan State Barxr Convention on
September 25, 1969 (5 "Les Nouvelles" 32, 1/70});

Richard H. Stern, now Chief, Patent Unit, Antitrust
Division, Department of Justice, "A Future Look at

- Patent Fraud and Antitrust Laws", Address before the

Federal Bar Association Symposium on September 25,
1969 (52 J.P.0.5. 3, Jan. 1970);

Bruce B. Wilson, Special Assistant to the Assistant

. Attorney General, Antitrust Division, Department of
-Justice, "Patents and Antitrust-The Legitimate Bounds

of The Lawful Monopoly", Address before the Patent
Law Association of Pittshurgh on November 19, 1969
{5 "Les Nouvelles" 2, 1/70);

Bruce B. Wilson, (See his title above in this foot-
note) "The Legitimate and Illegitimate in Patent and
Know-How Licensing"”, Address before The Lawyers Insti-
tute of the John Marshall Law School on February 20,
1970;

Richard W. McLaren, Assistant Attorney General, {See
title above in this footnote), Address hefore the




'jﬁ National Industrial Conference Board in New York
”' City on March 5, 1970 as reported in CCH Trade .
Regulation Report, No. 456, dated 3/9/70:

h} Norman H. Seidler, Chief of New York Office of

B ;AntitrusthiViSion,mAddressWheforemthﬁmﬂgﬂm¥9§ﬁwﬂhwhww;;;;wm i !
Patent Law Association on March 12, 1970 as re- T
ported in Vol. 2, No. 8, May 1970 NYPLA Bulletin;

i

(i) Richard H. Stern (see title above in this foot-
note), Address on territorial limitations in
international technology agreements before Amehlcan
Patent Law Association Stated Spring Meeting on May
15, 1970 as reported in APLA Bulletin for July-
August 1970 at pp. 306- 324-

() ~ Richard W. McLaren (see title above in this foot--
note}, Address on antitrust and foreign commerce
before the Symposium on Antitrust and Related . .
Issues and Their Solutions in International Trade
and Productive Investment on October lg, 1370 as
reported in CCH Trade Regulation Repors, No.. 489,
dated 10/26/71 and & "Les Nouvelles™ 44, 3/71}):

(k) Richard H., Stern (see title above in-this footnote),.
*Perritorial Limitations in International Technology
Agreements", Address before the Federal Bar Associa-
tion-Government Patent Lawyers Association - Bureau
of Natiocnal Affalrs Briefing Conference on November
i6, 197q;-

g (1) Richard H. Stern {see title above in this footnote},

3 “The Antitrust Status of Territorial Limitations in
International Patent Licensging®, Address before Anti-
trust Law Section of New York State Bar Association
on January 27, 1971; BKA Antitrust & Trade Regula-
tion Report, No. 498, dated 2/2/71 at p. F-1;

E (m) Richard H. Stern (see title above in this f£ootnote), -
Address concerning antitrust implications of inter-
national technology agreements before Chicago Bar
Association in February 1971 as reported in BNA's
Patent, Trademark & Copyright Journal, Ro. 15, dated
2/18/7L at p. A-3; and

irld £ (n) Roland W. Donnem (see title above in this footnote),
“t' E Address before Board of Governors of the National
; Electrical Manufacturers Assn. in New York City on
January 18, 1971 as reported in CCH Trade Regulation
Report, No. 504, dated 2/8/71 at p. 10.




13.

14.

15.

16.

17.
18. -

19,

20.

21.
22,

23,
) 24-

25,

26,

T 27,

-

See Westlnghouse case citation at footnote 4. B8See also’
5 "Les Nouvelles™ 183 (9/70). :

E.g., Talk entitled "A Plea for Redirection in Patent
Antitrust" by James M. Wetzel before A55001at10n of
..Corporate.Patent-Counsel -on~Jdune” 29, “““ 1870,

See generally, von Kalinowski, 1 ANTITRUST LAWS AND TRADE
REGULATION, Sec. 3.02 [4] at 3-54.

* U.S. Const.,Art. 1, Sec. 8, Cl. 8 and see generally, Milgrim,

TRADE SECRETS, Sec., 8.02 at 8-2; 1 von Kalinowski,
op. cit. supra note 15, Sec. 2.04 and Briskin, “An
Area of Confusion: Patents, Monopolies and the -
Antitrust Laws", 45 J.P.0.S. 741 (1963};

Milgrim, ¢gp. cit. supra note 16, Sec. 8.02 [1] at p. 8~3..

E.g., Brisken, op. cit. supra note 16; Finnegan, "Recent
Developments in United States Law That Affect Interna-
tional Licensing”, 5 "Les Nouvelles" 150 (9/70); Costner,
PATENT LICENSING TRANSACTIONS s Sec. 7.03 [2]. See
alsc address of Richard McLaren, op. c1t. supra note 12,
Item {b), at pages II-IIX. ] .

15 .8.C. Sec. 1.

Standard Qil Co. (New Jersey) v. United States, 221 U.S. 1
{1911). .

1 von Kalinowski, op. cit. supra note 15, Sec. 6.02 [3].
See generally, Id. Sec. 6.02,
15 U.S.C. Sec., 2.

See generally, 1 von Kallnowskl, op. c1t. supra note 15, _ . .
Sec, B.01.

United States v. Grinnell Corp., 384 U.S5. 563 (1966); Aluminum’
Co. of America v, Unlted States, 148 P. 24 416 (2d Cirx.
1545); 1 von Kalinowski, op. cit. supra note 15, Sec. 7.0l.

1 von Kalinowski, op. cit. supra note 15, Sec. 8.02 [4].

I4. Sec. §.02 [2].
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28.

-29,

‘30,

Id. Sec. 7.01 [2]. .

15 U.8.C. Secs. l.and.Z.

Celler H.R. 3246 as reported in American Patent Law A55001a-

3L,

33.

34,
35,

13240

- tion~Bulle tin;March~1971~at-pi-243: e
15 U.S.C. Sec. 4, '

Id. BSec. '15.

E.g., Fulgate, 93; cit. . suEra note ‘5, Chapter 2 and Douglas :
U.S. Antitrust Laws-~ and Territorial Provisions -

McL. More,
in Licensing Foreign Patents and Know-How for Foreign
Use”, 5 "Les Nouvelles" 4% (3/70); See also generally

on this subject, Report of the Attorney General's National

Committee to Study the Antitrust Laws, pp. 66=76 (1955)
-and Costner, op. Clt. supra note 18, Sec. 7.02 [3); and
1 von Ralinowski, op _E. " cit. supra note 15, Seec. 5.02.

Fulgate, op. cit. supra note 5, Sec. 29.-

Id. Sec. 2.14. Some writers such as-the ATRR commentator
quoted below in this footnote do, of course, refer to
"extraterritorial" effect 'of the American antitrust laws.
In any event, the fact that these laws can possibly
have far-reaching effects is highlighted by an
antitrust case which a private litigant has recently
brought against Japanese manufacturers of television sets
and their American subsidiaries charging violations of
Sections 1 and 2 of the Sherman Act, the Robinson-Patman
Act (which relates t¢ price discrimination), the Wilson
Tarriff Act of 1914 and an anti-dumping provision found:
in 15 U.S.C, Sec. 72, It is alleged that the defendants
in this case (which is National Union Electric Corp. v.
Matshushita Electriec Industrial Co, et al.,)sell 37%
of all television sets in the United States. - They have
been charged with conspiring to maintain depressed prices
for television sets in the United States for the purpose
of eliminating and destroying domestic competitors such
as the plaintiff which, it is alleged, was forced to
close certain of its plants as a result. . The complaint
requests injunctive relief and treble damages totaling
$360,000,000, for lost profits, the destruetion ©
plalntlff [} manufacturing capability, and the loss of
reasonable prospective profits. {See BNA Antitrust &
Trade Regulation Report, No. 494, dated January 5. 1971
at p. A-9 and No. 508, dated April 13. 1971, pages A-10 .
to A-11l.)}




-

A commentator in ATRR No. 508 has written an extremely
interesting note on the ramifications of this case and
a companion class action brought by a union representing
former employees of the plaintiff in the first-mentioned
case. The union is suing to recover damages for the loss
of the employees' jobs at the plants closed down due to

39.

40,

41.

~the.akleged.conspiracy of the defendants in the National
Union case. Some of the observations of this commentator
follow:

¥...The implications of the current action could be
staggering. In effect, the complaint seeks to
give American antitrust laws, particularly the
price—discrimination provisions of the Robinson-~
Patman Act a tremendous extraterritorial effect.
Its allegations that the constitutional scopes of
the 'commerce' to which the Robinson-Patman Act
extends includes foreign trade as well as inter-
state trade, could conceivably result in a ruling
that barred all impoxrts into the United States

unless the overseas manufacturers and exporters
were in compliance with American antitrust laws.
It is possible that could be the effect even if the
combinations and cother business activities of the
overseas companies were permitted and even encour-

~aged by their governments and laws.***" (ATRR,
¥o. 508, 4-13-71 at page A-1ll.)}

Fulgate. op. cit. supra note 5, Sec. 2.4.
-1 von qallnowskl, ﬂg cit. supra note 15 Sec. 5.02.

Barton, "Limitations on Texrritoxry, Fleld-of—use, Ouantity
ané Price in Know-How Agreements with Foreign Companiss”,
28 U. Pitt. L. Rev. 195, footnote 8 (1966).

See addresses on March 5, 1970 and Qctober 16, 1970 of
Richard H. McLaren, Chief, Antitrust Division, op. cit.
supra note 12, Items (g} and {j) and address of Roland
W. Do?nen on January 18, 1971, op: cif. supra note 12,
Item (n)

See generally, Fulgate, op. cit. supra note 5, Chapter 3.

Id. Sec. 3.7 and address of James H. Wallace, Jr. before
Mid-America World Trade Conference as reported in BNA
Patent, Trademark & Copyright Journal, No. 17, dated
3/4/71 at A-13.




-7

Reported as. having been stated in James H. Wallace's address,
op. cit. supra note 41.

15 U.5.C. Secs. 6 and ll.
See generally, Fulgate, gp_. eit. supra note 5, Sec. 3. 9.

" Address of Richard McLaren ‘on March 5, 1970, _R- CLt. sugfé
note 12, Item {(g). ) )

15 U.s.C. Secs. 12 et seq.

115 U.5.C. Secs. 41 et seg.

15 U.5.C. Sec. 45.

15 U.5.C. Secs. 14 and 18.:

15 u. S C. Secs. 15a and 26.

1 von Kalinowski, o op. cit. éEEEE note 15, Sec. 11 05 [1] [a]l.
15 U.S.C. Secs. 15 and 26. |

See pages l4-1a4 of the text of the second section of this paper
and the Lear and Painton cases, Op. cit. supra netes § and

For a tabular comparison of the differences between patents
and trade secrets, see Milgrim, TRADE SECRETS, Sec. 8.02

[8x.

hddress of Richard H. Stern on November.l6, 1970 op. cit. supra
i note 12, item (k} at pages.8-9 of copies of Mr. Stern’'s
address as distributed to registraints of conferencsa.

For general discussion of the "property" aspects of know-how,
see Ladas, "Legal Protecticn of Know-How", 7 Patent,
Trademark and Copyright Journal, No. 4, p. 397 {Winter
1963~1264}. For a general discussion concerning the
possible future effects on trade secret law of Lear, Inc¢.
v. Adkins, (cited op. cit. supra note 6) see Milbank, '
"Finders, Keepers, Llcensors Weepers", 52 J.P.0.8. 343

{(June 13970)
. :BNA 357, B.g., Arnold and Gcldsteln, "Painton v. Bourns, The Progeny
'Fﬁad 3 _ of Lear v. Adkins: Commentary upon Know-How Law and

-Practice® in PLI publication "Trade Secrets Today" (1971}
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58.

60.

- Bl

62.

63l

4.

65.

66,

67.

- Nordhaus and Jurow, op. git. supra note 58, Sec. 28.

'Address of Richard W. MclLaren as reported in BNA's Antitrust

.

;'pp. 99-144 at 140; Milgrim, op. cit. supra note 54,Sec.
% 6.05 [4] at p. 6-106. ‘

See generally, Nordhaus and Jurow, PATENT-ANTITRUST LAW,
- Segw27--(1961) p-Fulgatey opv-elitisupra hote 5, Sec.”
8.9; Costner, PATENT LICENSING TRANSACTIONS, Secs.
-..5.,03 [2] and 7.02; Stedman, "Acqguisition of Patents
" and Know-How By Grant, Fraud, Purchase and Grantback’,
728 U, Pitt. L. Rev, 161 (1966); Van Cise, "Antitrust
Laws -and Patents”™, 52 J.P.0.8. 776 (Dec. 1970}.

United States v. General Electric Co., 272 U.S. 476, 490
{1926). . R

See part;cularly addresses op. ¢it. supra note 12, by:
Richard McLaren on 6/5/69 - item i )
Roland Donnem on 9/25/69 - Item {c);
Bruce Wilson on 11/19/69 - Item (e};
Norman Seidler on 3/19/70 - Item (h}):
Richard Stern onm 5/15/70 - Item {i}); and
_Richard Stern on 1/27/71 - Item (1),

& Trade Regulation Raport No. 429, dated 9/30/62 at A-17.

See cases cited infra note 77. The most famcus statement of
the "ancillary restraints” doetrine is found in United
States v. Addyston Pipe and Stzel Co., 85 Fed. 271 (ath
Cir. 1898} aff¥d 175 U.S5. 211 {(l8%9f. :

See generally, MacDonald, "Know-How Licensing and The Anti-
trust Laws", 62 Mich. L. Rev. 351, 360 (Jan. 1964) and
Stedman, "Ledal Problems in the International and Domestic
Licensing of Xnow-How", 29 A.B.A. ANTITRUST SECTION 247
(1965} ; Costner. op. cit. supra note 58, at Sec. 5.03
{21 I[6].

MacDOnald, EE' cit. supra note 64, at p. 359; ﬁilgV1m, op. c1t.
supra note 54, Sec. 2 [a].

MacDonald, op. cit. supra note 64, at p. 358.
E.g. Sée.particularly addresses, op. ¢it. supra note 12, by:
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1 s,

69.
70.

T .

L 2.

% 74,

b 75,

,&MWM1mxnnMKa1inowskiJ%éyghﬁqinAwsuE:awgg;gglﬁﬁwaggkwé&gawiil;LQJAWMWMM;m;

United States v. E.I. duPont Re Nemours & Co..'llB Pt

Ibid.

-G
Roland Donnem on 9/25/69 - Item {(c); -

Bruce Wilson on 11/19/69 - Item (e); and.
Norman Seidler on 3/19/70 - Item (h).

272 U.S. 476 (1926).

E.g., United States v. Huck Mfg., 382 U.S. 197, 147 U.S. P.Q.

404 (1965). See Milgrim, op. git. supra note 54, at-
Sec. 6.05 [11 (b]l, £n. 10,

Address of Roland Donnem on %/25/69 op. cit, supra note 12,
Item (¢}, 5 "Les Nouvelles™ 32, 34 (1/707.

Ibid.

Dr. Miles Medical Co. w. John D.-Park & Sons, 220 U.5..373
(1%il).

See generally, Milgrim, op. cit. supra note 54,at Sec. 6.05
[2] [b] and Sec. 6.05 [71, tHEEI"Eter being a Te=
print of the MacDonald article ecited op. cit. supra note
64; Also, Costner, PATENT LICENSING TRANSACTIONS,SQC.;“”,”.
7.02 2],

Costner, op. cit. supfa note 58 at p. 7-14.

United States v, MNational Lead Co., 63 F. Supp. 513 (S D N Y.:
1945), aff'd, 332 U.S. 319 (1947);: United States v.:g.ﬂ
General Electric Co., 80 F. Supp. 989 (5.D.N.Y. 1348}
United States V. General Electric, 82 F. Supp.:7537°(D N-J.
1549}; United States v. Timken Roller Bearing Co.,*
F. Supp. 284 (N.D. Ohic 1245}, aff'd, 341 U.S.:593%
{(1951); and United States v. Imperial Chemical” ‘Indus., N

. Ltd.,; 100 F. Supp. 504 (5.D.N.Y. 1951) Final decree: entered.‘
105 ¥. Supp. 215 (S.D.N.Y. 1952). 8See an excellent:dig~- =
cussion of these cases in MacDonald art;cle cit d’_g
supra note 64, at pp. 365-377. b mh

41, 99 U.5.P.Q. 462,466 (D. Del. 1952}, aff'd. on’other
grounds 351 U.S, 377 (1856): See algso, Foundry Services
Inc. v. Beneflux Corp. 110 F. Supp. 857, 97 U.S5.P. Q. 36
(5.D.N.Y¥. 1953), reversed on other grounds,. 206: 2d
214, 99 U.S5.P.Q. 150 {2Znd Cir. 1953).

Address of Richard McLaren on October 16, 1970
note 12, Item (j}.
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" 80. Address of Richard Mclaren, op. git. supra note 62.
8lL. Address of Richard stern on November 16, 1970 and in February -
1971, op. cit. supra note 12, Items (k) and (m). :
B2, Address of Richard Stern on November 16, 1970 op. cit. supra
note 12, Item (k) at pages 1ll~12 of copy of Mr. Stern's
address distributed to participants at conference.
83. 1d. at 12. '
84. Ibid.
85. Id. at 12-13.
86. I1d. at 13.
' 87. 1d. at 10.
88. Civil No. .C-70-852-SAW. The discussion of the complaint
and other aspects of the Westinghouse case is based
on the report which appears in CCH TRADE REGUIATIONS ,
Para. 45,070 {Case 2095), pages 52,756 and 52,757, _
dated 4/27/70 and The Wall Street Journal, dated July 30,
- 1970,. page 1. :
89. general Talking Pictures Corp. v. Western Electric Co., 304
U.s. 175 (1938),. aff'd upon rehearing, 305 US. 124 (1938),
90. E.g., Address of Richard Stern on 9/25/69, op. cit. supra
: note 12, Item {d}: Address of Roland W. Donnem on
9/25/62, op. cit. supra note 12, Item {c) and address ;
of Bruce Wiison on 15713/69} op. ¢it. supra note 12, Item
{e).
9l. A. & E. Plastik Pak Co, v. Monsanto, 396 F. 2d 710 158 U.S.P.Q.
375 {9th Cir.1968}; Aktiebologet Bofors v, United States,
184 p. 24 145, 91 U.5.P.Q. 285 {D.C. Cir. 1951).
92.  Address of Bruce Wilson on 11/19/69, op. cit. supra note 12, It
{e), 5 "Les Nouvelles" 2, 3. .
93. See generally, Milgrim, TRADE SECRETS, Sec. 6.05 / 3 /.
%4. 15 U.5.C. Sec. 14 which reads:

‘"It shall be-unlawful for any person engaged in commerce,
in the course of such commaygs. to lease sy make a4 sale
or contract for sale of goods, wares, merchandise,
machinery, supplies, or other commodities, whether )
patented or unpatented, for use, consumption, or resale
within the United States or any Territory thereof oxr the

_ District of Columbia or any insular possession or other

.3A3-




S bree,
-Bale

¢ the

Camm =7~

THIS IS A PAPZR PRESENTED TO THE PACIFIC INDUSTRIAL
PROPERTY AssociaTion’s SzconD InTeErmATIONAL CONGRESS HELD

‘ther - 3

- AT Wasuiveton, Do C., ow Mav 4 -6,2971, .

To AzprTRaTE OR .TO LITiGATE
' BY J=7zr F. CASSLLA .
,IRECTOR—PATENTS AMD LICENSING
. Hooxer (qemical. CORPORATION -
NIAGARA FALLS. New Yorx

_ T0 ARBITRATE OR TO LITIGATE -~ THAT IS THE QUESTION,
WHETHER 17 IS WISER TO SUFFER THE SLINGS AND ARROWS oF
QUTRAGEOUS FORTUNE THAT GO WITH LITIGATION- OR TO TAKE THE
GUICKER AND EASIER ROUTE THROUGH ARBITRATION ONLY TO FIND

THAT YOU HAVE BEEN COMPROMISED., LET ME TELL YOU.THAT 1 HAVE

Y

PONDERED THIS QUESTION, | HAVE RESEARCHED IT.AND | HAVE TALKED
OUT WITH MANY OF MY BUSINESS AND PROFESSIONAL ASSOCIATES.
I DO ¥OT WANT TO HOLD YOU IN SUSPENSE, 50 I SHALL GIVE YOU

MY CONCLUSION NOW —— THERE IS NO MORE CLEZAR-CUT ANSWER TO.

THIS GENERAL QUESTION, I.E. WHETHER TO ARBITRATE OR TO
LITIGATE, THAN THERE i$ TO HAMLETS. BuT wHAT I cAn Do Is
GIVE YOU SONME OF THE CHARACTERISTICS AND PROS AND CONS
THAT YOU CAN INCLUDE ON EITHER SIDE OF THE LEDGER OF ITEMS . -
THAT YOU SHOULD EVALUATE IN EACH GIVEN SITUATION THAT YOU
ARE TRYING TO ANSWER THIS QUESTION ON. ' '
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] WOULD LIKE TO MAKE A FEW REMARKS ON THE MAIN

WAY ONE MIGHT TRY TO SETTLE DISPUTES. FOR THE MOST PART,
L HILL BE CONCERNED WITH.SETTLING. DESPUTES BETHEEN CORPORATE
PARTIES TO WRITTEN AGREEMENTS WHO HAVE HAD A FALLING OUT

OR A MISUNDERSTANDING ON ONE OR MORE POINTS® THAT THEY

THOUGHT THEY UNDERSTOOD BETHEEN THEMSELVES WHEN THEY- STGNED
“uP,. MOST OF MY EXPERIENCE HAS BEEN IN PATENT AND/OR KNOW-HOW

AGREEMENTS BETWEEN TWO COMPANIES, USUALLY REASONABLY LARGE-

SIZED CORPORATIONS WHO HAVE ACCESS TO THE FULL LINE OF

SKILLS AND PROFESSIONAL SERVICES NECESSARY IN NEGOTIATING

AND WRITING UP THE DEAL. AND USUALLY THESE HAVE BEEN CALLED
UPON AND USED IN MOST OF THESE NEGOTIATIONS AND AGREEMENTS.
 NOW EVEN IN THESE CASES, WE HAVE HAD MISUNDERSTANDINGS
IN SPITE OF ALL THE TALENT AND EFFORT THAT HAD BEEN USED
IN TRYING TO COME UP WITH A GOOD WRITTEN STATEMENT OF THE
AGREEMENT.
WHEN A MISUNDERSTANDING ARISES BETWEEN THO SUCH
PARTIES: THEY USUALLY TRY TO SEYTLE SUCH DISPUTES AMONG
THEMSELVES BY THE SIMPLE AND STRAIGHTFORWARD APPROACH OF
_GETTING TOGETHER ~= AND OFTENTIMES OVER LIQUID REFRESHMENTS --
AND TRYING TO RESOLVE THE PROBLEM. THIS IS THE WAY TO DO
IT. THE PROBLEM I$ WORKED OVER AND SATISFACTORILY WORKED

-QUT AND OUT OF THE MEETING COMES AMENDMENT I OR SUPPLEMENT A
~ SIGNED AND ATTACHED TO THE MAIN AGREEMENT -= AND ALL GOES WELL,
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BUT WHEN TWAT SIMPLE “DO 1T YOURSELF” SETTLEMENT.
APPROACH DOESN'T WORK AND THE PARTISES STILL HAVE A

'QONSﬁLENIEDUSfDESIRE$TQwNAKE.ANNAMICABLEMSETTLEMENTWBUi:Wﬁcu"'
ARE STILL HAVING TROUBLE UNDERSTANDING EACH OTHER'S POINT
F VIEW. THEY CAN ENGAGE THE GOOD OFFICES OF A FRIENDLY
POWER, THAT 1S A MEDIATOR. .TO HELP THEM.OUT.- MED{ATION:IS;
THE PROCESS FOR BRINGING ABOUT AGREEMENT ORlRECONCILfATION
BETWEEN OPPONENTS IN A DISPUTE. IT.Is A DELIBERATION THAT
MAY OR MAY NOT BE ACCEPTED BY THE CONTENDING PARTIES.. It
IS A PROCESS WHICH INVALVES A THIRD PARTY WHO TRIES TO HELP
THE DISPUTING PARTIES TO HELP THEMSELVES ARRIVE AT A SOLUTION
T0 THEIR PROBLEM WHICH BOTH OF THEM CAN ACCEPT, . -
' MEDIATION IS ALSO A GOOD WAY OF SETTLING DISPUTES., '
ESPECIALLY SINCE ACCEPTING THE SETTLEMENT IS PURELY
VOLUNTARY  BETWEEN THE PARTIES. _ |
My PRESENTATION TODAY STARTS WHERE THE DO-1T-
‘ YOURSELF SETTLERS CANNOT COME TO TERMS. MWHERE THEY HAVE
| REACHED A POINT WHERE THEY.CAN'T DECIDE FOR THEMSELVES ON
HOM TO SETTLE AND A THIRD PARTY MUST DECIDE-FOR'THEM.”
" ARBITRATION AND LITIGATION DO THAT.
 ARBITRATION IS DEFINED BY THE AMERICAN ARBITRATION
AssociaTion AS -- ”TH; REFERENCE OF A DISPUTE BY VOLUNTARY
. AGREEMENT OF fHE PARTIES TO AN IMPARTIAL PERSON OR PANEL .
L OF PERSONS FOR DETERMINATION ON THE BASIS OF EVIDENCE AND
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ARGUMENT. PRESENTED BY SUCH PARTIES.‘ WHO AGREE IN ADVANCE
TO ACCEPT THE DECISION OF THE ARBITRATOR AS FINA[; AND

~~BINDING:" - _
- LITIGATION IS TO MAKE THE DISPUTE THE SUBJECT
OF A LAWSUIT, AND AS WE ALL KNOW, THE DECISIONS ARE ALSO
BINDING ON THE PARTIES, LITIGATION IS HAPPINESS WHEN YOU
" WIN, AND LITIGATION IS SADNESS WHEN YOU LOSE. '
THE MAIN ADVANTAGE OF ARBITRATION OVER LITIGATION
IS THE COST AND TIME SAVINGS TO THE PARTIES.
" A BASIC CHARAGTERISTIC OF ARBITRATION IS IT IS

ESSENTIALLY CONSENSUAL IN NATURE. [T OPERATES BEST WHEN
BOTH PARTIES VOLUNTARILY AND READILY AGREE TO BE SUBJECT

TO ARBITRATION, AMONG THE ADVANTAGES OF ARBITRATING RATHER
THAN LITIGATING IS THE PROCEEDINGS ARE CONDUCTED IN A MUCH -
MORE INFORMAL ATMOSPHERE THAN IN A COURTROOM, THE PROCEZDINGS -
ARE CAPABLE OF BEING MAINTAINED .ON A MUCH MORE CONFIDENTIAL -
BASIS THAN IF ARGUED IN OPEN COURT, FURTHER, 1T IS USUALLY
A MUCH SWIFTER FORM OF GETTING JUSTICE THAN GOING THROUGH
THE LONG AND TORTUROUS PROCEEDINGS IN THE COURTS WHETHER
Tiey BE IN THE UNITED STATES OR JAPAN. ONE OF THE MOST
IMPORTANT CONSIDERATIONS FOR ARBITRATING AGREEMENTS IS

THAT ARBITRATORS "EXPERT IN' THE TECHNOLOGY AND INDUSTRY
o AND EVEN ON THE PATENTS, TECHNOLOGY AND KNOW-HOW SPECIFICALLY.
A © INVOLVED, ARE SELECTED, RATHER THAN JUDGES FROM THE COURTS
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#HO AT BEST ONLY HAVZ BROAD GENERAL KNOWLEDGE OF THE INDUSTRY
AND TECHNOLOGY
THAN WOULD BE HANDED

In

OFTENllhhs INVOLVE MORE COMPROMISE

THE SAME QUESTIONS ARE LITIGATED IN COURT.
ARBITRATORS USUALLY PAY LITTLE REGARD TO PRIOR

THE CONSISTENCY O% RESULTS OF ONE

£ DOWN WHEN
ADDITION.
LEGAL PRECEDENT;
ARBITRATION TO THE OTHER IS ALMOST TOTALLY LACKING,
FORMAL WRITTEN TRANSCRIPT AND

THERE
1S GENERALLY NG DETAILED,
NOT NECESSARILY FOLLOWED IN

RULES OF EVIDENCE ARE
ARBITRATION ALSO ALLOWS FOR LITTLE

£ THE
ARBITRATION, IF AT ALL.
OR NO OPPORTUNITY FOR APPEAL OF THE DECISION EXCEPT IN.

MISCONDUCT OR ANTI-TRUST CONSIDERATIONS

OR PERHAPS IF POOR OR &

CASES OF FRAUD,

{ ' HAVING ERRONEOUSLY BEEN INCLUDED.
IMPROPER NOTICE WAS GIVEN.
A SERIOUS DISADVANTAGE Iy ARBITRATING IS EF'IT“7'M

IS NECESSARY TO COMPEL THE ARBITRATION AWARD TO BE EVFORCED{T;:.fZ
THEN ONE HAS LOST THE REAL ADVAVTAGE'H'

L BY MEANS OF LITIGATION.
GOING THROUGH AN ARBITRATION PROCEEDING,

BY NOT ONLY
BUT ALSO A LITIGATION == AND THIS. OF COURSE, NEGATES MOST
| OF THE ADVANTAGES THAT MIGHT BE ASSOCIATED WITH ARBITRATION
AND THAT 1S WHY IT IS SO IMPORTANT FOR BOTH PARTIES TO
ENTHUSIASTICALLY AGREZ TO ARBITRATION AS THE MEDIUM FOR

, RESOLVING DISPUTES BETWEEN THEM

ARBIIRA OV AMD *HE RESULTS OF I| WELL | B _ S




-ARBITRATION WORKS BETTER WHEN RESOLVING FACTUAL
ISSUES RATHER THAN COMPLEX LEGAL ISSUES BECAUSE THE FACTUAL -
ISSUES CAN BE MORE READILY RESOLVED BY INDUSTRY AND ..
. TECHNICAL-EXPERTS WHO ARE SELECTED AS ARBITRATORS. |
- INSOFAR AS DEALING IN THE SPECIFIC QUESTION,
. THAT IS TO ARBITRATE OR TO LITIGATE.. BETWEEN U, S. AND .
JAPANESE COMPANIES IS CONCERNED, AND ESPECIALLY ON PATENT
AND KNOW-HOW LICENSE AGREEMENTS. THERE ARE CERTAIN
DIFFICULTIES PECULIAR TO INTERNATIONAL LITIGATION WHICH "
_“ARE NOT NECESSARILY ASSOCIATED WITH INTERNATIONAL ARBITRATION,
I THE UNITED STATES--JAPANESE CONTEST. THE DIFFICULTIES ]

IN INTERNATIONAL LITIGATION. INVOLVE DIFFERENCES OF
JURISDICTIONAL REQUIREMENTS AND WHETHER THE RESPECTIVE
COURTS MAYE JURISDICTION OF THE FOREIGNERS INVOLVED.

- THERE 1S UNCERTAINTY ABOUT WHICH LAW WILL BE FOUND T0
"COVER AN INTERNATIONAL CONTRACT UNDER CURRENT CHOICE OF .

" LAW RULES, THERE IS UNCERTAINTY AS TO THE ENFORCEABILITY

1N THE UNTTED STATES OF GOVERNING LAW AND- PROGOROGATION
CLAUSES WHICH HAVE BEEN AGREED TO BY THE PARTIES., THE

. UNCERTAINTY OF. BEING ABLE TO ENFORCE THE FOREIGN JUDEMENTS:
MADE BY THE FOREIGN COURTS IN BOTH COUNTRIES OF THE PARTIES
TO THE AGREEMENT. ' MORE PRACTICALLY. DELAY AND EXPENSE GF

LITIGATION IN THE_UNITED STATES AND THE BURDENS PECULIAR
TO FOREIGN LAWSUITS SUCH AS LACK OF FAMILIARITY WITH THE

3B
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HABITS OF FOREIGN LAWYERS, TRANSLATION OF DOCUMENTS FROM
JAPANESE TO ENGLISH, THE DISTANCE THE WIThESSES HAVE TO

'TRAVEL; THc

AST DIFFERENCES IN TRIAL PROCEDURES AND THE
PROBLEMS INVOLVED IN PROVING FOREIGN LAW. ALL THESE MAKE

LITIGATION OF INTERNATIONAL AGREEMENTS UNATTRACTIVE.

THUS, INTERNATIONAL LITIGATION IS NOT ONLY- PROTRACTED ANDH??HT.
TEDIOUS, BUT ABSORBS EXECUTIVE TIME AND TALENT AND 1S
INORDINATELY EXPENSIVE. FURTHER. LITIGATION BETWEEN PARTIES
ALWAYS SEEMS TO DAMAGE COMMERCIAL RELATIONS MUCH WORSE

- THAN ARBITRATION BETWEEN THE SAME PARTIES ON THE SAME
"~ QUESTIONS AND WITH THE SAME AWARDS.

THE GENERAL CONSENSUS ‘AMONG BUSINESSMEN DEALING
WITH THEIR JAPANESE COUNTERPARTS 1S THAT LITIGATION CREATES
BAD WILL'AND THE SENSITIVITY OF THE PEOPLE INVOLVED s
AGEREVATED S0 THAT THERE 1S A STRONG URGE TO AVOIDING U

LITIGATION AND TO SETTLING DISPUTES BY COMPROMISE - FIRST
ON A DO-I1T~YQURSELF BASIS AND THEN.BY ARBITRATION. . Ry

THE DIFFERENCES IN PROCEDURES BETWEEN ARBITRAilo
AND LITIGATION IN THE UNITED STATES ARE ‘THE pIFFERENcES
BETWEEN THE CoMMERCIAL ARBITRATION RULES OF THE AMERICAN‘
ARBITRATION ASSOCIATION (A COPY OF A 12-PAGE PAMPHLET ON
THESE .IS ATTACHED) AND THE MANY VOLUMES OF LAW IN THE Rt
UNiTED STATES INCLUDING THE rEDERAL Ruies oF CIviL PROCEDURE
PLUS THE CONSIDERABLE BODY OF JUDGE-MADE LAW IN THIS
COUNTRY COVERING THESE POINTS.
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THE PROCZDURES FOR ARBITRATION IN JAPAN ARE
GIVEN IN THE ATTACHED PAMPHLET ON COMMERCIAL ARBITRATION

RULES BY THE JAPAN COMMERCIAL_ARBITRATIQHWﬁ§SQCLAILQN@@@
AND ] SURMISE THERE IS AN EQUALLY LARGE BODY OF LAW AND
LAWBOOKS IN JAPAN RELATED TO THE PROCEDURES FOR LITIGATION

THERE., - —— _
THUS, THE PROCEDURES FOR ARBITRATION ARE

CONSiDERABLY MORE SIMPLE IN BOTH THE UNITED STATES AND.
JA#AN'THAN THE CORRESPONDING PROCEDURES FOR.LITIGATION.

_ IN ORDER TO FURTHER EVALUATE THE QUESTION'TO
ARBITRATE OR TO LITIGATE., IT IS IMPORTANT TO TALK ABOUT
"ENFORCEMENT OF AWARDS MADE BY AREITRATION.

THE ENFORCEMENT OF.ARBITRAL-AGREEMENTS OR AWARDS
PRIMARILY BETWEEN UNITED STATES AND JAPANESE COMPANIES IS
PROVIDED pr BY VARIOUS FACILITIES. THERE ARE SEVERAL
PROVISIONgﬁINITHE LAWS  OF EACH COUNTRY. THERE ARE TREATIES.

"OR CONVENTIONS SIGNED BY BOTH THE UNITED STATES AND JAPAN,
AND THERE ARE PRIVATE ARRANGEMEWTS BETWEEN THE JAPANESE
AND AMERICAN ARBITRATION ASSOCIATIONS. ALL OF WHICH CAN B
BE USED 70 FACILITATE THE ENFORCEMENT OF ARBITRATION CLAUSES
AND AWARDS. | '
‘ | FIRST, THE TREATY OF FRIENDSHIP, COMMERCE AND

~ NAVIGATION BETWEEN THE UNITED STATES AND JAPAN WHICH WAS

" CONSUMMATED ON.APRIL-Z}'1953 (4 UST anp 01AZ0G3), anp




WIICH OFTENTIMES IS REFERRED TO AS THE FCN TREATY. 18
FEFFECTIVE LAW 1§ BOTH COUNTRIES INSOFAR As 1T APPLIES T0

MBITRATION, THIS TREATY PROVIDES THAT ARBITRAL CONTRACTS
SHALL NOT BE UNENFORCEABLE MERELY ON THE GROUNDS THAT THE
ARBITRATORS OR PLACE OF ARBITRATION ARE FOREIGN, THUSJ~
IT IS LEFT TO THE PARTIES TO. AGREE ON THE PREVAILING LAW
MD IF THEY HAVE NOT CONTRACTED ON THIS, THE JAPANESE LAW
0R THE FEDERAL LAW OR THE STATE LAW IN THE UNITED STATES
HICH GOVERNS THE ARBITRATION AGREEMENT WILL BE USED, AND
IT CAN BE ‘USED TO EITHER GET AN ORDER TO ARBITRATE OR TO
| RESULT IN THE DISMISSAL OF A LOCAL SUIT OR TO RESULT‘fN A
| STAY OF SUCH LITIGATION:OR TO ENJOIN A SUIT IN ANOTHER

SECOND, THERE ARE ARZ!TRATION PROVISIONS IN THE
- eanese CrviL PROCEDURﬁ Cope, PARTI CULARLY IN ARTICLES
785 THROUGH 805, AND ARBITRATION STATUTES ARE IN UNITED .

§ SrATES FEDERAL -LAW, PARTICULARLY IN VOLUME S OF THE UNITED
'ﬁ States Cobe, Sections 1 THrousH 14, ALso, THE UNITED
 f5STATEs UniForm CommMERcIAL CoDE, WHICH 1S USUALLY REFERRED
'f Y0 IN THE UNITED STATES BY THE INITIALS UCC. Makes some

} PROVISION FOR HAVING UNIFORM ARBITRATION STATUTES IN THE
_f SEVERAL STATES THAT ENACT IT. AND THESE ARE IMPORTANT..

J PARTICULARLY IN SALES AGREEMENTS.




- 10 ~

" THE JAPAN--AMERICAN TRADE ASSOCIATION AGREEMENT
ENTERED INTO BY THE JAPANESE COMNERCIAL ARBITRATION

-ASSOCTATION--CJCAA)~AND-THE-AMERFCAN-ARBEFTRAT T ON- AssoczArlov

(AAA) 1N 1952, 1S A MAJOR AND SIGNIFICANT AGREEMENT, EVEN
_ THOUGH THIS AGREEMENT IS A PRIVATE AGREEMENT.AND DOES NOT
HAVE THE FORCE OF LAW, IT PROVIDES?RULES OF PROCEDURE
" FOR ARBITRATION IN EITHER COUNTRY WHEN THE PARTIES INCLUDE Iy
THEIR CONTRACTS A STANDARD CLAUSE WHICH INCORPORATES THE
ASSOCIATION RULES. A COPY OF THE 1952 ABREEMENT BETWEEN
THE JCAA AND AMA 1S ATTACHED, AND A SAMPLE OF A STANDARD
"CLAUSE TO INCORPORATE 1S GIVEN IN THAT ATTACHMENT,
' “THERE ARE MODEL ARBITRATION CLAUSES UNDER STUDY
BY %HIS'PANEL, AND ] BELIEVE THERE WILL BE A MODEL
ARBITRATION CLAUSE PROPOSED FOR INCLUSION IN OUR AGREEMENTS,
AMONG THE MORE IMPORTANT FACILITIES FOR
ENFORCEMENT OF ARBITRAL AGREEMENTS AND AWARDS BETWEEN THE
UNITED STATES AND JAPAN Is THE UNITED NATIONS CONVENTION
ON RECOGNITION AND ENFORCEMENT OF FOREIGN ARBITRATION _
AwARDS, THIS TREATY JAPAN ACCEPTED AND RATIFIED IN 1961
aND THE UNITED STATES JUST ENTERED AND RATIFIED IT DURING
1970 so THAT IT BECAME LAW BY JaNuary 1, 1871 IN ouR
COUNTRY. A COPY OF THIS TREATY, AND A coPY oF UNITED
STATES PuBLIc LAwW.91-368 IMPLEMENTING IT, AND A LIST OF
THE COUNTRIES WHO ARE PARTY TO IT, ARE ATTACHED.

3B
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THIS NOW MAKES IT MORE CERTAIN fHAN'EVER IN THE

§ PAST THAT AGREEMENTS TO ARBITRATE DISPUTES WILL BE.AS

4TS,

EFFECTIVE.ABROAD AS THEY HAVE BEEN AT‘HOME; AND OUR FOREIGN

§ PARTNERS CAN HAVE RENEWED CONFIDENCE IN AWARDS TO BE
'} ENFORCED HERE IN THE UNITED STATES OF AMERICA,

ENFORCING ARBITRAL AWARDS UNDER THE FOREGOING
AGREEMENTS, TREATIES AND LAWS, AND STILL OTHER RULES AND
'REGULATIONS EMBRACED WITHIN BOTH OF OUR COUNTRIES' STATUTES

& AND PRECEDENTS SEEMS TO BE BECOMING EASIER AND MORE DEFfNITE;'

THe TREND 1S TOWARD MORE SUCCESSFUL ENFORCEMENT BEING
REALIZED, .
-IN THE UNITED STATES., OUR 50 STATE JURISDICTIONS

4 HAVE SPLIT INTO THO GROUPS, ONE WHICH THE MOST RECENT

SURVEY AVAILABLE TO ME SHOWED 27 STATES HAVING WEAK
ARBITRATION FACILITIES IN THAT THEY FCLLOW MQRE THE COMMON
LAW DOCTRINE 7O THE EFFECT THAT GENERAL AEBITRAL AG?EEMENTS:.'
LOVERING FUTURE DISPUTES ARE REVOCABLE BY THE PARTIES AND .
UNENFORCEABLE IN COURT. [HESE STATES ON LAST COUNT -

4 IvctuDED ALABAMA, ALASKA, ARKANSAs, COLORADO. DELAWARE.
1 Gzorc1A, “IpaHo, Inp1aNA. Iowa, Kansas, Kentucky, MAINE,

fiss1ss1ppI, Missourl. Montana. Nesraska, New HMexico.
fortH CAroLINE, NorTH Dakova, OxtaHoma, SoutH CAROLINA, -
Soutsi DakoTA, Tennessee, UtaH. Vermont, VIRGINIA AND WEST

1 VirGINIA. THE OTHER 22 STATES AND THE FEDERAL JURISDICTION
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COURTS IN THE UNITED STATES BY MODERN STATUTE HAVE MADE

ARBITRAL CLAUSES ENFQRCEABLE. INCLUDING FOREIGN ARBITRATION,

" FLORIDA. HAWAII, ILLINOIS. LOUISIANA, MARYLAND, MASSACHUSETTS.

MicHisaN, MinngsoTA, MNew HawpsHIRe. New JErsey, New York,

‘0H10, OREGON, PENNSYLVANIA, RHODE ISLAND, TEXAS, WASHINGTON,

Wisconsiy AND WyoMING. OF THESE, SEVERAL HAVE WITH VARYING
CHANGES ADOPTED THE UNIFORM ARBITRATION ACT oF 1956
SUPERSEDING THE PRIOR UNIFORM AcT oF 1926, New YORK STATE
BEING INCLUDED AMONG THOSE ADOPTING THE NEWEST MODERN
VERSION, o ' |

THUS, THE TREND 1S QUITE APPARENT THAT THE STATES
ARE LEANING TOMARDS ADOPTING LAMS 7o MAKE ARBITRAL CLAUSES
MORE ENFORCEABLE, '

WHEN ONE LOOKS AT THIS TREND WITH THE RECENT
SUGGESTION OF THE CHIEF JusTICE oF THE UNITED STATES
Surreme COURT, R, BURGER, WHO RECENTLY URGED THAT MORE
USE OF ARBITRATION MUST BE MADE TO HELP MINIMIZE AND CUT
bOWN:THE BUILDING UP OF THE BACKLOG OF LAWSUITS IN OUR
COURTS, [T ‘SEEMS THAT-WE CAN EXPECT ARBITRATION TO BECOME
MORE IMPORTANT FOR AMERICAN COMPANIES BOTH IN THEIR
DOMESTIC AND ESPECIALLY IN.THEIR FOREIGN AGREEMENTS,

R
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- INSOFAR AS PATENT AND KNOW-HOW AGREEMENTS ARE .

ONCERNED, THERE IS A_SERIOUS. QUESTION CINCTHE.UNITED.STATES
" ON WHETHER THE VALIDITY OR INFRINGSMENT OF A UNITED STATES
PATENT IS AN ISSUE THAT CAN BE ARBITRATED UNDER THE LAWS

OF OUR COUNTRY. RECENTLY, AND ONLY AS A SIDE ISSUE IN AN
INPORTANT PATENT LITIGATION. BECKMan INSTRUMENTS, INC.
AGAINST TECHNICAL DEVELOPMENT CORPORATION (167 ISP 10);
THE COURT OF APPEALS FOR THE /TH CIRCUIT FOR THE UNITED
STATES QUESTIONED WHETHER PARTIES TO AN AGREEMENT ARE
PERMITTED TO ARBITRATE A CONTROVERSY INVOLVING. INFRINGEMENT

OR VALIDITY OF A PATENT. THE COURT RECOGNIZED THAT THE

PARTIES IN THE ARBITRATION CLAUSE DID NOT EXPRESSLY PROVIDE

¥ FOR THE ARBITRATION OF PATENT VALIDITY QUESTIONS. BUT THE

'% COURT WENT ON TO -SAY, “MOREOVER, WE ARE IN ACCORD WITH _
i'THE DISTRICT COURT'S VIEW THAT SUCH QUESTIONS ARE INAPPROPRIATE
E FOR ARSITRATION PROCEEDINGS AND SHOULD BE DECIDED BY A =
COURT OF LAW, GIVEN THE GREAT PUBLIC INTEREST IN CHALLENGING
ﬁ?INVALxD PATENTS. LEAR v. Adkins, 395 U, S, 653, 670, 162 -
| USPQ.- 1.8 (1969). As THE DISTRICT COURT SAID: = “THE"

@ECOMPLEX PRINCIPLES OF PATENT LAM WHICH A COURT MUST -

iECONSIDER AND APPLY WHEN DECIDING ISSUES OF VALIDITY AND

| INFRINGEMENT. AFFECT IMPORTANT QUESTIONS OF PUBLIC POLICY

{ D PUBLIC RIGHTS. IN CONSIDERING THE YALIDITY OF PATENT

. CLAIMS, A COURT MAKES DECISIONS CRUCIAL NOT ONLY TO THE
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PARTIES INVOLVED, BUT OF VITAL IMPORTANCE TO THE PUBLIC
GENERALLY.” THERE HAVE BEEN A SERIES OF PRIOR PRECEDENTS

w“LONGQESTABL;SHEDWWHLCHWHADmglmibﬂRwHQLD}NGSTWWHOWEVER?WQLT;;J
: JAMfs A. DOBKIN IN A RECENT ARTiCLE, "ARBITRABILITY OF

PATENT DISPUTES UNDER THE UNITED STATES ARBITRATION ACT”,
(23 ARBITRATION JOURNAL, PAGES 1 THrRousx 17) 1n 1968
ESTABLISHES THE APPARENT COMPATABILITY OF PATENT QUESTIONS

-TO THE ARBITRAL PROCESS, |“"OST RECENTLY; SOME PRACTITIONERSIV

IN THE UHITED STATES HAVE URGED UPON SENATOR McCLELLAN

THAT THERE BE AN AMENDMENT TO THE NEW PATENT REVISION BILL

IDENTIFIED IN THE SENATE AS S$-643 BY THE ADDJTION OF A
PROPOSED SECTION 294 WHICH WOULD CLEARLY HAVE IT MADE LAM

"IN THE UNITED STATES THAT ARBITRATION OF INFRINGEMENT AND

VALIDITY. OF PATENTS SHALL BE A VALID ISSUE FOR ARBITRATION -
WHEN THE PARTIES VOLUNTARILY AGREE TO ARBITRATE. THE
ARBITRATION PROVISION CONTEMPLATED BY NEW SECTIoN 294
WOULD NOT REQUIRE OR COMPEL ANYONE TO SUBMIT T0 ARBITRATION
THESE QUESTIONS, BUT WOULD MERELY PROVIDE THAT THEY COULD
DO SO IN THE 'EVENT BOTH PARTIES. FREELY ENTERED INTO AN
AGREEMENT TO THE EFFECT,

CONSIDERABLE STUDY WILL BE GIVEN TO THIS QUESTION
BY MEMBERS OF THE PATENT BAR AND OTHERS WHO ARE INTERESTED;
ESPECIALLY SINCE THEY SEEM TO BE COMING UP IN THE HEARINGS

'BEFORE SENATOR McCLELLAR’S cOMMITTEE DURING May 11 anp 12,

3B
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IT IS MY VIEW THAT THERE IS A TREND TOWARDS
FAYORIKG. ARBITRATIOI\: TO LITIGATION. AN INTERI\ATIO"JAL

| AGREEMENTS. ROW THAT THE UNITED STATES HAS RATIFIED AND
- 1npLEMENTED THE UNITED HATIONS CONVENTION ON ARBITRATION,
.- | PREDICT A GREATER PERCENTAGE OF OUR INTERNATIONAL '

E AGREEMENTS WILL HAVE ARBITRATION CLAUSES IN THEM. MWE
f'CAN EXPECT ARBITRATION OF PATENT, INFRINGEMENT AND |
f VALIDITY ISSUES TO EVENTUALLY BE RECOGNIZED IN UNITED
L STATES PRACTICE, HOWEVER. I DO NOT FEEL THAT IT WILL

§ HAPPEN WITHIN NEXT WEEK'S REVIEM OF THE NEW
§ PATENT BILL.-
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~ COMMERCIAL ARBITRATION RULES
. OF THE

- JAPAN COMMERCIAL ARBITRATION ASSOCIATION

I. Agrecment of Parties

~ -Section 1. Agreement of Parties. —The parties shall be deemed to
have made these Rules a part of their arbitration agreement whenever,
in the Submission or other written agreement, they have provided
for arbitration by The Japan Commercial Arbitration Association or
under its Rules. These Rules and any amendment thereol shall apply -
in the form obtaining at the time the arbitration is initiated, '

JI. Tribunals

Section 2. Name of Tribunal. —Any Tribunal constituted by the
partics for the settlement of their dispute- under these Rules, shall be
called a Commercial Arbitration Tribunal, hereinafter referred to as
“Tribunal.” :

_ Scelion 3. Administrator. —When parties agree to arbitrate under
these Rules or provide for arbitration by The Japan Commercial Arbi-
tration Association and an arbitration is initiated thereunder, they:
:thercby constitute The Japan Commercial Arbitration Association the
Administrator of the arbitration in accordance with its Rules. The
authority and oblications of the Administrator are limited in the
manncr prescribed in the agreement ol the parties and in these Rules,

Section 4. Director of Tribunals and Tribunal Clerks, — The
administrative duties of the Association may be carried out through
a Director of Tribunals or other officers of the Association, or such
Tribunal Clerks, Committees or Agents as the Association may direct.
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Section 5. Panels of Arbitrators. —The Association shall establish

and _maintain. Panels of Arbitrators and shall appoint Arbitrators

therefrom 'in the man
trators shall hercinafter be referred to as *'Panel Arbitrators'.

Scetion 6. Office of Tribunal. —The general office of a Tribunal
s the headquarters of the Association. The Association, however, may
assign the administration of any arbitration to any branch oflice or to
" a designated Tribunal Clerk.

’

ITI. Initiation of Arbitration

Section 7. Initiation under an Arbitration Provision in a Con-
tract. —Any party to a contract containing a clause providing for
arbitration by The Japan Commercial Arbitration Association or under
its Rules, or any party to a contract containing a general arbitration
“clause, when the parties have agreed, by stipulation or otherwise, to -
arbitrate under the Rules of The Japan Commercial Arbitration As-

. socintion, may commence an arbitration in the following manner:

{a)} By such party giving written notice to the other party of
intention to arbitrate (Demand}, which notice shall contain a
statement setting forth the nature of the dispute, the amount
involved il any, the remedy sought, and

(b} By filing with the Association at any of its'offices two copies
of said notice, together with two {2} copies of the contract
or such parts thereof as relate to the dispute, including the -
arbitration provisions, together with the appropriate adminis-
trative fee as provided in Rule IX, Section 44 and the
Association shall give notice of such fifing to the ather party.

{¢) The party upon whem the demand for arbitration is made
-may, if’ he so desires, file an answering statement in duplicate
with the Association within twenty-gne days after notice from
the Association, in which event he shall simultaneously send
a copy of his answer to the other party. If a monctary claim
is made in the answer the appropriate fee provided in Rule
IX, Section 44, shall be forwarded with the answer to the

o,




Association. If no answer is filed within the stated time, it

wwillbe.assumed . that. the claim-made..is..denied. .. Failure - to o

* file an answer shall ‘ot operate 1o delay the arbitration.

Section §. - Change of Claim. —After filing of the claim, and
answer if any, if cither party desires to make any new or different
claim such clain shall be made in writing and filed with the Tribunal
Clerk and a copy thereol mailed to the other party, who shall have
a period of twenty-one days from the date of such mailing within
which to file an answer with the Tribunal Clerk.

Iowcever, after the Arbivrator is appointed no new or :.hl'"crv.‘ut
claim may Dbe subnum.ci to him except with the consent of the -
Arbitrator. | S

cction 8. Initintion under a Submission. —Parties to any existing
disputc may commence an arbitration under these Rules by fling at
any oflice of the Association two (2) copies of a written agreement 1o
arbitrate under these Rules, signed by the parties, containing a state-
ment of- the matter in-dispute, -the amount -of ‘money involved, if any,
and thc remedy sought, together with the approprntc 1dm1mstramc
fee as provided in Rule I\ Section 44, PR

Section 1. Fixing of Locality. —The partics may mutua!!y“"agrcc
on the locality where the arbitration is to be held. If the localityis
not designated in the contract, or il within seven days from the date
of filing the Demand, the parties do not notily the Association' of :
such dcsxrrmt:on, the Association shall have power to dctcrn ; the.
locality and its decision shall be final. : B

iV. Appointment of Arbitrater

Section 11. Qualifications. —No person shall serve asan Arbitrator’
in any arbitradon if he has any financial or personal mtmcst m “the
reswdt of the arbitration, unless e parties, In wnnnq :
disqualification. -

Scction 12, Appointment from Panels. —If the parties’ have not
appointed an Arbitrator and have not provided any otlier: method - of
appointment, the "Arbitrator shall be appointed ip .the: following
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manner: Immediately alter the fling of the Submission or copy of a
Demand, as required under Rule I, the Tribunal Clerk shall submit

B simultancously 10 cach party to the dispute, an identical list of names
“of persons chosen from the Panels. Each party to the dispuie shall

¢ seven days from. the date ol the_malling.of.such-lists.in..which-tg-~

~examine the list, ¢ross off any names to which lie objects and number
© the remaining pames, indicating the order of his prefercnce, and

rcturn the list to the Tribunal Clerk. When any party or both parties
fail to return the list within the time specified, all pegsons named.
thercin shall be deemed accepiable. From ameong the persons who
have been. approved on both lists, and in accordance with the
designated order of mutsal preference, if any, the Tribunal Clerk shall
invite the acceplance of an Arbiteator to scrve. If the parties fail to
agree upon any of the persons nained, or if those named decline or
are unable to act, or if for any other reason the apnomtmcnt cannot
be m’\dc from the submitted lists, the .Association shall have power
to make the a ppomtmcm from other members of the* Panels without
the submission of any additional lists.

Section 13. Direct Appeinumcent by Partics. —If the Submission or

other agreement of the parties names an Arbitrator or_specifies any .
~diveet method by which an Arbitrator is to be appointed, that designa-

tion or mecihod shall be followed. The notice of appointment, with
name and address of such Arbitrater, shall be filed with the Tribunal
Clerk by the appointing party. Upon the request of any such ap-
pointing party the Tribunal Clerk shall submit a list of members of
ihe Panels from which the party may, if he so desires, make the
appointment.

IT the Submission or other agreement specifies a penod of time
within which an Arbitrater shall be appointed, and any party fails
to make such appeintment within the period, the Asseciation shall
have power to make the appointment. . .

*If no period of time is specified in the Submission or other
agreement, the Tribunal Clerk shall notify the parties to make the
appointment, and if within seven days thercalter such Arbitrator has
not been so appointed, the Administrator shall then have power to
make the appointment,
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Section M. Appeinineat of  Additional  Arbitator by Named
Arbiteivois, —If the partics have naiued their Arbiteators or cither or
boih of them have been named as provided in Section 13, and have
authorized such Arbiirators 10 appoint an additional Arbitrator within
a speeificd time and no appointment i3 made within such time or any

“anrced extension :hcrco{', the partics; under these Rules, authorize the
Association to appoint such additional Arbitrator  who shall act as

Chairman. S
If no period of time is specified by the parties within which such

AriitrtersTare-torar qmmt an-additional ~Arbitratory-a-period - of ~seven:

et 72‘9/—4’,1 ’f{é/ 77 (/

/

~——2> Seetion I35, Designation of Number of Arbitr':to/ and ‘Selection

"'(; ¢iten
Cther \ timni:.
ot speciiy the number of Arbitratwrs,
determined by sole Arbitrdtor, while, if the agreecment

number nf-e\rmll.alu:::. then that number simll be obscrved.

Arbitrator or the third Arditvutor shall, upon the request of ul.‘

to the dispute, be chosen from among the nativnals of a cou.ur) o.l-'

that of any one of the parties. 3 B 1

days from the date of thic appointment of the named Arbitrator last
apnoinied, shall be allowed for their appointment of the additional
Arbitrator. In the event of their failure to make the appoinument
within such seven days, the partics, under these Rules, authorize ihe
Associaiion to appoint such-additional Arbitrator who shall act under
the agreement with the same force and cilect as if he had been
appointet by the named Arbitrators and hie shall act as Chairman.
CIf the parties have agreed that their named  Arbitrators shall
appoini the additional Arbitrater from the Panels, the Tribunal Clerk

shall furnish to the named Arbitraters, in the manner prescribed in-

Section 12, a list sclected from the Panels and the appointment of the
additional Arbitrator shall be made as prescribed in such Section.

If the partics have so agreed, in place of such an additional

Arbitrator, an umpire shall be appointcd in the manaer as provadcd
for the additional Arbitrator.

R ey
from Ouher Nationals. —If the arbitration agreeiicnf AC&E oy specily

the nu:?l)c: of Arbitratoers, the dispute shall be heard and détermined

b) oW }\rbumtonﬁ/, while, il the agrecement designates the number.

of Arbitrators, then that number shall be observed. .
in case where one or move Arbitrators shall be appoinied, the sole

Arbitrator or the third Arbitrator shall, upon the. request of - either B
party io Lhc dispute, be chosen from among the nanonaib of' a counl:ry\'- :

-other than that of any one of the pariies.

Scction 16, Notice of Appointiment to Arbitrater and Partics. —

—_5 -
REVISION

(Revised on May A5, 1090%)

15 Desiguation of Number of Arbitrators and Sclection. from

dcs'-i;;natcs P _l_n

In case where one or ‘wore Arhiteators shall be :.:,wm.cd .!c '-ulc

If the arbitration agreeme ut or other agrecment. (.ocs
e chu,m ¢ shall be lu‘ur(l and,‘.‘__-'_
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Notice of the appointment of the Arbitrator, whether appointed by the
partics, or by the named Arbitrators or by the Association, shall be
mailéd to the Arbitrator and to the partics, as the case may be, by
the Tribunal Clerk and the signed acceptance of the Arbitrator shall
be filed with the Tribunai Clerk prior to the opening of the first
hmring Together with such notice .to the Arbitrator, the Tribunal

“Clerk shall enclose a copy of the Rules and call attention to the
requirements of Scetions l and 17 of ihese Rnlcs.

Section 17. Disclesure by Panci Arbltrater of Disqualification. =
At any time of rccci\ing his nolice of appointment, the prospective
Panel Arbitrator is required to disciose any circumstances likely to
" creatc a presumption of bias or which he believes might disqualify
“him as an impartial Arbitrator. Upon receipt of such information,

- the Tribunal Clerk shall immediately disclose it to the parties, who

if willing to proceed under the circumstances disclosed, shall, in writing,
so advise the Tribunal Clerk. If either party declines to waive the .
'pmsumpmc d:sthrcanon. the vacancy thus created shall be filled
in the manner pr escribed in Scction 18. '

Section 15. Vacancics. —If any Arbitrator should resign, die,
withdraw, refuse or be unable or disqualified to perform the duties of
his oflice, the Association shall, on proof satisfactory to it, declare the
office vacant. Vacancics shall be filled in the same manner as the
original appointment was made and the matter shall be- rehcaxd by
the new Arbitrator. .

V. TI'rocedure for Oral Hearing

Section 19, . Time and Place. —The Arbitrator shall fix the time
and place for cach hecaring. The Tribunal Clerk shall mail at lcast
© five days prior thercto notice thereof to cach party, unless the parties
by mutual agrecment waive such nolice or modify the terms thercof

Sccuon 20, chrescntanon by Counsei. —Any party may be re—‘_.
presented by counscl. A party intending to be so represented shall
‘notify the other party and file a copy of such notice with the Tribunal

- -
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Clerk at least three days prioe 1o the date set for the hearing at which
counsel is first to appear. When the initiation of an 'u'bmauon is
madc by counscl, or the reply of the other party is by counsel, such
notice is deemed to have been given.

B OE L 01 2wl ARIN G fua - Stenographic-Record: —The - Tribunal-ewa

Clerk shall make the necessary ‘arrangements, if practicable, for the
taking of a sicnographic record of the testimony whenever such record
is requested by one or more parties.  The requesting party or partics.
shall deposit the estimated cost of such record with the Tribunal Clerk.

Scction 22, Interpreters. —The Tribunal Clerk shall make the
nccessary arrangements for the services of an interpreter upon the
request of one or more of the partics whe shall deposit the cost of
such service with the Tribunal Clerk.

Section 23.  Attendance at IHearings. —Persons having a. direct
interest in the arbitration arc entitled to attend hearings. It shall be
discretionary with the Arbitrator to determine the propricty of the ate
tendance of any otiwer persons. The Arbitrator shall have the power
to lcmmc the retirement of any \\Atness or wltncsscs durmg thc
testimony of other witnesses.

Scction 21.  Adjournments. —~The Arbitrator for good cause shown
may take adjourninents upon the request of a party or upon his own
initiative and shall take such adjournment when all of thc pamcs
agree lncn:tcr. S :

Section 25, Majority Decision. —Whenever there is more than one
Arbitrator, all decisions of the Arbitrators may be by majority vote.”
The award may also be made by majority vore unless the concurrence
of all is expressly required by the arbitration agrccmcnt or by law.._

Scciion 26. Order of Proccedings. —A hearing shall bc opcncd b)'
the filing of the oath of the Arbitrator, where rcquxrcd and: by’ the
-rccorclmg of a Minute by the Tribunal Clerk. The Minute shall set
forth the place, tine and date of the hcaring, the presence . of the
Arbitrator and parties, and counsel, if any, and the reccipt by the |
Arbitrator of the Submission or of the siatement of the . claim, and
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answer i any.  The Tribunal Clerk shall keep as part of the record
a list of the names and addresses of all witnesses.

Exhibits, when offered by cither party, may be received in evidence
by the Arbitrator, and when so received shall” be numbered by the
Tribunal Clerk and made part of the record.

The complaining party or his counse! shall then preseat his claim
‘and proofs and his witnesses, who shall submit to questions or other
examination. The defending party or his counsel shall then present
fiis defense and proofs and his witnesses who shall submit to questions

»or-other-examination.—The.Arbitrator.may.in. his..disceetion..vary.. this
_nrocedure but shall aflord {ull and cqual opportunity to all parties for
the presentation of any material or relevant proofs.

Scciion 27.  Arbitration in the Absence of a Party. —Unless the
Taw provides 1o the contrary, the arbitraiion may proceed in the absence
~of any party, who, after duc notice, fails to be present or fails to
obtain an adjournment. An award shall not be made solely on the
‘default of a party.. The. Arbitrator shall require the other party to
~.submit such evidence as he may require for the making of an award.

.. 8ection 28, Dvidence. —The partics may -offer such evidence as
“they desire, and shall preduce such additional evidence as the arbitrator
may deem necessary ‘to an understanding and determination of the
dispute. When the Arbitrator is authorized by law to subpoena wit-
Messes or documents, he may do so upon his own initiative or upon
the request of any party. The Arbitrator shall be thce judge of .the. .
‘relevancy and materiality of the evidence offered and conformity to
icgal rules of evidence shall not be necessary. All evidences shall be
taken in the prescuce of all the Arbitrators and of all the parties
except where any of the parties is shsent in default or has waived his

right to be present.

Seetion 20 Dwvidence by Affidavit and Tiling of Documents. —The
Arbitrator may rcceive and consider the evidence of witnesses by
allubivil, ;

All documents not filed with' the Arbitrator at the hearing, but

which are offered at the hearing or subscquently by agreement of the
parties, shall be filed with the Tribunal Clerk for transmission to the

- § -
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Arbitrator.  All partics shall be alforded opportunity to examine such
docuincnis. : : :

Seetion 30, Inspeclion or Invesiigation. —Whenever the Arbitrator
deems it nc\_msn} to make an inspection or Investigation in connection S

. with the arbiiration, he shall direct ilie Tribunal Clerk to dvise the
partics and obtain their consent in writing before such  inspection or
investigation may be made. The Arbitrator shall set the time and
the Tribunal Clerk shall notily the parties thereof. Any party who so -
desires may be present at such inspection or investigation. '

" Secction 31,  Conscrvation of Property. —The Arbitrater, with the

consent of the parties, may issuc such erders as may be deemed necessary

safeguard the subject matter of the arbitration, without prejudice to
~the rights of the parties or to the final determination of the dispute.

Section 32, Closing of Hearings. —The Arbitrator shall specifically.
inquire of all partics \\hctncr they have any furdher proofs to offer o
or wimcs.scs to be heard. Upon receiving negative replies, the Arbi.
trator shall declare the hearings closed and 2 Minute thercol shall be .-
recorded.  If Dricls are to be filed, the hearings shall be . declared
clesca as of the fnal daie sct by the Arbitrator I'or the receipt of the
briefs. Il docamienis are to be filed as provided in - Section 29 and the™:
date sct for their receipt s later than that set for the receipt of Lriefs,
then such later date sha!l be the date of closing the hearing.  The =7
tinie limit within which the Arbitrater is required to make his award™ - -
shall commence io run, in the absence of other agreement by thc--f';,'
partics, vpon the closing of the hearings. S :{- ;

ey

Scetion 33. Reopening of Hearings. —The hearings may bc ‘re-.
opened by the Arbitrator on his own motion or upen application of a
party for good causc shown, at any time before the award is made.
If the reopening of the hearings would prevent the making of thc
caward within the time .garcco upon by the parties hearings snall no
be rcopcﬂcd unless the parties agrec upon the extension of such time
limit. When hearings arc rcopcncd the ellcctive date of closing 't

hicarings shall be the date of cmbmg the reopened hcarmgs.




Vi, D’rocedure for nther than Oral Hearings

Section 31. Waiver of Oral ITearing. —The parties by written

_agreement may submiit their dispute to arbitration by other than oral, °

hearing.  The arbitration shall be conducted under these Rules, e\ccpt
such pro\mnm thercofl as arc inconsistent with this Rule.

If mo method is specified by the p'\rtlcs, the Tribunal Clerk shall
notify the parties to present their prools in the following manner:

* The parties shal! submit to the Tribunal Clerk their respective con-

tentions in writing, including a statement of facts duly . shown 1o,
together with such other proofs as they may wish to submit. These
statements and proofls may be accompanied by written arguments or
bricfs.  All documents shall be submitted within seven days from the

date of the notice to file such statement and proofs in such number

of copies as the Tribunal Clerk may request.” The Tribunal Clerk
shall forthwith transmit to. each party a copy of the siatement and
proofs submitted by the other party. Each party may reply io the
other's statement and proofs, but upon the failure of any -party to
make such a reply within a period of seven days after the mailing of
such documents to him,-he shall be deemed to have waived the right
to rcpl) .

The Tribunal Clerk shall then transmit all proofs and documents to
the Arbitraior, who shall have been appoinied in any manner provid-
edd for in Rule IV. The Arbitrator shall have ten days from the date

of their mailing or delivery to him within which to request a pariy or
- parties to produce additional proof. The Tribunal Clerk shall notify

the partics of such request and the party or parties shall submit such
additional proof within seven days from the date of the mailing of such
notice. | The Tribunal Clerk upon receipt thercol shall forthwith trans-

~ mit to cach party a copy of the additional statement and proofs sub-

mitted by the other pariy. Pach party may make reply to such state-

‘ment and proofs, but upon the failure of any party to make such a

reply within a period of scven days after the mailing to him of such

documicais, he shall be deemed to have waived the right to reply.
Upon mailing or delivery to the Arbitrator of all documents, submit-

ted as provided above, the arbitration shall be deemed closed and the
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time limit within which the Arbitrator shall make his award shall
begin to run,

' Special Provision

Section 33.  Waiver of Rules. —,\ny party who p“ocecds with the
arbiiration alter knowledge that any provision or requirement of thesc
~Rules has not been complied with, and' who fails to state his ob_;ccuon '
thereto in writing, shall be deemcd to have waived ms right to object.

Scciion 36. Exténsions of 'Iamc. —The partics may modify any
. period of time by mutual agrecment. The Association for good cause

may cxtend any pesiod of time cstablished by these Rules, except the
time for making the award. The Association shall notify the pnrms_
of any such extension of thme and its reasons therefor.

Sectian 37.  Serving ol Notices. —Each party to-a Submissien or
other agreement which provides for arbitration under these Rules shall
be deemed o have conseated and shall consent that any papers, notices’
Or process niccessary or proper for the initiation or continuvation of an
- arbitration under these Rules and for the entry of judgement on any
“award made thercunder may be scrved upon such party {a) by mail
addressed to such pariy or his attorney at his last known address or
(b) Ly personal service, within or without the country wherein the
arbitration is 10 be held ;- provided that reasonable opportunity to be
heard with regard thercto has becn granted such party.

VIII, The Award
Section 28.  Timie. —The award shall be readercd promptly and,
than thiriy days from the date of closing the hearings, or if oral hear-

statemcents and proofs to the Arbitrator.

signed cither by the sole Arbitrator or by a majority if there be more
than one. :

—1—

unless otherwise agreed by the parties, or specified by law, not later

ings have been waived, then from the date of transmitting the final o

Section 30, Form. —The award shall be in writing and shall be "




Seetion 0.  Scope. —The Arbitrntor, in his award, may grant any
remedy or relie] which he deems just and cquitable and within the
scope of the agreement of the parties. including, but not limited to,

1

specific performance of a contract.  The Arbiteator, in his award, may

_assess_ arhiiration fees and expenses in favor of any pary or of the

Administrator.

Section 41.  Award upon Settlement. —If the parties setde their diz-
pute during the course -of the arbitration, the arbitrator, -upen their
request, may- sct forth the terms of the agreed scttlement in an award.

Section 42, Delivery of Award to Parties. —Partics shall accept as
legal delivery of the award {a) the placing of the award or a truc
copy theveof in the mail by the Tribunal Clerk, addressed to such
party at his last known address or to his attorney, or (b) personal -
service of the award, or {¢) the filing of the award in any manner
which may be prescribed by law,

Section 43 Notice of Compliance. —The Tribunal Clerk, for the
purpose of closing the record, may request either party to notify the
Administrator of compliance with the award.

IX. Fees and Dxpenses

" Seciion 41,  Adminisirative Fees. — An administrative fee in the
amount prescribed in the following schedule shall be paid o ihe
Tribunal Clerk -ai the time of initating the arbitration. When a
demand for arbitration is filed the [ull initial fez covering the share
of both the claimant and the answering party shall be advanced by
the claimant, subject to final apportionmient by the Acrbiwrator in his
‘award. _ .

When a Submission Agrecment is filed the full initial fee covering
the share of both partics to the agreement shall be paid by the filing
party subject to apportionment by the Arbitrator in his award. A

T Wihen a matter s withdrawn or setiled subsequent to the filing.
cof a demand for arbitration or of a Submission Agrcement, and notice
of such scitleinent is given the Association 46 hours or more before
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there shall be a partial .
refund of the fee in accordance wiih the schedule in paragraph (C) of
this Seciion, -

the {irst hearine

far x

e hour and date se:
In scitled cases any apportioniment of the initial fee paid
by the claimant must be made by the parties themselves. The Associa-
“tiorwill relund-only - as-presertbed-in-this-schedulew e oo
Sclicduie of Adminisirative Fees. —
The fee for each party is based upon tae amount of the ciaxm as

disclosed when the arbiiration. is n:..mcd .md the fees for both parties
shall be advanced by ihe filing party:

(A}

11398 for each party of the amount mvolvud up 10 SIO 000 ;
the minimum fee Jor each party, no part of which is rexundablc.
is $25.00;

plus 13 for each party of the amount involved in excess of §$10, 000
1o $23,000; ' :

plus 1384 for each party of the amount involved in excess of 825.000
to $100,000; : -

plus ¥ 9% for caci p-my of the amount involved . in exciss: of\ C
$ 160,000 to $200,000; e

plus %% for each party of the amount involved in €XCesS, of’
- §200,000. '

{Fayments will be made in equivaient Japancse-Yen currency.) 4
When a claim s disclosed in the answer, or -if an increased claim
3s filed later by cither party, an addidonal fee shall be paid at the’
time of filing in accordance with the above scheduie for both pariic

by the party making such claim. o
Where no amount is involved or where the amount is not disclosed ;3
Initial Fee for cach pany (Fees for both parties to be ad\':mccc_l ‘

by the ﬁlmg party) : ' R
$100.060 subject (a) to 1(‘Justmcm with the .;dmmxstrato.,

r (b} to adjustment In accordance with preced.

ing scheuule if an amount is subscqucmiy

dﬁC]OSCd

}'ccs for Sccond and Subscguent MHearings:— . : _
Each -party shall p:\}-30° f the Initial Fee but in no event
more than a maximum of 830 ¢0. :
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Pustponement Fee:—
$10.04 payable anly by pariy causing adjournment of hearing
duly ealled by notice or as the Arbitrator may dircct.

Overtime Iee:— . o
$5.60 per twour payable by each party. Chargeable after 6:00
P. M. wecidays and Saturdays alternoon.

B Apportionment of Fees:— _
1 .

The Arbitrator shall take cognizance of the fecs paid and in his

“gward-shall-allocate-them-cither-in-equal shares.or.in..such _proportion:. - . - - &

as he may deem equitable. . :

The Administrator, in the cvent of proved extreme hardship on
the part of any party. may waive ihe established fees or any portion
thercof. . Co T

(G}  Schedule of Refunds:—

Il a case is settled or withdrawn, and the Association is so notified,
before the list of Arbitrators has been sen: out, all the fecs in excess of

the_minimum fee of  §50.00 will be refunded.

If & casc is settled or withdrawn, and the  Association i3 so notified
after the list of Arbitrators has been seni out, but before the due date
for the return of such list to the Association, 34 of the fee in excess
of the minimum of $30.00 will be refunded.

If & case is scitled or withdrawn after the due date for the return

~of the list of Arbitraters, and the Association is notified of such settle-

ment or withdrawal at feast 48 hours before the daie and iime set for
the hearing, 1§ of the féc in excess of the minimum -of §30.00 will
be rcfunded. _ : '
There will be no refund when a matter is settled or withdrawn
if the Association is not aotified in accordance with the foregoing
rC(]LliTCYHC!'Ilﬁ.

Scciicn 43. Fee when Owal THearings are waived. —When all Oral
Hearings arc waived under Scction 34, the fee shall be the Initial Fee
as determined under Secetion 44 hercof.

Section 46. Expenses. —The expenses of witnesses for either side
shall be paid by the party producing such witnesses. The total cost

3By




of the sienographic record, if any is made, and all wranscripts thercof,
shall be paid by the party ordeging the serviee, unless they shall
otherwiic agree amony themselves.  All other expenses of the arbitra-
tion including required traveling and other expenses of the Arbitrator

and Tribunal Clerk, and the expenses of any witness or the cost of

~any.proofs.produced. at.the.direct request. of _the. Arbitrator,. _shall be .
borne cquaily by the pariies uniess they agree otherwise, or unless
the Arbitrator in nis Award assesses such expenses or any part thereol
against any specificd party or partics. The Arbitrazor may award to
the Association any cxpenses advanced or incurred by it and any fees:
due and remaining unpaid by any party. responsible therefor.

Soction 47. . Arbitrater’s Fee. —If the partics desire to compensate’
the Arbitrator, the compensative shall be fixed by the Association.
Any arrangeinents for the compensation of a Panel Arbitrator shall
be made through the Association and not directly by him with the
partics. ' :

Seelion 48, Deposits. — The Tribunal Clerk may require the
partics to deposit in advance with the Association such sums of money
as he decms nccessary to deflray the expense of the arbitration, including
the Arbitrator’s fee if any, and shall reader an accounting to the
partics and return any unexpended balance, ‘

X.  Intlerpreiation and Application of Rules

Section 4%, Interpretation and Application of Rules. —The Arbi-
trator shall interpret and apply these Rules in so far as they relate to
his powers and dutics.  When there s more than one Arbivater and
a diflercace arises among them concerning the meaning or application
of any such Rules, such dispute shall be decided by a majority votie. -
If that is unobtainable, cither an Arbitrator or.a party’ may refer the
question to the Administrator for fnal decision. All other Rules shall
be interpreted and applicd by the Association. '




THE JAPAN COMMERCIAL ARBITRATION ASSOCIATION

TORYO HEAD OIFICE
The ‘I'o‘,:yd Chamber of Gonuncree & Industry Bldg.
No. 14, 3-chome. Marunouchi, Chiyoda-ku, Tokyo
) Teb.: 211 11, <1803 ‘
Cable Address:  "ARLITRATION"

NAGOYA OFFICLE.

In The .‘\'agoi‘a Chamber of Commerce & Indusiry
No. I, 4-¢liome, Oike-cho, Naka-ku, Nagoya

Tel.: (24l) 1561

OSAKA OFFICE

The International Treade Center Dldg,
No. 2, 2-chome, Tamae-machi, Kita-ku, Osaka
Tel.: 41} 9130

KOBLE OFFICE

In The Kobe Chamber of Commerce & Industry
No. 16, l-chome, Kaigandori, Ikwta-ku, Kobe
Tel.t {39} 6261

YOKOUAMA QITICE

In The Yokohama Chamber of Coinmerce & Industry
No. 11, Nihon Qdori, Naka-ku, Yokohama
Tel.: {20; 3881
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your Agrecms
Fhaiit] A:..".\, you reiy on AAA serv-
ohd you mace upoin the Associniion the resmons
- Mhne. sevvied,. You. wiil . enablo....
AAA Lo enrry oub Mat respon i L eaxinie

g cmc.cr.q' if you advise the Associa-
dy wheaever such a clause is used, and
not wait uniil a dispute arises to inform it of its
responsiviily.

Wien
tion Slause nami

ts an arbi

H
e

-
=

H . C

a“ o,
Sretipun (Manedoe
(S IR i RO

The American Avbitration. Assoziation recommends
the following arbilration clause for insertion jn all
commersial coniracis:

STANDARD ALL

Any contvoyersy or el
10 this cm...ruc‘.. or ach \.i.c‘co;,
shaall Le sc-...!cn by avbitralion aceordance
with the Rules of the Amerjean Arbitratien
Asszocici iOh, and Judpmest upon the award
rendered by the Arbilrator{s) may be eniered
in any Court having jurisdietion thereof.

'RATION CLAUSE
ng out of or

rol

:ernf, dis

M_

the vudessipznal partics, |nu‘1
sul-: L arlile L under the Comn
ArbHralion Iwies of die Aanerican Arbitvation
Associztion the following cm‘.:.rovcrs)': {cite
briefiv), -We i'uh}.m‘ agrce that the above
coniraversy he '=.nm.mcu to (onc) (L.u'ee} Ar-
bitrpiors seleciog fivin ihie nels of Arbitia-
tors o. the :\tr(‘-'l(:‘ut Arbditration Assor
Ve dgriiier agree that we w Aaithiuily ob-
serve this ngreemoni-and e nulos and thas
iy :mv award
rc;:dc:u.d Ly the At ta ,ud"-
meat of the Court having Jurisdiction may be
sentered wpon the svwird.

Al

.agreement of the paxtic

L \BITRATION RULES

Su:uo*t 1. _\G"’" EMENT OF _PARTIES o ThL._____
1 icemied to have made 'these Rinss

..mn agrecment whenever they

L by the An‘cucan Ar-

wer its Rules. These Rules

1 apply in the Jorm

nave prov,d‘. -y
bitruiion Associa ijon or u
i auy a,,;c..c_.mcm thereof
cblsining at ite time the arbitration is initiated.
Seeiion 2, NAME QF TRIUNAL — Any Tribunal
constituted by the parties for the settlement of their
dispute under these nules shall be called the Com-
mereinl Arm..mtm.l Tribunal.
Section 3. ADMINISTRATOR

s — TWhen parties
agren to_arbitrate under uwsc uuics, or when thoy
mrovide for arbitration by the American Arbitration
Assoeiation oml on arbitration initiated ..h_m_e-
unden, thcv ti:ereby co-nsumt-. AAA the adminis-
srator m the arbitration. The authority and obligs-
tions of thie administrator are plcscr'"..d in the
25 and in these Rules. )

Sccliml 4. DELEGATION OF DUTIES — The
duties of the AAA under these Rules may be carried
ou.. through Fribunal Administrator, or such other
oliicers or commitices os the AAA may direct.

Seelivnn 3. NATIONAL PANEL O0F ARBITRA-
T3itS — The AAA shall esteblish and mainiain a
Nationnl Panel of Arbitrators and shall appoint
Arbitrators therefrom as hereinafter provided.

Saction 6. OFFICE OF TRIBUNAL - The genernl
‘office of a Trivanal is the he‘mqum ters of the AAA.
which may, however, asa;gu the administration of
an arbitraiion Lo any of its Regional Offices.

Section 7. INITIATION UNDER AN ARBITRA.
CTION PROVISION IN A CONTRACT — Arbitra-
tiott under an arbitralion provision in a contract may
be initinted in ihe following manner:

{a) The m.L... inz party may give notice to the
other parly of his intention o arnitrate (Demand),
which notice shail contain a statement setting forth
the nature of the dispute, the amount involved, if
any, the remedy sought, and

{b) B filing at any Regional office of the AAA
two (2) copies ol said notiee, togeother with two
{2} copivs of the swhitruiien movisim of the eon-
tracl, terether with the anpropriale adminisbrative
fee as provided in the Administrative Iee Schedule.

The AAA shall give notice of such filing to the
oihier parly. If he so desives, the parly upon wwhom
tho demand for arbitrlion is made may file an
answering statement in ‘duplieate with the AAA
within seven days afler notice from the AAA, in
which event ke shall simullangously send a copy of
h :ms\\c-. 1o the other party. If a monektry claim
is n.m.u. in Lhe answer ..l ¢ approprinte fee mowdc-l
in the Ice Sclicduie shall be forwarded to the AAA
with the answor. If no answer is filed within the
siated time, i will Le assumed that the elaim is
denied. Failure to file an answer shall not operate

o aelay the alba..ntxou.
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Schedute.

a2 copy of

i provideil

within the
“p claim i3
ot opernte

con- *

AAA, in-
bary einim .

the AAA

appoinizd no new ov
u.-onl. e r.'\_,r ‘cu :1.-::11..‘.‘.(::. 10 him except with
Tit.

A ad

o

I any pn

d Aang ihe oLher ',..1'.,5'
JCC:JOH 'J.f".'l‘l('l Wil l.‘|l.‘l "l:‘\"l] (.--\‘3 'I.u,t.r nok lCL 0!.
the reguest, tlie locala siall be the ene requesied.

Seciion 11, 017 ‘L‘H-" ATIONS GF ARBITRATOR
— No prrsen ® 1 RCIVE as an Aunm-lLol‘ in .‘n\'
Lotion il he W oor personad
(o= in the resa itration, guless the
ies, in writing, waive suen aizeualiliention.

Seclion 12, AVPPOINTIENT VRO IPANEL —
1 ihe 1):\!'..1\"-. ST oL a3 poluted an Arbitrator and
methimd of :\p1101.1(|1 ent,
n.. ho 'lnmu'.h‘.u in .l.c foitowi
tely afler the Dlingzof the Demay
o ‘s.m:ms.«mr.. tie AAA U osubmil slimeli *ou:.v
tr the dispiile an 1
5 cun-c.x from the Panel. Fach poarty
R ;nc nm mlo shnll have seven days from fhe mailing
date in whirh Lo cross ofi any names to which he
o3 cct auaber the reninining names md.r.uu-* the
ol nf ]ns -no{u-nncc, and return tie Jist to the
AAA. TP Ay dneg not return ..hc st wit
the time sp" cd, @il persons named therein shail
pe decinend '\cco,n.xh.-‘ I-mm among the persons who
have beon approved on Loth lists, and in accordance
with the rlm o \-\lrfi ondes of m\.unl preference, the
AAA Fiadl iwite the accepinnce of an Arbitrato Lo
serve, 6 the pariies to azxree upon any of the
persons nmined, 6 able Arbilrators are un-
ablle {o aed, o if sy oLlier reason e appoeint-
wehd eannal he n:u'w fron the infidad listz, e
AAA shall lave the power Lo ie the appointinent
fram other nacislieis of the Trnel without the sub-
mission of any add :

24l
Scelion 13, DIRTCT :‘.i‘PG-.\T\lE\T BY PPAR-
TIBG — If the agreement of the 'ﬂri.. ¢S names an
Avhiteator or specifies a mothod of appointing an
Arbitrater, that designaton or method shall be fol-
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) '\1}‘

cnt, with na
..1:\11 e filad v

AAA by U
any Such 2ad
lisi of nicnh
pr.rty may, il hc 50 (.0&11L.,, make the appointment,
tm. agracing 'u. specilics a period of time within
il be appoinled, and oy

Y tc_such appeiniinent within that

siod, the AAA Thall make the 'zrmom..nw: t
I ne-peried. -ol-time.is.specified in the ageement,
tie AN 'L siall '\o.,hy the pariies o m'lnc tHeEn
tmest @nd 1 witaln seven days thereulter sueh
lrnior has not becn so ..p')on..cd the AAA shaJl
make the ﬂwpon‘t.nc: t.
Section 14, AT "‘OI‘\’“'\‘T' T OF NEUTTRAL AR
vy nY .an.Y'JaPPOA\'TL.D ATBITR;\—
G p'\rtxc: have appointed their Ar-
H n.cr or both of them have been
appeinited as provided in Seelion 12, and have aulhe
rized such Arbitvaters to appoint a neulral Arbitra-
tor within n specilied time and no appointment is
ninde wa]nn such time or’ any agreed extension
whereof, the AAA shail appoint a neutral Arbitrator
wio shall act as Chairman.

It no pey jod of umc is 5pcc.f1cd for a ,)poin..mcnt
o; the neatral Avbity tor and the paercs do no- make
tie :\1,,\om.. it \\'1 ain seven days {rom the date of
the ap pointmont of the last party-appointed Avbitra-
tor, the AAA shall appoint such nentral Arh itrator,
who shall act as Chaivman,

If ihe portics have oeweed thot thehr Arbitrutors
shall appoint the neatval Arbitraior from the Panel,
the AAA saall fuwirpish to the naxty-appointed Ar-
bitrators, iu t'nc manner preseribed in Seetion 12, o
list sclcc..r-d fromn the Panel, and the appoinin

o: the nenfeal Avbitvator shall be made as proscribad
in such Scctmu. N
Section 13, WATICNALITY OF ARDBITRATOR

IN INTERNATIONAL ARDITRATION — I one
of the parties iz o nodienal or resident of & con
other than the United States, the sole Aviit
or the newtral Arbitrntor <h1h. upon the reguss
cither parly, be s npo,mcd from: ameng the nati
of a country ofher than that of any of the partics.
Section 16, NUMDBHER OF ARBITRATORS — If
the srbil tion agrecment does not specily the num-
bey of Arbitvators, the dispute slnll be heard and
determined by one Arbitrator, unless the AAN, in

its disciciion, direcis that a "ma..er number of Are

bitrators be appeinted. .
Section 17. NOTICE T0 ARDITRATOR OF 1S
AVPPOINTMINT —— Notice of tihe appoiutment of
the neutral .r\ﬂ)lt ator, whether appointed by ihe
jes or by the A.—\;\ shall he mailed to the
\ bitrator by {the AAA, tn.":ctncr with a copy of
thioae Lgles, and the 51-_"nul accepiunes of the Are
bitrator shall be filed pricr to the openinz of Llic
first hearing. - .
Seelion 1‘; DISCLOSURE BY ARBITRATOR OT
DISQUALIFICATION — Prior to accepiing his ap-
noiniment, the prospaciive Tu-h\-l.’ll Avbitrator shall
d;sc.ase any cireumstances likely to create o pre-
sampiion of bias or which he belioves might dis-
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Zanination, the AAA
ve fee senmduin aund

‘.,mw of velumd <mu be applicnbie.

\‘t"s shail be advanced by the
3, &tibj i apporiion.

“ hep o matler is withdrawn or setiled, the re-
fu' ' r!mu e minde In accordance with the refund
schoduie,

The AAA, In the event of exiveme hardship on
the part o. any patiy, may defer or reduce tie
adminisiralive Jee.

Section 45, V32 WITEN ORAL HIBARINGS ARE
WAV — \ home all Oral Iiearings are w'm'z.d

uncer Sceiion $6 the Adminisirative Fee Schedule .

shait apyly.

Secction 49, EXPINSES ~ The expenses of wite
neszes for either side shali.be paid by the party
producing such wilnesses.

hr- cosl of the smwg:' phie reecord, il any is
made, and all transcripts Lhereof, shall be prorvated
equaily amonz all pawtics erdering copies unless
thny shall othorwise agree and shall be paid for by
the zesponsitle pariies directly to the raporting
ageney,

ATl other exnenses of the arbitealion, incduding
and other expenses of the Are
iuater and of AAA reprecentatives, and the ex-
penzes of any wilhess or the cost of any prosis
’i:'ur}uccd ad the diveet request of the Arbitrator,
saall be bovie equally by e pariies, unlesy they
agree otherwise, or unicss khc Arbitrator .in his
4\\\‘ud ABFTEFOS Woexpenses or any part thoreof
azainsh any specified ]:'\rly or .pariies.

Section 50 ARBITRATORS FED — ‘-mmb‘.rs,'of
the Natfoaal i el of :\r mmmr.‘ sorve withoud fee
in eommmieicinl arbitrations. Tn prolonged orin spccml

cases the pariies mny agree to the payment of a fee. -

-Any arrang \,mcn..s i'or the compcns-\tmn of o
neutral Arhitrator sh he made through the AAA

Lt
~and nef givectly by lnm with the paviies.

Section 1. I)]n‘Oﬁi'lS — Tie AAA may require
the pariies Lo deposil in advanee such suins oi
money as it deeins necessaty to defiay the c\pcnsc
of the avbitralion, including the Arhitrator’s fee if
an:

Seclion 52, INTERDPDETA
TION G RULES -—.’3 hc :\l'mm‘ator saail interpret
and ..pp]y +hese Rales insorar as Loy relate to his
powers and duucs When thero is more than oue
Arbitrator and a dilference arisea among them con-

10

angt shall render an ::ccopnting to the parties .
Cang relurn any unexpomiod baianee.

TION ARD APPLICA-

i ap,:lu,.m.wn of uny t.u.n

cerning the rrl.zmm;:
Ruies, it shall be deeided by & majority voie I lint
is guobininnble, either un Arbilrator or o parly muy

refer the guestion io the AAA for firal declsion, All
other Ru.cs shall be interpreted and applicd by the
AAA,

LHSTRATIVE.FIE.SCHEDULE.
The administrative fee'of the AAA is based upon
the amouni of cach claim as disclosed when the -
claia is filed, and is due and payable at the time

of I sing,

Amount of
Claim- I

Up to $10,000 : 3% (minimun $50) )

$10,000 1o $25,000 $300, plus 2% of ‘excess
oveyr bw.OGO

$25,000 to 5100,000 $600, plus 1% ol oxcess
over §25,000 .

$100,000 to 3200,000 $1350, plus 13%0 of oxeess

’ over $100,600

_The {ce for cluims in axcess of §200,000 should be
discussed with the AAA in advanee of

Wien no amotint ean bc stated at the time o
ing, the :xmu:mstr'\m'c e is $"00 subject to ad
ment jn_accordznee with the above schedule if an
amount is subsequently disclosed.

If there are more than two parties représented in
..ne arbitration, an additional 10% of the initintling
..t:t:rt will be due for each additional rcprcscnt\.d
party.

fil- -

OTHIER SERVICE CHARGES

SUO 00 poyabie by o par iy causing an agdjourn- .
ment of any seheduled hearing; o
$23.00 p-ty-\ble by cach pariy for
after the fivsy hearing;
" $5.00 per hour payable by cach party for Licarings
on Saturdays, legal holmays, and after G:00 P.OM,
weckdays. .

each hearing

REFUND SC;IEDUL]‘

If the AAA is notificd that a case has been setiled
or witivlvawn before a list of arbitrators has been
send oub, all the fee iu excess of $30.00 will be re-
funded,

If the AAA is notificd that a case has been setiled
or withdrawn thereafier but before Ltha dua date for
the return of ihe Jirst list, two-thirds of the fee in
excess of 500.00 wiil be refunded, :

If the AAA is netified that o ecase is scitled or -
withdrawn thercutﬂr but at least 48 hours befere
tho date and time set for the dirss hearing, one-half
of the fee in excess of $30.00 wiil bo refunded,

11
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UNITZD NATIONS CONFERENGCE
\JOlV.I 0:-\‘-})}'\1— R::Tl\s\-i?ON . o )
CO’\V..\'"'O\ ON THZ RECOGNITICN ANT INFORCEMENT .-
-+ OF CORE‘ N ARBITRAL AWARDS Lo
e WJune 1G, 958

S WNATICNAL

Article |

1. This Convention- shall apply to the recogn mition and eaforce-
ment of arbitral awards made in the territory of a State other than
the State where the recognition and eaforcemaent of such: awards are -
ought, and arising out of diiferences betvreen persons, whether physi-
al or legal. It shail also apply to arbitral-awards not considered as
-domestic awards in the State where their recognition and enforce-
ment are soug sht, . o ‘
:.. 2. The term “arbitral awards” shall include not only awards made ‘-
y arbitrators appointed for cach case but also those made by perm-
anent arbitval bodies to which the partics have submitted. '

3. When signing, ratifying or acceding to this Convention, or
otifying extension under article X hercof, any State may on the . -
‘basis of reciprocity declare that it will apply the Goavention to the’
recognition and enforcement of awards made only' in' the territory -
‘of another Contracting State. It may also c:c.,lan. that it will apply
-the Convention only to d.‘ferences arising out of legal relationships.
- whether contractual or nos, which are conszdcred as commercial un-
~der the national law of the Staie making such declaration.

Arficle 1 :
1. Each Contraciing State shall récognize an agrecment. in writ-
ng under which the parties undertake to submit to arbitvation all or -
ny Gifferences which have arisen or which may arise beiween them
n respect of a defined legal relationship, whether contractual or not,

oncerning a a subject matier capab.., of sctilement by arbitration, .

ot S i P B e bm
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Articia 1l

i ~2il recognize arvitral awards as binding
and cnforce them in accordance with the rules of procedure of the.
territory where the award is relied upon, under the conditions laid
down in the following ariicles. Therc sball not be imposed substantially

- more oncrous conditions or higher ices or charﬁcs on the recogaition

or eaforcement of ‘arbitral awa c’.s to which this Convention 2pplies
than are imposed on ithe rvecognition or enforcement of domestic ar-
birral awards. :

Arlicla 1V

I. To obiain the recoznition a’m enforcement mentioned n the.

preceding anicle, the party apalying Jor recogrition and enforcement

. )

¢ e timc of the apoiication, supniy:
{a} the duly autheniicated original award or a duly cer ufxcd

-

inal agreement referred to In article II or 2 duly
certified copy thercol '

2, 1i the sald award or agreement 18 not made In an official

lanpuage of the country in which the award is reiied upon, the party’
app!

ying Tor recogaition and enforcement of the award shall produce
a transiation of these documents into suci lar g 3 TI’:e transiation
shail be ceriilied by an official or sworn trans ‘i or by a diplomatic

or consular agent,

A 3
the award n‘my be refused,
at the request of ti:c p:::‘:y arainst whom it s invel ked, only if that
i hi
i

went authority whers the » .c‘,ognition and
. ’

-

- . .
enforcament is sought, proot thal; )
L] . 1 wrm £ ryatem b ) [ . e
a) the parlies 1o the agreement relerved to in ardele 1Y were
under the lzw ansh b alymen a1l A :
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‘;".-m‘ “submission-to-aro:

-
dalde

or it contains decisions on :Z‘iﬂuCl’S Du}’OuCl the seobe of the

P ) ] 1ot e -
submission o arbiiration, provided that, il the decisions on
. fen o et o - L IS I S
maiicrs submiteed to arbitration can be separated from thosc

of the award w’:‘.ich coniains

. .
o 0 arz oxra:zon may De r ecog-

4

oi :hc arbitral autnouof or ine arditral p*‘o-
in accordance

1
L

o
Vi ne

Iy
Wit

the agresment of
wzs not .in acco-‘"aﬁce

-
I .

viin the'law of ..hc country where ihe arbitrztion took place;.
o
{e) the award. has not yet become binding on the parties, or has
Seenset aside of suspendc"- by & competent authority of the
country it wiich, or under the law of which, that award
was made.
2. Recognition and enlorcement of an arbitral award may also
be refused i the compeient authorily in the couniry where recog-
nition and enforcement Is sought finds that: ;

fsirerstesss As noe Cc--)uble O Sctﬂc‘.- -
¢ low of that country; or

A

et o:’ the aword would be .
ol .ihat country.

- L
ide or susnension of the a 2ward
':i';y :‘:::c:"cd 1o in Arnicle V
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Aridle Vi

not zffect the

Ing the reccog-
‘o by the Con-

wacling States nor deprive i “lercsted party of w.oy right he may.

L] a“ T e L | - ] ¥
aove to avall himsell of an &l 2! award In the menner a2nd to the

1T T PN S P A . ey L.
4. ADne DroVIsions oo tac Leddeni convenlion T

SIS o
Telmey Amel amfpeparapest 8 420 Y et .
N0 ARG CRIOTCOMtnt Of arc. Ll dwaras enloreo

-

r

extent.alowed. by ihe.daw or. 4. trcaties. of the.country. where such - -
award Is sougat to e relied updin _ o
2. Uhe Genevs Protocol on Arbiuntion Clatses of 1923 and e
Geneva Conventon on the Execution of Forsign Arbitral Awards of
1927 shall cease to have elfect between Contracting States on their
becominy bound and to the extent that they. become bound, by this -

(]
" Convention.

Article Vil

1. This Convention shall be open until 3I December 1958 for
signature on behalf, of any Member-of the United Nations and 2lso
on behall of any other State which Is or hereafter becomes 2 member
of any specialized agency of the United Nations, or which is or here-
afier becomes 2 party to the Statute of the International Court of-
- Justice, or any other State to which an invitation has been addressed
by the General Assembly of the United Nations. _—

2. This Convention shall be ratified and the instrurnent of ratifi-
cation shail be ceposited with the Secretary-General of the United
Nations. ‘

Article 1
i..This Convention shall be open for accession to 21l States re-
ferred to in article VIIL _
2. Accession shall be effected by the deposit of zn instrument of
" accession with the Secretary-General of the United Nations,

. Arficle ¥

i. Any State may, zt the time of signature, ratilication or ac-
cession, declare that this Convention shell extend to 21 or any of the
territorics for the Intermational relations of which it s responsible.
- Such 2 declaration shall take effect when the Convention enters into
force for the State concerncd. : '
. At any tlme thevealter any such extension shall be made by
notification addressed to the Seerctary-General of the United Nations
and shall take effect 2s from the nincticth day after the day of re-
ceipt by the Sceretaiy-General of the United Natlons of this notificas

3B3

o




a, o as from the dote of enlry into Jorce of the Coavention for -
gS::-.:c conwaned, whichover Is the wien _

. With 1ospoct to those teritories to waich this Convention is
¢ exiended at the ine of signature, ratification or accession, each
ate conceracG shall consider ihe possidiliyy of tzking the necessary -
s in order to extend the apsl 2.;.0.. of this Conventen to such

AuOAJCD, Sua ‘CCt, Wu(:"" “CC\.SS" j AO. COA.S‘“’ LIOI.‘.?..]. 1’{‘,3501'13_, tO ‘Chf:

waseniy ol the Governments-of such-torritoriess - o

Arficle Wl . C i oL
L In ;hc case of 2 iederal or noa-unit ary S;aye the following
povisions saall apply: _'
(a} With respect to those articles of this Conventon that come
~ within the legislative juri:diction of the federal authority,

the obligations of the federal Government shall to this ex-

tent be the same as those: o; Comr.;.ctmff Staies which are not

. federal States; ' S

(b} With respect to those articles of this Convention that come
 within the legislative _]u;.sc..cuo'x of co*lstltuem states or p"o-

" vinces which arc not, under the constitutional system of the. .
{cderation, bound to take legislative action, the federal
Government shall bring such ariicles with 2 favourable
recommendation to the notice of the a)p‘onriate authori-
tics of constituent states or provinces at the earliest possible

monent;

tifi

A federal Statc'paz’ty- to this Convention shail at the re-
ques: of any other Contracting State iransmitted mrough_
“the .,.,...cu.v-G seral of the United Nations, supply 2 state-
ment of the law and practice of the federation znd
‘constituent units in regard to any particular provision of .
this Convention, sho\-.rmg the extent towhich effect has been..
given to that provision by legislative or other action, '
Article Ki
¢ 1. This Convention shall come into férce on the nineticth. day -
follo ving the date of deposit of the third instrument of ratifica tion
67 accassion.

2. Four cach State ratilying or acce ading to this Convention afie
he cdeposit of ihie third instrument of l?i.if cation or accession,. this
Soaventicn shall eater into force om the ninctieth- day afier deposit
Yy such State of iis inmstrument of ratification or accession. o
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Ui ARDIDAGVEON CLAU
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LAVGD = ZN0W Unavers2ty ol Wa nOCon
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Law Review, MNarcih 1907, pp 505-8

Scitloment of Dispuiea: ' -

This c¢lause is an integral pa“t of this contract

-

is not separable and hos no indepondent VEIIELuy

(2) Questions of the valiﬂity of this contract ané
scope of this arbitral clause are reserved Zor the courf,
if .such guestions are raised and decided in court, the
loscr shall pay all cost including a reasonable fee for the
“winner's attorney. . '

' {3) ALl other disputes, controversies, or differcnce
which may arise botween the parties, out of or in relation to
or in connection with thi contract, or for the breach thereoi;ﬁ

ke

S
snatl bhe finally settled by arbitration pursuant to tre
o

) . - ] .
Japan—hmerlcan Trade 2 Ag ¢cemenu, of Septenmocr ..
'1952, by which cach pariy he reto is bounu encept as wod ified

" by these provisions.

(h} All arbitrations will be held in Ao
and this contract (including this arbitral clause), and ail
‘ arbitral DAOCuCulngS and awards hersunder will be governed _
.by the internal law of : {usually the place of arn--Lo.
(=)} The parties hereto also agree tnat they will
instruct the arbitrator in any proceeding heireunder not to’

specify his reasoning in his awaxd.
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Committee III - Subcommittee on Arbitration/Mediation

Topic C. Proposed Model Arbitration Clause

Pauline Newman [FMC Corporation)

The form of model axbitration clause which follows

»

is quoted from an article by Professors Kawakami and Hendexson
in Volume 42 (March 1967) of the University of Washington
' Law Review, starting at page 541, entitled “Arbitration in

U S.—Japanese Sales ﬁisputes".

"Settlement of Disputes:

"(1) This clause is an integral part of this
contract and is not separable and has no independent
validity.

“(2) <Questions aof the validity of this contract
and the scope of this arbitral clause are reserved
for the court but if such questions are raised and
decided in court, the loser shail pay all cost including
a reasonable fee for the winner's attorney.

“(3) ALl other disputes, controversies, or dif-

ferences which may arise between the parties, out of

or in relation tc or in connection with this contract,
or fox the breach thereof, shall be finally settled

by arbitration pursuant to the Japan~Anerican Trade
Arbitration Agreement. of September 18, 1952, by which
each party hereto is bound except as modified by these
provisions. '

"(%) All arbitrations will be held in {eity)
and this contract (including this arbitral clause), and
all arbitral proceedings and awards hereunder will be
governed by the internal law of {usually the place
of arbitration]. '

“(5) The parties hereto also agree that they
will iastruct the arbitrator in any proceeding here-
under not to specify his reasoning in his award."

(pages 585-6) )
L 3By

— -




These authors and others (see "International Arbitration’
Liber Amicorum for Martin Douwke" edited by Pieter Sanders,
published by Martinus Nijhoff, The Hague) have taken palns

to point out the pitfalls in using, in contracts involving

U. S.~-Japanese £ransactidhs, the brisf generaltype of
"boiler plate" arbitration clause, such as is recommended

by the Amexican oxr the Japanese arbitration associations.

t is important to state which arbitration agree«'-
rent or procedure is intended to apply., since there are
several alternatives to the Japanese~American Trade Arbitration
Agreement. Arbitration under the rules of the International
Chamber of Commerce may always be provided for; and some '
neutral location, egually inconvenient to both parties, is

often sclected. There are arbitration procedures in the

[

apanese Civil ?rocedure Code, as well as the various federal
and state arbitration statutes of the United States; any 6f'
these may be selected -- and depending upon the site of '
perforﬁance of the contract, ;t'may well be that any.of

these procedures will be as fair to both parties as any

other choice of arbitration rules.

The concensus of the authors referred to above,
however, is that the Japanesé—American Trade Arbitration
Agreement, entersd into by the American Arbitration Associ-
ation (ARA) and the Japanese Commercial Arbitration Associ-
ation (JCCA), should be used. When this agreement is _
incorporated into a contract, either by including their
recommended model arbitration clause or a modification of
it as set forth herein, the result is that arbitration in &
Japan is conducted under fhe rules of the JCAA and that
arbitration in the Uhited States is conducted under the 7

rules o the AAA. The Japanese-American Trade Arbitration

-0 -
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Agreement itse albeit complex, for

parties themselves Go

H|

ixing the place oI

not provide in tration.

the contract for the place of the arbi

lcal i ‘ferences

Commercial Code and Japanese sales law,

3 »

the ‘cont of the eri

;nted But,  Ln

“e*waen the Uniform
that decisions on substantive issues can turn on the site of
arbitration, which site may not be known until the controversy

snall have arisen.

F-

There is a school of thought which views arbic

tion as mérely procedural, and that the law to be applied by

rhe arbilitrators in dealing with foreign elements must be the

law which governs the forum of arbitration. But in Japan,

the parties have the the applicable

oy law, right to choose

If theix choice is not made, or is no%t clear, fthen the

and has Dbeen

app

licable law may DPe judicially determined,

variously chosen as either

the law oi the place where

—

contract is to be performed, or the court has sought fo

implied intention of the parties as to governing law.

From the viewpoint of

Licenses, therefore, it appears to be more important to

licable law than o decide on the site of arbit

the parties might not considexr 1t at all

in advance that the arbitration will be held

for example., 0o

the alleged breach. It is usual to compromise on the s

of arbitration. t the same time,

contract is named in the conbrac;,

necomes less controlling of the ou»come.l

> Maw, "Bpplicable Law and Conflict Avoidance in International
_Contracts”, Record of the Association of the Bar of the City
"o0f New York, 365 (June 1970)

_3.—._
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I+ should also be stated that the arbitration

clzusa is not separable —- so that the court rathex than

the arbitrators can determine if there wes fraud in the

inception of the ceontract. <This is intended to counteract

a trend to perait the arbitrators to decide threshhold

To sum up, the concensus appears té be that

arbitration is a useful, valid, and binding procedure for

ttling disputes involving Japanese and American companies,

ith-a lohg judieial and legislative histoxy, and probably

s.
[

particularly well suited to the complexities of patent and
know-how sgreements. If the purpose is to avoid the expense

‘ané time of litigation, and to reach a fair result expedi-

tiously, one must be careful to provide in the contract

itself the arbitration procedure to be used, and to be

specific about the site of the arbitration and the law or -

laws to be applied.

% F ¥ ¥

1 Coxbin on Contracts §14ﬁ4 (1962).
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CONCLUS IGNS

issues

Patent controversies are generally arbitrazble except
to the extent that public policy may render some issues that
2re often at the threshold of patent controversies inappro-

. priate for eaforcement by arbitration. There is little case
law concerning the question of what issues are or are not
properly the subject of arbitration in this field, but the
following conclusions are drawn £from the case law that does
exist.

1. Patent validity quest*ons {1)¥% and antitrust
cuestions (2) c01cern¢ﬁ patents appear today to be in the
: category of being "inappropriate for enforcement by
arbitration,” even though arbitration awards on the same
issues may be recognlzed by the courts. as blndlng upon the
‘parties as to existing c0nur0versles.‘ o

_ 2. Infringemént in the absence of a dispute on
Vul‘diuy may be arbitrable. Disputes over xoyalty obllgatlons
. often £3ll within this category (3).

*bracketed numbers refer to notes in the Appendix

3 E;g . - ; -




SAUBUNTUWIND TRINRIBIITOOD Sy CSIUOme9aBP LOTIIBINTCIR TOI0OIUD DUB

2zTufeos1 2eun (/) MPT TRUCTIATUIDIUT 22 UT pue “(g) mTT 1BxOPOY
2U3 Ul ‘S92B2S ISOW UT S9INIBAS 2IB a0y LTnor .

"ISTETD UVOTIVAITQIAL SUI IPDpUn wIogaad

01 JaINTIPI WOII JUIITNSEI IOBIJUCD IC SBUDTIIL INT VSDITAR

2Xam S=28PwED TIUTWOL LU0 DUB MPT UCUMIOD IF 27CRRONOIUS Iou

oxom sauvereexfy UCTIBIZICIE AIOINDSNI CSIULUDNTTUIINIOD I o3

seTaxed 2UT 0 202CESI TTRINW DUI U0 ATSITIUD DE0UTE DOOUIGDSD

s22nésTIP Aaxpd-zonut o1 Lpermz v Se jalolyda :::::? To ssé:eh;ioe;;é

oy ‘samatmex8P UOTITIITICST O AJT1ICCEOIONUE 2UX 03 S§IIANn0D oUl

Ie LoTzouonE SuUl SUTDUST SmEPT o 28»s$s®d 2yl 02 IoTIg L teannad

“03Id 2TYI WEIT SDINSETI 3TYUD ULTSTIORP 2T4¥edlozue Jo 3Furpuiqg

or ST @28yl anc ‘AsIpaoInuoT v saTesex 4y o2 Azxmd paIul

B Aeotdwe L2w ‘s3TsimacIcuoo EUITines o poynew exeatad ®

0sT® ‘uoTtBIPRN  Cweun wodn EUTpuIQ $T UOTSIORP §,300B3TTQAT

2yl 2desoe [1GM L9Un 2 q: TOUBAD® UT 2218B pue I o*q o$2x- 107

sataaed 30 L2aed pay 2 03 Ks*anoﬁ:"oa ' atwens A7IITIunToAa

soTzxed UoTus UL Su;paaooxd o3eATId B ST UOIQBITTGAY

NQISSN05Id

P R

Aq pouasaold e2q TIIA DUPR JopunSTTEY u*aﬁﬁ"ﬂ asn T
9U “POISWIOD DIBIFIDAUT SSATOAUT 2DBIRVOD 261 eo;t Sun 2I2uM

Ing MPT 23T IO SIDAIPW ATTENSD 9T SFULDIT JUBIBL L CLOTIRIAITACX
Zoz 2avTidoadd® Iou ST WHTIBATTICIT VYT UI DIATOAUT 2¢ 03 oNnSSY

uP YT JC MET IUI JIOPUn SOBITUCD DIQEODIOIUR DUPR 2TQTYD0ADIIT
‘PTITEA B 20U ST SuaweaiZe UOTIRIRIACIT 8T T 2uswmeaide

TQI® UT 190uUn Surpsedold WOXT UVOTIBIRTCIER u® A®as ued
anf{ suwenodwos Surazy 3aned AUP I2giEw TRINPeDOxd B OSY
‘UOTIBISTQIAE TO IVBWSDIOTUS UL JuI Surpracad me] LIoanzels

Jo 2dUSSQg® DUT UT UOTIBIITAI? Am3s TTTA S3IN0D aYy]

uZ1ss? 01 SuUSTaEBITIQO PUPB SBT3

(%) A21efox Io =B YT Jo UvoIjRUTMIOIDQ ‘€

1




between parties, the validity, irrevoczbility and enforce- .
ability of arbitration agreements are governed by the L
substantive and procedural law of contracts, just as is rthe
patent agreement of which Sitration provision might Be -
a parg, such as iicensas, 2 ents, interference priority
setelemenis-ané-pate £ litization '

agrecments. :

o
~oe

The la _ ceemeni oX the ,
arbitrgzion provi Tenar will be local state law (8),
tnless the ggreemenc qualifies as one of "interstate commerce’
under Tae faderal Arpitrasion aAct (9){10). There is mo

ariy authoritative decisional law that brings arbitration

patent disputes under the federal Arbitration Act. Members

the U.5. patenc bar have recently urged that the new

ent Revision 3ill now before Congress be amended to

cif

= b

ically provide for arbitration of patent disputes under
U.5. Arbicracion Act, including disputes on validity and’
niringement. '

Two early U.S. Distriect Court cases in the 1930's -
in Delaware and Pennsylvania (11)(12), respectively, held that -
the federal Arbitrarcion Act did not apply to pateanl contracts

because they were not contracts involving "intersctate

commexce. ' 3och cases wera prior to the subsequent broader

interpretation of the ''commerce clause' of the U.3. Constitution,

and more recent cases have appiied the test of a contract's

factual involvement with interstate commerce to deatermine

whether the agreement came under tie federal Arbiiration

Act (13). : S
The paucity of reported cases on arbitration on

controversies arising out of patent agreements may stem from

the private nature of arbltration and the respeci cthat has

=
spec
been accorded the grbitration commitments by tha parties

themselves. It probably also stems from.che finelity of tha
erbitration proceeding, Long recognized by the courts, . for
bitration award has been made, ii lg nonappealadble

anie in the courts, aven at common lavw,

ing between parties o a

any dispute axis
subject of arbitration under U. 5. law,
the applicablie Local or Zederal
the issue from arbicracion (L&) and pro- ' .
ic policy which would randar the o S
opriace Jor enforcament by arbitration (15). -




With respect to the eniovcesgbilitcy of arbitration
on a dispute over the validity of a patent, there 1s certainly
noching in Federal statutory law that excludes arbitration of
any patent issue, even validity. . latil.the.recent.U.S..Supreme..

Court case in 1959 of Lear v. Adkins (1§), there did not appear
to be any Federal public policy foreclosing arbitration of the
issue o patent validity, cespite the exclusive jurisdiction
conferrad by Congress on the Federal courts on validity and
infringement actions arising under the Federal patent law (17).
tate couris have had the power £o make decisions on disputes
over validity and infringementwhere such matters were raised
as collacteral to a matter properly within the jurisdiction of
a state court, such as in a suit for royalties under a license .
contract (18). ikewise, contractual agreements in settlement
of litigation thzt privately settled issues of validity and

" infringement between the parties have been enforceable in the

courts.

- However, in Lear v. Adkins (see n. 16) the U. 8.

Supreme Court discardad the long established contract doctrine

of estodpel by contract as applied to patent validity. Under
that doctrine a licenses, for so long as he was a licensee,
nad been estopped to contest the validity of the patent under
which he was licensed. Tne court found this contract doctrine
to be in confliet with Federal mublic policy on patents, Such
policy, as enuncilated by the court in Lear, overrides any
conflicting state law on contracts that would prevent licensees
from challenging the validity of the patents uader which they
are tricensed. In the only decided case on arbitration
subsequent to the Lear decision, the 7th Circuit Court of
Appeals (19), held, in referring to Lear, that patent validity,
even if the arvbitracion agreement had specifically referred to
it, would be "inappropriate for arbitration proceedings and
should be cdecided by a court of law, given the gireat public
cest in challenging invalid patents.' It is noted that
th Circuit Court in the Beckman case appeared to consider
=

H
=1
e
#]
A

o 7

t arbitration clause in that pateat contract in issue as
ceing otherwise enforcesble under Section 3 of the Federal
A € :

Antitrust Disputes lUnder Paten: Arzreements

Many of the controversies arising out of patents
center on antitrust violations and on acts contrary to publie
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policy on monopolies thgt may render a patent unenforceable. |
It seoms clear from cases involving attemnted arbitration of
non-patent

a A
agreements Lo arbitrate any antitrust claims.

a an action (20) brougnt by a trademark licenséa ™~
against the licensor charging an antitrust violation, the
liceasee moved to enjoin an avbitration proceeding initiated
by the licensor under the license agreement., The 2nd Circuit
Court of Appeals in 1968 referred to the conflict between g
federal policy, based on the statutory protection of the antiw
trust laws for a large segment of the public, and the encourage-
ment of arbitration as 2 desirable solution to controversies, -
and decided cthe former did not permit the enforcement of
agreaments to settle these matters privately.

The 9th Circuit Court held similarly in 1970 (21)
but appeared to limit its decision to future controversies as
distinguished from wviolations that may have zlready arisen at.
the time the agreement to. arbitrate is made, - There had been a
prior setitlement of litigation over an alleged antitrust
violation and the settlement agreement included a provision
for =rbitration of disputes. In refusing to stay the court
action pending aroitration and to compel arbitwation pursuant
to the arbitration provisicn, the court rejected arguments
presencted to distinguish over American Safety to the effect
that the setctlement agreement should be enforceable because it
was an agreement to arbitrate after a controversy had already
arisen and because the parties could in any event resolve the
dispute by settlement. ‘ '

Arbitration Awards

The enforcement or confirmation of arbitration awards
s to stand on an entirely different footing from enforce~
I contractural commitmenis to arbitrate. Once the

ztion has been completed and an award made, the award has
iformly held to be binding on the parties and enforce-
he courts. A New York State appellate court in 1939
1d the coafirmation of an award in 2 patent arbitration
g inveolving a dispute over Infringement and an Ohio
@

L
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®
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v o
ate court in 1954 (23) upheld confirmation of am i
‘tration imvolving an ancitrust dispute in a pateni - .o

RO RN




The Cavicchi case {22) raised the gpecific issue of
conflict with the federzl paten: laws, and the N.Y, Court of
Appeals heid that the arbitracion award under state law was
not “repugnent to Article 1, Section 8 of the Gonst;tutlcn and :
does-not-offend-Section 256~ ¢ the JudicialGoder' - The Uy Gy
Supreme Court denled review Zox want oI a suostantial FedeLaI
question. Wiaether tie Caviceni awzrd wouid be conZirmed today

- o -

Fr

in view of the public policy declared in the Lear case is
uncertain. It is uvnlikely that an award concerning wvalidity
Mna;oL infringement would Le enlorczgbie as to future obli-
gations under z patent licemse 1 the cousts continue to

foliow post-Lear cases In the anzlogous Ifield of private
settlements of litigation. In two district court cases since
Lear (24)(25), prior sectlement agreements, &ven cne {Xraly) in
whaich the prior court action was dismissed with prejudice, weare
not sufficient grounds. for preventing the licensee from again
raising an issue as to the validity of the patents under which
he was licensed. : '

de e ok Ve % K%

Despite the present unsettled state of the law on
the arbitration of pstent issues, arbitration does present an
tive altermative to the long snd expensive court actions
tigl litigant fzces in most psten:t controversiss.
ation 1s even more atcractive IZcor the satilement of
disputes with citizens of othser countries. The passage
in 1970 of enabling legisliacion {(26) Zor =he anforcement in
the USA of the Internationa. Commercial Arpitration Ceonvention
of 1958 should be an encouragement Yo greater use of arbitration
in the international patentc fieid, noowithstanding the apparent
"Eficulties and utneartainties that have existed in the past
nd that bhave been additionaily created for patent arbitracion
by the Lear decision.

4
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A bibliography is alsc appended listing many fine.
and imteresting articies on this topie.
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(2)

« . Appendix.

(1) BeC' wan Iﬂstrumeuts, inc, v, Tecimicai Pevelopments Corp. -~
' et EALTIB7TULSTRIQ IS CLC LAY T (I970);) cerel den., 1971

american Safety Zquipment Corp. v. J.P. Wagulre & Co.

391 F Ind 821 C.C.A. 2 {19G3); Sez also Power Replacements,
Inc., ez al v. Alr Preneater Co. Ine. et al, 426 F Znd

980, C.C.A. 9 (1970) ’
Galion Iron Gorks & iZg. Co. v. J.D. Adams Mfg. Co.

128 T 2nd 411, C.C.A. 7 (1942); Campbell et al v. Automatic
‘Die & Products Co., 123 N.E. 2d 401 sS.C. Ohio (1954);

Leeson Co cp. v. Cotwool Mfg. Corp et al, 315 F 24 538
‘C.C.A. & (1963) '

deStubner v. United Carbon Coﬂpany et al 67 U.S.2. Q 214,
D.C. D.S, of W. Va. (1945)

American Locomotive Co. v. Chemical Reséarch'Cofp., 171
¥ 23 115, C.C.A. 5 (1948) ' ' ' :

U.S. Code: Arbitration, 9 USCA 1-14 Act July: 30,

Titie 9
1947 c. 392, Sec. 1, 61 Stat. 669 "U.S. Arbitration Act'
amended by 68 Stat. 1233

U,N. Coavention on the Recognition and Enforcement of
Foreign Arbitral Awards, U.N. 1958.. Articles I-XVI

Bernhardt v. Polygravhic Company of swerica, Ine., 350

U.S. 198 (1956). The U.S. Supreme Court, in discussing at.
p. 202 the applicabil ity of Saction 3 oF bn= United Stetes
bitrdtion Act, said 'the Court [2né Circuit in another
case! dic not censider che larger question here - that is,
whecher arbicration ctouched on substancive rights, which
Zxie R, Co. v. Tompkins held were governed oy loecal law,

or was a mare form of procedure within the powsr of the
Zederal courcs or Congress to prescribe. Qur view . . . .
is that Secczion 3, s0 read, would invade the local law
Zield., We therefore read Section 3 narrowly to avoid that
issue. We coneclude that the stay providad in Section 3
reaches oaly those contracts c0vared by Sechlons 1 and 2.




(9)

Robert uhwrence Company, Inc. V. Deveashire Fabrics, Inc.,
271 F 2 d 402, G, C.A. 2 (192%). '"The basic inquiry must
oe ua new the validity and enforceability of the

cion clause of the contract im this case 15 governed -
ay Lea ral ilaw, i.e. the federal Arbitrztion "ACE, &F by "
local law," page 404. 'We think it is reaSOnably clear
hac the Co ongress intendad by the Arbitration Act to
e a2 new Dody of federal substantive law afiecting the
ldity and interpretation of arbitration agreements,"
£05. "This is a declaration of national law equally
caula in state or federal courts,” p. 407. 'that the
thus created are to be adjudicated by the federal
cou*“s whenaver such courts have subject matter juris-
diction, including d;vebszty cases,' p. 409. ''that the
Arbitration Act envisages a distinction between the entire
contract between the parties on the one hand and the
arbitration clause of the contract on tha other is plain

“.on the face of the statite. Section 2 does not purport to’

(10)

affecr the contract as a whole . . . . Our construction of
Section 2 treating the agreement to arbitrate as a
sepatableé part of the contract is based not only upon. the
clear wording of the taxt but 1s buttressed by several
other considerations,” p. &10.

Metro Industrial Painting Corp. et al v. Terminal
Construction Co., Inc. et al, 287 F 24 382, C.C.A. 2 (1960)
p. 386 ", . ., . Section 2 of the Arbitration Act did not
merely render arbitration clauses in interstate commerce:

- and admiralty contracts valid, irrevocable, and enforceable

federzl and state courts regardless of state law, but
that it also empowared. the courts to develop a substantive
body of federal law with regard to the interpretation and.

construction of such clauses. . . . . all such clauses in
concvacts within the scope of the act must be interpreted
in che light of federal decisionszl law. . . . . local law

must give way to the Supremacy Clause of the Federal
Constitution, Art. 6." Quote is from Judge Lumbarg' s

concurring opinion.
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Zip Mfg. Co. et al v. Pep MZg. Co. 44 F 2d 184 (D.C. Del.

1930)

(17)
(18)

(19)

(20)

(21)

In ve Cold Matal Process Co. 9 F, Supp. 992ﬂfﬁic; Pa. 1935)
Kirschner et al v. West Company 247 F. Supp. 550, D.C. Pa.
{19385); Sza also Leesona v. Coitwool,; supra n. (3),

American Safety v. Maguire, supra n. (2) for cases that
involvaed patents and trademaris which the court evxdently
treated under the federal A”bl ration Act.

Wilko v. Swan 346 U.S. 427 (1953)

American Safety v. Maguire, supra n. (2); Beckman Instrhmenus
v. Technical Developaents, supra n. (1)

Lear v. Adkins, 395 U.S. 653, 162 U.S.P.Q. 1, (1969)
28 U.8. .C. 1338

Pratt v. is Gas Light and Coke Co., 168 U.S. 225 (1896)

Leesona Co poratkon v. Concordia Mfgz. Co. et al 165 U.S.P.Q.

386, D.C. R.I. (1970)

Beckman Instruments, Inc. v. Technical Development Corp. s
supra n. (1)

American Safety v. Maguire, supra n. (2). "A claim under
the antitrust laws is not merely a privete matter . . . .
We do not. believe that Congress intenced such claims to
be resolved elsewhere th31 in the courts . . . . We
conclude that the antitrust claims ralsed here are
inappropriate for arblthaL101..

Power Replacements v. Air Preheater, supran. (2). 'With
respect to.all these contentions, it is clear that the
parties did more than agree to arbitrate existing disputes.
They apressed a 'wish' not only to settle existing disputes
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ANTITFUST PROBLEMS IN LICENSING PATENT May 6, 1971
B ;LS

Auzville Jackson, JTr.

. Pobertshaw Controls Compan
It is a great honor and pleasure for me to(%ave %%e bp_orz

tunity to gpeak with you this‘morning in our lovely Washington, D.C.

i am not gSIHE”to'Eéke'anf”ﬁim CERTE morning vin-discussingthe dmem e diom.
portance of the transfer of technology and its associated couhter-
_parts, know-how, patent fights and the like, between grdups within
a country and groups separated by international boundaries. I am ‘
quité confident that everyocne in this room is quite familiaf with
the tremendous role that is plaYéd in developing our individual
countries and the well-being of its citizens as well as the well-
being of all mankind by the.transfer and diffusion of the hest and
latest technology through license agreements. Heretofore, insofar.
- as-international transfers are concerned,_the_ﬁnited States has
enjoved a very favorable-posifion in this interchange and in recent
yeérs this has resulted in a favorable balance of~péyments to the
credit of the United States in excess of one billion dollars; how-
ever, it is to be noted_that this balance in favor of the United
States has been declining in the last few years. This deecline is
probably attributable in part to-certain public and judicial poli-

" cies in this céuntry which are tending to lessen, or in some cases
cven stifle, the incentife to innovate and té seek bold new techﬁo-
logical solutioﬁé to problems the world is preéently conffonted with,
This transfer of techneology is By no means a ane—way street, as
numerous business grouns in the United States are reCeiVing tech-
nology from other countries so that they can arrive at their most
productive level and highest output with the least amount of econonric

input, Usually this has resulted in the licensee being in a heatter
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competitive situwation relativé_to its normal competitors than
'would-otherwise he the case. |

Algo, T will not be talking specifically on the subject
of "know-how" as distinct from patents and will address my remarks
Cprimarily to patent licenses, Ineluding €HOSE WHIEH COVEr Beth i
patents and know-how.

My remarks are concerned with the rapid.erosion by anti-
trust laws of the right to grant licenses, why this is odcufrinq,‘.
and what is or can be done to halt sﬁéh erosion. .

That the application of the U.S., antitrust laws is not
just a matter confined to the U.S. is clearly shown in the Westing-
house~Mitsuhishi case filed last year by the Justice Department.
Among other things, the complaint demands that Mitsubishi license
to Westingliodise all of its Japanese patents relativé_to the subjec£,~"
matter of the complaint, both present ones and, for an uncértain
time, those in the future.. Frankly, gentlemen, while I am well
aware of. the legal basis for the Justice Department bringing such
a2 complaint, it offends my sensibilities and I helieve it is a form
of arrogance on our part for us to export United States antitrust
;1aws through using them in an extraterritorial sense. Under the |
fU.S. laws, any international agreements which directly and sub—'
tantially affect commerce in the U.S. would be éxposed to the
:operation of the antitrust laws of the ﬁ... The manner by which
the Justice Department obtains jurisdiction over foreign corpora-
‘tions is through the power to seize their goods which may come into
‘United States waters and the power to seize or control any big

business activities within the United States. This is referred to
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in Ameriecan jurisnrudence as in personam jurisdiction.

Many of vou who work for corporations involved in the
licensing of patents have noted over the vears that the opinions

of your antitrust experts as to what is legally permissible to

inETudE in ] idenss sgreenants has serionslv chanced and always in
a directian that permits fewer and fewer restrictions of any kind
iﬁ such agreements. I would like to sucecinctly point out the
erosion that has taken place in freedom to inclﬁde restrictions
in license agreements just in the past four vears. I can turn to
né'better source than Fdwin Zirmerman,partner in a prestigious
Washinocton law firm, a leading antitrust expert and former Assis-
tant Attorney Géne:al in charge of the antitrust Division of the
Justice bepartment. In a recent speeéh which will shortly be

published in Les Nouvelles, he. formulated a hyvethetical case of

the advice that would be given by a sophisticated and sensitive
practitioner to his clients. Four years ago such a sophisticated
and sensitive antitrust nractitioner would have said that price
control restrictions in patent licenses, although at the moment
probably legdl under the existiﬁg laws, were also prohably doomed
despite the failure of the Department of Justice in, at that time,

the recent Huck case.

"Pe conld sav that field of use restrictions were, al-
most as a matter of Hornhook law, well within the protection of
the patent svstem even deswite the old rule in Adams v. BRurke
that the sale of a natented product foraecloses Turther control on
it. As a cautious lawver,. however, he would note the caveat that
if field of use restrictions were used as a device to accomplish
other forbidden ends and, in narticular, were so used in cross-
licensing agreements, thev could in those circumstances hz in
trouble. But otherwise' $thev should raise few problems.

He could advise hiz clients that since cuantis
ticng often served the rurnose »° enzabhliipa & macantee Lo
igsue a license, such restrict rarelv affected
adversely and the couris -—ould iem 2g oeonsistent

-
trust nolicy.
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Finally, as to territorial restrlctlons, he counld say
that Concress clcarlv stated in its legislation that territorial
restrictions by assignment or license were permitted within the
United States, though, of course, as Adams v. Burke 1llustrates,
the purchaser of the patented product was not to be bound. 1In
the "internatidnal area, he could say that one had &an AUESMATIE
and necessary riaght to license under foreign but not American
patents, reservina the right to take action in support of the
retained patent rights.

The same careful practitioner todavy, whose antenna

remains sensitive to the nuances of enforcement volicy and pos-
sible court resvonse, would have to shift his advice in significant’
respects in at least three of these four items. He would still he
2s bleak as he was four vears ago on the prospects for price res-
trictive licensing. He could, however, no longer assure his client
that field of use licensing was as a matter of Hornhook law beyond
reproach. He would have to note that if the field of use restric-
tions, whether exclusive or not, were imposed upon a licensee who
purchased a vatented product, it would be subject to attack and

that there are now lower court decisions which take a dim view of
restrictions on vurchasers. He would also have to advise his client
that exclusive field of use restrictions imposed upon manufacturing
licensees have also been attacked by the Department of Justice, and
that in speeches and writings present and past officials of the
enforcement agencies, as well as a Presidential task force, have )
indicated that the cgrant of exclusive licenses for different fields
;of use to licensees who were potentially capable of competing with
one another should he regarded as at least presumptively unlawful.
The client using the exclusive field of use device would therefore
be advised that unless he had strong justifications, he ran the

risk of a lawsuit,

Again as to guantity restrictions, the sensitive vpracti-
tioner today would probablv give his client less optimistic advice
than that which he gave four vears ago. Fe would advise his client
that in a number of complaints the Devartment of Justice attacked

‘the imposition of restrictions on the ability of licensees o resell
in bulk form or under generic names. - These complaints were filed
both in dases of licensees who purnchased the patented product, and

in the case of manufacturing licensees. He would note lower court:
decisions upholding the Government in the case of purchasers of a
patented product. e could tell his client that, arguably, guantity
restrictions could he differentiated from restrictions on selling 1n
bulk, -but that there was reason to sunpose that the enforcement
agencies wonld recard a cuantity restriction as, perhaps, having

the same vulnerahility as a bulk restriction or a price restriction.
e conld also sugaest, probably guite correctly, that the enforcerent
agency would nrobably regard the assertion that the quantity limita-~
tien device enahrled additicnal licensing to occur, with the same
stenticism that thev regard such arguments when advanced in justi-~
icaticn of & price restrictiom or a bulk restriction.
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.code cannot be sc relied upon. Ie would also note the npossibility

-5

E
Finally, even as to terrltorlal restrictions a careful
practitioner would probablvy advise his client that while he .
thought the arqument of a clear conaressional basis for territorial
restrictions within the United States on manufacturing licensees
was reliable, there are eminentlv resmectable schelars who after
analysis of the history &6f the code reach the conclusion that the-

that, as. arqued by a.former.head.of the. dntitrust.Division,..aXxcli=....

- regard partial orants of patent or know-how rights between prospec-

" as recently as four vears aqo, advice could be given with reasonable

usually at least ten vears, and most commonly is for ‘the life of

. the patenté involved and perhaps improvements thereupon. Thus, an §

sive territorial licensing may, like exclusive fields of use, some-
day be regarded as presumptively unlawful. Moreover, today's
practitioner in counseling his client on the consecuences of inter-
national territorial allocations based upon patent rights would
have to note that implicit in the Westinghouse-Mitsubishi complaint,
and exnlicated in speeches of enforcement officials, is the warning
that at least under some circumstances the enforcement agencv might

tive competitors as amounting to unlawful territorial agreements on
an international plane.

In sum, in the three areas of pmatent llcenSLng as to which,
assurance as to the lack of probhlems, anv such advice must now be
heavily qualified. Indeed, it would he imprudent not to warn in the
exclusive field of use and the quantity restriction areas of a
gignificant threat of enforcement action.”

. Gentlemen, all of you know that seldom do you eénter into

patent license agreements for less than five years. The term is i

i Bl

agreemeht that you entered into just four vears ago, that a leadiﬁg
antitrust lawyer would have aoproved, in those four short vears
could very well have become illegal on a number of different fronts, -
This law has not developed by a policy decision of our
leqislativé body and enactment into statute of varjious provisiohs
concérniné the licensing of patcntg. This law has;not developed
because any partiéular new need has recently arisen regafdinq the

keeping of restrictions out of license agreements. Then why has

this. gore on?
In my opinion, the answer is found only in a .study and
understanding of the personal and human equation. Just as an

inventor is in nart pronelled by desire to vush back the frontiers
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of technoloay, an antitruster workina in a governmcnﬁhadcncy 15_ .
pronpelled to push back the frontiers of antitrust law. In the case
6f the inventor, when he comes uo Wifh an invention that is a poor'
one,.it-will he tested and knocked out on the'market place, if not.

before, 1In the case of bad antitrust policy, no such -safeguard

£ antitr

is normally avéi1;£ié:HMEEQN;£1§WHQHEEEWE§5gﬂé'chdﬁg
policy which is against the public interest can ﬁe brought about

is by public reaction to such policies and a political reaction to
such policies and a statutory ciarification of the law. I might
note that seldom has an appeal t0 reasonableness or logic to those
directly concerned with making such antitrust policy béeh effectivé;:

Those closely associated with making such rpolicy, I

believe, have tunnél vision, seeing only the antitrust aspects and
not the many other public policies thaf should be simultaneously
&oﬂsidered. Those directly dealina in the subject mattér of patent.
licenses in the Antitrust Division of the Justice Department do so

ignorant of anv experience in negotiatina license agreements them-

selves, their knowledese primarily beinq gleaned from case law far .

removed from the nutrient medium in which the license agreements
were neqotiated and the dynamic state of that medium at the time

they were neqotiated.' The analysis of base law is a very poor ﬁay

§ of setting public policy in this regard. Seldom do cases reported

in the reference books agive the full story of the subject mattexr

heing considered, It is an adversary situation hetween two parties,

‘each party trying to put the black hat on the other party, and the

judge writes an oninion which many times ignores factsand law
acainst the cpinion he is rendering, as one of his main aims is
to deliver his decision in such a manner that he will not be

"dumned" on appaal. Those who have had substantial trial proctice
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are quite aware of this.

The only adequate way of really formulating a public

people actually having knowledge and judgment and expérience.in
the matters concerned, such as these in ;his room, and the place
such policy should be established is in the halls of Congress.

The antitrusters do nbt choose this route of placing into the
legisiative hopper a proposed clarificétion of the laws on the
licensable nature of patent rights which would permit a business—.
man to eﬁter into a legal agreement today that he feels will still

be legal five and ten years from now. To clarify the law by the

‘legislative processes would take away the antitrusters' plavground,

Also, gentlemen, what is being done by antitrusters regarding the
licensable nature of patent rights in the courts would not pass
muster if they tried to do it by the legislative processes where
policy of this kind should actually be made in the form of
statutory enactments.

Bué those such as yourseives are finally beginninzg to
awake as to what is going on, and Senator Scott, the minﬁrity
leader - of the Sehate, has éoncerned himself with this problem and
has dntroduced into the United States Senate an amendment to our
patent laws which would clarify'the nature of the patent right in
a ménner that Q;uld enable you with scme more reascnable assurance
to enter into a leadal agreement todéy that would be consicdered
legal by the courts tomorrow and the vears after. The Scott amend-
ment, for the most nart, merely clarifies and stabilizes the law
as it is today. Tt does not turn hack the clock, it dees not

)
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specifically leqgalize price restriqfions, which as a matter of
fact arce still lenal today although thev are expeéted te be

declared illegal in some future court action. It would certainly

_seem to be that a qtablllzatlon and clarlflcatlon of the law would.

he in the pubklic 1nterest so that all could recognlze what the-MWMMMWWWN

law is and enter into legal agreements.

As to what the spécific laws should bhe, T will leave to
the legislative prOCQSSeé, for even if the law takes the form of -
the most cohtuse and conveoluted reasoning of the antitrusters,
that is better than the uncertainties we have in. the law today.
The antitrusters do not see it that way bepause they prefer to
develop this in their own vplayground on a case-by-case basis.
However, with the awakening of these familiar.with the subject,
theré is.expected to he three lively days of hearihgs next week
in the United Sfates Senate Judiciary Subcommittee, chaired by
Senator McClellan on the Scott amendments.

As & matter of interest, Senator McClellan fequested

the NMixon Administration many months ago to inform his Subcommittee

"of its position with regard to the Scott amendments. The Commerce

Department internally within the Administration has spoken strengly
in favor of something of the nature of the Scatt;améndments. The
Justice Devartment, through its Antitrust Division, has come out
internally witﬁin the Administration strongly against any such
amendnents. Stranaesly, the State Department is not:believed to
have heen involved in these matters. Yone of these positions aré
public, thev are within the Administration, and my advice is based -

aticn iiself

on informal cortacts within the Rdministraticn
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difference in policy between two major units of the Wixon Adminis-~

tration has gone all the way to the White House level and has

—..resulted.in.Cabinet.-level-meetings-and-meetings—in-the-office et {
Management and Budget but, still, as of. yesterday.morning there - -

‘was no word from the Administration as to what its position would

be with regard to the Scott amendments. This is not a very helpful

"position and the Administration has been criticized on the floor

of the Senate for failing to take one. As it stands now, there is
still thé“pbssibility that it will take a position either favoring
the Antitrust Division or favoring the Commerce Department's
position or take no position at all, or permit both groups to
testify. At this moment,.just Qhat the Administration is going
to do is mot known, although I am advised that they will be forced
to explain why they have hot taken a position, if that is the case.
At best, even though the Scott amendments are received
with favorahle atténtion by the United States Senate, I do not see
their being enacted into law in the near future. Legislative
processes are slow.

' Gentlemen, I know that all of you are hard-working, busy,;
busy vepople, but.you.have.a special obligation with your knowledge,
experience and judgment, tq take a portion of your time and try
to articulate and bring to the attention of the public and the
lawmakers the ﬁeed‘for the relative unhampered right to enter inte
license agreements and transfer technoloagy for the benefit of all
mankind,’ The.hour is late,:but with the hearings on the Scott
aﬁendments a fresh wind is blowing. Let;s_you and I resolve to

see that it is a favorable wind. I thank vou.
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ittee #5 was attended by six
onf

sanese members and “oL:n craft B

i Lounr ATIEET ST partieipants’ prehared
_bv Mr. unn%1J C. McGauphey are available in the
. (aht.l..IJ anto Iiles.

:Dl:cu““iOﬁb were based upon a Drnnoseu agenda and upon
reports of Stanuir Commitiec's .4 of the United States
cand Japanese groups. - Copies of the agenda and of the
reporss i Lhe Swo group standing comnittees were
distributed to 21l participants.

“After full discussion, the Tollowing stat ements of
-position were agreed upon and recommended for.
acceptance in the plenary session held May 5:

(L) Committee #4 favors the early ratmflcatlon of the
Patent Cooperation Treaty and continued considera-
Yion and study of the desirability of instituting
the provisions of Chapter 2 of this Treaty. ’
Recognizing the complexity of the problems
involved, the Committee also recommends that the
various rcservatlons pernitted under the Treaty
should not, if taken, operate to delay ratifica-.
tion of the Treaty; :

Comnittee #4 endorses and supports the principle
of the proposed Strasbourg agreement concerning
International Patent Classification.
believes the establishment of the speeial union and
the adoptlon of the infternational classification
with a. provision for continued development and
improvement is a wortnwhile and highly practicable
step toward the rezliscation of the universaily
desired ability to make truly comprehensive and -
reliable international patent searches;

Committee ¥4 favors the increasing trend toward:
international collaboration to simplify inter-
national patenting and observes that the proposed

of all Paris Union countries, would be an®
appropriate step toward such collaboration.

The Committee -

- European Patent System, if accessible ‘to applicants_




coe

or reguired to be

Truv oy o
(R .zasl ol

: nited States to promove
of the ¥

oooﬂr tion Treaty;

TrTforss to improve documentation and machine

searching capablilitles;

The possibliity that Articie 29{bis) of the new
vapanese oauenu law may make e 50— -gallied Hilwer
reservavion Articlie 6hLEY(a) of interui. D0 nre, leias

Respectfully submltued

May 24, 1971
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NEW DIRECTICNS IN INTERMATIONAL: o
- BRODUCTION AND INTELLECTUAL PROPERTY

Introduction

I am delighted to have ‘this opportunity to be with
"you today. This Washington meeting, it seems tome, is
thé culmination of the dedicated organizaticnal work that
went into forming PIPA in 1969 and carrying through since
then to make it a vigorous and constructive rewresentative.
cf member . country 1nterests 1n fhe 1nternatlonal patent

The partlclpatlon of PIPA in ‘the Dlplomatxc Con-
ference to negotiate. a:Patent- Cooperatlon Tredty’ (PCT)
here at the State Department.last May.and June gave .
ample evidence of -the usefulness of. such an organlzat;on

Most of you are,famlllar w1th developments in the
international “industrials property ‘field“during’ the past ’
several years, and-I:see no need to review them with
you here in any detail.  After noting the highlights,
what I will do'is:tcipose some basic-'issues and raise
some guestions about:where internatiocnal business develop-
ments, including. cooperatlon inthe: lndustrlal property
field, may take usii yyears:. ahead

Review of the Last Decade s*Dcvelopment'

The decade of the 1960's will, I believe, come to
be regarded as the watershed in the international



e

industrial property field, There had been successful
international cooperation in this field earlier, as, ;
for example, the Council of Europe Conventions on

formalities required for patent applications (1953) and ‘
.on international patent classification (1954). But these 3
were both essentially regional conventions.

In 1962 the member States of the Paris Union Execu-
tive Committee and the Berne Union's Permanent Committee
approved a study looking toward the administrative re-
organization and modernigation of the two Unions and the :
United International Bureau Hr the Protection of Intel- i
lectual Property (BIRPI}), This action culminated five »
years later in the Stockholm Intellectual Property
Conference. :

As a result of this Conference, the administrative
machinery of the Paris Industrial Proparty Convention
was reorganized to make it more directly responsible and : :
responsive to the member States, and a new organization -~- 2
the World Intellectual Property Organlzatlon (W.I.P.0,) == '
was established.

As you know, the W.I.P.0. Convention came into force
in April of last year. BAs of January 1, 1971, eighteen
(18) States had ratified the administrative provisions
of the Stockholm Act of the Paris Convention. '

We believe that the new W.I.P.0. is better prepared
to cope with the rapidly moving developments concerning.
industrial property and copyright protection occurring.
-all over the world. As for the reorganized Paris Union,
we believe that it now has the administrative machinery
to operate much more efficiently and effectively than it
had in the past in furthering industrial property pro-

- taction,. N

Evidence of this was the successful negotiation of
the world-wide Patent Cooperation Treaty (PCT) at the
Washington Diplomatic Conference, in which your organiza-
tion participated last May and June., Fifty-five (55)
memper States of the Paris Union attended the Conference,
and thirty-five {35) States, including the U.5. and Japan,



had slgned the PCT as of December 31, 1970, the closzng
date for signatures.

We in the Department of State view the PCT as making
a real contribution toward our foreign policy cobjectives
in the areas of patents and foreign trade, We believe
that the PCT will facilitate the £iling abroad for
patents by U.S,industry and that increased filing will
materially help our foreign trade position, Further,
we bellieve that the PCT will strengthen the patent,
system in developing as well as in industrialized
countries, These are the reasons that the Department
of State, in cooperation with the Patent Office,. took -
the initiative in the Executive Committee of the Paris.
Union in 1966 to propose a multilateral effort in the
international patent field which culwinated in the
Washington Diplomatic Conference. These are the two
reasons today why I would urge American industry to .
study the PCT and let us have the views of your organiza-
tions with respect to United States ratification.

Further Industrial Property Developments

As to the future -—- one of the most significant
developments on the horigzon in the international
industrial property field ig the proposed Buropean
Patent Convention. In many ways this Convention may
be regarded as a corollary of the PCT. .

Substantial progress on the European Conventlon has _f
been made during the intervening months since the PCT -
Diplomatic Conference. ' Our best estimate at this time
is that a diplomatic conference to negotiate this Con~
vention may be held in the spring of 1973, . There is a
widespread air of optimism in Western Europe that these
negotiations will be. successful. ’

" Looking beyond the more immediate benefits resulting
from the coming into force of the PCT and the European
Patent Convention, there are many experts here and abroad
who regard the long-term implications of these two
agreements as being equally important. They believe
that there are elements of harmonization built into s
these agreements which may ultimately lead to harmonization




-fym

of certain aspects of patent law and procedures which
will benefit Patent Offices and patent appllcants in the
U.5. and abroad.

Another development in the international industrial
property field that, should be mentioned, because of its
importance to major trading countries such as the United
States and Japan, is the work that is going on_in the
W.I1.P,0, in the trademark field. Two meetings of experts’
in this area have already been held and another is
scheduled for October. The purpose of these meetings is
to consider how the Madrid Agreement Concerning the
International Registration of Marks should be revised
or, whether a new treaty should be developed in order
to devise a system which is attractive both to countries
which are and countries which are not members of the
Madrid Union., Neither the United States nor Japan are
mernbers of Madrid.

Importance of Japanese~U.S. Relafionships

As_you know, the United States and Japan were two
of the key ecountries in all of the preparatory meetings
leading up to the PCT Diplomatic Conference, and have
been mentioned as prospective Searching Authorities under
the Treaty. I would like to say how gratifying it was

.that all during those long and difficult negotiations,

the various Japanese representatives approachad the
problems about which their Government was especially
concerned with a cooperative and constructive attitude,.

It was this spirit of cooperation on the part of
governments, with the support and assistance of industry, that
undoubtedly was one ofthe Xey factors in the successful
negotiation of the PCT. And there is no question in my
mind that cooperation ameong governments is going to be
a most important factor in the successful operation of
this Treaty when it comes into force. This will certainly
be true in U.S.-Japan bilateral economic relations because ’
of the high technology content of goods traded, of

A L s S NS D s e
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-licenses and of direct investments, and simply because
of the sheer size of the exchange that takes place.

For corporations engaged in manufacture in patent
oriented or advanced technuloyy industries, ao for
example, electrical-electronics,. chemicals and pharma-
ceuticals, effective patent protection abroad is of
great importance. This is true whether a firm manu- .
factures in a particular foreign country, licenses a
demestic company in that country to produce its product,
or merely uses the patent to protect its import posmtlon
in that country.

The high level of patent filings between the United
States and Japan indicates the great number of firms,
large and small, national and multinational, which feel
they need patent protection in Japan and vice~versa.-

For example, in 1969 U.S5. rnationals filed more than

13,000 applications and were granted 4,600 patents. This
was b far the largest number of applications £iled and
patents granted in Japan to any gmwup of foreigners.: In
the same year, Japanese narionals filed 5,400 applications
and were granted over 2,100 patents. Only one other
country -- the Federal Republic of Germany -—- had a

larger number of filings and patent grants in the U.S,

This large number of cross. filings between the two
countries is parily a reflection of the size and nature
of Y.S5.-Japanese trade. Thus, in 1970 U.S. exports. to
Japan totaled more than $4.é‘ billion and imports £rom Japan
amounted to almost $5.9 billion. The veolume of patent -
filings and the volume of trade are indicators of how
necessary continued cooperation will be..

Even though there are large numbers of applications
being filed today by American enterprises in Japan, we .
believe that there are additional companies that ought
to consider a patenting program in Japan not only in
terms of the domestic market there but also because of -
its position as one of the worid's leading tradlng ’
nations.




Since both the United States and Japan are members
of the Paris Industrial Property Convention, U.S.
businessmen are entitled to the same treatment under
Japanese jindustrial proparty laws as that Govexnment
extends to Japanese nationals -- that is, "national
treatment," There are, of course, other important
benefits accruing to American nationals under the
Paris Convention such as the "right of priority."
Similarly, these benefits are also extended to Japanese
nationals in the United States. ‘ .

We have come a long way ard accomplished a great
deal in the industrial property field, But as we look
ahead to prospective developments in the years to come,
I believe we must think in the context of the inter-
nationalization of productmon and the multinational

“corporation. -

Internationalization of Production

Once upon a time, with rare exgeptions, a firm
produced at home and, if it had excess production,
it tried to sell that excess production abroad, Or
a company may have been induced to go into the export
market by exhortation —— exporting ig good for you:; it
will bring you profits. &And it is good for your country,
it will help our balance of payments,

4

The pattern has changed. TU.S. companies ha¥e been
investing abroad at a constantly increasing rate, The
book value of U.S, foreign direct investments today
stands at an estimated $78 billion.

You know the reasons firms have gone abroad: to

. be close to markets, to manufacture within preferential

trade areas such as the Common Market or the European
Free Trade Association, to secure markets that otherwise

‘would be closed by gquotas or other protective devices,

or to take advantage of local labor and other resources.
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o POAE Y- MOT @~ and-more..decisions. by. boards.of. directors..
on where to produce and what to produce are being made’
with little regard to national borders. The non-political
risk questions are being decided purely on the basis of the
economic desirability of producing in locality A or in ’
. locality B. These decisions may involve the siting of
regsearch and development facilities, manufacturing i
-establishments, or sales and distribution organizations.

The so-called multinational corporation has been the
principal instrument of these developments. The quanti~
tative growth of multinational corporations over the past:
two decades has convinced many people that a significant =
qualitative change has taken place and that we are seeing
something new and vital in the realm of international -
economic relations. Scholars, businessmen,  labor and.
government are all exploring the subject in order to
extend our knowledge of the multinationals and their
" impact on the lives of nations. Although we have only
scratched the surface of information needed to formulate
public policies with respect to the multinational corpora-
tion, we are beginning to get a fairly good fix on the
public and foreign policy issues and problems assoclated
with them.

The number of multinational corporations runs into
the thousands -~- over 600 U.S. firms operate in the UK
alone, But the truly influential firms, the ones which.. *:
account for the vast preponderance of foreign directf
investment, are far fewer in number. It has been
estimated that at least 80 percent of all U.S. foreign'
direct investment is accounted for by some 200 firms,

Many of these are such familar household names. as General
Motors, Chrysleyx, Ford, Singer, IBM and ITT. - About 100

. foreign firms comprise the major multinationals of the

rest of the world, including, for example, Philips, _
Nestle, Shell and Lever Brothers. This means that about -
300 firms, two-thirds of them U.S.-owned, domlnate the -
field of international direct investment. . o

A characteristic feature of these firms is that they
. are "multinaticnal" not only in operatlons, but in
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srgarization and-outlock: - Theyusually-have-operating-
divisions in several countries andlocal operations are

customarily in the hands of locally recruited staff, at
least at middle management level. Top level management
may be from headgquarters staff and of any nationality.

The trend thus seems to be towards firms of truly cos-

mopolitan outlook, not just national firms operating

abroad, :

Now to develop a feel for the magnitudes. In 1970
the book value of the U.S. share of foreign direct
investment was estimated at $78 billion. Geographically,
about 28% of this investment was located in Canada, 28%
in Burope, 18% in Latin America and the remaining 26%
scattered in other areas of the globe. By sector, about
42% was in manufacturing, 28% in petroleum, 8% in mining
and swelting, and the remaining one-fifth in miscellaneous
operations, including services., The rate of return on
U.S. foreign direct investment in manufacturing has averaged
about 12 percent in recent years. —The total return on ail
foreign direct investment was about $6 billion in 1970.
Netted against new.investment outflows of $4 billion from
the United States, this yielded a positive contribution
of $2 billion to our balance of payments, If net income
from fees, royalties and other income from U.S. direct
investments abroad is added, the total net contribution
to our balance of payments probably was on the order of
$4 billion. This may be compared with our merchandise
trade surplus in 1873 of §2.,7 billion (enly S$L.3 billion
in 1962 and §,8 piilion in 1968).

_What are some of Hemore ipporsant issues arisihg
from the business decisiane 2ni ~pera<ions of she
multirationals? :

As internaticnal company operations have grown, they

‘have called forth varying degrees of nationalist response,

in developed as well as in developing countries. On the ;
one hand these concerns have led to cries that foreign
capital, particularly American, was dominating the

economy and infiuencing general policy unduly, and that
steps must be taken to reverse the trend. Others,
particularily the companies themselves, have expressed

-




or spelling out the rules of the game so that inter-

a need for greater harmonlzatlon of laws “tfiowHg “countries:-

national companies can most effectively use world-wide
economic resources for productive purposes without
running 1nto conflicts of law.

The areas nlost often cited in the latter connection .

‘involve antitrust, tax policy, securities requlation-

and company -law, export control policy, and balance of
payments measures. Others receiving attention include
weights and measures, product standards, food and drug
regulations and, of course, patents. But the fact is
that harmonization of laws among nations is a long way
off. We face not only problems of international nego-
tiation but strong resistance on the part of domestic
cempanies as well.

With or without harmonization of. laws, there are .-
many questions we need to be asking ourselves. . Some
of them are: o e

Is the growing. internationalization of production. :-
good or bad? What does it mean for U.S. exports and
imports? WwWhat does it wean for world trade? How do
our foreign trade policies affect the flow.of private .
investment abroad? What role does and should inter-
nationalized production play in the economic growth of
the developing countries? Where do the Communist countries
fit into this picture? What are the implications for.
foreign policy -~ or for domestic policy? How are the.
attitudes of business and labor and the consumer affected? -
What does it mean for domestic employment -- for our
overall economic growth? ' For the Japanese and others,
there are related questions,

The general question of the government's role.
with respect to private direct investment abroad is.
an important consideration in these developments,
Private direct investment has always been considered
an affirmative factor in our relations with other countries,
First of all, foreign direct investment is thought to con=-.
tribute to economic development abroad. Secondly,- the.

v
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_returng on that investment have been a positive factor . . .

in our own balance-of-payments picture. .

Development as a goal for the less developed
countries (LDCs) still seems sensible and right, and
most people. contipue to believe that foreign direct
investment is a necessary ingredient if there is to be
much hope for achieving this goal. It benefits a country
by adding to and improving the gquality of its existing
_ resources. It brings in new capital, provides employment,
pays taxes, produces export goods and import substitutions,
provides access to marketing networks, stimulates the
local capital market and brings in advanced technology,
industrial know~how and management experience. When
foreign investors train local personnel, when they
invite local financial ‘participation, when they con-’
tribute to an industrial hinterland by subcontracting
locally, they make a significant contribution to cone
tinuing growth. This catalytic effect is, I think, of
foremost importance to the developing countries if they
are to achieve substantial growth,

7 The growth of our foreign direct investments has
brought an intensification of old ‘and some new problems.
They stem primarily from a more pronounced and overt

sense of economic nationalism abroad. These developments
have led President Nixon to suggest several medifications -
in a policy which might have been previously described '
as one which ~- except for "temporary" measures to limit
the outfiow of capital from the United States for balance
of payments reasons -~ encouraged U.S. foreign direct
inVestment almost without qualification.

« The President first signalled the chiange in policy
on October 31, 1969 when he said, "Just as a capital-
exporting nation cannot expect another country to accept
investors against its will, so must a capital~importing
country expect a serious impairment of its ability to attract
investment funds when it acts against existing investments
in a way which runs counter t¢ commonly accepted norms
‘of internatiofnal law and behavior....We will not encourage
U.5. private investment where it is not wantedy or where
local political conditions face it with unwarranted risks.
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But my own strong belief is that properly motivated ..
private enterprise.has a vital role to play ln soclal as
well as economic development " : - - NEI

And in hls'“state of the World" Meseage to Congress
on February 19, 1970, the President said, "In practical
terms, we shall confront increased pressures agalnst
foreign investments....Foreign investments are the ;
mogt exposed targets of frustration, irrational polities,
misguided nationalism,.,..For their part, investors .must .
recognize the national sensitivities and political needs
of the 1970's....There is no more delicate task than
finding new modes which permit the flow of needed.- :
investment capital without a chalenge to national: pride -
and prerogative..-.?rivate investment must play a -central.
role in the developmernt process to whatever extent de51red
by the developing natlons themselves, " : o

The guestion of limiting assistance to U.S. private -
firms which seek to invest abroad. "to the extent desired
by host countries," was noted again by President Nixon
in his sécond foreign policy report on February 25 of
this year.

What then should U.S. Government policy be with respect
to investments? Should investment be encouraged on a :
selective basis, taking into account the factors noted -
in the President's remarks? (I should observe here. that..-
with respect to friendly developing countries our legis-’
lation establishing the Overseas: Private Investment

- Corpdration (OPIC) laid down a policy of selectivity
in the encouragement and support by OPIC of private
investment abroad. OPIC's operating guidelines accord-
ingly place particular emphasis not only on the commercial
soundness of each project to be assisted but also on its
social and economic developmental impact including, for
examnple, its effect on the host country's revenues,
foreign exchange, employment and ecology.) Or, as some -
suggest, should the Government be completely neutral,.
which is to say we will let the market place, meaning -
the investor and the recipient country, decide w‘l—fether
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investment will take place and in what form? Still

othérs beligve thar the U5, Covernment-should promote— -
investment without qualification~-or that the U.S.

Government should actively discourage it. There are

pros and cons for all of these positions.

I don't have the answers to these questions. HNo
one does. There are no clear signposts pointing to the
correct or most efficient way to develop an inter-
nationalization of production that will provide maximum
benefits for all. But we do have some principles to
guide. us: cooperation instead of conflict; flexibility
instead of rigidity:; fair competition instead of
restrictionism. )

Regionalism in the Pacific Basin

The moves We have made toward harmonization of patent

. procedures will contribute. to a favorable climate for the

intemationalization of produetion. I think this kind of
cooperation can lead to further cooperation in other areas.
I am thinking specifically of the many possibilities for
joint U.S.~Japanese endeavors in third country development.

Japan is increasingly active in Asia as a direct
investor and a direct competitor of cur investors. All
three parties involved ~- U.S. firms, Japanese firms and
host countries -—~ stand to gain not only from this
competition but from the cooperative ventures that this _
makes possible. At the same time such consortia diffuse
the nationality of the investors and help to take -
investment out of political contexts.

. From our efforts to persuade Japan to liberalize its
rules on direct -investment more guickly, we have learned
how different the Japanese system is. from ocurs. It works
very well for Japan, andé the Japanese therefore have dis-
couraged the entry of foreign influences which they
believe may disturb the smooth operation of their economy.
But if both Japan ahd the U.S. are to gain the full
advantages of internationalization of production, both
are going to have *o change. Péarhaps we can learn to
reconcile at leas“ some aspects of ou? systems'through
cooperative investment ventures in third countries
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where neither Japanese nor Amerlcan flrms need be locked
into their tradltlonal business practlces.

Whether it is patent cooperation or Jjoint develop-
ment investment, it is too limiting to dwell on the
role of Japan and the U.S. to the exclusion of other
Pacific nations. Because of size, the U.S. and Japan
are going to be the principal players in multinational
projects in the Pacific, but we should think in broader
terms which include other nations in the Pacific area,
The Pacific Basin Economic Cecoperation Council (PBECC) ==
Japan, United States, Canada, Australia and New Zealand) =
may be one means; the Private Investment Company for
Asia (PICA), another. We want to see regionalism develop
in the Pacific. Japanese~American cooperation ig a’
necessary condition.

You in PIPA through your efforts to achieve coopera-
tion in intellectual property matters, can contribute
much to economic integration. Technology is the key to
development. You hold that key.






