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Opening Address

Ichiro Okano

Good mbrﬁing_hdpofablg Gﬁests,_Hﬁnéréry Chairﬁan, Ladies
and, Gentlemen.'It is“my éreat ﬁleasuré to ﬁake tﬁe .. |
openiné_éﬂdrgss o% the occassionAof this Niﬁth Inter-
national Congress of PIPA to be held for 3 days starting
today. I express my hearty thanks for your attendance..
Xt is3 a pleasure fhat we Treceive the 22_Gentlemeﬁ'from'
American Group, and_I héarfily welcome théir_attendance,:
Seventffour Gentiemen fr&m_Japanese'Group are atténd- 
iﬁg'this meétipg,-add 8 member.cbmpaniesvof Japan Patent
Association havg sent their representatives to this
meeting asrobservefs._Wé ére'very grateful that this
meefiﬁg is held with'the_atténdance-of 10ﬁ Ladies and-
éent;emen;rI sincérely hope fhat this meeting will be
pleasant aﬁd f?uitfﬁl.

Tt is a.p;eaéure to pr§5ent youiwith-a'set.éf-sﬁgarspoon
and Eﬁttérknifé-iﬂ memo?f-bf‘fhis meétiﬁg._Théy_are_

colored-porcelained with Nagoya Castle and Golden Dolphins

;which were 5pecia11y'6rde:ed; I am sure.that-§ou will:

not find similar ones at?aqy.shbﬁ. I hope you will take

theﬁ back home and use them for lbﬁg.

.Thank-you.




“Report on 1977 Activities of PIPA
Paul M. Enlow, President
American  Group

It is truly an honor to greet you on behalf of the
American Group here in Japan in your fine city of Nagoya.
Many of your American friends that normally have attended

these meetings in Japan in the past, but who could not be’

here today, have asked me to personaliy send their greetings

. to ﬁhe Japanese Group of PIPA,

It is my purpose to-review for you the more
important activities of the Pacific.Industrial'Prbperty
Association which occurred during 1977. However, sincé-we
have such an excellent program, I shall keep my remarks very
Cbrief. T o eeesl D

. At rhe outset of 1977, the Japanese and American.
groups of PIPA held their separate annual meetings and .
elected the Officers which are presently serving the -
organization. Incidentl&, the present Officers were re-
elected to thelr present positions in March of this year..

One of the highlights of the year 1977 was the
8th Internatidnal Congress of PIPA which was held in
Williamsburg, Va. during October 11 through the 14.

Williamsburg was the_coionial_capital of the state of_

- Virginia;-which-during the settling -of America was one of = "

‘Great Britain's largest. and most populus colonies. It was
a gathering place for leaders who helped shépe the course

of American Democracy.

e e




~ representatives of the American Group and about 30 repre-

I won't take the time to review the entire program
of speeches at Williamsburg, but I would like to review a

few items. The attendance-at Williamsburg included over 70

sentatives of the Japanese Group.-

The Honorary Chairman of the 8th International -
Congress-was Mr. Wallace Doud, Vice President of the
International Business Machines Corporation. Mrf‘DQud,has_._
beén to Japan many times, and many of you,knqw:himlperéonally.-
He is indeed a friend of PIPA and a_strong:suppogter_df
pufposes and objectives of our group. We also had as guest.

speaker Mr. Geraid‘Aksen, General Counsel of the American

Arbitration Associatiﬁn,:who spoke on_Arbitration and

Conciliation Procedures,_ Since our friend former.Cngissioner
of the Patent and Trademark Office, Marshall;Daﬁn had resigned
and returned to the practice of-1aw%:Assistqnt'Commissioner
for Trademarks, Bernard Meany;.addressed thé:group.

‘Since “the foundation of our organization at the
beginning of this decade, our members have contributed
greatly to‘'the reshaping of and the dramatic changes being =
made in our international systems for the protection of:
industrial property rights. - During 1977 our_organization
and its mémbers continued to be a significant contributing .-
force in orchestrating changes in our world wide propeﬁty_;g

rights systems.
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During this past _year our represéntatives have
been involved in international meetings in Geneva and.
elsewhere concerning such projects as: 1) Revision of the
Paris Convention, 2) A Model Law for Developing Countries
on Inventions and Know How, 3) A Model Law for Developing

' Copntrieé on Trademarks, 4) Rules and procedures for
implementing the European Patent Convention as well as the
Patent Cooperation Treaty, and finally, 5) changes to be
made in various National laws in order to conform them to
these treaties and conventions. We also have been involved
in addpting impiementing'thé Trademark Treaty.

. Tﬁé’foilowing people have béen active in attending
“Eﬁéééiméetings in Geneva as observers for PIPA. -
S Mrl Aokt |

- Mr. Dave Mugford
- Mr. Don Mezzapelle
Dr. Bart Kish ;

As member representatives of the Pacific Industrial

Property Associétion PIPA we can truly appreciate the .

importance of our organization when we realize that PIPA is

the only, I repeat, the only organization.which has'quaiified'

to send observers to the current series of conferences being

held in Geneva under the'sponsbrshiprof'WIPQ (World

“Intellectual Property Organization) which are considering
proposed texts of numerous world-wide treaties which will
govern Industrial Property Rights.
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As I“mentipned earlier one of_the”important_
activities of 1977 was the preparation of a resolution at
the 8th International Congress in‘Williamsburg. The

resolutlon requested that Artlcle 5A of the proposed Ee

rev151on of the Parls Conventlon be recon51dered by the.
World Intellectual Property Organization. The prqposed
Articie 54, as you may recall, provided for the grantiﬁg

of exclusive compuisorf iicenses eﬁder pafents in countries

who were members of the Paris Conventlon

The resolutlon was presented to the governmental
representatives of both the U.s. and_Japan whq are
responsible for attending the meetings at WIPO_concerned_
with a future wbrid conference on reﬁising the Pafie
Convention. In the U.S5. the resolution was presented to
‘the State Department and you may recall that in Jebeh,

Mr. Aoki was instrumental in presenting the resolution to
your Fereign Ministry.

The resolution was accepted by both our State
Department and also the Japanese Foreign Ministry and sub-
sequently these governmental representatives succeeded in
joining together to present our position.at the meeting of
WIPO in Geneva. The effect of their actions was to keep
this subject matter alive for future consideration at the
diplomatic conference to be held in 1980. The action of
our organization in formulating and following through with

our resolutions stands as an indication to all of us that

the Pacific Industrial Property Association is indeed being.

effective,



_ .Finally; I would like to mention that during
11977 we published the 1977 PIPA Directory which lists the
names and includes pictures of both Japanese and American
representatives of PIPA. _

R Let me leéve vou with the thought that importanﬁ
changes in the field of industrial property rights are
still being made and that during the coming year our
- orgénization must be'alertlto see that these changes
strengthen.the protection éfforded to pfopérty rights

throughout the world.
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KEYNOTE ADDRESS

Akira Hirano

cessiimrn PTESLAGTE e BIPA L oeimmsmsosrin

Digtinguished guests and all Association members:

'It is for me an unsurpassed honor and pleasure to have
this opportunity to welcoﬁe all of you and to have the
opportunity to meet and know you personally on fhe occasion
of the holding of the 9th International Congress of PIPA
here in Nagoya.

I should like to express my heartfelt thanks and give
a special word of welcome to Mr. D; W. Banner, who was until
1ést year an active member of PIPA and is now Commissioner
of the United States Patent and Trademark Office, for takihg
time from the busy schedule of his recently assumed post in
order to be with us and to address us at ﬁhis Cohgress} |

The fact that for the first time since the foundation
of PIPA we have present at this Condress mbre thah 100 paf—
ticipants is an indication of the déep interest shown by
all concerned with respect to the érogress being made in'
the internationalization of procedﬁres for the handling ofﬁ
industrial property.rights. This is indeed a developmenf iﬁ
which we can all take pride. At the same time it providesr
the occasion to feel all the more‘keenly thé éreat responsi-~
bility which PIPA has for expediting those tasks which ought

to be expected of it. '




.As we are all well aware, an indispensable basic step
'in internaticnal cooperation with respect to systems of
industrial property rights is the Patent Cooperation Treaty
{PCT) ,- whlch with ]ustlce can be called the most brllllant
achievement in this field since the Paris Convention of 1883.
The PCT, which was . the result of unceasing efforts over many
years on the part of the wvaricus national governments as
well as various other organizations sharing an interest_ih_
the guestions inveolved, was promulgated on Jahuary 24 oﬁ h _
this year and began to be put tnto actual practice ae ofl |
June 1. In Japan, the domestic bill providing for an amended
law recognizing this country's adherence to the PCT was
: approved by the 84th National Diet Following dep051tlon
of the 1nstruments of ratlflcatlon and the drawrng up of
the necessary governmental and mlnlsterlal ordlnanCes, the
“prov151ons of the treaty went into practlcal effect in Japan
beglnnlng on October l.

The 1nauguratlon of the PCT marks what Dlrector—General
-Kumagal has called "Year One" with respect ‘to the 1nternatlon-
allzatlon of patent systems, and in ways both dlrect and
1nd1rect it is 1ndeed somethlng that should be extremely o
Welcome for all PIPA members. In thlS regard I wish to

express my heartfelt gratltude to all those persons "who' have

"had a hand . in brlnglng the PCT to frultlon. DR

" The European Patent Conventlon Wthh is a tlmely and




appropriate complement to the PCT, has also ‘made its début.

In- an international society which since the end of the Second

CHOFLd WAF HAS still Hot séén an end o ¢old and hot wars,
both large and small, today's trend of seeking unity and-

consensus in matters of industrial development can most surely

be said to constitute a wide-ranging and powerful approach -
to world peace. It is a matter for regret that the so-called
East-West Problem arising from ide@logical differences and
the so~called North-South Problem arising from economic im-
balances (neither of which, from the broader viewpoint of

the common good, ought to be in any basically adverse rela--
tionship to the progress of industrial development) continue
to give indications, some more easily apparent than others,
that they can still give rise ‘to disturbing problems which
can affect the progress toward reaching the unity and -

consensus I have just mentioned.  But we can surely say that,

given conditions as they exist, we can and must proceed to
séek solutions, erm a standpoint of mutual understanding
and a spirit of mutual compromise.
A matter calling for our immediate attention is the .
suggested revision of Article .5 (a) of the Paris Convention.
- This is a proposal, brought forward by some of the developing

countries, to which we cannot give our approval. The notion

 that importation cannot be considered licensing and exclusive

compulsory licensing should be granted in the case of failure

T~
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to work may be said to have been practically unheard'of‘in
the past. As you are aware, at last.year's 8th Intefnatiénél
Congress held at Williamsburg, a resolution with respécfﬂéé”
this problem was pfepared and.then presented in . the fdfﬁ;df]
- & petition from PIPA to governmental agencies in the Unifed'
States and Japan. However, at the 4th Preparatory'Intér? N
governmental Committee convened in June of this year in "
Geneva, no significant progress was seen, the matter being
deferred for further consideration by the 5th Committee
.Hmeeting scheduled for November of this year. It is.indeed
a matter for sincere regreﬁ that this matter does not seem
to permit an easy optimism on our part.

 ~Also, in connecfionlwith the above question as- it~
relates to international transfers of technology, there are
tendencies, especially in the developing countries, to -
:evise_legai codes in such a way that contracts granting
the use of patents come to impose difficult—to—assumg burdens
and responsibilities on foreign patent-holders. 'For PIPA,
this is likewise something that cannot be overlooked. ' Of
course, we hope very much to see the developing ﬁations
further their industrial development, provide for their

economic self-sufficiency, and be able to participateron A

many planeés in a free world market. 'We should not bégrudge
any assistance which we can give toward the attainment of

these ends. But when overly harsh restrictions are applied

-X-




£6 industrial property rights originating in other countries,

such restrictions’ cannot meet with approval by the latter,

'wan@wsingggtheYrmaywinterfere"with*the~technological“assistaﬁce““w*“““

from the industrially developed nations which is needed by
the developing nations, neither do they promise, in my sincere
estimation, to be in the best interests of £he developing
couﬁtries themselves. |
lf.we look at the process by which Japan, deficient in
natural resources and now supportihg a popﬁlation of moré'
than 100 million within its small territory, rose from the -
ruins of war and accomplished the economic reconstruction seen
today, there is no rdom_td'doubt the ehorﬁbus rolé pléyed by'MJ
technological assistance from the United States and other h
industrially advanced nations. And at the same time there
is not, in my estimatidn} any room to doubt that it was Japan'é
consistent attitude of giving due respect to industrial pro-
perty rights which played what may"be called the decisive role
in making it possible to obtain this technological assistance. .
One of PIPA's tésks and responsibilities will be for us :
to direct serious attention to the above~mentioned problems
in the future and to strive for their solution. It is my
sincere wish that each and every one of our honored guests
will also share in this effort at understanding and coopetation._
Maﬁy thanks to all of you for being such a fine and atten-

tive audience.
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ADDRESS OF THE HONORARY CHAIRMAN

Shoichi Saito o
Adviser, Toyota Motor
Co., Ltd. .

On behalf of the Japan Patent Association, I should like

to extend a word of greeting and welcome to all our wvisiting
guests as well as to each of our Japanese and American members.
For me it is a very great honor to have been nominated

. to serve as honorary chairman of the 9th International Congress

of the Pacific Industrial Property Associétion which has opgned
here todéy. It indeed gives me a great sense of shared satis-
factioﬁ_to see fhgﬂsﬁlendid way in which the Congress has begun,
- and it ié a great”priﬁilege-to”welCOﬁe eéchiand every one of

the participants, most especially the many who have made the

iong_trip from Ameriga.

I should like to express my deep thanks to Honor,Com-
miésioner Donald W. Banner of the U.S. Patent and Trademark
.Office-and ﬁo Director-General Kumagail of the Japan Patent
Office, who have, in spite of their very busy schedules, made
the time to join our meeting.

At the present time, which happily coincides with the

~coming into effect of my country's adherence to the PCT, I
 believe it is incumbent upon us te study further and more

actively the wvarious problems before us~~particularly those

X~




concerning the PCT--which regquire international cooperation,

and on the basis of our study to present a frank statement

tiqns in_cases'where_we see the need to do so.
 The present'Congress can in this regard be very worth-
while indeed, and it is alsé a splendid opportunity‘for £he
members to foster Im;tua}_ 'Lindersta'nding and to deepeh friend-
Shipé}' This it is my steadfast hope that your meetings will
bring a full harvest of positiVe results. .
'Aithbugh'my opéning remarks have been very brief, théy
. express my heartfelt greefings tb all of you. Again, many

thanks to you all for making such a fine audience.

=XII-
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ADDRESS TO THE 9TH INTERNATIONAL CONGRESS
‘OF THE PACIFIC INDUSTRIAL PROPERTY ASSOCIATION
Zenji Kumagai

Director-General of the
Japan Patent Office

Mr. Chairman, Ladies. and Gentlemen:

It is truly a.great honor for me to have been givep this
opportunitf to address ydq at this 9th International'anéress
of the Pacific Industrial Property Association. The faét |
that the Association has, since its establishment in 1970,

played an important role in the fiéld of industrial prbpexty

- rights in both the United States and Japan, contributing to

deeper mutual understanding and fo the development of system-—
atized procedures for the'handling of patent rights, is for
me reason to express my heartfelt gratitude and respect.

| In today's world, when the progress of internationéliza—
tion is such a visible reality, I believe it is indeed of

great significance that we can have occasions like today when

persons from Japan and the United States whose work concerns

industrial property rights meet together under the same- roof

to carry out a free and lively exchange of views, promote

~ mutual understanding among themselves, and deepen personal '

. friendships.

I should now like to use this occasion to present a

brief introduction to some of the important problems which
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the system of industrial property rights in Japan is currently

facing, and I shdﬁld hope that the brief remarks which I share

',.!L--iv;rj.--i'.l"l-‘--Z.YO'u----m:i.-<_:jh»t~-~-4se-:lr:ve-i-fr:xs-<-use-f-u-ZL-----?'-}_:'x:ai--n—1:s~--~-o-f--~'rrefe:l:‘enc:_e-r-''forr'-"-aZI_-—‘;'L~~----'-~-=-4‘--:-_=------~—'-'---------=

'Assdciétibn members .

FirSt of all, I should like to make meﬁtion_of'Jépan's
acﬁive and positive response to the various internatiOnA1
trends which are currently producing an effect on systems of
fégiétéring and protecting industrial property'righfs. As
'you”all'knoW;'Japan has just made effective its partici@atibﬁ
in the Patent Cooperation Treaty (as of.Odtober 1) and has by
this:participation made a big stride in the direction of '
inﬁerhétionalization. I.like to conceive of the PCT as having
three main characteristics which serve, so-éo 5peak} as its
three main pillars of support.

.The first of thesé characterisfics is the fact that trué'
international cooperation in the field of industrial property
.rights becomes, with this treaty, a reélity for the-first tiﬁe;
.For éxample, in a case where a Japanese applicant wishes to
apply for Americaﬁ, German or French patent rights; in addi-~ -
tion to Japaﬁése, provided that the Japan Patent Office duiy
accepts the application the result is that the latter will
act in piéée of the respeétive patent offices in America,
Germany or France, and the application will be conSideféd té?*
have been accepted on the same dgy it is made. The_same may. -
be said with respect to the patent offices of the other member

nations adhering tc the treaty.
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Through cooperation among the various member nations,
provisions have been made for the simplification and stand-~

ardization of the various procedures, starting with application

and including the stages of examination. 1In spite of the
fact that in Japan the number of registered inventions. orig-

inating from small- and medium-sized enterprises comes to

_afound 50% of the total, the number of their applications to
foreign patent offices has up to now been only around 20% of

the total.  Now with the existence of the facilities provided

by the new treaty, I should like to give-eﬁery engouragement
to these smaller firms to make more applications abroad.

. The second main characteristic is that in each country's
patent office the need is eliminated for employing £0 many .
examiners, as was formerly the case, and as a result, unnec-
esgary overlapping in the examination process is avoided.

For example, in the case of an application originating in

:Japan,fexaminers at the Japan Patent Office wi;l compile an-

"International Search Report", which is then sent to patent
‘offices in the other countries. Examiners in the other . .

- countries, using this as a reference, can then proceed'to'
.carry out only those examinations which remain to be carried"
out as é follow-up to this already prepared Search Report.”

- Thus-redundance “in—the-examination processig-avoided ang

more speedy examination may be expected.
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‘The. third main characteristic is cooperation with develdp—

ing countries in the patent field. At present, patent systems

~in -developing countries are not. always .sufficiently.well= .

established, and examiners with wide or sufficient experience
are not always available. In light of this situation,
industrially advanced nations are making efforts to cooperate
'in-variéus fields, 'such as the provision of information, the
training of examiners, and the drafting of legal systems.
For example, up to the present Japan has helped provide train-
ing for a total of 33 examiners from South Korea.. It is my
view that Japan should continue to engage in similar coopera-
tion with Asian countries in the future.

By join}ng the PCT with its three "pillars of support"
as outliﬁed above, Japan's industrial property rights system :

has made a great advance in international. cooperation. = And -

. it is for this reaspn-that.l like to call 1978 "Internation--
alization Year One". The PCT is truly a milestone markiﬁg'
thé very large initial stride which has been taken in the
direction of internationalization in the true sense of the
word. It will surely long remain as a giant monument in tﬁe

history of the world's development of an industrial property. :

rights system.
Japan joined the Strasbourg Agreement last year and is .
currently making haste to reorganize its examination format,

transforming it from one based on the Japanese Patent
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.Classificaﬁion (JPC) system to one based on the International
Patent Classification (IPC) system. It is planned, after
éompletion of the new format, to -adopt the IPC system in the
official patent gazette by the end of 197% at the latest.

By its -adherence to the PCT and the Strasbourg Agreement,
Japan has made striking progress toward the internationaliza-
tion of its industrial property rights system, hut the process
of internationalization is not yet by any means completed.

I believe that we must now think seriously about jeining the
Trademark Registration Treaty (TRT) as a sédquel to ‘the PCT
and the IPC. In order for Japan tc join the TRT, there are
still many problems to be considered, such- as adherence to
the Nice Agreement and the matter of how ﬁuch time will be
necessary for examination procedures, but it is nevertheless
my belief that in the field'bf‘trédemarksf'too, Japan should
actively plan to -join the TRT which promises further improve-
ments inrthe'internationalizatioﬁ‘pfocess.

Now turning to domestic questions, it mdét bekadmitted:
that Japan, which is one of those countries having the largest
number of patent—related applications, continueé to have a
large backlog of incompletely processed cases with the result
that patents are not yet granted with sufficient dispatch and
""”ﬁfeéiéiéﬁl‘“ﬁaw%VEEf’IﬁWBEHEEWEE*IHEEEKEé“?%éﬂgéﬁégi¥§“£5"WMWWWW
handle examination procedures, Japan's Patent Office has

endeavored to expand its facilities and personnel and to-
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improve its office work procedures by such means as encourag-

ing more mechanization. It is my intention to act.in the

..future so as. to.further push.forward the.expansion.and . ... ...

improvement of office work_procedu;es.w

Among the very large number of applications being made.
at present, one may probably say withrjustification-that a
.substantial portion have been made with insufficient pre-
liminary investigation or reflect an exceséiVe Or unnecessary
degree of protectionist zeal. . In-this regard, the Patent
Office has since 1976 been contacting those enterprises
producing the largest number of'applications,'ﬁrging them
to 1limit their applicétions and. requests. for examination to-
cases which may be deemed reasonable and appropriate. Begiﬁ-'
ning this year, the Patent Office is extending such contacts
to varioug sectors of industry as a whole, urging greater
dooperation in carrying out guidelines aimed at promoting
rationality in the submission of applications. The Patent
Office is in this way both raising its own examination
capabilities and furthering the movement toward more reason-
ableness and appropriateness on the part of applicénts. s
firmly believe that, as a result, it will henceforth be
‘possible to grant patent rights with greater speed and
dgceuracy.

Lastly, a few words with respect to patent information.

We are hoping to invest still further efforts in computerized
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controls. for the more effective handling of the more than one
million items which are added to the fund of patent datd each

‘year. In six more years, Japan's system of patent regulation

will have been a full century in the making. I think it is
.of fundamental and very great importance_that”before that
date we see that progress is made in the variocus undertakings
which I have outlined above.

- I have tried to give ‘a brief exposition of’ séme of the

important problems which face Japan internationally and

‘domestically. I end my remarks with a repeated salutation
and my wish that this Congress will produce many fruitful

results and conclude as. a success.

~.-T- thank you all. for your kind attention.
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~~ ADDRESS BY DONALD W. BANNER
COMMISSIONER OF PATENTS AND TRADEMARKS
U.S. PATENT AND TRADEMARK OFFICE

TO THE 9th PIPA INTERNATIONAL CONGRESS

S NAGOYR', JAPAN "
OCTOBER 4, 1978

It is a great pleasure once more for me to visit the
beautiful country of Japan. This is about my 25th visit
here and I continue to be delighted with each'return. I am
also very honored'to have been invited to address ﬁhis ninth
Congress of PIPA. ‘I had the honor to address the very fifsf
Congress of PIPA, which alsc was held here in Japan, and I
am very pleased to have this'opportunity to do so once
again.

At the occasion of.that.first Congress of PIPA, the
topic of my papar was a matter of important international_'
patent cooperation, the then very new Patent Cooperation
Treaty;"As we all know, that Treaty became operative héfe_'
in Japan just a few days ago; and I had the pleasure of
 expressing my personal congratulations and good wishes on.
this occasion to. Mr. Kumagai, Director General éf the Japanese
Patent Office, at his office yesterday. Now that both Japan
and the United States of America are'opefating'under the
Patent Cooperation Treaty, together with other countries,
the maximum advantages of that international relétionship;

can be achieved.
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It is, inlmy'viewg extreﬁelytiﬁpqrtant that the close
relationship betweéﬁ Jé?an and fhe United States of Ameri@a
in international patent and'tradémark mafters; as illu—.
strated by the Patent COoéération Treaty and the Trademark
Registration Treaty, withrthe_support of the Pacific Indus-
trial Property Association, be contiﬁuéd. indéed, it is
probablf more important now that this close.cooperatiqn'
gxiét than.at any other time. One of the principal reasons
for this necessity is the planned revision of the Paris
Convention fOr the Protection of Industrial Property, for
which a diplomatic conference has now been_scheduled bgéin-
ning on February 4, 1980 in Geneva, Switzeriand. I have
come to Japan from Geneva where the meetings_were_held.iast
week:ét ﬁhich that-dafe and place were eéﬁablished. |

As some of you know, I am the:curfent spokesman for the
Group B coﬁptries which include Japan, the Unitedjétateszéf
America, Canada,rAustralia'and the countries.of western.
Europe.  ﬁe had a Group.B meeting ;ast week in Geneﬁa in
cqnjﬁncﬁion with the WIPO governing bodies meetings, we had
.é Group B meeting in Washington during the week of September

11, we shall have a Group B working group meeting in Berlin

"”GfaﬁﬁwaﬁééEiﬁdwiﬁ”Géﬂéﬁéwiﬁwléfé“Nﬁﬁéﬁbéfwéﬁdmééflﬁwﬁéééﬁ?”mmwm

ber in conjunction with the wvarious Working Group and

Preparatory Intergovernmental Committee meetings to consider
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reviSibhmbf the Paris Convention. I assume that PIPA shall

have a representatlve at the PIC meeting beglnnlng next

-~ month~in-Geneva to" partlcipate 48 an OBServer

I would like to recount some of the main changes being
requested in the Paris Convention by the developing coun-

tries to refresh your recollection of them:

1. The establishment of a principle of "preferential

treatment" for developing country nationals with -

respect-to the length of the period of priority and
~with respect to fees, as well as modification of the
. principle of "natiomal treatment” for developing -

‘country nationals with respect to fees.:

With regard to the notion of preferential treatment,

.. ;the developing countries have proposed that the length

. of the priority period for the filing of both patent

| and trédemark applications be extended by 507 for
nationals ftdm’devéloping countries to peridds of 18
months and 9 mdﬁths, respectively,. They furthér pro-

pose that all countries permit nationals of developing

countries to file appiications'fof patents or for the

reglstratlon of trademarks for one-half the fees

'normally charged. Whlle ‘some argue that nelther of




these proposals violate the letter of the principle

of "national treatment,"

it is without doubt they
do obﬁiéus iﬁjury.to the underlying concept upon
which this.principle is based'by giﬁing a pfeferred
treatment to the nationals of other countries =--

requiring that a country treat foreign nationals

better than its own nationals..

In addition to these two proposals, the developing
.countries have also proposed a literal violation of

the prinéiple of "naﬁional treatment.'" This proposal
would authorize developing countries to charge théir.
nationals 50% lower fees than they charge the nationals

of other countries.

Most Group B countries feel that any tampering with the
principle of 'mational treatment" -- whether a prefer-

ence or a literal derogation -- would not be desirable.

Consider, for example, that if developing cdﬁntry
nétionals Were.entitled to preferential fee treatment,
Petrobras, the Brazilian oil monopoly, would be en--
titled to lower'patent and tré&emark.fees in Japan and

the United States than would individual inventﬁrs_in

these countries, no matter how lacking in funds such
inventors might be. With respect to the derogation of.

national treatment, this would mean that Petrobras
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would be entitled to péy lower patent and trademark fees

in Brazil than would nationals from Japan or the United

States filing

arrangement.

The concept of "national treatment” has been a corner-
stone of the Paris Convéntion since its.inceptidn in _
1883. If this principle is abrogated, then no principle
in the Paris Convention would be sacred and no lasting
reliance could be placed on any provision of the Treaty.
Clearly, this would undermine the very foundation of

the Paris Convention.

Establishment of & special right with regard'to'géc—i .
graphical names which would require countries to caﬁéél
_ registrations of marks contéining such names and to

prohibit the use of such marks by any person or-compény

not located in that geographical location.

According to the proposal advanced by the developing
countries, if alparticular region in a developing '
Coun;ry'should,.in the futﬁre, develop a reputation for
:gpods_df'a certain"quality, then a compan&,in Japaﬁ
which had been gsiﬁg a mark containing the name of that
geographical region on similar goods for many years-

could be required to stop.using the mark and any -
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‘registrations which it had would be subject to cancella-
~ tion if there existed any possibility of someone being

‘misled. ' Moreover, the fact that the marks used are

translations or that an indication was given of the
true origin of the goods or services such as the

addition of words such as "kind," "make," "type,"
‘Iimitation” or the like, would not modify the obligation

of the basic propesal. In my view, this gets:daﬁgerously

close to requesting a patent on a_word;

The‘countries of Group B met in Washington during.the
week of September 11-15 in an effort to establish a

position with respect to this proposal pf'the develop-

 ing‘countries. It is clear to me that many people

~ believe that the United States is taking an extreme

position in respect to this matter.. I would oniy~séy
in reéponse that the United States is a deriﬁative
society, having elements of the.cultures of practically
evéry nation on the earth.  Along with these cultures

came many of the names of cities and regions of the

mother countries of our citizens, names which these

same countries watched us adopt with pride. Having

developed a pattern of trade in which these names .

became ' an integral part, we are iﬁdeed quite sensitive

to this proposal in the United States,
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I .am not sure, however, that others do not share some

of the same problems that -concern us. I recently en-

..joyed some. fine.Japanese.wine.having-the term-"Chateau’ o

in the trademark. We all know :that the Wordr”Chateau"
is of French origin and one might .ask whether consumers
might reasonably conclude that this particular Japanese
wine originates in France. Moreover, I would reiterate
that the developing countrles proposal spec1flcally
gtates that the ”fact that marks are used in trans-_
latlon_. .. shall not modlfy the obllgatlon to refuse
reglstratlon or renewal of the marks and to prohlblt_
the use of the marks. Clearly, we must be extremely

'careful about how we handle thlS partlcular problem

Deletion of the limitation in Article 5A of the
Convention that compulsory licenses granted for

insufficient working be nonexclusive in nature.

As I am sure maﬁy of you know, Article 5A deals with
the sanctions for failﬁre to Work.patents The deﬁele
oping countrles con51der revision of Artlcle SA as
perhaps the single most 1mportant aspect of the reslslon
of the Convention, All of the changes in Article 5A
being sought' by the developing countries are in the

direction of weakening patents as vehicles upon which

S i



to base ‘transfers of technology. The developing countries
are demanding that the periods of time during which a
patentee must establish local working or suffer the
consequences of a compulsory. license or forfeiture of

‘hig patent be shortened and, far more serious, that it

be possible that the compulsory license be exclusive in

mnature.

The prdposai put fdfward during the Prepafatory_lnter—
governﬁental Committee méeting in Jﬁly 1977 mbdifies
the limitation in the éxisting text thaﬁ compuléofy'
iiceﬁses for insufficient wﬁrking shall.be nonexclusive,
Subéfituting instéad é statementrthét‘SucH compulsory
licenses shall generally be nonexclusive. In addition,
the proposél goes on to state that "in special cases

where exclusive licenses are necessary to ensure

" exclusive licenses may be granted for

local working,
a limited period of years. After reflecting upon this
provision, the countries of Group B —érwith the exception
of Canada -- have concluded that authbrizing exclusive'

compulsory licenses in the Paris Convention would be

.a grave mistake.

“""1"do not believe that exclusive compulsory licenses are

in the best interests of developing countries. The
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" protection conferred by a patént grant still offers the

best framework upon which a technology transfer can

,occur*“'ThemownensaofwxhethchnoiogyAWh$ChwdEVeloping¥wﬁwwwv“#ww

countries so desperately want and need will simply not

seek patents in countries which adopt systems permitting

 the grant of exclusive compulsory licenses.

With the inevitable diminution of the incentive to
obtain patents in developing countries which would flow
from the adoption by a country of an exclusive compul-

sory licensing system, the overall transfer of tech-

‘nology. to such a country will be retarded. Creating a

favorable investment climate would be far more effec-
tive in encouraging technology owners to transfer
technology and establish local working than would a

system of exclusive compulsory licensing.

In my view, however, the most serious consequences of

exclusive compulsory licensing involves trade relations

between developed nations such as Japan, the United .

Statés, and the industrialized countries of western _
Europe. Fof example, in 1976, the most recent year for
Which statistics are available, Japanese industry
obtained 4,130 patents in the United Kingdom. Unaér N

the proposal of the developing countries,‘evefy onie of
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those 4,130 patents which was not uséed in the United
Kingdom within a relatively short period of time could
be the subject of an exclusive-compulsofy license -- a
license which could serve to preclude the export of

- the patented product from Japan to the United Kingdom.

But we are not simply talking about an exclugive licensee
prevénting the import of a patented product into a
:given-country. Consider the example of a United States
company owning a patent in the Unitéd Kingdom covering
an automobile part which neither it nor any voluntary
licensee manufactured in the United Kingdom. If the
United Kingdom incorporated the proposal of the devel-
oping countries into its patent law, any person could
become an exclusive compulsory licensee under this
/patent and prevent. the United States owner from supplying

the British market by imports of the patented products.

. Visualize the situation, however, where the United

States company's Japanese patent on this same auto part
was licensed to a Japanese manufacturer who manufactured
it for incorporation into Toyota automobiles. Under |

this fact situation, the person holding the exclusive.

automobile part could exclude the import of Toyota
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automobiles into the United Kingdom. It is perfectly

obvious to me that this would create an intolerable

exclusive compulsory licenses to developing countries
~would not‘substantialiy alleviate the problem. One-

only has to think of the extent of trade between Japan

and the United States, on the one hand, and Brazil,

Argehtina, Mexico and India, on the other.

The United States, supported by the countries of Group

B, attempted to have the question of exclusive compul-

sory licenses rediscussed prior to the diplomatic
conference. Unfortunately, diminishing the chances
for success of the diplomatic conference, the developing

countries chose not to further discuss this matter

during the preparatory meetings. The'Uni;ed States
Government and, I believe, the Japanese Government are

convinced that this matter should have been rediscussed.

4, The other significant area of potential change in the .
Paris Convention involves inventors' certificates. The

Socialist, or Group D, countries have asked that the_

Convention be revised in order that inventors' certi-

ficates might be placed on a more equal footing with

patents. The major thrust of this request involves

_XXXI -

..8ituation... k,de,r,eov_e]:..,..., LLimitin g,._,.\t.he.,ﬂ.autho,r.i,tmy..,.,mto,.‘;\,.,p.r_o:mi.de:___.j_:._.ﬂ_. s




'amending Article 1 of the Convention to mention inven-
.tors' certificates as one of the legitimate forms of
‘protection of industrial property. While the Group B
countries have been willing to consider this request,
they have also been rather insistent that accompanying
changes be made to reflect that patents are the primary
means for protecting inventions.  In addition, the B
Group countries also want to ensure:that a reasdnable
degrée of patent protection will generally be available.
" across all fields of technology and that‘it‘be made
.clear in the Convention that inventors' certificates

are not a substitute for patents.

© A number of draft proposals have béen exchanged between
the countries of Group B and ‘Group D, A special working
group established to consider this problem has held
four meetings and a fifth is scheduled for late next
month. At the last meeting of this Working Group on
Inventofs' Certificates, a proposal developed by Group

B was tabled and briefly discussed, but no substantial
progress towafd resolving this problem was made. The

Working Group then commissioned the Director General to

a_.;;enip-t‘.__.‘tqi_,,d.r.ail:,.,...,.yej;u,.!\am,t'::he!r,;p,r,Qp;q;sﬁai.l;,.,,,.a.,_s,,j.!a,‘.:fb_é.s‘i,ls..,.,'..,fp.t@....\,,‘..\.\,,,,‘.,.“,...A,,,.,m,,,

continuing the discussions at the scheduled Working

Group meeting next month. At this time, the Director
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General has not brought forward a proposal. We can

‘only await developments in this area.

Diplomatic Conference to revise the Paris Convention, hold

the possibility of materially affecting the rights and

practices of companies which are members of PIPA. I ufge
your close attention, therefore, to these matters. I hope
that PIPA will participate actively and effectively in the

forthecoming discussions which shall affect the international

position of patents and trademarks for generations to come:

I can assure you of my personal interest in PIPA's

views which at all times shall have my closest consideration.

Thank you for this opportunity to be with you once

again.
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I. Introduckion

MINASAMA OHAYO GOZATMASU

WATAKUSHI-WA, "AMERICA TORKYO-HO-WA GAIKOKU-JIN-O
SABETSU SHITETRUKA' NI-TSUITE OHANASHI ITASHIMASU-GA,
KOREGA MINASAMA-NO KANSHIN-O YOBI, OTAGAI~NO

RIKAT-0 FUKAMERU RCTO-CGA DEKTRUYOH NOZOMIMASU,

The United States Patent Law. has been decried abroad

as unfair and discriminatery to foreign applicants. ILet us

listen by way of illustration to just three foreign commentators,

one each from Japan, Germany and Great Britain:

1)- - “"In 1973, the now internationally
famous (infamous?!}) Kawal...case
came as somewhat of a shock to inter~
national applicants.... This case
has received extensive critical commentary,
both in Europe and Japan."
(. Aoyama, "The Hoechst Case - A New
Kawai", 59 JPOS 263, 1877).

2) .. "While one couldn't help but be sur-
prised by Hilmer I,.,and taken aback by
Hilmer II..., Kawai v. Metlesics,.. and
In re McKellin were totally demoralizing
and devastating to the foreign appli~
cant...who has become a second class
citizen at the hand of these decisions...”.
{(J. Pagenberg, "McKellin", GRUR Int.
1977, 38, 40).

3 "The proposed U.S. patent revision...
maintains and increases discrimination
%agalnst foreigners in a way vhich can
“he criticized as economic imperialism.™
(J. L. Beton, "Scott Bill", CIPA July,
1974, 339, 342).

These are very critical statements, nay, very strong condemna-

tions, indeed.
. —2-.-—.




Even an occasional US author has disderned ‘& dichotomy
in treatment. See, for 1nstance, the analy51s of “The Hllmer

Doctrlne" in BNA's PTCJ:_(ﬁ?:ﬂgﬁg)gM812522§am§:lﬂm§-MmMmm

"There exists an ambivalence
“{an understandable one) in our patent
system with respect to domestic versus
foreign factors. As parties to the
Paris Convention we are obligated to
treat foreigmners and our own nationals
alike. To a considerable extent we do
so. Thus, we give an applicant the -
benefit of his earlier foreign filing
- date provided the conditions of section
- 119 are met.

_ We also accept as legally sufficient
'prior art,’ published materials (including
issued patents) that appear anywhere in
the world (section 102(a) and (b). On
the other hand; we distinguish sharply
between forelgn published materials

. and'forelgn act;v1ty not involving
. publication. Thus, 'public use or sale!
constitutes prior art only if it occurs

in the United States (section 102({a) and {b).»-

Also, an applicant is precluded from
relying upon activity occurring in a
foreign country to establish his date
of invention {(secition 104}.

This kind of expression is understandably much milder.

.What ig the truth? Are foreign applicants really
disadvantaged, and if so, to what extent? Could it be that
:there are areas where foreign applicants have a distinct
advantage?u Yes, indeéd, as I will show. But nothing much, if
anything at all, has been said about any advantage. that foreignr
applicants enjoy, which in some cases rePIESentS_thé other side -
- of the coin.' Thus, it is time someone came to the defense_gﬁrL

the U.S5. Patent Law and tried to get the record straight..
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II. Section 104

Scction 104 of Title 35 of the U.S. Code, entitled
"Invention made abroaa", has been cr1L1c1zed abroad as partlcularly
and manifestly vmfair and dlscrlmlnatory against Forelgn o
inventors - thowgh not in open disagreément with the Paris Con- .
vention - and in facf as the most flagrant of the features which
give U.S. inventors an uhfair advantage o%er foreign inventors.
Section 104;affects not onlj-the_determination of priority
between applicants bhut alSd all cases where prior invention has

to be shown over relevant art.

-Section 104 stipulates that

"In proceedings in the Patent Office
- and in the courts, an applicant for a
- patent . or a .patentee, may not establish
a date of invention by reference to know-
ledge or use or other activity in a foreign
country."

'There-is no denying that Section 104 is discriminatory
-which is espe01ally ev1dent in comparison to Canada's conflict
practice., But for the sake of object1v1ty and completeness 1et s
illuminate Section 104 and then see whether it cannot be
neutralized or even turned into an advantage.

The law in the United States has always been as expressed
in Section 104 except in the period between 1939 and iS45-when,

-m¢dpeﬁtowthew5upreme}CourtTdecision"innElBQtriCmBattexy COv Ve o

Shimadzu, 307 U.S. 5, 41 USPQ 155 (1939), foreign-data could
be used in'gi parte prosecution and validity contests but not
in interferences. This contradiction was resolved by Congress
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by barring such evidence in all cases instead of permitting
it in all cases.
As to the issue of dlsrrlnlnatlon itself the first

point to be made is that, as was pointed out in the very flrst

_importation case, Thomas v. Reese, 1880 C.D. 12, as well as in

' Monaéo v. Hoffman, 127 USPQ 516 (D.C.D.C. 1960}, aff'd 130

USPQ 97 (C.A.D.C. 1961), the statute does not distinguish
between citiéens-@f'the United States and foreign countries

but between inventions.made in the United States and other
countries. Foreighérs living'inlthis country are not subject
to Section 104 and U.S. citizens residing abroad:are. There
are a number of cases where non~-governmental U;S; inventors
made inventions abroad but the earliest inﬁention‘dates they
could rely on were the-days they returned to the U.S. See, for

example, General Talklng Plctures V. Amerlcan Tri~Ergon, 36 USPQ

428 (3rd Ccir. 1938); Andre V. Dalto 166 USPQ 92 (Bd./Intf. 1963).

According to the Thomas case the "law is abgolutely impartial .
as'Bétwéen‘foreign and domestic‘applicants“, but the impact of
the_proﬁibition, no doubt, falls more on £oreign inventors
than ‘on domestic inventors.

Bylﬁﬁé”way'in-fhe Mdnaco case Montecatini launcheé.vf
a frontal atfack on Section 104, Having lost the priority
contest in tﬁe Patént & Trademark Office hecause the juniéi'pérty
was able torestablish reduction to practice in the United States

prior to their Italian flllng date, they filed a Sectlon 146

actlon and took a great deal of testlmony on Italy proving stlll

earlier reducticon to practice there. However, Judge Holtzoff



ruled againgt Montecatini while sympathizing with them. He

admitted that

"the present rule originated in

the days when the only means of
travel between continents was by
‘Bailing. ships, and the sole means
of communication was by slow mail.
Conceivably, under those conditions
an invention made abroad might have
never hecomz known in the United
-States, Today with modern means
of travel and communication, in-
formation may be transmitted from
Europe to the United States as
rapidly as from the eastern sea-
board to Honolulu and Alaska." Id. at 522.

He continued that - it could be argued that with the “greaﬁ
increase-in the volume of travel between countries, as well
as;the-bQPstant u?%lization of new means of communication™,
tht_g reason for the rule no iéﬁger .e.xist_s andthe Preéi.a..e.z;xtial
Commission on the Patent.Systeﬁ, in the mid~1950's, came to-
the same conclusion and recommended that Seéfion 104 be scrapped
gnd in fact it was left out of the early_patent revision bills
but subseguently éut back in under (perhaps miséuidea) pressure‘
from industry. Query: Is Section 104 unconstitutional?'..
Actually, the point may'be made as an aside that if there
is discrimination in U.S. interfereﬁce practice it is.agaiﬁst the
junior party whether he be a domestic or a foreign pérty; ‘As a
practical matter a foreign applicant who with an earliezr fdréigh'

down while the domestic party unsuccessfully labors for weeks
taking testimony at great expense. A case in point is Ar¥cher v.

Freter et al., 166 USPQ 322 (CCPA 1970), wherein Freter et al.,
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simply relied on their Germsn priority date and did not evén Wiite

briefs_nor'attend the ﬁearing before the CCPA. In fact ~ and this

is" the second point to be made - to .the extent that foreigners

_tend to file early according to. the practical.dictates.of.. ... ..
their first-to-file systems, they have an advantage vis~a~vis

'U.S, inventors apart from the possible relevance of the old saw

that it is better tc be senior party than first inventor.

It shouid-also be recogﬁized in this regard that the
proscription against reliance on foreign activity is not a broad
and sweeping one. It applies only to an attempt to establish

an earlier invention date. Foreign evidence of course can be

proffered with respect to all other issues, e.g., derivation,

identity or nature of the'invenfioﬁ and to some extent also

diligence. That is quite clear from a number of decisions, e.g.,

Nielsen v, Cahill, 133 USPQ 563 (Bd./Intf, 1961) and cases cited

S therein; Rebuffat v. Crawford, 20 USPQ 321 (CCPA 1936);

Wilson v. Sherts, 28 USPQ 379 (CCPA 1936); and this was my
Egigg_point. | ‘ o '

Unless one wanted to say, tongue-in-cheek éf course,
that nothing prevents fofeign_inventors from going to the U.S.
to make all their important inventions in the U.S. in which
case -all the privileges U.S. inventors have would be theirs
also,.the'féct remains that foreign activity cannot be resorieditb :

to0 establish an earlier invention date in the manner U.S. a?pli—

cants or patentees can. However, as I pointed out at last year's
Eighth International Congress of PIPA in Williamsburg and four.
years ago in 1974 in Tokyo at an AIPPT meeting as well as elsewhere

{e.g., in San'Diego and Stutigart in 1971, Toronto 1972, Mexico City:
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in 1973, London in 1975, spreading the gospel of importation, so
to speak), there are ways and means to neutralize Section 104 in
a perfectly legitimate manher, namely, by importation of a.ﬁhreign
inventiqn (disclosure as well as embodiment). This is.my fourth
point which indicates that a foreign inventor's lot is néﬁ quite.
50 hopeless. And as was shown by Maﬁrice Stiefel in a iecture
("Winning an interference for a Foreign Inventor") which he. gave
at the BNA 1978 Patent Law Conference at Arlington, Va. on Sept. 7,
1978, foreign inventors can by virtue of importation acts turn
situations in :which they would inexorably loose into situations .
whefe theyican easily win, e.g; where a U,.S5. applicant conceived
before, but reduced fo practice after, a foreign aﬁplicaﬁt‘s-
prioxity filing but Where:the foreign applicant sent an invention
discloéure.or a conception letter to the U.S. before the U,S;
applicant's-cdnce?tion date.

In this conneCtion_it is also of interest to note}F"f

as shown by Clevenger v. Keoi, 190 USPQ 188 (Bd/Intf. 1574) and

Scheer v. Kinel, USP 3,390,157, Intf. No, 92,644, that imported
disclosures need not be studied and understood by anyone in the
U.S. but can simply be filed away on their behalf to collect dust
and yet can later be relied on. If these holdings were sound
(which I doubtit), at least I perceive a smali advantage here on
the part of-foreign.inventors inasmuch as I do not think that

U.S. inventors can safely engage in such conduct,

i BB ANt iMated -above,.-Section 104 affects ont .ohly.the. .

course and outcome cf interferences but also Rule 131 practice
and validity determinatioéns and as regards Rule 131 practice

and charges of inequity, In re Krank, 169 USPQ 41 -(CCPA 1971)
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is of interest. In this case appellants, German citizens
K and M, complained that under Section 104 they were not per-
mitted to file a Rule 131 affidavit to swear back of 2 S and K

prior art reference. .The CCPA, rejecting the unfairness argu-

~-menty-held-that-there-was-an-alternative -to-a-Rule-13l-affddavig

under such qircumstances, as was shown by In re TLand, 151 USPQ -

621 (CCPA 1966} and particularly‘In_réﬁFaciuS, 161 USPQ 2954

(ccpA 19689) to the effécﬁ that absent a statutoiylbar éne's own

invention may not be prior ait against oneéelf. The éﬁthofs of

Patent Law Perspectives therefoie concluded'that the 5edict bf.

Facius_has becéme a welcome mechanism for partially offsetting .

the too often raised complaint of national aiscriﬁination

leveled -againét Title 35 of the U.S. Code,” (1971 pev., A. 3[81-7).
This then was my‘@ifzh_poiﬁt and the next and final N

point is one that was madelﬁy ?. J. Federico,'one‘of the foremost

scholars and authorities on U.S. patent law, who had this to say:

"With respect to interferences in-

volving applirants who made the invention

in the United States and applicants who

. made their inventions outside of the United
States, it would appear that the latter are

at some disadvantage and that this disad-
vantage would .be reflected in the outcome

of -the interferences. However, a study made
of all the interferences instituted over a
pericd of three years which involved foreign
and domestic made inventions did not show

_any material difference, the party who made
the invention in a foreign country winning
the interference about as often as the party
making the invention in the United States...".
(P.J. Federice, "Patent Interferences in

the United States™, 2 .IIC, No.l/1971, p. 21, 48-50).

Mr. Federico made another three-months' survey in 1970-1971 and
‘made the same findings Idem at 55. {An update of the Federico '

study would be'highly'desirable and worthwhile.)
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IIi. Other Sections, Such As,

Sections 102, 112 and 119

A, Section 102 (a) and (b)

As regards Section 102 it'is.not neérly ésrclear_fhat a
'complaint of ineguitable treatment can be bzazed fheﬁeon.. On thé
contrary,.there are some very positive aspects and advantages'tﬁat
foreign applicants can derive from Section 102. -

As seen from the above quote from BNA's PTCJT in the '

-~ introductory chapter, Section 102 has a favorable impact on foreign
applicants in that activities like public knowledge, public
use or sale of the invention do not raise any bars to dbtaining

valid U,5. patents., P, J. Pederico put it this‘way:

"As the law stands, the general

propesition can be stated that activities

in a foreign country (other than printed
publications and patents) neither help

nor hurt any person who ls séeking a United
-States patent or who has obtained a United
States patent. This rule has two impacts

on foreign applicants for United States
patents.  One impact is favorable to their
interests since -activities like public

. knowledge, and public use of the invention

" by themgelves, or by others, cannot defeat

- their right to a United States patent:...

. on the other hand the impact is unfavorable
in that thelr activitiés abroad cannot aid

. them in cbtaining a United States patent.”
(P.J. Federico, "Patent Interferences in the
United States, 2 IIC, No. 1/1971, p. 21, 48.)

. Poreign inventors, thus, can obtain patents where U.S.
inventors no longér.could (i.e. éfter.graca periqd.fén 6;£;T;;AIMMMMH
in fact, would be able to cobtain U.S. patents in situations, whichr
are not far-fetched at all, where they no 1onger could thain . |




‘home~country patents.. See In re LaGrice, 133 USPQ 365 (1%61), . .

where“thegéubject matter had begn on.sale in England by¢appliqan? .

for ‘5 or 6 years before his U.S. filing;:

B, "~ Section 102({g)

This section must be brought up ﬁext as a clear
instance of an~advantage_that-foreign-applicants_enjbyt It
stipulates that a person shall be entitled to a‘patent_unless t 
"before the applicant;s invention'thereof_the inventipn was made
in this coﬁntry by another who had not abandoned,lsnppfessed or.
concealed it..." Sinée the CCPA decisi0n=of“In‘re‘Baés, 177 USfQ
178 (1973), the pafent_bar sorély aépreciates that this section
not only is the basis for interference proceedingé but also
servez as a patent—defeating'prdvisioﬁ and haé an insidious
impact on corporéte and ihstitgﬁipnal research. However, the
Eﬁrﬂ&ﬂ@ﬁd@smtﬂﬁﬁim@ﬂmam%ammdm&
foreign inventors can get patents on minor improvements where_i-
domestic inventors cannot. This point about'foreign inventors
being advantaged by the'gggg rule is, of course, based on
the fact that Section 102(q) refers specifically'to an "invention...
made in this country by another". In other words, only an
invention made in this country can be considered as of antici- "
patory.relévance under Section 102 (g) to somebody else‘S'inVénﬁion.
This is7§erfectly consistent with Section 104 which also pre-
cludes reliance on foreign inventions, fhat is, iﬁventions.maae
abroad.



Becaﬁse of this speecific "in this country" limitation
in Sectioﬁ 102{g), no one would ever bhe able to defend oxr defeat
patentability or validity.byfreference.to”an earlier invention
made abroad. Thus, unlike with respect to U.S. inventions, -
an . invention made abroad can héve relevance in the U.S. only
by Way of publication, patenting abroad ox filing in the U.S.
with or wi£hout priority. ' |

' Therefore,-it would also be éomplétely'imhaterial;
unlike.in the U.S., if members of a reserach team made related
inventions abroad at different times, some of which Were.hoﬁ'
péténtéd and some of which were made the subjeét of U’%‘ appii—:
cations;' in'the'ﬁ,s. even those'inﬁentibﬁs by cbworkérs that :
were hot'covered'by applicatioﬁs may be valid prior art under
Secfibn.loz(gf with resPéct to the later inventions which are

'coveréd'by”pafént”épplicatibné.

This section is not diseriminatory per se like
Section 104, Section 112 applies across the board to U.5. as
well as foreign applicants. It is said to be inequitable-in
practice, howevér, by virtue of its stringent_enablemént and . -
- -bhest-mode disclosure“réquirements, the latter of which constitutes
probably the greatest departure from other patent -systems.

‘Section 112 would be unfair to foreign applicants and

_in practice more difficult to them inasmuch as U.S. standards
are imposed on them in their own countries, i.e., %heir_own
national applications have to be wfitten,-not as they might

otherwise bs written under applicable local principles and -




rules, but as-though they-were'U;S;-appliéétions Eg“initio. This

follows from the fact that Section 112 is intertwined with

Section 119 by virtue of such decigion as, e.q., Kawail V}'Metlesiés,

178 USPQ 158 (CCPA 1973), which held that a foreign patent appli- .

cation must contain a disclosure of an invention adequate to
satisfy the requirements of the first paragraph of Section 112

if a later filed United States application claiming that invention .
is to bhe accorded the benefit of the filing date of the foreign
application as allowed by Section 119.

. U.S. treatment of foreigners in this area is supposed.
to violate the Paris Conventicn. See Wegner and Pagenberg, "Paris
Convention: A Unigue American Viewpoint Denying 'The Same Effect!
to the Foreign Filing", 5 IIC, No. 4/1974, 361, which covers this
whole prcblem aréa very thoroughly. Cf, Schwaab and Altenburg,
"Disclosure ReqﬁirementS'for a U.S. Patent Application", Communi-
cations of the German Patent Attorneys, January 1975, p. 1.

Here I am somewhat on the defensive and at a loss to: -
point to advantages for foréigners. The ﬁnly advise here is that
foreign applicants will have to léarn, if they haven't already, to
live with this practice until legislation changes it for which
however there does not seem +to be an immediate prospect. Foreign
inventors who do file corresponding applications in the U.S, are a
knowledgeable and sophisticated breed, as are their foreign and U.S.
patent advisors and counsels, who no doubt can cope with these
iﬁtensified disclosure requirements. - (Query: Was the 1977 .

Tokyo High Court decision in Hoechst v. Director of the Patent

gfﬁibe sort of retaliatory? = T, Acyama who was quoted in the

Introduction intimated as much himself. )




-In this connection it should be pointed out that thexe
is a particular hue and cry abroad also about the so-called Hilmer
chtrine as developed by the CCPA in Hilwmer I (149 USPQ 480, 1866),

Hilmer II (165 USPQ 255, 1970) and In re McKellin (188 USPQ 428,

1976). This doctrine permite domestic applicants who lose{l} an_
interference with a foreign appliqant to oktain coverage for
clogely related and cbvious subject matter; the foreign applicant's
disclosure heing effective as a reference as of its U,S., noti
foreign, filing date. This dooctrine supposedly opens up new .
opportunities for a domestic party who loses an intexference
Anvolving an application or patent of foreign origin.r Thi$ ___
~ problem area is difficult and intricate but has been thoroughly
explored and discussed; in the above-mentioned BNA analysisngnd,
GRUR Int. 1977 and 5 IIC 1974 articles. Suffice it to point out
here that any problem that arises here pertains of course only to
non-common subject matter and arises only if and when a foreign
applicant wins, -yes wins, an interference with a domestic applicant.
I am not sure it iz objective to get excited about a |
situation where the foreign applicant prevailed in the interference
and obtained the coverage onlthe common subject matter which he
sought., So what if the U.S. applicant can eke out claims on any
residual peripheral subject matter that he-héd'discldéed;in his
- application. Besides as I discussed in "Patent Practice Inter-

ference", Course Handbook Series ¥No., 91, Practicing Law Insti-

“tutey New-¥York,-1978,-p.-169,. the.U.S..applicant will have A....... ..
rough time in the Patent & Trademark Office {(PT0) when hé_tries

to obtain any such residual coverage, "{T)he PTO will‘fight a




good fight before granting such claims. They will try to
distinguish and construe narrowly any of the cases (one) might.

rely cn." (Ibidem).

T i R AG T E TR LM S 88 T L SO UE POy g oo sl i

A, The matter of‘iﬁvénfdésﬂiﬁ &esignation éﬂd infeﬁtorship
éorrection nwight alsc be brouwght uvp in this copnecticn. As a
general rule foreign applicahts file U.S5, applications based on
foreign priqfity_appliéations With‘idenﬁical inventorship.
Following this practice, they often elther get invalid U.5. patents
if they put on too mahy coinventors or create prpblems for them-
selves in the ériority:cbuntries if they putlon too few inventors,
which may be particularly tﬁue in_Jépan. If thezioreign priority
-application is filed.in the némes of only those individuals who are .
true coinventors under the strict U.S. ruleé,=f6;eign applicants
havé a legitimate complaint,;on thé one hand. Why should strict
U.S. standards based on a U.S._pgéuliaritf have t§ be followed
in countries like Jépan, Germany,_Switzerlénd?'.Besides, since
it is very difficult for U.S. practitioners-to-sort cut inventor-
ship when several coworkers contributed to an invention, it
would be next to impossible for foreign practitioners to do this
in their own countries. o

On the other hand, however, you may recall that at the
Seventh International Congress of PIPA at Hakone two years ago. 1’
gave a talk on how to live with inventorship discrepancies between
foreign priority applications and subsequent corrasponding U.S.

applications. I pointed out. that this wasn't bad and that, if -



challenged by the PTO, discrepant inventorship could be facgd up
to, expluined away and thus taken care of, &Another and perhaps
easier but less satisfactory alternative is %o convert inventor-

ship in the foreign application or patent. Apparently this is

readily accomplished, see Schmitt et al v, Babcock et al, 153 ﬁSPQ
719 (CCPA 1967), and this is why Mr. W. 2. Modance, ex-Chairman of
the Beard of Interferéhces; thinks that in this area foreigﬁefét
have an advahtagerand U.S5. residents are'disadvantaged.':At'é” .
"Modern Interference Practice Panel", held in Cincinmnati,

" September 25, 1975, he put it this way:

"~ "In the United States you can change
the inventors in a patent application
by indicating that vou had used diligence
. and have justification for wanting the
change. You have to present the facts,
(In affidavits.) But if you base your _
application on a foreign priority appli-’
cation and it has two inventors, you can
take one cut by stroke of the pen. The
foreign Patent Office will often accept
"that and the United States Patent Office
including the CCPA, will say it's perfectly
alright, Never mind that it should be
treated. like a U.S. application, they're
not going to do it."
{(Transcript of Proceedings, p. 3).:

* A further possible advantage on the part of foreigners
‘might ‘emanate from the recent startling D.C. Court of Appeals

decision, Stoddard & Co., v. Dann, 185 USPQ 97 (1977), which -

involved.foreign applications/patents and which permitted
conversion from one sole inventor to another sole’ inverntor '
”*TTUKﬂéY”EfrbﬁmEfEﬁCés“WﬁiﬁhwﬁgwaﬁﬁraﬁfibélwmaE%éY”Will“prdbﬁﬁly”“*“W”m
redound more to the benefit of foreign inventors than U;S.

inventors for it is difficult to see how U,.S. inventors and




patent practitioners could rely on ignorance of the language
and the law and get away with it as ingenuously as the foreign

party was able to do in the Stoddard case,

E. Foreign inventors unlike domestic inventors do not

“only Aot encounter problems with use 6f Sale or knowledge abrosd,

no matter how extensive or how long, nor with coworkers! priorxr
cldsely related work, as pointed out above, but alsc fhey do not
run into forfeiture problems. 2As you may know, it has been held,

by at least two courts in Levinson v, Nordskog, 163 USPQ 52

(D.C.C.D. Cal. 1869), and Advanced Hydraulics Inc., v. Otis

" Elevator Co., 186 USPQ 1 (7th Cir. 1975) - which saw no heedi

to resort to any statutory provision-for doing so - that an
inventor forfeited his right to a valid patent if he waited
5 1/2 or 6 years, respectively after reducing his invention.to
practice before he filed. Again, this forfeiture pitfall

obviOusiy need not concern and does not apply to foreign inventors.

" Conclusion

When all this is taken into account objectively and

disgassionately, foreign inventors need not despair for their

lot is not as bad as it has_been made ouf to be._ I do not know

exactly how this tips the scales but I surmise it is about

"even Steven",

Goseicho Arigato Gozaimaghital

Karl r. Jorda
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New. Law reiating to International

Application under PCT
I. Infroduction

As well known fo all of you, the Pafent Edﬁﬁéié—
tioanreaty has:already come into force on Januarynééfﬁ,
l§78, and.the.acceptance of interﬁationai esq:opliE:ed::?jtd'hj‘i
undef~the Treaty has beeﬁcommenced as from June lst of
this yeéf in mﬁst of the contracting_states. ,.'ﬂAs:tﬁé
resuité of ﬁuch Effdrt ﬁayéd bf the people concerned in
Japan especially those in Japanese Patent Office, the
implementation of PCT was affirmed at the Japanese Diet
on ﬁarch 31, 1978, the instrument'of_rétificafibn was
| dépqsitedlat'WIPO on July 1st and the Treaty has comé

into force also in Japan just from this week.
Law revisions for impiementing PCT in Japan were

after designates it as "International.Application Law"




or’ sometlmes more 51mp1y as "the Law“) which passed the

Diet on Aprll 17 of this year and was promulgated on -

-WAprilg26 as Law No, 30/1978.  As reported in the PCT 7T

‘Gazette No.1,the Japanese Patent Office (hereinafter
designates as "JPO") was already app01nted to be both of
an Internat10na1 Searching Authorlty and an Internatlo-
nal Preliminary Examlnlng Authority under the Treaty.

The.rew.law consists of two parts; firetly,
Seetiens 1 to 21 which prescribe the procedures between
qPO.and international'epplicants at the internationai_ |
staSe{ﬂendlsecondly,’Supplmehtary Sections 3 to ?iwhich*
prescribe the procedures et the netional stage in Japan
as a designated state. Since the Sections 1 to 21
arereubetantiaily the same as the counterparts in the
Treéty“eovering internationel applicatioﬂ. internatipnal
_Search end.internetional preliminery eﬁamination, we
weuidnlike to iﬁtroducé simpiy the purport and therspeci-
fierpoints thereof. Then, we would like to explain in
detail the contents of the Supplmentary Sectlons,
espeeially those of Supplmentary Sections 3 to 7 whlch :
modify the exlstlng Patent Law, Utlllty Model Law,.. De51gn
Lew, etc. which regulate the treatment of the 1nternat1-
nel application at the national stage.

This is contrary to the modification of the U,S.



11 and 14 of the Treaty.

Code 35 for the same purpose, wherein a new "Part IV"

prescibing PCT procedures in the United States was

‘added with some other partial amendments in the related

Sections.

. IT. Procedures at the International Stage

1) International Application(l)

‘It was confirmed that JPO acts as the Receiving-_

(2)

Cffice for any Japanese or any resident in Japan.

"Requirements for filing, suggestion of amendment, con-

sideratioﬁ‘as withdrawal as the effect of failure in

procedure, and acknowledgement of international filing

déte were prescribed within the frame-work of Articles 4,
(3) ‘
Améng them, it is noted that a possibility of
filing international application in a foreign language
before JPO is set fbrth,'pro#idedithe Regulation of the

Enforcement of the Law will be amended to permit‘it in

(&)

_ future. This provision aims to prepare for the

" situation where JPO will act as a Receiving Office, as

an International Seérching'Authority and as International

Preliminary Examining Authority on behalf of the develop-

‘ing countries in the Southeast Asia, as the Japanese




governmental representative proposed at the 1st Session

of PCT Assembly. It is understood that, in such situ-

nal gpplication in a fdreign'lahguage before JPO.
Following to Article 11 of the Treaty, the Law
stated that JfO shall accord as the internatibnai filing
daté:the'date of receipt of the intermational application,
while i5 the case of the normal national application
under the exiéting Patent Law, the mailing date of the  _
applicétion is deemed to bqﬂgctual filing date as beféfegsl
Thus, to accord the filing date, two differeﬁt systems
shall stand side by side after this October in JPd.
2) International Seérch(s)
Drafting of international search feport by an

~examiner, treatment of internmational application lacking

ﬁnity'of invention, request for the copy of references

‘are prescribed in accordance with Articles 16, 17 and 20

of thé Treaty.(T)_

3) International Preliminary_Examination{a)
Procedures of international preliminary exami-
nation before JPO,notice of the examiners opinion,

response by the applicant, amendment of description




and claims, international preliminary examination report,
treatment of defect in the procedures, request for the .
copy of references are prescribed in the frameéworks of. .

Articles 31, 33, 34 and 35 of the Treaty.'?’

4) Miscelaneous(lo)

-Among the common matters prescribed further -in the

Law,(;l)

§uch-as representative, fees, condgnments to.the
relating Regulations or the,date of effectuation,.it is

: noteworthy'that attorneys at law and patent attorneys. -

are given exclusivity to act as the proxy of the inter-

(12}

national application before JPO. Beside, the

Director General of JPO is permitted to limit provisio-

nally the number of request for international preliminary

(13).

examination,

-IIT. Procedures at the National Stage .

{Modification of the Japanese Patent Law) .

Supplmentary Section 3 of the International
‘Application Law is a large section which covers all ..

modifications of the_Jépanesg”Patent'Law. Main. part

of $aid wodifi¢ations 1§ an addition of ‘a'new Chapter::

(14)

9 having fourteen new Sections which prescribe how.




the international application deSignating;Japan shall
proceed at the national stage in Japan. We would like
.Mxoiexplainqthisﬁnewmchaptermﬁaﬁ%Khﬁﬁmminﬂiﬁlywinwﬁhﬁ.gm

. following sentences,

1) Transitional Procedures from the-Internationél
‘to the National Stage 7

(a) Legal Status of the Infernatibnal Appliéation _
In conformity with Article 11 of the Treaty, it

ig‘confirméd in the Patent Laﬁ that tﬁe intéfnatiénalr

application designating Jayan shall be regarded és_the :

natiénal'patent application in Japan actually.filed at}'

its international filing date.'5) At the same time,

it is clarified that, in the case of international

app;ication filed in a foreign Ianguagé, the examination

shall be based on the translations of the descriptioﬁ,'.

the figures and the claims of said international

applic‘ati.on submitted to JPO normally rwithin th.e 20 

. months period from the priority date;(iﬁ) -This treat-_t

ment apparently based ﬁpon the undefétandiﬁg adopfed és;_

the "Note on Article 46" of the Treaty at the diplomatié

conference held in Washington in 1670. The inter;” )

natibnal'application filed in a fdreign 1anguage.is

called as "Foreign Language Patent Application" in the .




modified Patent Law. 17
tb) Sﬁbmission"df_translétion

In the case of an internationai applicatioﬁ filed
in a foreign language, the translation should be sub-
mitted normally within 20 months period from the'ﬁriorify
date, or if no establishment of internatibnalrsearchu
report has been declared, within 2 months from the date
of the notification sent to the applicant. The moment
when these terﬁs expire are called as "Basic Time" |
inclﬁsively in the modifiéd‘Japénese Patent Law.
Although fhis provision is'fhe cdunterpart'of Article 22
of the Treaty, it is fufther Statéd'additionaliy'thafjthe
translation submitted to JPO'may be,subétituted by an
éntirely new set of the translation until the BasickTime
in .so far as a request'fdr earlier examination has
not been made.- " Thus, you may have chances to
correqt-miss-tfanslations as many times as you like
until the Basic Time. It is also stated that the
failure to submif‘translation is deemed as'withdraﬁal
of the international applicati on as far as with fegard

A
to Japan.(l?‘

the international preliminary examination was requested




within 19 months from the priority date, the term date
for furnishing translation may be prolOnged. However,

- in Japan, the term for furnishing translation was not

prolonged, since Japan has made the reservation under
Article 64(2)(a) of the Treaty, which means that Japan

shall not be bound by the provision of Article 39(1)

of the Treaty. The countries who made this reservation
are only Sweden and Japan. The reason of the reser-.
vation is to minimize inequality caused by the delay.

of laying open of the translation as compared to the

cases where international preliminary examination were
not requested or the cases of ordinary national

applicati on.

(c) Special Paper for Identification and National Fee

Applicant of international application should

furnish until the Basic Time in normal case a special
paper déscribing bibliographical'matters for identifi-
cation, such as name and address of the inventors in
everf.case, name of the representative injgase of the

application by legal person, etc., thereby showing the

applicant's intelntion to proceed the application to the

national stage. JPO may force the applicant to complete

this requirement and the failure to satisfy the require-




ment may Be deemed as withdrawal of the international
application with regard to Japan. Procedures for
pajménf and the effect of nén-paymenf of the national’
fee were stipﬁlatéd in the same manner as the'ébofe

(18}

_case. In the'meaﬁtime, the naﬁional.fee was fixed
" as ¥5,400 pef each application.{lg)

| In the case of the international application
filed in-JaﬁaneSe'the'abové procedﬁres-afe required'
untilHSImbnths 1éter'from the Basic Time if the inter-
ntional preliminary examination was réquésted. On the
other hand, in the case of Foréigﬂ Lénguagé Patenf'Appli-
cation, ho#e%ef,'the procédurés should be done at the same
time as furnishing of the translation, regardléssiéf'wﬁe-
~ther the internatiomnal preliminaryrexamination was
requestéﬁ.

“In héw.Chaptef 9 of the modified Patent Law, a
confﬁsihg‘terminology:ﬁés emplbyéd.7 'Naﬁéiy,-ﬁhé wérd'ofl
“specificafion" is used in the meanihg‘ofﬁdescriﬁtioﬁ“ 
under Article S:Of fhe.Treatj in .the new chapter, while
the saﬁe:word'has beéﬁEuséd'ih the'ﬁeaning'which
includes claims, deéériptidn and'éipléndfion of-figureé"

in th9§other Chapters of the same Patent Law. We are a

CUTittie bit afraid of that such confusing terminology

will cause sometimes misunderstanding in communication.




(d) Amendment 6f'fnférnétibnallKﬁpliéétion

" In the case of the amendment of claims which is

--allowed-once-at-the-international-stage under ArticleL g

of the Treaty was made, a copy of the amendment and the
translation thereof should be f%rniéhéd to JPO until the
Basic Time. If the copy of said amendment had not
been sent to JPO from the Infernatiohal Bufeau.uh{ilsihe'
Basic Time, the applicaﬁt should furnish it to JPO.
The translation of said amendment should be furnished by
the applicant by himself to the JPO;'  The amendment
come into effective when any one of the above documents
reached3JP0;(21)"ﬁ The above amendment 5? aﬁPlicéﬁt ié
the exceﬁtion to the general rule under &p@ane;é.PA%ent.
Law undef'ﬁﬁich'a"shorfef:péfi6éhis appliéaﬁfé"fegular
national application., | |

The amendments df:déscfiptibn}'claiﬁs'an&
figures allowed under Article 34 of the T‘r'eat} is treated.
in the same manner as that of Article 19 of the Treaty
exéépt'fhat‘thé“terﬂ”for'furnishing the copy of the
amendment and the translation therebfhis;25 montﬁé ffom'
the priority dafe;(zl) Incidehtdlif; with régaf&:td'
the intérnational'applicétioniwhich”iﬁciudes'Jépéh'aﬁo;é
the designated countries but was received in the United’

States, amendment under'Affiélé'34 of tﬁe'Treaty will



not happen since the United States reserved Chapter 2

of the Treaty.

%) fhe Procedures at the National Stage
(a) Amendment of Foreiganénguage Patent Application

“ After transition to the national stage, the
applicant of the international application is given the
same chance to amend description, claims and figurgs as
_;he case of the regular Japanese Patent Application,
- provided thét all necessafy documents for the
transition i#to national stage were sgbmitted to JPO,
the nationai fee.was payed, and the Basic Time has
ﬁ§s§ed,(2??__
- However, as to the basis for legitimately
allowable amendment, there is a difference bétween the
-international appligations filed in Japanese and in a
foreign 1anguage, respectively. Namely, in the case
of an international application filed in Japanese, the
épplicant may amend in so far as theramended scope is
régarded within the scope of disclosure at its inter-
national filing aate. On the othér hand, in the case |

of a Foreign Language Patent Appiication, the amendment

~ghall not-go-beyond the-scope-disclosed commonly~fp -

‘both of the international application in its original




language and the translation thereof submitted to JPO,

. though in practice the amendment shall be allowed as far

as it appears within the scope disclosed in the
‘;;anélation.

-In the case of normal Japanese patent application,
if it ﬁas'found thét the amendment made after the filing
is addition of new matter or change of gist in the
course of the examination, the amendment shall be refused.
In such case, if the applicant files a new Patenat appli-
cation as to the amended scope immediately after the
refusal of the amendment, the new appiication is deemed.

(23)

to be filed at the date of the amendment. _:Howéver,‘
the above benefit of backdating shall not be applied to..
the international application.

If it was found after the patent has been granted
that the addition of new matter or change of gist
amendment had been made befdfe the decision ﬁo publish
the ayplicatiqn, the filing date of the patent application
is deemed to be postdated in the case of normal Japanese

(24%) hile such postdating pemalty shall -

patent application,
not be applied in the case of international application.
In the case of international applicatiocn, conver-

sion of application, such as an application for a patent. .

of addition into an independent application, reversal

w29




thereof, an application for ah*utiiity model registba-.
tion or a design registration into an:applicaéion'for

a pa£ent, or reversal thereof may dﬁly be allowed after
fulfilling of all the required procedurés for transiti6n~
into the national stage including the paymenf of the

{25)

national fee.

(b) Self desigﬂation

Under the U. S. Patent Law, the addition of new
matter may be alloﬁed by filing confinuation-inupart B
application at any time while the application islpendiné
and the applicant is entitled to the benefit of the
earlier filing date of the firsat applidation.(26) o In
England, the addition of new matter by amendement and.
.the-broadening'of'SCOpe”by compiling prior appiidations
are possible within one yeéar from the filing d;te of the
first application, by utilizing provisional applicatiéﬁ
system till June of this year and'by'claiming thé'priority
of the filing date of the applicant's older British
‘application thereafter. | fn several other countries in:“
Europe, Patent Laws were revised éimilafly as Eﬁgiand:'

to establish new priority system based upon the applicant's

~wolder-application An the Same Country g - i

On the contrary, under the Japanese Patent Law,




it is a principle that a patent application shall be

given a single effective filing date, and the addition

Nuof%newgﬁattenwaﬂtenwthemﬂiling;iamneﬁuSedqasﬁaMmulewwgﬂww@wM@mNh;

Besides; if the amendment made before the decision to -

publish the aﬁplication was-found_as-tﬁe‘additiqn of
new matter .after gr_anting. a patent, the applicant is
 penalized ioy postdating the whole filing date up to the
date of amendment;

| As you khow well, the.Treaty_alloWS.sofcaliéd'”
self-désignatibn under Articlé 8(2)(b), though the
effect of the priority claim in each designated state

shall be-governed by the national law of that state.

'Both of .U. S, and British Patent Laws were revised and .

clearly respect the priority claim based upon a senior
patent épplication in respective country as effective.

In this cohnection, it had been expected to harmconize

the Japanese patent system with an internatiomal trend

at this opportunity by respecting the priority claim
in the form of_selfddesingation as effective in Japan.
' However, as reported by Mr. Ono of Committee 3, at the

Williamsburg Congress last year, Law Revision]Cqmmittée

under the Induétrial Property Council of'Japan decided .

to méintain the old strict system instead of adopting

such new priority system in view of minimizing the law . -

—31—



~““internatiomal application, substantially the same effect

revision.

We would like to teach you a by-way, however,
which results the same effect as the'priority claim by
self-designation. This may be one of the merits
‘brought by the implementation of the Treaty. As you -
know, Article 8{2) of the Treaty clearly states that the
effect of claiming priority in the second international
application based upon the first international application
designating. plural states should be admitted, even though
the states designated in both international applications
are duplicated.

Namely, if the second international application
-including~Japan~among-the.designatea states claimed the .
priority of the first international application desig-
nating only Japan (or the priority of the clder Japanese
national application), the effect of the priority shall
not be admitted in Japan. However, if the first
international application designated at least one another
contracting state as well as Japan,'the effect of
claiming priority of the first international application
shall be.admitted.in Japan. Thus, by designating one

another contracting state excessively in the first

(29)

as the self-designation can be realized also in Japan.




Of course, it has been possible also in Japan to
add new matter by utilising normal priority system under

Parigigqpygqﬁionmglaiming tpe priorities of omne ox

several pationai applications in a state other than
Japan,_for—instance in the United States.. ' Accordingly,
though it is not the first exception against the gemneral
rule of one effective filing date for each one application
undgp_the existing Patent Law, it is the first case where
the henefit of an earlier filing date in Japan is

entitled legitimately in Japan.

(c).Léying Open of the Intermatiomal Application . =

‘LIn the case of the international application filed
in Japanese, the infernational.publication is regarded
as such as the laying open under the Japanese Patent Law,
In the case of Foreign Language Patent Application, the
laying open of the franslation thereof which is scheduled
at the expiration of.20 mbnths from the priority date'isx
regarded as fhe laying open under the Japanese Patent

(30)

Law.
-3) Bxamination of International Application

{a) Request for Examination

Under the Japanese Patent Law, it is necessary to.



make a request for examinatioh:Seperateiy'if'the'
applicant @;ifenthe applicatioﬁ'tQAgxamined;." In

the case of intermational application, the request fof-:
examination is admitted only after the tramsition into
the national stage. Thus, the examination in earlier
stage on the express request of thé applicant under .~

' Arficle 23 and 40 of the Treaty, only the latter is
admitted in Japan after the application proceeded into

(31)

the natiohal stage.

(b) Rejgction and Invalidation on acount of Incorrect
Translation

Péoblems due to incorrect translation which were
pointed out by Mr.onoibf Committees 3 at €he previous .’
Williamsburg Congreés were settled finally as follows.

It ié‘prescribed:ih the modified Patent Law that,
if the translation broadened or changed the scope of
original disclosure, the international application shall
be rejected or invalidated upon an opéosition or aﬁi,fﬁ‘
appeal raised by the®ther party. It should be'np£¢d'
that the rejection or the invalidation on said ground

shall fiot be declared unless as opposition to graﬂf'ﬂ~u.ﬂ

application or an invalidation trial was raised after




‘granting patent thereupon, even'though-the examiner
knew occasionally the presence of sufficieht.grdunas'iﬁ

.,....._rt,h‘:j_:,'s;;:;ﬁe':s;p'e_ctw.m(. 32) ——

This means that'diSCrepancy'betweeh-the translation
and the  international application in its original 1aﬂguage
shall’be~ch¢cked only when an opposition to graﬁt or'én
invalidation trial was raised.  Several discussions
in the Diet were focussed on this point,howevér,_the'i
government opiiigh was adoptea'finali§ that to maintain

the equality throughout the examinations of all inter-

national applications is more important than the occasio--
nal improvement in an igividﬁal examination whiéh_migﬁt
cause an intentional inequality.

It should be also noted that, if it.was found

that the translation broadened or chaﬁged the scope of

original disclosure, whole of the application shall be
rejected or invalidated. On the other hand,Article

46 of. the Treaty only authorize the designated state in
such case to limit the scope retroéctively and declare
partial nulification after the patent had been granf;a to
the internatioﬁal application. With regard to thié o

point, 35 USC was modified to the effect that a court of

competent jurisdiction may retroactively limit the scope
of ‘the patent by declaring it unenforceable to the

extent that it exceeds.




In Japan, thoﬁgh"there'were some dpinions expecting
. the similar modificatioﬁ as the United States, a linkage
system utilizing already existing trials for invalidation
and for amendment was adopted finally in accordance with
the recoﬁ§ndation of thé Law Revision Committee under the

Industrial Property Council. Namely, under the

existing Patent Law, any patentee may demand a trial for
amendment of his patent,: for instance as the counter-
measure against invalidation trial. In ‘addition

thereto, the modified Patent kaw provided that, in the

.t

case where a¥ trial for amendment was demanded in pakrayel,

JPO should postpone the ruling against the demand ofrtrial

~for invalidation alleging incorrect broademing translation

until the issuance of the decision on the trial for

(33)

amendment.

Thus, thg concept of_pértial
invalidafibn of patent has not been adopted after all
in Japan.

In the case of the patent granted to.an international
- application originated from abroad, therefore, if an
invalidation trial was demanded alieging incorredt
broadening translation, it is_impoftant for the patentee
to check the correctness of the tfanslation very carefully.
'““EEE}“1f“i£“é§§2$¥é“héééééé£§;“Eé&ﬁEé“%héwéédﬁé“ﬁﬁmééﬁéﬂéihgbwwm

a trial for amendmént before the invalidation trial is
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‘finalized.  Otherwise, the'pétentee will run a risk

of losing whole patent right in Japan.

(¢) Exclusive Effect against Younger Application
The international application shall be regarded

as the normal Japanese patent application'fileﬂ at its

international filing date. Thus, the intermational
appliéation, in principle, shall have at its internatio-

nal'fiiing date the same right as the nmormal application

to exclude younger patent application of fhe other party
as to the whole scope of the original diaélosure..
On the other hand, the examination shall be based upon
‘"the translation because of convenience in practice.

To compromise the practice with the principle,
it is prescribed in the modified Patent Law that the

matters which are only described either in the interna-

tional application in its original language or in the

‘translation thereof are regarded as not described at

(34)

all in the international application,




IV. Revision of Utility Model Law

and Design Law

Utility Model Law and Design Law were revised in
substantially theé same line as that of Patent Léw,(36)

except that the submisgsion of figures ig essential and

should.be completed before the Basic Time in the case of
ép 'intérnafional application for utility model fegistra-
tién.(37) ' | Laying open of the international éppli?
gation for utility model registration is carried out
.also-in the same abridgment publicatiqn mgnnér as the

(38)

normal national appliéation.
V. Conclusion

The outline of the New Law relating to interna-

tional application under PCT and the details of the
Japénesé Patgﬁt Léw revision covered by the neﬁ_law were
introduced. The Regulétions for'the‘Enfdrcemenf of
theLaw will be introduced téday by.aﬁothérrmember of our
Committee 1, Mr. Nishiyvama. We hope we could give

some help in cooperation with his presentation to all PIPA

" members. At the same time, I hope the "PCT-Feber" will

blow up among the member companies.
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Committee #1 (Japanese Group)
Group 1l: . Hajime TAKAHASHT
{Toshiba Corporation)
Speaker: Osamu NISHIYAMA
....{toshiba Corporation) . . ... .

NEW & REVISED JAPANESE PATENT RULES
Relating to PCT Implementation

1. Introduction

Mr. Nakajima, Committee Chairman, has just addressed on .

"the Law relating to International Applications under PCT"

("the LAW"). Representing the working group, I would like to

speak about results of our study which has been focussed on
Governmental and Ministerial Ordinances to enférece_such LAW.
On Jﬁly 14, 1978, an Order namea the "Law Enforcement
Order relating to International Applications under PCT" ("the
ORDER"), was proclaimed. The ORDER comprises four main -

Articles and seven additional Articles. On July 29, 1978, a

Rule named the "Law Enforcemen£ Rule relating to Internatidnél
Applications under PCT" ("the RULE"), was suéceédingly proF
claimed. Both of them came into force on October 1, 1978.
Generally speaking, "the ORDER" provides, in jits main
Articles, possible measures to be taken when there are in-

sufficient proceedings'in "Demand for International Preliminary

Examination”, and official handling fees such as for the

Thternational Application. Furthermore, it provides, in its
_additional Articles, official handling fees necessary such as

for the Patent Office to transfer to the national stage. On’




the other hand, "the RULE". provides, in its main Articles,
particulars'ofivarious,procedures to the Patent Office and
stipulates ﬁhe'formS‘of documénts to be submitted at the

‘international stagé. In its additional Articles, it provides

various forms such as one to submit translations which are
neceséary at the time of transfer to the national stage.

I have no attempt here to have an article-by-article

discussion. Rather I would like to pick up some selected
mattefs to be of your'interest, and give explanation to such
matters. |

I have selected the following:

1. Unity of Invention
2., International Application in Foreign Languages

3. Handling Fees

2. TUnity of Invention
Reports pointing out some differences on the multiple .

".claimg in Japan to the United States have been submitted to

-the PIPA assembly several times. Thefe was éertain'exbextation
that some revisions would_be_made to the Japanese multip;e 
claiming system aﬁ\the_time_the :evisions and ha;mouizationa
for realizing the PCT ratification. | o |

Actually, an idea of unity of invention set forth in:PCT

- Rule 13, was introduced for the inte;natiqnalIaﬁplication at

‘the international stage, and provisions on definition and

effect of violation wefe clearly stated in "the ORDER" (Art. 2}

and in "the RULE" (Art. 13, 43-46, 58-60 and 73). However, no

_42f




revision was madé to the Patent Law and others to reflect
such provisions concerning unity of invention. This means
that a conventional procedure will be held at the national

stage.

Téu;é;égTghéwgégé;gwgfu£ﬂéhﬁ;;ﬁéé;hﬁé;é:'idgﬂbaiéﬂéagiwwwwm
marizé pointsrof concern which are different from those under
PCT. o

'Théy are as follows:

'é) Independent Claim:

| .'Let me take an.examplé of a handling fee for an
interﬁational application Whicﬁ includes "an inde-

" pendent claim for a given product” and "an inde-
pendent claim for a process specially adépted for
the manufac£ure of-the said préduct"."SuCh inter-
national application meets thé reguirement of unity

of invention under "the PCT Rule 13". - Therefore,

- no additipnal'search fee.wiil be'féquired at the
'international stage. This ﬁndefstanding is commonly
held_in Japan and in the United States. However, if
‘the applicants désignate Japaﬁ'in:the above mentioned
-intérnational appiicatioﬁ,'the.Official fee for
demand_for’examination'and-thé'patEnt annuities will
. be those for two in%éntibné.'fIn other words, a sort
df:addifionél héndiing fee will be required at the

national stage.

With respect to inventions which can be duly

- included in one application, the provision of PCT

o




" Rule 13.1 and that of Art. 38 of the Japanesé
‘Patent Law are not completely identical in literal
context. But, one of the purposes of the statutory’
revision in 1976 to cope with the employment of -the.
multiple claiming system was, as you are aware: of,
to achieve a coordination to PCT. We bhelieve law
enforcement here will be made on a basis that an

application may include "a group of inventions so

linked as to form a single general inventive con-
cept". For only confirmation, I should draw your
_attention to that description of plural independent
claims: in a single application is not allowable
under Japanese Utility Model Law.
b} Dependent Claim:

. With respect to the dependent claims, PCT Rule

-13.4, "Dependent Claims", provides:

"gubject to Rule 13.1, it shall be permitted to

include in the same international application a
reasonable number of dependent claims, claiming
specific forms of the invention claimed in an

independent claim, even where the features of

any dependent claim could be considered as

constituting in. themselves an invention"

..On_the other hand, the present Patent Law
Enforcement Rule provides in essence that the

applicants should describe the dependent claims

specifically with technical restriction citing the




independent claim and/or either of foregoing
‘dependent claims, or their combination. The term,
"technical restriction" is understood that it means

to restrict any or all of the elements of the claim

ited technically.
Now, let me take the fbilowing claims for
instance.
Claim 1 "Apparatus comprising A-+ B +-C",

. Claim 2 "Apparatus according to Claim .1 wherein
the B is b" (b.is one of the examples
of B embodied)

This case is "technically restricted" and no one
will argue about it. |

However, if the applicants want to include in

" their applications dependent Claim 3 claiming

"apparatus according to Cilaim 1 further éomprising
D (i.e. A+ B + C + D))", such applications may be |
questionéd for violation of the present. Patent Law
Enforcement Rule. This Claim 3 is, of course,
subject to.PCT Rule 13.4 and is perfectly all right
as a dependent élaim.at the intermnational stage.
The‘applicants may, in fact, escape from such
violation of the présent Patent Law Bnforcement Rule
by changing Claim'3.int0 an independent claim from
a dépendent claim. This raiseé; however, additioﬁél
fees_for demand for examination and patent éhnuities.

In anyway, this is one of the issues which draw our



‘‘attention to- the further progress of practice.
3..-International'Application in Foreign Languages

The Japanese government sent a delegation as special
~obgervers to the Assembly of the PCT Union, First Session,
which was held for the period from April 10. to April 14 this

year in Geneva. It is recorded that one of members from PIPA

attended this session as an observer, which you may Know

about.
In accordance with the official report of the session,
"the Delegation [of Japan] declared that the services
of the Japanese Patent Office as an International
‘Searching and Preliminary Examining Authority were
offered, subject to it being appointed by the Assembly
as‘sﬁoh an Authority, to all nationals and residents
_of the countries of Asia that would be party to the

PCT, on the same conditions as these services would

"be available to its own nationals".

To cope with such declaration of the Japanese Delegation,
Article 3, Paragraph 1 of "the LAW" provides that the documents
- for an international applicatioﬁ mey be formed in not only
Japanese language but also in the foreign languages as set

forth in a Mlnlsterlal Ordlnance. Actually however no such

Ordlnance has been 1ssued S0 far concernlng the appllcatlon in

' foreign languages. It can be said that the LAW just opened a

way to foreign languages but merely stays in hinting at




future trénd. o
It was epoch-making that the U.S. Patent and Trademark

Office made a Declaration_Form in Japanese language for' the

Japanese appllcants last year. To the contrary, in Japan, I:_ _

”do not see any examples where other languages than Japanese
have been used as an official language. It may appear natural
for 1nternatlona1 eyes that the Japanese Patent Office
recelves documents in foreign 1anguages, and conducts 1nter-
national searches and preliminary examinations for them as an
international organlzatlon. But for the Japanese Patent .
Offlce, 1t was a new and. great step forward which would be
recorded in the Japahese history of patent. It is assumed'
that English will be elected a5 a réceiving language.,

rPeeple of Asian neighbours will be able to -enjoy sub-
stantial benefit but you might appreciate preeent situation
thai no Asian countries are members Qf PCT excepting Japan. .
And you might also recall that only a few countries ia-Asia'

“joined even the Paris Convention.
4. Handling Fee

I prepared an attached set of the schedule of handling
fees for edch procedure at the international stage and the
national stage. I shall be happy if it shall be of your |
assistance.

The schedule is definite at.a glance and no'explanatioh
may be necessary. But let.me have a few supplementarf notes

on the following two points.



First, with respect to the Filing Fee of the inter-
ﬁational application of the first column, this includes tﬁo
héndling éharges, namely the‘transmittal fee and search fee,
The Japanese Patent Office reportedly does not attempt to
includé a case for refund, where an international search_
report is compiled in the United States. It will be intef-
.ésting pending discussion,.iﬁ view of pfactice, how to define
“availability to co-use "the major part™ of the seérch feport
from the earlier international applicétion. |

Second, wifh respect to Demand foﬁ Examination of the
-.last column, a handling fee of national procedure is éhowh as
" an example and put it in the schedule for your reference.
Inevitably, it is different from the handling fees of fhe
‘other columns, which were newlf provided under “the'LAW",

“the ORDER" or "the RULE".
5. " Conclusion

.; have explained the items which Weré noted in early
August. However, due to the shbrtage of time and our capacity
for elaborate study, I am anxious whether T have fully covered
all really important issues. From time to time, it may happen
that various problems will be revealed by experts with their.
profound analysis.

For both, the Patent Offices and patent practitioners,

'p;oblems will be revealed and solved through future trials.
Finally, I would like to express many thanks for your

1isteﬁing. Thank you very much,

L e—43—
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(HANDLING FEES) (International Stage)

Filing
International
Application

¥12,000 shall be refundable upon request in case

wheré the major part. of the international search

report for the earlier international application ..
- whose priority was claimed, can be co-used for.

International Fee#*
Basic Fee

~Filing Fee o _ ees+o240,000

within 30 pages . o .....US$ 165 (S.FR 300)

in excess of 30 pages (per page) cve.sUS$S 3 3S.FR 6)
~ Designation Fee (per country) .,}J.US$_ 40 3S,FR- 80)

_—bh—

| Additional Search Fee (per invention)

when "unity of invention™ is not complied with.*#*

~ee+++¥27,000

5

Copies of documents cited in the International
Search Report

(per page)

e ee+ %320

4

Demanding for
Preliminary
Examination

Preliminary Examination Fee 0. i..¥12,000

Handling Fee for International Bureau*

plus per translation demanded

-....US$ 50 (S.FR 96)
+e...US$ 50 (S.FR 96)

Additional Preliminary Examination Fee (per invention)

- when "unity of invention" is not complied with.**

v....¥%9,000 -

Demand for issuance of an attested

copy of Filing Documients (per page)

veesr %320

Demand for issuance of a priority document

«»20+%800




—o05—

HANDLING FEES {(National Stage)

B

(coﬁventioﬁally existing feésl**#

2 : S _ Patent cees. ¥5,400
National Fee to enter into national stage . [ : )
S Utility Model eeae. ¥4,000
- Patent ceee. £5,400
Requést for review under PCT. §25(2) (a) [ '
. ' Utility Model eeess ¥4,000
Demani for Examination Patent eee. ¥19,000

{plus per invention)..... ¥3,000
Utility Model ..+« ¥12,000

Not

es:

* Payable in Yen cotreéponding to the amount of the defined currency.
{this will be announced upon agreement with Director of the Patent
Office and International Bureau) -

** A group of inventions set forth in Rule 13 under PCT shall be
considered one invention.

#%% An International Application, after payment of National Fee to
. enter into national stage, shall be placed in the same condition
with the cohventional application for which the Demand for ‘
Examinadtion was not made. To be granted as a patent therefore,
a Demand for Examination is necessary._,




COURT DECISIONS CONCERNING
TO INCOMPLETE INVENTION

_.October .4,.1978. ...
PIP A Nagoya Meetlng
_Japanese Group, Commlttee No.1l

-Group No.2 o
Chalrman Toshiharu Kawase
Speaker- .Takami Aoyama

‘1. A preface:.

In 1977, the Supreme Court held that the Japanese Petent"
Law appears to be well established that a conception itself
confers no right upon an inventor unless followed by some
other evidence of the completeness of an 1nvent10n.

In the Tokyo High Court's de0151on, the invention was ‘
held patentable by delivering the oplnlon of that court and _
with respect to the foregoing question, said that no prov151on_

is eXpllCltly prescribed in the Patent Law to refuse any
invention for a patent on the ground of 1ncompleteness.

Our practice has customarily refused any invention for
a patent on the ground of incompletehess. It is qﬁite clear
that the purpose of the statute is to encourage inventions .
by promoting their protection and utilizatioﬁ S0 as to
eventually contribute to the progress of industry, such a -

customary practice that an incomplete 1nvent10n is rejected

has been considered reasonable.

Although the supreme court has made the decision in




adverse to the Tokyo High Court's decision, Wethave been
somewhat confused by the fact that the court delivered an
opinion adverse to customary practice with respect to the

guestion.

_ Apparantly the matter guestioned is considered teiminated ..
by the supreme court decision. Nevertheless, we are very

much concerned with a standard of the completeness of invention
raﬁher_thaﬁ-the debates upon the statutory provision which

the grouhd.should be based on. And the standard is not only
important but also difficult subject.

We have therefore +tried to study the standard, the
grounds or other matter relating thereto with reference to
some court decisions in the hope that this be helpful in our

practlce.

S

2. Definition of completeness and incompleteness of an invention

Apparently the statute does not specifically set forth
éompleteneés of an invention. However, in a popular sense,
the_compieteﬁess of an invention has been understood as a
state that an idea is so reduced to embody a specific problem
and means for resolving the pfoblem are disclosed as well as
the application or operation and the effects or results there-
from and that it is possible for those who skilled in the art

to practice the idea in view of the technology at the time.
From the foregoing, one might infer that any invention

which has not been achleved the above mentloned staue is’

‘,Mstatutc;:clly held J.ncompleted

—53—




3. Object to be judged

Whether an invention is completed is to be judged by the .
LPatent Examiners and courts. . Thé‘judgment'iSﬁddnexbasedion'

g writtetdescription and accompanying drawings prepared By U

the applicant himself.

Accordlngly, a negatlve dec1510n on the ground of in-
completeness may be rendered when the invention is not
.dlsclosed in the spe01f1cat10n so”adequately as to enable any
person skilled in the art to which the invention relates, or
with which it is most nearly connected to make and use the
same, even though the invention has been actually completed.

if ah invention is incomplete, the same is considered
unpatentable by the Examiner on the ground of incompleteness
or inadequacy of-disclosure, even though the applicant sub-
Jectively believes that the invention is completed and is-
fully disclosed in view of the state of the art. The invention
also may be considered unpatentable on the ground that the
invention is not useful in the art. ’

Of course the applicant has the right to amend the
application in response to a rejection reasoning the inadequate
disclosure. If the amendment which makes the inadequate
disclosure adequate includes a new matter, the amendment is
not permitted. Therefore, the application can not be entitled
to have the original filing date but the date when the amend-

‘ment is filed or the amendment itself is rejected. 1In the
latter case, it is qulte possible that the original appllcatlon'
may be finally rejected on the ground of incompleteness or

the inadequate disclosure.

In the follow1ng, we have trled to dlagramatlcally :
formulate sltuatlons presented in con51der1ng an 1nvent10n
‘with respect to whether the invention is considered 1ncomplete.



Situation] iDisclosureI Judgment by .

\[/ J{ ) Examiner or court

J

considered : {examined on :
complete ‘ : the merits .
A ordinarily L

l completed |

inventi o1 |

T : considered unpatent~.
ffég_q able. for inadequate

‘rejected on

disclosure -

the grourd
unuseful in the of 1E§gmplete
industrial field inve on

fincompleted! - |adequate as
invention . incomplete

As seén_in the above dlagram, it might be infered that
_ any really completed invention may be considered to be in-:
'complete and may be rejected as being unpatentable in our
practice.if the spécification does not disclose the invention
adequately. The reason for the rejection will be that the

disclosure is not adequate or the invention is not useful.

For the convenience of understanding, we can classify alil
the inventions which would be considered unpatentable on the-
ground of incompleteness;into the following three types.

{a) a completed 1nvent10n but not dlsclosed adequately
(B) an _incomplete invention but adequately disclosed
as incompleted
(C) an incomplete invention and disclosed inadequately
“A noén-invention shall be classified in a'noniggééﬁtorywwwwwww
invention and is rejected by the Examiner on the ground that
it is not gualified as "a highly advancéd creafion of technical

ideas by which a law of nature is utilized."




4, Inventiveness

According to the quideline issued by Japanese Patent
Office, all the invention including non-inventions and in-

points of -inventiveness.

 ;(11;;whether the invention is one provided in the Patent Law
-+ {2). whether the invention is industrially useful

4-1. An invention not being provided in the Law

A term "inventidn_ndt provided in the Law"_refers_to an
invention which does not meet reéuirements.épécifiéd in the
body in Section 29 of the Japanese Patent Law and’'is divided
into one which is not such an invention provided in Section
2 of the law (non-invention) and another which is an incomplete

invention.

Thé,above is further classified as follows;



invention
not being
provided in
the body of
-Section 29
(ungualified
invention)

invention
having no
ability to
meet. require-
ments in the
body :

invention not

completed to
meet require-

- ments in the

body

P I-1
I-2

NI-4

pure natural law itself

pure discovery not
a creation of the technical
ideas

invention in adverse to

the natural law
invention not
utilizing the
natural law -

I-4-1 invention utilizing
a law rather than
the natoral law

I-4~2 invention directed
to mental process
of human mind

I-4-3 invention not repeat-
) edly operable to
produce uniform result

Ir-1 invenﬁion'by which

T -2 invention not

the achievement of
- the purpose thereof
is doubted
T -2-1 invention lacking
: all the necessary
measures to achieve
the purpose

disclosing a
full tech-
nical idea

I -2-2 invention lacking
a part of the
necessary measures
to achieve the
purpose )

5. Ground of rejection to the incomplete inventions

As above stated, incomplete inventions should be considered

unpatentable upon provisicns in the Law, since there must not

be any negative administrative actions not based upon statutory . .. .

“provisions in a law-governed nation as Japan.

The supreme

court made it clear that an incomplete invention should be

rejected indicating in the opinjion an invention which does

-hot_meet the requirements provided in Section 2 is not construed
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as a useful invention within the 'meaning of the body of Section’
29. ' ‘ ' '

Formation of judgment on an application with inadequacy. .

of disclosure is based on a corresponding provision in the Law.
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The aforementioned three types (&), (B) and (C) of in-.
completed, or deemed incompletéd, inventions may be. considered
unpatentable on the ground ‘that the invention is not one out-
lined in Section 2 in the opinion that it is not construed as
useful within the meaning of the body of Section 29. The
inventions also may be considered unpatentable since they
are not set forth in theixr specifications in such manner. as
to enable any person skilled in the art to which the invention.
pertains to make and use the same, as specified in Section: 36.

Which one of these Sectiong is applied will be apparént~m
from the following quoted Court Decisions but is not explicit
in the Law.

6. Applicant's response to the rejection based on the

incompleteness

For higher rate of success of the application, the
applicant, in responsé to the rejection under the provision
of Section 29, can beneficially allege that the invention
‘has been completed"before_the application and is useful.
.Ex?laining the prior art and history of the invention will

‘be effective in overcoming the action.

- Actual completion.of the invention must ke supported in
the specification as well as in the drawings. An additional
amendment will be needed for such a support. This raises the

 same problems as’ discussed in the following with respect to

~ 'the provisions in- Section 36, Paragraph 4.




To the rejection under provision - in Section 36, the
.applicant may beneficially show that the matter considered
‘as adverse to Section 36 is well known and customary matter,
so that the disclosure in the original specification is
sufficient in describing the invention. It is recommended

- that the speéification should preferably be kept not amended
and the Examiner be persuaded by guoting the prior arts which
show that the disclosure in a might-have-been. amendment has
 been-we11 known. In case where the amendment is nevertheless

considered necessary, the appiicant is required to avoid the

new matter.

In short, in the response to the rejection under provision
of Section 29, body, the completeness of .invention :should
-effectively be alleged for higher rate of success of the

application, at first. If there is a fear that a rejection
reasoning an inadequate disclosure is predicted, the applicant
might be recommended to do every effort to show that the
disclosure is adequate, as required under the provision of

Section 36, paragraph 4,

7. Court decisions pertaining to the completion of invention

(1) cases considered unpatentable under provision of the

body of Section 29;

A. The Tokyo High Court Decision Showa 32 (GYO KE) 52
B. The Tokyo_HighICourt becision  Showa 49.(GYO KE) 72
C. The Tokyo High Court Decision Showa 48 (GYO KE) 91

The Supreme Court Decision Showa 49 (GYO TSU) 107

.{2)... cases considered unpatentable under provision of.the ... ...
' paragraph 4 of Section 36

'A. The Tokyo High Court Decision Showa 34 (GYO NA) 2
B. The Tokyo High Court Decislon Showa 39 (GYO KE) 45
C. The Tokyc High Court Decigion Showa 43 (GYO KE} 132




Application, it is hoped that an invention is disclosed as

For your information, the cases which held the igsued
invention to be a non-invention are guoted in the following:

A.  The Tokyb High Court Showa 38 (GYO NA) 5
B.  The Tokyo High Court Showa 24 (GYO NA) 9
C. The Tokyo High Court Showa 26 (GYO NA) 12

8. Summary

As thus far stated, a ground on which an invention is
considered unpatentable with respéct to the incompleféness
is specified in the body of Section 29 or in the Péragréph 4
of Section 36. Under discretion by'the Examiner or Justice;

' one of the Sections is selected to be applied.

We are rather interested in their standard in deflnlng
the invention as an incompleteness invention. ' In general,
we would like to safely fairly conclude that the.sp9cificati6n
must be prepared in any case so as Eo enable any person skilled
in the art to which the invention pertains, or with which it
is most nearly connected to make and use the same so that the

invention is construed as completed.

. For higher rate fo success of any Japanese Patent

detail as possible to support or approve the completehess of

the invention monitoring the severe rules restricting the

- chance of amending of the specification after applications

are filed.



The Tokyo High Court Decision  _  Showa 32 (GYO KE) = 52

decided on
September 26, 1963

This invention relates to a nuclear fission pile in which
the neutron is decelerated through means of the moderator and
- bombards the natural uranium material to have the same being

in fissioned condition.

ifThe applicant appealed to the Tokyo High Court from the
adverse decision by the -Patent Office, which the approved by

the Court.

The Patent 0ffice decision was that the invention was
- considered unpatentable since the specification did not

~.‘explain the following matter.

'l;h Séféty operation of the pile is doubted and operation
B “in'industrially available or Commefcially available

~condition is also doubted.

2. Disclosure in the specification is inadequate, any
'~ person skilled in the art is not enabled to make and

. -use the invention.

The Court decision;

In order to cperate the pile in safety and industrially

“Tavailable condition, locational relationship between the
moderator and the natural uranium and quantity of them is
essential together with the control of the pile.

However, there appears in the specification inadequate

i
i
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dis¢losure with respect to the above mentioned matter.

In order to ensure safety of the pile, the applicant
is required to sufficiently persuade. any person skilled in the

Failure of such disclosure will justify lack of completion

of the invention.

_art by providing an adequate disclosure in the specification.. .. . ..



The Tokyo High Court Decision _ Showa 49 (GYO KE) 72

decided on
November 30, 1977

This invention relates to a float through which is
:inserted a course rope for separating the courses through
which the swimmers swim in a water pool in a swimming game;
The float has a recessed portion in its external face to damp
waves of the water surface in the pool so that obstruction

to the swimmers can be elliminated.

Plaintiff's argument;

In order to elliminate any obstruction to the swimmers
waves of more than 10 cm length must be damped. For such
purpose, about 10 cm length recessed portion must be provided
in th=z external face of the float. WNo disclosure is found
in the specification for specifying the length, width and
depth of the recessed portion in the float face. By merely
providing non-calculatedly sized recess in the external face
of the float, the desired result is not considered to be

obﬁained.

Defendant's -argument;

The calculation of dimensicon of the recess is a matter

rofrordinaryskill-and is not nesded in thé spécification.” T




The Court decision;

No dimension of the recess is found in the gpecification.

Further, no function of the recess 1s explained with respect

Mwof more than 10 cm length, the length of the recess must be
also of about more than 10 cm length. Difficulty exists in
providing a 10 cm length‘recess in the external face of the:
float. In view of the fact that for elliminating the wave
obstruction -to the swimmer, provision to damp a wave .0of more
than 10 cm length is needed, this invention is considered not
to be able to obtain the desired result and lacking completion,
Thus the court arrived at the conclusion the invention lacks 7
completion and is unpatentable.

to the result of the invention. In order to damp the wavesW“LM@Qm



The Tokyo High Court Decisicn Showa 48 (GYO KE) 91

decided on
' September 118, 1974

The applicant appealed to the Tokyo High Court from
the Patent Office adverse decision.

The Plaintiff's argument;

. Apparently Section 49 specifies various -situations in-
which a patent must be refused. However, the provision must
not be positively applied. The Patent Office, defendant,
iﬁCOrrectly applied the Section 49, since the application is
considered positive, with respect to incompletion of the
invention. Thé incompletion must be congidered under the
. provision of Section 36 rather than the Section 29.

The late filed amendment is sufficient to describe
completion of the invention.
Defendant, Patent Office’s argument;

The late filed amendment is considered new matter.

The original specification is inadequately prepared with
respect. to éompletion of the invention.
e Court decision |

No provision is éxplicit in the Law for specifying the

completion of an invention.
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. In view of the principle underlying the. policy of our
law which esteems personal right, the Patent Office adverse
decision is considered invalid since it is based on ambiguous

.provisioms. . .. ... ..




‘Thé Supreme Court Decision Showa 49 (GYO TSU) 107

 decided on
October 13, 1977

The plaintiff appealed to the Supreme Court from the
adverse Decision by the Tokyo High Court Showa .48 (GYO XE)

No. 91, above mentioned.

The Tokyco High Court Decision was revocated by the

Supreme Court.

Supreme Court decision;

Section 2 provides generic definition of an invention
which is able to attain the intended object uniformly by
uéing or making thereof by those skilled in the art and an
invention which is not so disclosed does not correspond to

‘one specified in Section 2.

Section 49 specifies situations in which any inventions,
inclusive of the invention under Section 2, are to be refused

a patent if they are wanting in inventiveness.

The prior Court Decision 1s considered incorrect in
applying the above Sections so that reconsideration is

required by the Court for reviewing whether the invention was

.Mﬁcgmplspggﬁbeforgfthemapplieation:mwTMTTWWWWNwTﬁ@NWMNM_WMWWHWWM
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" The Tokyo High Court Decision Showa 34 (GYO NA}) 2

decided on
May 29, 1962

The applicant, plaintiff, appealed to the court from

the Patent Office adverse decision.
The Patent COffice Decision was approved by the court.

This invention relates to a wave filter for frequency
modulation telecommunication system. The function of the
filtexr is that the atfenuatioh curve has catenary character,
a steep portion at is peripheral portion proportiocnal tc the

frequency and a straight line portion in the pass band.

Thé plaintiff's argument;

Any filter of this type is practicable by those who
skilled in the art by means of the desired properties such
as attenuation.property and face property. The specification
adequately discloses the desired properties apparently. The
applicant presented a showing which illustrates a practical
embodiment of the invention prepared by a person who skilled
and has three years experience in the art. The applicant
alleged that the invention was described so adequétely in
the specification as to enable any person skilled in the art

to which the invention pertains and the invention is completed

prior to the application.

o | e




The Court decision;

In the specification, in what circuit the filter 1is
applied is not described. Such lack of description is not
acceptable by those skilled in the art in practicing the

filter in an actual circuit.
The showing presented by the person having three years
experience exhibits nothing more than a probability of

practicing the filter.

Thus the court arrived at the conclusion that the

invention lacks completion in view of the description in the

specification.




The Tokyo ﬁigh Court Decision s Showa 39 (GYO KE) 45
' ‘decided on
‘July 22, 1965

_ This invention relates to a process for producing a
colloid solution in which {1} a starting material is a
coagulafed g0l and Hydrbéeh ion; (2) the method is to add
the hidrogen ion to the coagulated s0l; and (3) the product

is a 001101d solutlon.

The applicant. allegation is that by the coagulated sol
are meant sol formed of mekal compound dispersed through means
of a strohg electolite dispersion medium, and by adding to such
coagulated sol the hydrogen ion, the desired dispersion is

attained.

The Court decision

In view of the fact that the priciple appearing in the
plalntlff's allegation is not accepted by experts.in the '
various llterary society. The principle is not considéred
acceptable by those skilled in the art. No showing in adverse

to the fact has not yet been presented.

If the invention was actually practicable, any evidence
such as ekperimented data gained in actual test should have
been presented during the processing course in the four years
Patent Office pending period. 1In view of failure of such'
présentation and the discloSure which is inadequate, the

invention is not considered completed.
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The Tokyo High Court Decision Showa 48 {GYO XKE) 132

decided on
Jan. 27, 1977

The invention relates to a process for producing vinyl
acetate; a Japanese patent application was filed on March 26,
1962 claming priority of foreign filing date in Republic of
Germany on March 25, 1961 and was refused patent on April 20,
1965. The applicant appealed to Board of Patent Appeai in
the Patent Office and also was finally rejected patenﬁ.

The applicant appealed to the Tokyo High Court from the
Patent Office adverse Decision and the 1nvent10n was also

“refused patent.

‘The Court decision

The process comprises reacting ethylene and acetic acid
in the presence of a palladium salt at a temperature ranging
from 0 to 250°C characterized in that the reaction is carried
out in the presence of molecular oxygen, or oxygen—qontainiﬁg
.gas and a Redox system comprisiné a metal salt 6apab1e of
‘reversibly changing‘its valarice under the reaction éonditions.

- In the specification of German application, therxe is found
no description of quantitative relationships of the reactants
and the catalyst are disclosed. Apparently, in the Japanese

- specification is presented four Examples giving the proportions

- of “the reactants-and~the catalyst ingredieits are disclosed.

However, this is not identified in the German Spécification.
The two specifications in Germany and Japan are not in accord

with each other. Accordingly, the applicant cannot be entitled

~to the priority of the German filing date. Further, the invention

disclosed in the German application is considered lacking completiol
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While on the other hand the invention is considered
identical with the prior art disclosed in the quoted Japanese
Patent Application., Therefore the invention is to be refused
patent.
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A, Introduction

MINASEMA OHAYO CGOZAIMASU.
WATAKUSEI-GA TMAKARA OHANASHI ITASHIMASU
"BEST MODE DOCTRINE"~CA AMERTCA TOKKYO-HO-NO

TAMENI, META AMERICA TORKYO~0 SHUTOKU~SURU UENI
MINASAMA-NO - OYARUNI~-TATSU KOTO-) NOZOMIMASY,

One of the reguirements of the United States patent
laws for obtaiﬁing & valid patent is that the specification |
set forth the best mode or manner contempléted by the inventor
of carrying.out the invention. This "best-mode” requirement,
in addition:to.the'”enabiement" reguirement, is specifically
stipulétéd in the first paragraph of 35 United States Code,
SectiOn-llz which reads as follows:

"The specification shall contain a

a written description of the invention,
and of the mannery and process of making
and using it, in such full, clear, concise
and exact terms as to enable any person

- skilled in the art to which it pertains,
or with which it is most nearly connected,
to make and uge the same, and shall set
forth the best mode contemplated by ¥he

Inventor of carrving cut his invention,®

. (Emphasis added).

The underlying policy and purpose of this requirement

was aptly stated by Judge Rich in In re Nelson et al, 126 USPQ 242,

253 {ccPa, 1950):

"The basic purpose of thas reguirement
that the specification contain a written '
description of the invention is to put
those skilled in the art in possession of
sufficient knowledge 'to enable! them to
practice the invention. One cannot read
the wording of section 112 without appre-—
ciating that strongdg language has been used
for the purpose of compelling complete
disclosure. There always exists, on the
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part of some pzople, a selfish desire to
cbtain patent protecticn without makirng a
full disclesure, which the law, in the public &
interest, must guard against. Hence section L
112 calls for description in 'full, clear, .
concise, and exact terms' and the ‘'best
mode' requirement does not permit an
inventor to disclose only what he knows

t0 be his second-best embodiment,
retaining the best for himself.”

This judicial dictum, by now turned into holy writ,
so to speak, was reconfirmed by Judge Rich in In re Gay, 135

USPQ 311, 315 (CCPA, 1962).

"Manifestly, the sole purpose of this... -
reguirement is to restrain inventors
from applying for patents while at the
same time concealing from the public
preferred embodiments of their inventions
which they have in fact conceived.”

The best-mode requirement thus prevents the
;simultaneous-enjoyment of both patent aﬁd~trade secrecy

protection for a single invention.

B. Infringement and-ValiditylLitigation
‘While the best-mode requiremeﬁﬁ haQ been in the
_ ?atent Code for over a hundred years, thére was not a single
case prior to 1965 in which a patent was actuaily_héld invalid
for failure to disélose the best mode. HoweVer,.ﬁon-disclbsﬁre
of the best mode has recently become an increasingly po@ular.

ground with courts fcr invalidating patents and it seems_

mode rule and applylng it with a vengeance
Dugald S, McDougall of the Chlcago Bar has recently

barred the patent profession inio best-mode consclousness by




talks with such catchy titles as "The Courts are Telling us:
"Your Client's Best Mode Must Be Disclosed'" (21st Annual

Conference on "More Devélopmehts_in Intellectual Property

subsequently published at 59 JPOS 321, 1977) and "The Best
Mode Requireﬁent -~ A Sleeping Giant Begins To Stir" (BHA's
1978 Patent Law Conference on f'll Critical Areas of US
Patent Léw“, Arlington, Va. Sept. 1578. (Copy attached with
BNA's kind permiésion.) |

With respect to infringement and validity'decisior.zs

involving best-mode pitfalls} there has been a flood of court

cases since the beginning of 19277 after a mere trickle of decisions
in the yéars 1965 to 1976.
Invalidity holdings started in 1965, as stated above,

with the Flick-Reedv decision of the Seventh Circuit Court of

Appeals, ‘Flick—Reedf Cofpf ﬁ.fﬁﬁdroiLine'Mfg;'Co.} 146 USPQ 694
(7th Cir. 1965), cert. den. 383 U.S. 958 (1966). In this case -
the invention related to a sealing arrangément for preventing
the escape of pressure fluid from hydraulic cylinders, and an
essential element of thé'invention was a.machined surface which
" was formed with a "special tool", but the patent‘cohtained7n§
disclosure or other description of that “special tool”, The -
inventor had contemplated using the tool at the time the péteﬁﬁ

application was filed. When asked on the witness stand what

the tool was, however, he balkea[ erplaining to the court that
. his company had "elected to try to keep secret” the information -

concerning the "special tool®. The lessons to be learned from: -

o Ty e at theJohn "'Marshal-‘l--‘-=-Lav?‘-*"-School'-;"'-- Chicago,FebruarylETJ et



this case are that 1) a failure to disclose the best mode

cen indeed be fatal for a pétent even if 2) the failure
pertainezd to a featufe not within the claims, i.e.; had.nothing
to do vith the preferred embodimenfs.

In the next case, Engelhard Industries Inc. v.

Sel-Rex Corp., 14% USPQ 607 (D.N.J, 1965), aff'd 155 USPQ

- 244 (3xd Cir. 1%67), the examples in the specification des-

cribing an electrodepositing method 4id not disclose the

best mode. Lesson: Having examples is not enough.

......

Tndiana General Corp. v. ¥Xrystinel Corp. in the Second .

Circuit followed in 1970 (161 USPQ 82, 5.D., N.Y. 1969; aff'd
164 USPQ 321, 2nd Cir, 1%70)., Here the preferred commerc;§; ‘
ferrite compositions were described in terms of broad rangég
but without giving a "specific recipe”. ILesson: best mode

omust be_tagged or red~flagged somehow.

In 1973 bale Electronics Ine. v. R.C.L. Electronics,

180 ©UsPQ 225,(lst Cir., 1973}, was handed down. A Beryllium

oxide composition which worked'particularly well in the specifie
invention, i.e., electrical résistors, and which wag well-known
‘to the patentee when the patent was applied for was likewise not
disclosed. On appeal, Dale's major argument‘that the non-dis-
closure was not intentional, was roundly rejected Lesson: even
an unintentional failure can be fatal. Incidentally, in this
case reissue attempts by the patentee later failed, In re Hay,

,W¢199%USPQWJQQQ4GC9A?%LgiﬁgwwggingdenwwlgzuUSPQT54M{19154,;WMWMWWWNM

-A 1976 best-mode case is CBS Inc. v. Zenith Radin Corp.,

' 185 USPQ 662 (N.D.Ill., 1975), mod. 192 USPQ 68 (7th cir. 1976).
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In this case a patént on. a color picture tube was upheld eﬁen
though it disclosed nothing concerning the fabrication of the

curved phosrhor screen and didn't teach that the shadow mask

~witself@shouldeefusedmaswthe““negative“win“forming"thevnecessarY“*“*“““*““

photographic image on the faceplate, the use of the mask in that-

way being an essential step in the only method of screen making:

by "photographic means" known to CES.
A contemporaﬁeous 1976 case in which a best mode

attack also failed'is ITT Corp. v. Raychem Corp., 191 uspQ 1 (1st Cir.

1876). The éourt, distinguishing both Flick-Reedy and Dale

Electronics, held that the non-disclosure of "Compoundé X" which -
was employed in the preparation of the claimed insulated

wire did not render the patent invalid because the invention
claimed was the wire it=zelf and not a manufacturing process

and the use of "Compound X" did not affect the properties of

the claimed wire (but merely reduced manufacturing cost by
speeding'up the extension operation}. Mr; Mchougald does not

think much about the Raychem case:

. YThere is no doubt in my mind
that the First Circuit would have _
gone the other way in Raychem had the
claimed invention been the manufacturing
process, as opposed to the wire itself,
On the other hand, I have some diffi-
culty in distinguishing Ravchem from
" Flick-Ready vherein the "special tool,"
Iike "Coupound X" was but an aid in manu-
facturing the claimed invention rather
than an ingredient of it, as in Dale.
Perscnally, I think Raychem was wrongly
decided." . (Att't. pp. 305-308).°

FRANKLIN PIERCE

LAW CENTER LIBRARY



" He feels that the Dale Electronics is the leading

case and the Raychem cagze is being ignored.
Spezking of cases where a best-mode attack failed,

but which are of guestionable authority, Benger Laboratories Ltd,

v. R. XK. Laros Co., 135 USPQ 11 (E.D. Pa. 1562), aff'd 137 USPQ 693

{3rd Cix. 1963), cert. den 139 USPD 566 (1963) might alsc be
mentioned. In this case, there being an active in-house dispute

between the plaintiff's manufacturer. and the inventor as to which

of two methods of practicing the invention was preferxed, which-
was not settled until two vears aftex thé'pﬁtent application: -
was.filed, the éouft held that, in view of the doubt. dn the -
inventor's mind as to which mode was the better mode,-the '

disclosure of cne mode was sufficient. to satisfy the best-mode

disclosure regquirement,
Note, however, that Dale Carlson {"The Best Mode Dis=:
closure Requirement in Patent Practice”, 60 JPOS 171, 1978 =ati194)

believes that

"... this case cannot be relied upon with
any degree of assurance today. In view of

. the txend toward the increasing assertion
of disclosure reguirements at the wvalidity
stage, good practice would reguire the dise-
closure of hoth methods. Extending this

" reasoning, the applicant should disclose in
detail elements of the invention that are

. considered to be "more desirable”, "more
preferred”, or "most advantageous". If there
is any doubt as to the significance of any

© particular element, disclosure should be made."

"From the foregoing review of the best-mode decisions
. during the decade following the Flick-Recdy decision in 1965,"

Mr. McDougald concluded, "it is clear that the courts, quite
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suddenly, have elevated the best-mode provision of 5112 to a
status comparable in importance to the "enabling” language

of the same statute.” (Att't., p. 307).

cases, striking down patents "left and right" (the hyperbcle
will drive home the seriousness of the matter):

.Union Carbide Corp. v. Borg-Warner Corp. et al.,

193 UsSPQ 1 (6th Cir. 1877), in which a special extruder and a

valve in a process for making foam plastic articles by injection

'molding were not disclosed; (Note that in this case, unlike in

priox cases, the Court of Appeals sustained the District Count
solely on the best mode issue and note further that here like in
Flick-Reedy the best-mode features wene butsiﬁe of the scope of_a
the claims and the plaintiff as a matter of fnct had considered
the-valvé.feature.a separate invention and had dbtainea a sepanate
patent on it.) - .

Reynolds Metals Co. v. Acorn Building Components, Inc.

192 USPQ 737 (Gth cir. 1977), in which an epoxy resin Wthh was.
the best insulating material for making an insulated frame con-
struction was not divulged:

Thyssen‘PlaStic Anger KG v. Induplas Inc., 195 USPQ

534 (D C Puerto Rico, 1877), in which a seccnd or addltlonal

gear arrangement which was reguired for the successful operation

of a process for producing a certain plastic tube was not dis-
closed; (Note that in this last case, the Court summarily.

invalidated the patent in issue.)

....This brings us.to 18977 and a whole rash of recent . ...



Trans~-World Digolavy Corn. v, Mechtronics Corxp., 195

USPQ 588 (D.C. S.D. N.Y. 1977), in which a sawtooth and detent
used- tu give partition stability - an extremely important feature
of the claimed dispenser -~ was not described:

Carpet Seaming Tape Licensing. Corp. v. Best Seam, Inc,

187 USPQ 230 (D.C. C.D. Calif. 1%77), in which a necessary
barrier web was not disclosed. (The best—mode congept is not

employed in terxms but in effect).

C. The PTO and CCPZ Pousture

In ex parte prosecution, there has not been a2 great

amouﬁf of.activity with regard to the best mode requirement,

The'prlmary reason for this is that the reguirement is very

it requires the "best mode copteﬂolated by the

 kinventor.of carrying out his invention." Thus evaluation of
the satisfaction of the best mode requirement reguires evideﬂce
*of What he contemplated at the time of filing hlS appllcatlon,
hrand such ev1denoe rarely flnds its way into normal ex QEEEE
prosecutlon before the PTO and appeal before the CCPA,

' There has thus been an understandable paucity of CCPA
cases where_a best-mode issue surfaced. Apart from the earlier-

mentloned Nelson at al and Gay cases, more recent caSes are:

In re BoongflGS USPQ 231 (1971), In re Brebner, 173 USPQ 169 (1972)

and In neﬁ?lass, 181 USPQ 31 (1s874). .These.cases, however, are

“not signi

go into.

;CQnL enough in the oortext of this oa;er t0 even




Since the PTO is not well equipped to détermine_what
may have been in each applicant's mind at the time the appli-

cation was filed, it has been considered impractical for the

mode, M.P.E.P, §608,01(h) states as follows:

"The best mode contemplated by
the inventor of carrying out his
invention must be set forth in the
description. The 0ffice practice is
to acvept an operative example as
-gufficient to meet this regquirement....
See 35 U,8.C. 112 and 37 C¥R1.71(b)."

In mechanical and electrical cases, the requiremesnt for
an operative example is easily met, once having identified eéch
of the elements in the drawing of the invention, by reciting
how these elements function and interact as the invention
coperates. In chemical cases, while it ig not an absolute
statutory fequirement, the "data necessary_for the preparation’

and use of at least one example” is called for by the above-

éuoted M.P,.E.P. provision and should be presented, -notwith-

standing the very recent Board of Appeals holding in Ex parte

Krenzer, PTCJT 393, A-8, 8-31~78, that a working example was

not needed to illustrate the best mode. Cf. In re Honn, 130 TSPQ

652 (CCPA 1966), o
According to an address by Commlssioner Banner at

the above-mentioned BNA progran, the PTO ﬁill soon require an

allegation in the oath or declaration that the inventor is aware{

of his duty to disclose the best mode contemplated by him and

that he in fact has disclosed that best mode. This was recommended




~recently ruled,. as was predictable, that the beét—mﬂdg require~ -

at the time of the initial filing, there is no duty to update

.mmhapﬁusemofmthewpxog¢Iiptionwagaihgtmnewmmatterj?“mﬁvenwif;aTCOn;ﬂm

by Dale Carlscn, supra at 197, and would conztitute a simpler
solution than thalt suggested by Gerald Biorge in_his “Editorial
Epiloguéﬁztm the McDougall JPOS article,‘gggﬁa, i.e., interfbgé—_
tories, guestionaires, or othar iﬁquiries by thé Examinei in hisg .
first office action (59 JPOS 336, 338, 1977).

In interference proceedihgs, the issue.of best mode -

has not been raised or raizable in the past, since the best-

mode igsue was considered to bes a gquesticon of'paﬁentability,

which was not considered ancillary to_priority._:ThOmnson v. Dunn,

77 USPQ 99, (CCPA, 1948). See also Mahan V. Dowmani, 142 USPQ 19

(CCPA, 1964). Naturally, the Board of Interfererices has towed

the 1line; see Traver v. Jones, 172 USPQ 566 {1971} and

Lowenstein v, Terasawa, 177 USPQ 84 (1972), However, the court

ment is ancillary and overruled all previous -cases to the--

contrary. See Weil v, Fritz et al, 186 USPQ 600 (CCpa, 1978).:

D. Best Mode and Sections 119 and 120

Tt goes without saying that the best modé.contéﬁpiéted
by the inventor must be disclosed as of the date of filing and’

it is also clear that if the best-mode reguirement is =atisfied

the best-mode disclosure and disclose a subsequently¥develéped

superior mode {by way of a continuation-in~-part, of course,

tinvation case is filed, it has been held that there is no duty

to disclose a later-devised best mode. See Sylcab Steel & Wire Corp.

v. Imoco-Gateway Corp., 173 USPQ 22 (D.C. N.D. Il1l, 1573).
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However, I submit it wouldn't be adviszble to rely
on this case too much. It would be better practice in such a

cage to file a Cip rather than pure continuation case. Mr. McDougall

SEFORGLY Fecomnmended durizig the guestion pericd zt the BNA meeting,

" supra, that while there was no need to file a Cip solely to include

a new best ﬁode, any new best mode must be pu£ in if the case is
refiled fér other purposes, even if it was golng to bhe a pure
continuation only, because it in fact is a new applicétion.

A cleosely analogous issue arises with respect to
foréign applicants who rely on Convention éricrity. Since
Section 118 proﬁides that.the applicatidn "shall héve the same _
effect as the same appllcatlon would have if.filed.in fhisr |
country on the date“ of forengn flllng, one might analoglze, o

as Mr. Honeycutt,'lnfra, does in 1877, from the Squab case,

supra, that the forelgn applicants do not have a duty to

include a new best mode when filing a corresponding US appli— _
cation. BHNote howaver, that Chasan et al point out in 1973
("'Best Mogde! Requlrement in the Unlted States of Amerlca“

Industrial Proocrty, 1973 - 63) that that matter was settled

to the contrary guite some time ago in the Benger Laborator1es,

case which invelved a US patent based on British priority.

An essential corollérj principle in the case of
foreign priority is the facﬁ that the foreign prioritf ﬁﬁpli—
‘cation must be judged for sﬁfficiency of disclosure by tﬁe

standard of Section 112, just as if it were a US application,

even though the text of Section 119 is less explicit than that

of Section 120. See In re Hafner, 161 USPQ 783 (CCPA 1888) and,




in particular, EKawsi ot_-l v, Mstlesics et al, 178 TSPR 158

{CCPA 1973). Though none of thess aqﬂ other s;milar cases
specifically turned on a be%t»moqe isszue, manlfe tly the saz t
'practice would be to disclose the best mcGe as then known in
the foreigﬁ priority applicatiqn and update the best~mode_dis—.
closure in the US ap?lication if a new best mods has been

developed in the meantime.

E.  Best Mode and Trade Secrets

| As mentioned above at the outset, the best mode

requiremeﬁt impedes the enjoyment of patent and trade secret
protection for a given iﬁVention ét the saﬁe.time. Thisg
statement is not true in a literal and absolute sense. There

is always a iot of'engineéring data and know-how and other
peripheral data that guite properly does not have to be disclosed.
However, the thésis defeloped by.Mr. Honéycutt that it is
possible'to have cne's cake and esat it ("Preserving Know-How and
Trade Secrets while Complying With Section 112“,‘1977 Patent Law
Annuél, P. 205) and supported by Roger Miigrim ("Tradé Secrets or
Patentéﬁ Which Road to Travel?" 1977 Sumﬁary of Proceedings,
ABA~PTC Section Chicago Meeting, p. 131, 138), does not heold

water., Honeycutt, in trying to strike a "proper balance...
betweeh‘the risk of invalidity for insufficient disclosure.and

the opposite risk of unnecessa*lly glVlng away ...prcprletary

oS A -t e e g P B 2 St B T S B S G

'1nfornat10n" errs on tHe 51da of w1thhold1ﬂc too much He draws
a distinction between the "make and use" terminology in “the

enablement porticn of Section 112 and the phrase "carrying out”




in the best mede portion. Relying on Raychem, Supra, he concludes

that these phrases are not synonymous and the latter term is

NnATYTrNyaer and maraltr moanma Fhot Flha e
DNIrYrower ang ESrely 2ans Thiat

-
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of the qlaimed invention need by set :orth. Carlson,‘gggzgl
at-lBO, disagrees and I do too. To me the term "carrying out" is
broader, if anyfhing. Its dictionary meaning is: put into
execution, bring to a successful issue. Besides, Honeycuti's
restfictive interpretationrrelies too much on a discredited casé_

and flies in the face of several of the above—~cited court decisicns,

F. Conclu=sion

While the PTO has not examined the guestion as to

'whethe;'the best mode has been disclosed or concealed by the
applicant, that guestion will be closely scrutinized by the Courts
in infringement or declaratory judgment actions.

To be on the safe side the rule that one should live by
Simply is that no matter what kind of application one intends to
file, whether it he a foreign priority application, a U.S. Conven—
tion application, a continuation-in-part application or a straight
continuation or divisional application, or what have you, the best
mode as of the time of filing of any such applicaticn has to
be disclosed - and in this regard one's duty to inguire must
be kept in mind -~ and what's ﬁore, the best mode has to be
taggéd or red-flagged as best mode and the best-mode reéuire—
ment had best not be construed narrowly as the preferred

embodiment of the invention as claimed,
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If, in fuct, the best wode in a very broad sens=z has
been concealed, even though this was not intentional, the
patent issuing fiom such an application will be invalid.  Further-
ﬁore, enforcement of that patent, kﬁcwing that it is invalid
because of the failurxe to coﬁply with the best-mode reguirsment,

may be grounds for finding a violation of the antitrust laws

by the patentem;

Goseicho Arigato. Gozalmashital

Karl F. Jorda




THE BEST MODE REQUIREMENT ~- A SLEEPING GIANT BEGINS TO STIR

_ By Dugald S. McDougall*

Nearly all patent.lawyers épe'aWare;_at-léaéf.vaguely,‘
that 8112 df the Patent Act requires an applicant to include
in his specification, in addition to an "eﬁabling“ disclosure,
a description of “the'best'mbdércontemplétéd By“the inventor -
of carrying out his invention.® That requirement, in essenfially
its present form, has been in the patent law for more than a
.century, but only in recent years has it-fecéivéd'anything other
than passing notice from'the courts of the patent bar.

Amazingly, the first case in which a patent was 7
_actually held invalid for failure to disclose the iﬁventof{$ i.

best mode was decided in 1965 (Flick-Reedy'Cofp. Ve Hydro—Lihe

Mfg. Co., 351 F.2d 546, 146 USPQ 694 (7th Cir, 1965), cert.
den. 383 U.S. 958 (1966)). Earlier references to best mode iﬁ
published opinions were mere judicial commént. _
One of those earlier references ﬁhich rate partibular

.attention was.Judge Rich's opinion in Appiicatibn of Nelson,

280 F 2d 172 184 126 USPQ 242, 253 (CCPA 1960), -widely quoted
in later cases because Judge Rich explained the pollcy under-
lying the "best mode" provision in this strlklngly apt

language:,

*McBeugall, Hersh & Scetit, Chicage, Illinois.




* "One cannot read the wording of section 112
without appreciating that strong language has
been used for the purpose of compelling com-
plete disclosure. There always exists, on the
part of some people, a selfish desire to
obtain patent protection without making a
full disclosure, which the law, in the public’

‘interest, must guard against. Hence section 112
calls for description in 'full, clear, concise,
and exact terms' and the 'best mode' requirement

. does not permit an inventor to disclose only
what he knows to be his second-best embodiment,
retaining the best for himself,"

A serious‘effort to knock out a patent for noncompliance

with the best-mode requirement occurred in Benger Laboratories,

Ltd. v. R.K. Laros Co., 209 F. Supp. 639, 135 USPQ 11 (E.D. Pa..

'1962), albeit without success. Judge Kirkpatrick held in -that

case that no viclation of the rule had occurred because the
patent application was filed at a time when a controversy existed
between the inventor and the plaintiff's manufacturing people

;s fd which mode was in fact the best one. Judge Kirkpatrick

stated the applicable law thus (209 F. Supp. at 644, 135 USPQ

at 215):

_"A patentee must disclose the best method known

to him to carry out the invention. Even if :
there is a betler method, his failure to disclose
it will not invalidate his patent if he does not

" know of it or if he does not appreciate that it
is the best method. It is enough that he act in
good faith in his patent disclosure. On the other
hand, if he knows at the time the application is
filed, of a better method to practice the invention
and knows it for the best, it would make no difference
_whether or not he was the discoverer of that method.
The answer to the guestion of sufficiency of dis-
closure of best method must be determined in the

... present.case.-as -of-the time-that —the Ameriapy: -

application was filed.
On appeal to the Third Circuit Judge Kirkpatrick'é decision

was affirmed 317 F.2d 455, 137 USPQ 639 (3rd Cir. 1965).




As noted, FlickFReedy Corp. v. Hydro-Line Mfg., Co.,

351 F.2d 546, 146 USPQ 694 (7th Cir. 1965), cert. den.
383 U.S. 958 (1966), was the first case in which a patent was

1 invalid for non-disclosure of best mode; it involved these

(1) The invention of the patent related to a
sealiﬁg arrangemént for preventing the escape.
of pressure fluid_ffom,hydragl?cicylinders!_1
.. and an essential elément of the invention was
~a machined éurface described as having "absolute -
.concentricity," "zero clearance," and a‘"metal_
to metal contact...between the head and the

cylinder tube.®

‘machined surface was formed with a "special
too},"'but the patent contained no disclosure

or other description of that "special tool."

(3) The inventor testified that the "special
tool" was an "aid" in achieving the required .
concentricity and that he had contemplated_uéing
~ the tocl at the time the patent application was
filed. When asked on the witness stand what the
- tool was, however, he balked, explaining to. the
court that his coﬁpany has “elected" to try.to
- keep secret the information concerning the

figpecial tool." The inventor acknowledged, also,




vhat a person skilled in the art would_not:know
from reading the patent specification what was

. meant by the term "special tool.™

On that set of facts, the Seventh Circuit affirmed
the District Court's judgment holding the patent invalid for

noncomplianbe with 8112, quofing from -- and adopting -- the

views of Judge Rich as stated in Nelson.

The factual distinection betweén Flick-Reedy, on the
one hand, and Benger, on the other, centers on the patentee's
state of mind at the time the patent.applicatidn was filed.
In Benger, no violation of 8112 was adjudged, because, when
the application was filed, there was bona fide doubt in the
inventdr's mind as to which method was best., In Flick—Reedx,
on the other hand, the importance of the ﬁspecial tool" was
well known and 1ts non-disclosure was dellberate.

That same line of reasoning is evident in many later

decisions: Whenever a court feels, on the evidence as a whole,
that nbn—disclosure of some feature resulted from uncertainty
as to which mode was really best, the patentee gets the benefit-
of the doubt; the patent is held invalid, hoWever;rwhen the
court feels from the evidence that non-disclosure of the best
mode was motivated by:"a selfish desire" to withhold the best

‘mode from public knowledge.

o An.‘__.-,_es:p.ec_j_afl ly.instructive..decision..on.the.law.of.. best...

mode is Indiana General Corp. v. Krystinel Corp., 297 F. Supp.

427, 161 USPQ 82 (S.D. N. Y. 1969), in which the patent related

to ferrite compositions useful as cores for high-frequency




inductors. The patént'diSClosed in very broad terms the

permissible range of ingredient propeortions, but it did not

specifically disclose the patentee's preferred compeositions --

marketed under the name "Ferramic Q" -- which had magnetic
properties markedly better than those of the specific composi-
tions which were disclosed in the patentee's specification.

_ _In holding the patent_invalid for fallure tp_disclose:
the inventor's best mode, Judge Tenney characterized the |
'paféntee's breach of duty'in these terms (297 F. Supp. at 439,
161 USPQ at 91-92):

"Although the preferred composition, which
itself may have been an advance in the develop-
ment of ferrite materials, was known prior to
the effective filing date of the 1954 parent
application, it was effectively obscured in
both the parent application and the patent in
suit. Rather than disclose its specific '
recipe, plaintiff merely included the elements
of the preferred composition within the series
of broad ranges claimed by the patent in suift,
which ranges extended beyond the area representing
significant technological advancement." '

Judge Tenney's decision was affirmed on appeal 421 F.23 1023,
164 UspQ 321 (2nd Cir. 1970), but the Court of Appeals made no
reference in its opinion'to the "best mode! point.

Indiana General illustrates the judicial_dis%aste for

patent disclosures which withhold from readers the information
needed to dupllcate the patentee's commercial product In fact,

that type of non—dlsclosure may be fatal even when the omission

was - inadvertent. An illustrative case of that sort is

Dale Electronics, Inc. v. R.C.L. Electronics, 488 F.24 382, .
. 180 USPQ 225 (1st Clr. 1973), whlch dealt with patents on

electrlcal resistors in which resistance wire was wound around




a.ceramic.core containing at least 90% by weight of beryllium
oxide. (Beryliium oxide is a particularly good core material
because it conducts heat well, even though it is a good
electrical insulator., That property is unusual; in most
cases good electrical insulators are poor conductors of heat.)
' The District Court struck down the patent for non-
compliance with the "best mode" requirement of B112, stating
that "the plaintiff's desire to bring all types of insulating
materi§1 within the scope of its patent claim without disclosing
the one material that worked effectively has resulited in a
description toc vague for an accurate and effective disclosure
of the invention.!

On appeal, Dale's major argument was that "the non-
" disclosure of Rogers RX 600 was not infentional " but that
argument was rejected with this p01nted comment (488 F.2d at
389, 180 USPQ at 230): . | '

"We do not accept the propdsition:that where an

inventor, as here, clearly knows a specific

material that will make possible the successful

reproduction of the effects claimed by his patent,

but does not disclose it, speaking instead in

terms of broad categories, he may nevertheless

be considered as having described the best mode

contemplated by him. The statutory language

seems Tto contemplate precisely this situation...

Unintentional obtuseness or obfuscation might .

‘be a reason not to penalize someone; we do not

gee it as a reason for granting a seventeen
yvear monopoly."

Dﬁle Electronics has been Wldely cited with approval

By other courts-'curlouSlY, However, the First Circuit itself

construed it narrowly in ITT Corp. v. Raychem Corp., 538

F.2d 453, 191 USPQ 1 (1st Cir. 1976), wherein the patent claimed
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insulated wire in which the insulation comprised an inner
layer of pblyethyléne_and an outer layer of a plastic referred
te by the Court as “Kynar;" 7At-the trial it appeared that
when the patent was applied for its inventor knew about, bufr

A-d--not-di-selosey—a—s6~-called-Compound-Xyutilized-in-the

patentee'’s commercial'ménufacture of the patented wire. ITT,
the,accused-ihfringer, conteﬁded that the non-disclosure of
Compound X rendeéred the patent invalid under 5112; but the -
Court held otherwise, bhecause: | | 7
- (1) The patented invention was the wire itself,
no claim being made to any pfocess of manufacturing

it; and

(2) The use of Compound X did not affect the
qualities of the patented wire; it merely reduced
manufacturing cost by speeding up the extrusion of

the Kynar layer,over the primary layer.

Those two considerations, the court held, distihguished

Raychem from both Flick—Reedx and Dale Electronics.

Thus, the First Circuit reads 8112 as compelling.full
disclosure only with respect fo the‘éctual invention claimed.
- If something is omitted.which affects the quality-or performance
0f the product or process claimed, then 112 has been violated,
but notrotherwise. (There is no doubt in my mind that the -
First Circuit would have gone the other way in Raychem had the

ciaimed invention been the manufacturing process, as opposed

to the wire itself. On the other hand, I have somerifficulty



in distinguishing Razchém from Flick-Reedy wherein the "special
tool," like "Compound‘X" was but an aid in manufacturing the-
claimed invention rather than an ingredient of it, as in Dale.
FPersonally, I think Razchem was wrongly decided.)

About the same time the Raychem decision was handed

down, the Seventh Circuit dealt with a best-mode issue . in .

CBS, Inc. v. Zenith Radio Corp., 391 F.Supp. 780, 185 USPQ 662
| (N.D. T11. 1975), modified 537 F.2d 896, 192 USPQ 68 (7th Cir,
1976), which involved a patent on a color picture tube having
a tricolor dot-type phosphor screen depogited on a curved
faceplate. The patent discldsed nothing concerning the
fabrication of the curved phosphor scfeen except the statementr
that: |
- "The phbsphors on the face plate of the tube
may be deposited in any one of several ways,
photographic means, however, being preferred.'
At the trial, it was shown that making tricolor screens
-on curved suffaces was not routine art, CBS having kept a
fésearch team'busy for three years before it managed to iash;on
its first such screen. In light of that, Zenith contended that
CBS!' failure to disclose in its specification the method of .
~screen manufacture which it had developed was a fatal violétion
_of the best-mode requirement of 8112.
Sad to say, neither the District Court nor the Court

of Appeals made any reference to Zenith's besi-mode defense

_based on CBS' failure to disclose its screen-making method; . ...
. the defense was slmply rejected withbut any comment, and

the patent was held valid and infringed.




As scholars, we may properly ask: If the courts had

considered and decided the best mode defense in CBS v. Zenith,

how “should they have ruled on it?

~The amnst WET d“ﬁ““asm“I“bélf“Vé, Ol WHELHET F llck-Reedx

or Razchem correctly construed Bli2, 1If Flick-Reedy correctly’
applied the law, then CBS' patent should have been held invalid,
since access to CBS! écreen—makinélmethod was just as essential
an "aid" in méking the patentéd invention as was the undiscloéed
"special tool" in'Flick-Reedx. On the other hand, if the’
construction of 8112 followed in Raychem is the correct one,

then CBS! failure to disclose its screen-making method may

‘bave been excusable, since the method was not of itself a

part of the claimed invention.

Personally, I think the Flick-Reedy interpfetatibn'of

Bl112 is in harmony with the Congressional policy spelled out

by Judge Rich in Application of Nelson, and. for that reason
I favor it over the Raychem interpretation which dées, in many
situations, aliow a patentee to "disclose only what he knows:
to be his second-best embodiment, retaining the beét for
hemself," |

. From the foregbing review of the best-mode decisions
during the decade following the Flick-Reedy decision in 1965,
it is clear that the courts, gquite suddenly, have elevated
the best—mode'provision of 8112 to a status comparable in
importance to -the "enabling" language of the same statute.
And that judicial trend received a further boost ih early.

1977 when the Sixth Circuit released its opinion in Union
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Carbide Corn, v. Borg-Warner Corp., 55C F.2d 355, 193 UskPQ 1
(6th Cir. 1977). In that case, Union Carbide's'patent had been
held invalid by the District Court on three distinct grounds --
anticipation,'obviousness, and non-disclosure of best mode.
The Court of Appeals, however, affirmed on the best-mode pbint
in an opinion devoted entirely to that subject. -

N Union Carbide's claims were iimited to a method for
- making feamed plastic articles by injection molding. .The
procéss,,as discloéed in the'drawing_ahd speéification,-
involved the usé of an extruder and.a valve, among ofher items
of .gpparatus. The structure of the extruder was not described
at all in the specification and was shown in the drawing.only
as a labeled box, A valve was disclosed in some detail, both
in the drawing and descriptive text, but it was of a crude
type which injected into each newly molded plastic part a
leug" of so0lid, unfoamed plastic. _.

The proofs of trial demonstrated (1) that not just

any old exéfuder would work in the pfocess, (2) that the in-
ventor, before his application was filed, had designed,
installed, and tested a special extruder, made to his speci-
fications at great expehse, (3) that the inventor, also prior-
to the filing of his application, had defeloped and proved
the worth of an improved valve which didn't inject unfoamed

"slugs" of plastic, and (4) that Union Carbide had sold to

wﬁitleicensees~thewinformationwconcerningmbothwthewextruderMWWwawﬂ~w

design and the improved valve design, as "know-how."




Unlon Carblde‘s clalms dld contaln an aotual r601ta1
of an extruder, but they did noi refer in terms to the valve'

hence, one of the two non-disclosed features was arguably a

part of the claimed'invention itseif and the othef one was
perlpheral like the "special tool" of Flick- Reedx and the
"Compound X" of Raxchem.

The Sixth Circuit, citing and relying on Flick-Reedy
and Dale, but not even mentioning the Raxchem case, held'that
both fhe extruder and the vélve were embraced withiﬁ‘the
inventor's contemplated "best mode,”" and that hié failure to
disclose them rendered the patent invalid for nohcompiiancéu
with 8112, | |

The Sixth Circuit's preference for the strict standafd"

of disclosure applied in Flick-Reedy and Dale Flectronics, as
opposed to the weak~kneed and permissive rule followed in

Ravchem, was indicated also in Reynolds Metals Co. v. Acorn

‘Building Components Incf, 548 F.2d 155, 163, 192 UsSPQ 737 .
(6th Cir. 1977), in which a patent was held invalid for failure
to include in the spedification a disclbsure of the invént@r’s
preferred glass-reinforced resinous raw material,.even though
thé claims coﬁtainéd no limitation to resinous material of

any kind. | |

| A1l in all, I think it clear that Raychem, while not
overruled, runs sharply contrary %o the trend of later

decisions and cannot be considered a viable precedent.




A striking demonstration of the growing impoftance
of best mode is the recent shift of position on the part of
the Patent Office tribunals in their interpretation of 8120 .
of the Patent Act. That statute with its compénion §119;
.gives patent applicants, in proper cases, the-benefit of an | ]
rearller flllng date for prlorlty purposes if the earlier-filed f%“f%%:
patent appllcatlon dlsclosed the dlsputed&invention "in-tﬂe
manner provided by the first paragraph of section 112 of this
title,nx - | ' '

Since the “Ilrst pdragraph of SELthn 112" contains .
the best—mode-requlrement as well as the famlllar "enabllng"

requirement, it would appear that-5120, on its face, denies

an'appliéant the benefit of an earlier filiﬂg date if the
_earller application did not dlsclose the appllcant's best
:mode. When the question was first con51dered by the Beard
of Patent Interferences, however, the holding was that the
best-mode requirement is "not ancillary to priority" '
and héncé not a basis for denying to an apﬁlicant the

benefit of an earlier filing date (Loewenstein v. Terasawa,

©177°USPQ 84 (Bd, Pat. Intf. 1972), Traver v. Jones, 172

USPQ 566 (Bd. Pat. Intf. 1971)).
4 In a paper on best mode presented in early 1977,

I voiced the opinion that the Loewenstein and Traver cases

’””%Théwféifwﬁf“EIIQ”iﬁ“1éSé”éxpliéit”théﬁ”§I20“iﬁ“défining”thé““”““
disclosure required in the earlier-filed application; it has
been construed, however, to require the same sort of.disclosure
that §120 demands (Kawal v. Metlesics, 480 F.2d4 880, 891 '
178 USPQ 158 (CCPA 1S73%).




would be overturned "the first time a court gets a chance to
pass on the‘question," and that one time my forecast proved

t0 be accurate' In Weil v. Fritz et al., 572 F.2d 856,

1%3 USPG 600 (CCPA 1978), th? Court of Customs and Patent
g B

Kppeals explicitly held (p. 866) "that when a 8120 benefit is
sought, the best mode disclosure requirement is andillary to
priority." In so holding, the court explicitly overruled the

 dicta to.the contrary in its earlier decisions of Thompson v,

Dunn, 166 F.2d 443, 447-448, 77 USPQ 49 (CCPA 1948) and Mghan v.

Doumani,'333'F.2d 896, 902, 142 USPQ 19 (CCPA 1964).

In sum, the cases since 1965, when the Seventh Circuit
"breke the ice" with Flick-Reedy, have demonstrated a growing
awareness on the part of the courts that a deliberate non-
disclosure of best mode is a serious breach of the'applicantfn
duty of candor and fair deallng, comparable in gravity to the
various forms of misconduct collectlvely referred to by courts
and lawyers as "fraud on the Patent Offlce.“ As in other
.situations, courts accord great weight to the equities in
deciding specific cases, so that one cannot say with certainty,
in any given case, Jjust what.aﬁ applicant must diSc}ese and
whet he may Safely ﬁithhold. It is clear, however, that a
patentee can no longer suppress the preferred form of his
invention with aesﬁrance.that it won't affect the validity

of his patent. Judge Rich's views on best_mede - ofiginallf

mere dictum in his opinion in Application of Nelson -- have

now hecome established iaw.
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Since the law of best mode is still in a stage of
rapid growth, a lawyer éd&iéing his client must,-willyanilly,k
rely on foresight and inference in some important areas in
which the rules_of the game are still uncertain, .Oné such
_gray area, 1ike1y to be the subject of much 1itigation, is
'-the questlon whether a patent applicant must explicitly point
~out (1 e.; 1abel as .such) the particular paragraph or examples
in hlS spec%f;catxon which he deems 1o be descriptive of his
best mode. ' |

~ While no categorlcal answer can be made to that

4Question at this point_in time, my own view is that such.a
épecific delineation.of best mode is fairly.required by

8112 if the complexity of the specification as a whole is so
great that the ferreting out the best mode.by trial and error
would impose a substanfial burden on a member of the public
who wishes to practice the invention with the Specification

as his guide. _ _ |

No such burden is pfesented by the typical patent

“aspecification in the mechanical or electrical fields, but

the. burden can -- and'ffequently-does - aésume awe-inspiring
.proportiohs injthe case of chemical pétenfs; When one édds up
the possible permutations and combinations of reacfants and/or

lngredlents disclosed in a patent sp601flcatlon deallng w1th

o QPEEAL G- chemlstry, the total may be. 1n the mllllons, 1n my

v1ew, the best—mode requirement of 3112 cannot be satlsfled

in such a case by mere inclusion of the inventor's preferred
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embodiment as a needle in such a vast haystack, without any

label to help the reader find it., Judge Tenney expressed such

sentiments in his Indiana General opinion, and I have no doubt

that“e%her“juﬁges”wiii“hETd“IikeWTse“wnen“fﬁe*quesfrﬂﬁ“eemesf*““““““
. 7 - o . - . _ .
| To comply w1th the ‘best-mode requlrement a patent
‘ sollcltor must shoulder two separate burdens - flrst he i
”must make approprlate 1nqu1r1es to ensure that the dlsclosure”
materlal he has at hand does represent his client's best
current thlnklng, and,second he must then draft the 5pe01-

flcatlon w1th such clarlty and completeness that hlS cllent's

best thlnklng (1nclud1ng a full dlsclosure of his preferred

_embodiment). is fairly revealed,to skllled readers... To.beon. .

" the safe side, the solicitor should teaeh his readers how

to practice the inventor's best mode by including a specific

Y

family of examples which are stated to be exemplary of the

invention in its preferred form.

In winding up this paper, I think it fitting to note
that recent judicial trends have made the life of a patent
solicitor less carefree than it used to be. Thirty years.
ago, an attorney could accept a disclosure from a client,
write it up in a patent application "as is," and prosecute

it to allowance without concern.for such things as (1) whether

the specification fairly disclosed the inventor's hest mode,
{2) whether the examiner had been made aware of the most

relevant prior art known to the applicant, and (3) whether-
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the information set forth in the specification was supported
by, and fully consistent With “the research actually conducted
by the inventor and/or his colleagues. But noet so today.

In the changed world of Flick- Reedv, supra Beckman Instruments,-

inc. v. Chemtronics, Inc., 428 F. 2d 555, 165 UsPq 355 (5th Cir,

1970) and Monsanto v. Rohm & Haas Co., 456 ¥.24 592, 172 USPQ
323 (3rd Cir. 1972), a patent solicitor must be ever aware of |
his fiduciary relaticnship fo the Patent Office and the public.
In performing his fiduciary duties, he must acquaint himself
with all évailable facts concerning best mode, the'prior art
(both publiched and unpublished), and his client's laboratory
records, Then, knowing that "corner-cutting" may be severely
pcnishéd, the solicitor must_decide which of those facts
‘should in good conscience be discleosed to the Patent Office

- and the public.

A few members of our prcfession deplore this new
state of things, remembering with nostalgia the days when
patent examiners could safely be considered "fair game."

I have no doubt, however, that the comflainers are wrong and
the Jjudges are right. The higher standards of conduct and
disclcsure which the courts are now enforcing will surely}.

in the long run, improve the quality of patents and strengthen

__the patent system,
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October 4, 1978

" tonts Etee NoT I (Japaness "GToup)
Subcommittee 1

Chairman: Hajime Takahashi
(Toshiba Corporation)

"~ Speaker: = Hiroshi Katacka ‘
{(Nippon Shinyaku.Co,, Ltd.)

Raquirement.for a Divisiconal Patent Application
after Exami;er‘s Decision to Publish the Original

" Application - Recent Adjudicétions of the
Toleyo High Court

1. Introduction

On the occasioﬁ of the Williamsburg Congréss of the last year,
Mr. Nakajima (Tanabe Seiyaku Co., Ltd., Osaka) made an introductory com;
ment on the Japanese Examination Standard (i.e Japanese “"MPEP™) relating
to the division of an applicatioﬁ.

An important aspect of the Standard is the viewpoint of fhe Patént

Office fhaf é divisional appliﬁation filea éftér the Examinefié'decision

. ﬁp gubiish the original or parent application shouid be subject to restric;
fiogé.simiiar to.thbse‘regﬁléted for amenﬂments'in Article 64 of the |
Japé;é;é.Patént Law. 'Thﬁé; in filiﬁg a divisional ﬁppiiéation after the
Examiner's déciéinn for publiéation, it is neceésary that the invention
in ihé.divisionai appliéation is already claimed in the claim or claims
of the original application. Therefore, mere disdiosure'in the specificﬁ—

tion (or in the drawing[s]) in the original application cannot be a subject

‘matter of invention in the divisional application.
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Under such circumstances, however, Tokyoc High Court has recently
issued several decisions contrary to the standpoint of the Patent Office
and,. since such_decisiens_have important practical meanings, I would now

like to mtroduce you some of such decisions together with my comments.

2. DeC151on I (Tokyo. ngh Court, Action for Cancellation of Trlal
" Board Judgement, Gyo-Ke No.54 [1976], delivered

June 28, 1978).

(1) The plaintiff‘(fpiliipe_Pettoleum éo:) filed a patent épplication with
the Japanese Patent Office on July 19, 1961 claiming‘e prietity on the

U. S. application of July 25, 1960 and the gaid Japanese.application was
published (after examination at the Patent Office) on May 27' 1963

Nearly half a year later (i.e. on October 3 1963), the plalntiff filed

a d1v151onal appllcatlon c_alming the invention which was already disclosed
in the parent spec;ficatlon but not - claimed din the claims of the parent
appllcatlon.

The Patent Office found that this div151on failed to meet the.
_._etetutory requirement for lelSiOH and decided that the lelSlonai eppli—
cation is to be rejected. Such a decision of the Examiner was affirmed
by the Trial Board of the Patent Offlce and the plalntiff appealed to
the Tokyg High qurt tequestlng a cancellation Uf,the decision at the
Trial Board. As a result, the Court accepted the pleietift's.teeeeet.
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(2) Summary of the reasons for this case at the Trial Board.of the -

 Patent Office dis as follows:
~Paragraph 2, Article AA-Othhe-Patent.Law only provides tha::._;,
"Division of a patent application may not be made . . .
after the Examiner's decision or trial judgement has. ..
-become final forrthe_patent.applic%tion."z o
and does not providedthat, before that time, divisinﬁ of_a patenFJqpplica-
tion may be madeuuncégditiduallyJWithnreépett-to any inventiom. . L
As to amendment of 5 patent_sﬁecification, an; amendment. expanding ..

or changing the coverage of claim(s) within the scope of disclosure in the

specificatidﬁ (or drawing[s]) is permissible prév1§éd”tﬁét-such'amendment-
is made before publication of the application for public_inspectiqn-(cff_
Article 41 of the Pétent Law). However, once the application is_publiéhéd,
amendment only. for the purpose given in para. 1, Article 64 of the Patent
Law is allowed.

Division of a patent application .should be permissible when thé-appli—
cation includes two or more inﬁentiqns or; more gtrictly speaking, when
two or more inventioﬁs are claimed in omne application. Before the applica-
tion is decided to be published, however, division of a patent application
is permitted even with an invention which.has been disciosed but not claimed
inrthe original application in view of the regulation of Article 41 of the

Patent Law.
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' The application in question is a divisional ‘application filed "
after publibation of the parent application, so it is no longer
permissible, at the filing date of this divisional application,to expand
or to change the coverage of claims. .
The regulation that,after publication, referring-back of the filing
date 1s not allowed for any  unclaimed invention is-reasonable because
amendments are.permitted only for the purposes enumerated in para. 1,
Article 64 of the Patén£ ngiéggutes that the interest of any third
' ?arty of good faith will not be prejudiced. -
Therefore, this application canunot be regarded as a due divisional
application of the original one and, hence, referring-back of the filing
date is not allowed. Incidentally, ccmparigon of the invention claimed
“in the divisional application with the published specification and claims
‘of thé ofigipal appliction (Patent Publication-No. 7241/1963) -shows

that both inventicns are just identical; therefore, the invention
“in' the divisional application is unpatentable un&er the provision of

para.--3, Article 29 of the Patent Law.
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(3) Reasons given by the Tokyo High Court for cancellation of the

trial judgement are as follows:

The only and entire provision relating to the division
of an application is Péragraph,l, Article 44 of the Patent
~ Law which reads: | '
"An applicant for patent may, only at the time when
_.or within.the period‘during which .amendments may be
.effected with respect to the specification‘or.dréwing.
.attached to the application, make a part of the patent
application including two or more. inventions into one
or two or more new patent. applications. .(ThiSAprovisidﬁ'
. -.is similar to Parégraph 1, Article 9 of the Patent Law
-of 1921). |

.-Aside from that, a negative time requirement is found

in Paragraph -2 of the same Article?whid;iemk:
"The”division-of a -patent application may ﬁot‘be
- made after a final ruling or a tfial.judgement has
become final and binding!
The Patent law has no further restrictive pfoviéioh,
relevant to the division of an application.‘ .

It being so, when the above provisions of Paragraphs 1
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and 2 of Article 44 are taken iﬁto'cbnsi&éfétibn;'iflis reaséﬁéble'.
to conclude that the division of an.application ﬁéy bg made at
. any_time; subject to the time requirement prescribed in para. 2,
“i.es until the final ruling or until judgement has become final and™
binding. |
Therefore, an application tsznbe divided at any time provided
"that it isfdonenbefotg the final décision of the Examiner or before
: the trial judgement becomes final and binding ‘and there is no basis

for giving different legdl effects according to whether the division

" - is made before publication or after.

Now, some applications are such that they are contrary to -

- the doctrine of "one invention, one application" while others are such
that two or more inventions claimed fail to meet the réqnifement_for:
" a-consolidated application. Still ‘other applications are such that
the specification and/or drawing(s) disclose an invention'which is -
not claimed;r Inventors of sﬁchiapplications may have ‘still expressed
his intention to disclose the imvention for use by the public, so it
is reasonable to assume, in light of the intent of the legislature in
enacting the Patent Law to grant a monopoly right im compensation for
the disclosure, that he has an inherent right to desiand a patént'

monopoly on such invention as well. It is accordingly .
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reasonahl"tc conclude thet Artl le 44 of the Patent Law

was, enacted to remedy such 51tuat10ns and that the division

of an appllcatlon 1s perm1551ble not only as to the invention

.orlglnally.clalmed_but also as-ﬂatheinventicn disclosed

in _ _ the spec1f1catlon(or the draw1ng),thls

conclusion being equally appllcable 1rrespect1ve of whether B

the,d;vls;cn_ls made before_publ;cetlon ord after. -
_ The defendant (the Patent Office) eeserts thetda ;ate:{

applicant claiming tﬁe invention described only in.the

body of the epecification of a prior application after

"~ publication of the latter should then be prejudiced by a
rejection of his later application as the result of the
filing of a divisional_applicaéion;by the prior-applicent‘.

covering the same invention. However, . 1t is too hasty to

- conclude that,when an application is once  published, a thlrd
:party is denied the position of arﬁrior applicent_as}tc‘the_.
inventicn.described only in the .= _u.specificatign{
-Rathec,-he should.be advised that until a final disposal of
the case, a pafent right could come into being oﬂ'divisiepbog
the epﬁlicaticn.-.The-point made.by'the defendant is not cogeﬁt
enough  for us to change the interpretation of&Paregraph 1,

Article“44 of the Patent Law.
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3. Other Decisions (Tokyo High Court, Acfibn for Cancellatioﬁ
B ‘of Trial Judgement N&L-(Gyo-ke] 83,'l§f3;
delivered May 2, 1978 | o
(1) - The plaintiff (Shigeo Yoshida) fiied a patén£
application on July 11, 1958 (under'the-Patenﬁ Law of 1921}
and the Patent Office ruled on November 4, 1964 that the
application éhould be published. On May 21, 1965 the plaintiff
filed a diviéional application claiming the invention which
had n0£ been claimed but described in the body of the
specification of the original applicatioﬁ;

.The defendant (the Patent Office)'rejécted the divisional
application, finding that it failed to meet the regquirement
for division, and the rejection ruling was upheld by the Trial
Board of the Patent Office. The plaiptiff'appealed from ‘this
judgement, demanding a cancellation of the judgement and”
 the court reversed the Board judgement. - .

(2) * Gist of the Reasons used by the Trial Board:"

The Board adopted the same reasons as in Case 2 (2)

above. - : S : U
' '(Bﬁ fhe reasons for Cancellation Used by Tokyo High‘Court'

(i)  The defendant,'saYing that Paragraph 2; Article

53 0f thHe 0ld Law (the Patent Law 6f 1921) provides

that_if; after the grant of a patent, it has been found
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that two or more inventions afeﬂ;gg;gmmgminma;patent."

apﬁliéatioﬁ;”tﬁe”apﬁilcétibn“may“ﬁé_dléidéd'by £he'pro¢édure

of a trial judgement, alleges thét_since the division
of an application is a:procedure cdmparablé} in principle;,

to the above procedure; what are meant by "two or more

. . 2 e - ; - - : . .. v - : . . . om > e
inventions" are the claimed inventions. However,it is.
beyond doubt that the division of a patent is a corrective

procedure applicable to the situation in which a patent

has been erroneously granted in contravention of the

doctrine of one: invention-one application.

iﬁ"féﬁaéé”ﬁo a diﬁiéigﬁéimgﬁéiication,Vthere'iS"ﬁ
no basis for.the allegation that the procedure should be .
limited to cases involving an error. .For in ﬁiew of the
intent of the legislature that, in c¢ases involving an

invention not claimed but disclosed in the épecification

or dfawing, it should be considefed that the iﬁveqto: Lo

~ has expressed hié intention to disclose the invention for
use by the general public and that a monopoly right is
-granted him only in compensation for that disclosure; it

is reasonable to consider that the inventor has an

.inherent right to demand a patent foxr such invention. = -
- Thus, the provision of Paragraph 1,.Article 9 of the.old

Law (which ‘corresponds to Paragraph’ 44 of the ‘existing . .
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Patent Law)lshquld, therefore, be construed tq-provide
for the applic;nt‘s right_po enjoy-the benefit of cLaiming.
éuchran_invention_at_a later date, ifef the invegtion:
not claimed but disclosed in.the body of the specification
or the drawing. It also seems natural, in view of the
above 1egistrature's'intént that the same Paragraph of
_the séme Article permits a referring back of the application
date. It follows, then, that the “two_of more inventions"
within the meaning of ﬁhe.same Paragraph of the same
Article should be construed to include not only the
invention claimed but. also.any invention disclosed only
.in the tex£ or-drawing.acccmpanying the original applicaﬁion,
irrespective of=whethér the division . is made before .
publication or thereafter.

(ii) ?he,invention claimed in a divigional
application is a distinct and independent -invention with
‘reéspect to the original application and, as to the former,
an independent publication procedure is applied.aga.the
resultant patent right comes into being at the time‘when
said independent publication is made. . Therefore, if a

third party works‘theiinventidn before the publication

of this divisional application, ‘he is not charged with a

.pateﬁt_ihfringemedt'proVided that’héjdoes not ‘continue
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application. -And a third party-who files. a: patent
application claiming the same invention as that

- claimed -in the divisional application after -the £iling . .
date of the original application is barred from obtaining
a patent but éuch'a situation would also cbhtain: should-

" the divisidhal7app1icatioh be filed before the=pub1icatiOn.
.Therefore, this Court cannot concur with-fhEudefendant‘S'
argument that if, in cases such as this, a divisional
application be held legal and a referring back of the -
application date be allowed, Paragraph 5, Article 75 -0f .0
the old Law1aﬁd Paragraph 4, Article 11 of the Rules

for Enforcement of the same Law as well as the consequent

restrictions relating to amendments to the specification
after pubiicatiOn would become completely méaningless.“'
(iii) The restriction that the invention after an
‘amendment or division made in the trial procedure for .-
amendment or division shallrnotrbe an invention amounting
to a subétanfial change of the ofiéinal claim is intended
'to ‘avoid the occurence of a situation. such that the
conduct of a third party which has not been infringing

the patent right becomes an infringemeﬁﬁnonly because

of the change made in‘the‘original claim by such a trial
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procedure.. On the other hand, in cases such as this,
the divisional application brings about no change at
all in the original claim, with the invention in thé
divisional application Being claimed as a completely  _7
'iﬁdependent invention. And, as already mentioned,.
such an independent application is separately published .
and the patent right comes into being at the very time. .
Thus,the question is different in nature from that
‘involved in the trial for amendment.or division and
because the working of the invention by a third party ..
before the publication of the divisional application is
not regarded as an infringement, there cannot arise the
unféir result which would allegedly take place. ‘

(iv) For the reasons so far pointed out, the term,r
. "two or more invéntiohs"-as;used in Paragraph 1, Article 9.
of the old Patent Law should be construed to mean not
only "the claimed invention", both formally and substantively
. speaking, but also "the invention disclosed in the .
‘specification or drawing" and it is reasonable to consider
that the above,interpretationlapplies:equélly, irrespective .

of whether the division is made before or after publication.

“*fWﬂ%tnévﬁﬁﬁaffaingTWitwmﬁstTbefcoucludedwthat@thiswTTff“ﬁ““"w=M

application satisfies the requirement for a divisional
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based onr-such a false finding is in error and unlawfual.

4. Conclusion

~ The above cases réiaﬁé.to the requirement fdf_divisiqnal; ___
Iapplications £iled after the decision to publish the original
applications and, in these cases, the court invariably toock
a position diametrically different from that of the Patent.
Office in ‘connection with,the‘interpretation of "invention™
under Article 44 of the existing ?atent Law and Article 9 of
the old PatentrLaW, The Patent Office, as it issued its
Examination Standard relating to the Division of an Applié:.atioxi,_
had a unified view that this "invention” should as a rule be

considered to be "the claimed inveﬁtion“._ This is in contrast

to the attitude of the court, which, in those cases, interpreted
the law that "the invention” is “ﬁhe invention disclosed in
the gspecification”, saying "such a restriétive interpretation
;is unwarranted in the absence of an express provision of;;aw".
‘Even recently a number of judgements denying the division
‘of an 'épplication after the Examiner's decision fox publicat¥on

have still been entered by the Trial Board and, in

these cases, the Board has been L discussing the

reasons why "the invention” undexr Article 44 of the Patent Law
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should be construed to mean Vthe_claiﬁed invention". (ecf., for example,
Trial judgement No.9458 [#ssued’ on March 7, 1977] and Trial judgement
No..1223, No. 690 and No. 16446 [-issued on June 15, 1977]). Such

a position of the Patent dffice is not reflected in the recent decisions
of-the Tokyo'High Court. In any event, Patent Office appealed fo the
Supreme Court from the High Court decisions, so it will be necessary
for us to watch the attitude of the Supreme Court toward the above

position of the Patent Office.
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PATENT AND TRADEHARK PROCUREMENT

IN VIEW O0F EPC, PCT AND TRT

By H. P. Gravino and -E. . H. Valance

I. Introduction

On June 1, 1978 the first patent applications
became effective in the European Patent Office in Munich and 7
under PCT the first PCT applitation"waelfiled in the U.S, Petent.-
Office in Weshington, D.C. |

On July 11, 1978, Donald N. Banner, U.S. Commissioner

of Patents and Trademarks snnounced that legislation designed to

implement"tne Trademark Regiettation'Treety {TRT) had been
prepered by The ?etent Office and a copy of the propoSed legis~
1atlon was published in The Official Gazette (973 TMOG 3-17,
Augnet l,.197§).' While it may be several years before the first
TRT eonlication is filed im the U.S. Patént Office, we have
no doubt that the U.S. will eventually ratify TRT end”emend.the
Lanham Act to implement TRT.. |

In view of these developments what is Mobil's Office
‘0f Patent Counsel doing to adept'its policy and procedures to
these internationel filing conventions? further, at leest in the
case of EFC and PCT what experience has Mobil had in procurement
of patents under these new conventions? Finally, what impact
have all these new developments had on the budget of Mobil's
Office of Patent Counsel? and what changes, if any, ‘are contem-

plated in the processing of Mobil's international patent
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applications, its filing and ‘information retrieval and docketing

systems both for patents and trademarks world-wide?

i1,

Actual Experience of Hobil in Patent Procurement under
EPC and PCT..

As of September 1, 1978 Mobil has filed 5 applicationms
for patents in the Eurtpgan ?ateﬁt_office. All 5 applicatiens
designate West Germany, The Netherlands and the United Kingdom.
All except one have desigpated Belgium and France., Ead Italy
been a participant in the European Patent Conveantion at the

time of filing these patent applications Mobil would have also

 designated Italy as well. This pattern of filing 1is in

accord with the general péttern of filing in Europerwhich

Vwé have been following in récent years. Since Italy has now

ratified the European Patent Convention wve expect to designate

_Jltaly_gengrally whenever a European patept application;is

filed.

. During the year 1978 ve shall.probably file about

515 patent applications in the European Patent 0ffice. As of

NOW We are reasonably certain of filing about 12 applications.

We shall make a final dec151on on our program for this year_

__in mid«Novemher when ve have our final rOund of Patent

Committee Meetings at which ve consider our foreign filing

_ program every four months auring the year.
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We have routinely inquired of fhé European Paﬁénf'dfficé
whether the subject mattef'of'ouf'prospectiQé‘ﬁuropéaﬁ.
Patent Applications would be examined if filed. We followed
the procedure for the Preclassification Service set out'in"i'”
‘Voelume 2 of the'Official Journzl of the European Patent
O0ffice. So far we have found that all appiicationsIWE'
‘proposed to file in the Eurcopean Patent Office would be
examined. All except omne application were directed to in~
organic matezrials or their preparation. 'These matéfidlS”'
_weré all useful as catalysts in‘ceftain hydrocarbon’convérsibﬁ..
reactions. One case dealt with a hydrocarbon purificatibn
précess. |

.As of the present time we have filed no patent applications -
under the Patent Cooperation Treaty (PCT). We have not used’
the PCT as yet because we feel quite sure that the PCT would
be more expensive than filing:in thé individual National - -~
Patent Offices and we saw no cdsE‘advénf&geior other importan:.
advantage in filing in the European Patent Office with a PCT
application.

In most cases our patent a‘ttorﬁe’ys ‘are very_fam'ilia'r, with' the"
prior art and we see no advantage in delaying foreign filing
simply to obtain a seafch'repoft“frdm the .International:"
Search Authority. Quite frequentlywe willjhave.aviilébie-

the initial search and first action from.the United ‘States
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Patent'Office_on the cor;gsponding U.5. patent application
the priéri;y of:wh;ch,wg_shalltclaim”in carrying out our
plans for filing_fqreign patent applications in Eurcpe and
elsewhe;g.

- A great deal of the procedural changes and resultant
paper work which we have had to cqn;end_with in preparing ., -
for filing under the Eurqpean.Patgnt‘Conven:ion has complicated

- our présgnt_do;keting.anq‘control systemn. We felt that

whatevgr advantages might accrue undex PCT could not be
jg;t;fied and we did not wish to create further burdens . on..
our gl:eady_qverburdened clerical and paralegal staff.

We are also aware that like all bureaucracies
the officials administering the PGT system are not without_-
their delays and occasional clgrical,érrors and we were

reluctant to subjeect ocur patent ‘applications to still

anotﬂer bureaucratic process with its ;attendant delays,
é@@ed costs and possible errors.

There i1s also the further consideration that -
however remote - the PCT ﬁay not be used a great dezl and
night eventually have to be wound up for nom-use. Certainly
the-usg;made of it so far must be a considerable disappoint-
'MQQQEJEQwi};”;;gglgggggjm“Eﬂ;;;};;;”;;“}}ﬁ“;;{“;};ﬂ”2;“”””“”””

effect axpensive:changes*in'our-present computerized record

-and information retrieval system to accommodate yet another
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international convention. which may well become obsolete

IIT

in 2 very short time,.

In contrast to the expectéd additional'dﬁsfs-which
would have to be assumed under PCT-wg=havé caleulated
comparative costs-iﬁ-éoﬁe reéent fiiiﬁgé inhEurope:in.tﬁé
5 countries most frequently designated in Europe. "To give
you a comparison with the initial costs under PCT if you

exclude translaticn fees as well és‘agency fees, the following

.15 a breakdown of expenses for designating 5 countrigs under

PCT.
Basic U.S. Fee . $ 35.00
International Fee - basic ‘ 165.00
Designation Fees (5 countriesg) - 200.00
Search Fee 300.00
' ' Total PCT Fee $§ 700.00

‘The maximum refund for the search fee would be
$270;00 in the U.S. Patent Office which leaves a possible
nianimum net PCT Fee for imitial £iling in 5 countries of
$430.00,

Icpact -of EPC vs. Conventional Route to Patents : .
oo Budget

We have compared tke cost of a 26 page/l draﬁiﬁg/
1 priority claim European filing (Case I} with that of filimg -
recently a comparable case - 28 page/no drawing/l priority

claim - in the 5 countries designated in the Buropean area

- (Cése II). The European filing cost included paymént of both .

Search and Examination fees, and we have thérgiore,_where
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appropriate extrapolated Associates' charges on Case II to
what they would be if corresponding payments had”been-made.'
(a) Eurcpean Case I

Total cost: $3,216

Govt. Fees included in total: $2,306

{b) National Filing, Case II
(Fees included in total given in parentheses)

Belgium @ $390 ($16)
France .: $1,695 ($538)
Germaany : $1,470 ($325)

Gt., Britvain: $446 (5268)
(applying the 1977 Act)

Holland : $1,430 ($776)

Total cost : §5,431
Fees included in Total 51,923

It is_avident thaf one of the primary benefits of
filing under the European Patent Convention is the saving
in'proseqution costs, Fér us the professional time required
for prosecution is rbughly_20% or 1és§_sincé instead of 3 or
4 eiamining countries with their.own prosecution regquirements
and possible oppositions we have a single prosecutlon with
uniform rules and with the prosecution largely in the English

language, The formal requirements are greatly reduced and

‘,.::clerical time in dOCke ting y T eco rdkeep ingandgener a_l e

correspondence is corresponﬂingly reduced. We alsc will
.-have much fewer costs in connection with mailling, reproduction
and remittancg of fees.
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In converting our present procedures to adapt our

application format to the requirements of the European Patent

Convention we decided to utilize automatic tYpewriting; j

equipment having caﬁaci;y.for storage of text material omn
magnetic tape and video display equipment for izmedlate
correction and amendment of such text material. We had to
make sure that the copy produced by this high speed equipment
would conform to the‘spacing requirements of the European

Patent Convention. We also decided to use the A4 size paper

uniformly in ocur foreign patent applications. Since we

file in'a relafively:few_countries (average about 9 or 10

counﬁries desigﬁated).we can utilize autdmatic typeﬁritiﬁg
equipmeﬁt fo'produce perfect original cdﬁj fb;lfiling in
each designatéd.cdunﬁrf“brliﬁ.£hém3uroﬁé§ﬁ féfenfuoffiéé:
as the case might be. This equipment is also extremely

useful in overcoming expensive requirements for retyping'

6ftéq encbuntergd in such countries as Cégada and Australia.

' Using the Video display and amending capability of this
equipment makes it very easy to rework the original material’
into European format and to eliminate objectionable matter
in other éountries such as, for éxample, references to fbréign
patents ﬁhich are objectionable according to the loéal rgles-

of the respective foreign patent offices.
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IV

Present Systems For Docketiag, Annuity Payments, Manag_pent
Reporting in re: Mobil's Pztents and Trademarks } .

"The present patent nanagement information system is

the product of over 10 years work and represents a vast

‘improvement over the manual system previously used. .The
number of active dockets cerrently in the system for both
foreign an& domestic patents, patent epplications and patent
_informetions is of the order of-20;000 cases. The system
provides a wide vaciety of repores which give the presect
.status of esch of these cases end enables the managemect of
_fﬁe Mobil Office Qf Patent Counsel to desefmine the curseet
dccket and respcnsibilities of the departmect as a whole
and of the individual attorneys in the-depersﬂeht. In the

memory of the computer or on magnetic tape we have stored all .

the information necessary for a regular reminder and docketing
system .to assure mailntenance of our patents and patent_eppli-;
'cations throughout the world. We have.set,up a procedure for
the direct payment of pstes; anneities ir the major fo:e;gn-i,'
.couctries where_we have a portfolio of patents aed patent
applications and where we Lave an affillated company w;th a

competent staff to assist s Iin making the necessary ennuity

wrpayments~direct1y o the respective patent” offices without the
-necessity or expense of using an independent intermedia:y_

such as a foreign patent a:torney or agent. In this way
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we have been able to recover the initial cost of setting up

this.computerized docket and annuity system within 2 years

- of its.completed operation in the patent area. In setting

up the'procedures for the'direct annuity.ﬁéyment systém we
persénallj visited-mahy of ﬁhe patent offices where payﬁeﬁts
would hgve to be made and we interviewed the Mobil affiliate
peésonnel who wouid:be respbnsible'fof carrying out the

payments on our behalf. We also visited with our foreigh

patent assoclates who continue to do work for us in the
procurement of patents in fhe various countries where we

have established this procedure, We did this both to obtain ...
information and assiétance and to preserve what goodwill we

had with the foreign patent associates gs¢ that they would

understand our reasons and our iﬁtentionS'in this regard. -
We found that such personal interviews and visits were
extremely useful in effecting a smdoth transition_from our
prior practice to thé present prqcedures;'“We'have'noted-noﬁ.
change in the good working relationship which we have had in
the péSt with our foreign associates and ﬁe have, of course,
also found that perilodic visits with our foreign assoclates

have enabled us to improve cooperation and where necessary

shift work away from less eificient or less capable forelgn

patent attornesy to those who will better represent us in the

foreign patent procurement efforts on our behalf;‘We are developin:
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a similar system for maintenznce of records and docketing ot
actions 1in respéct of our trademark_registrations both in the’
United States and foreign countries. As we had dome in the
case of the patent resord gystem we have initially azcquired
from an outside consultant the necessary_software adapted to
our peculiar nseds and compatible with the computer equipment -
available.to us within the Mobil organizatiom. We ars now -in -
the process. of creating a data bass containing =all tne _ .
necessary information for the maintenance of our tradensrk"'
rights throughout the world., We have approximately 8,000
_docksts most of nhich.pertain to issued trademark registrstiOns.
Unlike ‘patents we file applications and maintain registrations
for trademarks imn almost every country of the world and we
presently have protection in well over 120 countries for some

- 500 ditferent trademarks. The largest number of our

- registrations are directed toward protection of our most
imbortant trademarﬁ the word Mobil for a wide variety of-

goods snd-sérvices. Similarly, a large number of registrations
;are.oireétsd to the Pegasus and Flying Horse symbol but~in"
addition we hsve quite a large'nunber of word marks many~of~

which are based upon the word Mobilw

When we have conpleted our preparations for our

“‘trademark record keeping and information system, this will -
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opérate in fhé samé MANLRET as our.patent éysteﬁ. Ve sﬁall'
be able to retrieve information concerning protecﬁion of our
. Mobil tradegarks and determine the responsibilitj for actions_
necessary to aécomplish this both for the dgpaftment as a whole
and~for~individual-at£orneys. Our annual review of Aﬁritfadew
mark_rggigtfatiqns will be_gadg easler and we.ﬁill be ﬁble to
confrol our expenditures more easily. #E.the'iﬁformétibn |
connected with foreign maintenénée expenses will be morel
readily available with 1éss clerical time required to obféiﬁ
it. As in the case of the patent system we will continually
update the maintenance costs for esach country and will havé
form letters and other documents automatically printed out
upon instructions to the computer in order to effect the:
necessary maintenance action.
Conclusion

We are wvery optimistiq fhat by using‘pur improved
management information procédures and our computerized
system of.record keeping in conjunction with such conventioﬁé’”'
as the Furopean Patent Convention and the Trademark Registration
Treaﬁy when it comes into force in a respectable number of years
we shall not only save expensé but require less time and
.personnel to accomplish the necessary actions for procurement
of patents and tradeﬁark registrations. As we have indicated

above, we are already making use of the Eurocpean Patent Office.
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Howgver; we foresee very little use of the Patent Cooperation
T;egty. | | o | |
| We hope-that the f&regoiﬁg sunmary of“patent.and

£;ad%mark procurement éfforts in view of the Europe;n Patent

Convention, Patent Cooperation Treaty and the Trademark

Registration Treaty will be of interest to you. If you have
any questions concerning any of the points discussed in this
- paper we shall Be gladito try to answer them for you.

Thank You.

THV:HPG/ms
9/11/78
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'REQUIREMENTS FOR THE RENEWAL OF

. THE REGISTERED JAPANESE TRADEMARK

Committee #1
" Trademark Group _
8. Maeda and G.- Ta;sakil_.
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Requirements for the Renewal of

the Registered Japanese Trademark

Iﬁtroduction

As is generally knoﬁn, according to the emendment ef fhe
Japanese Tredemark'Law made in 1975, it is;neceseary to
file an explanetion bf the use ef registered trademéfk -
or an explanation of justifiable reason regarding_the
ﬁon—use of registered trademark at the time of filing

an application for registration of .renewal of the term of

a trademark right flled after June 25, 1978.
,Formerly, as unused trademark right conald be renewed flllng

of applicatlons for the renewal of unused reglstered trade~

marks have been increasing. But only about L of the

‘registered trademarks.have.been ectually used. (Accordlng
to the 1nvest1gat10n of the Patent Office on 197h )

‘Moreover, it is estimated that in a certain 013581flcation

of goods, only one-tenth of the trademarks have been
actually used.

In connection with the increase of a great number of

unused reglstered trademarks, 1t became more and more

difficult to examine them qpeedlly, and furthermore, 1t

unjustly narrows other people's freedom of choice of

trademarks. This situation is unfavorable in respect of
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the prlmdry pu:pube of unemtrademark lawamFormthewabeve"
reasorn, the purpose of thls amendment is to readaust. 7

the unused reglstered trademarks by reJectlng thelr renewal
of reglstratlon wlth respect to the trademarks which have
'not been actually used wlthln three years prlor to the
,flllng of - the appllcatlon for reglstratlon of renewal of

the trademark rights. Therefore, in order to flle the
renewal of registretion hereafter, the follow1ng requlsltes
fmust be fulfllled be51des a requlslte that the reglstered
trademark has not become a trademark falllng under reasons.'r'

for rerSal relatnd to the publlc 1nterest

‘.The ReQU151tes for the Renewal

,1) A reglstered trademark should have been used W1thrn.,”

__3 Years prlor to the flllng of an . appllcatlon for
renewal.' Namely,llt 1s_not necessary_for'a'regxstered
trademark to be in use at the time ;f'me' ‘filing -

.;ef:en.apblieafion for renewai,  |
2)_.itlmusr have been ﬁsedlin Japan.fiAn.erpianétion-of
use outslde Japan cannot be-accepfed' ‘ o
3) -It must have been used by the owner of the trademark rlght

'or the owner of a rlght of exclu51ve or. mon-— '

-exclusiﬁeruse. -

4) It must have been used on some item of designated goods.

—131—



5)-

- 6)

7)

Using a registered trademark not on all but only on

one item of designated.goods will suffice for the

renewal.

However when a trial for the cancellation of the

trademark reglstrat1on due to non-use is demanded
as to the unused de51gnated goods, that each item of
unused désignated goods wauld be cancelled

A registered trademark must be used.

_Exceptlon as to assoe1ated trademarks.

The renewal w111 be alloWed in case another reglstered
trademark which is an assoclated trademark W1th
respect to the registered trademark.has beeh used,

even if the reglstered trademark flled for renewal

'_hasrnot_been used. Prov1ded that in thlS case, the

cases are limited to associated trademarks.used on
designeted goods of a registered trademark of whieh

the appiicetiod.for renewal ‘is filed. | |

In oese a registered trademark is not- used, jueti?iable‘
reasons are needed.

.Considefdng'all cdrouﬁstaﬁces s&nthetieally, it will

be judged whether the reason is justifiable or not.

) For all practlcal purposes, however, the cases will . '

be limited to the occasion that the 01rcumstances

do not allow the owner of the trademark,right or the
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owner of a rlght of use to be blamed and that the

s1tuat10n nas been dlfflcult to foresee.

The Trademark Law Article.l9, Item'2 and 3 preseribing the
'requlsltes of reneWal reglstratlon prov:des as follows.

e erm.of a trademark i ma. e reneWe_
2 Th t ght v b d by

appllcatlon for reglstratlon of renewal -.Previded,

hUWever, that thls shall not apply. B o

(i). where the reglstered trademark has become’ a
Vtrademark falllng under: Artlcle 4 (1) (i ) to

‘Aﬁp) (¥), (vn@ or (XTl)

&Q.ﬂwhere‘neither the owner'of"thegtrédemarkirigﬁt:~-
nor the owner of a right of exclusive.hse'nor
efheeowne; of a right of non;exciusive'usehhasr
ueed the registered trademark (or;gifuthere is.

..another registered trademark which is an associated

trademark with respect to the registéred;trade~.7
mark,'therregietered tfedemark_or Sueh otheri
.f.regietered,trademark) on any item of the designafed
igoods}in Japan within-£hfee years prior .to the
fiiing of fhe;aPPlicatien for.reéistration.of.~u¥'
'renewal (or prier to the,expiration of-fhe timeef'
'711m1t prescribed in Artlcle 20 (2) if Article 20

(3) is appllcable)

(3)_ Where there is & legltlmate reason for the fallure to use
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the registered trademark on any item of the designaged

goods in the case of paragraph (ii).of the proviso

to the precedlng subsection, the said paragraph shall

" not apply.

o ExPlanationzof,Use of.Registergd Trademaqﬁ

The application for renewal éf a-trademark rightAshall be
filed within 3 t0.6 months-pridr to the date of expiration
of the term, and at the same time, an explanation of usé'
or an:explanation-of juétifiable reasohs'éoncerning non-u;e
shall be filed tbgether with fhe ap?lication fb£ renewal . |
- {Article -'20;,'.Item 2 ané Articie.zobis}.

If not filed, the flllng of an appllcatlon for renewal

-would not be recelved

This reason is explained that'éuch an explﬁn#tion can bé
prepared at thé time of an application for renewail 50

a nec9551ty to admlt the later amendment is little as

well as the procedures will be compllcated and cannot. be
managed-speedily in case the later amendment may be admitted.

;t 1s not too much to say that the above rule is tooimww

But

strlct for an appllcant for renewal because this rule

attaches 1mportance to the request as to the management

of examlnatlon.
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-

As to the amendment after the filing of an‘appiication,.

hre- p'O'l':i:'c')-r“:'of‘_‘f‘h‘e“‘Pa‘t“en‘t“‘fof‘fi'C'E""':i:S"'nO't'j"t'b—"a'l'I‘ow“"t‘h‘e'""""““""“"
1substantial amendment at all. Therefore, on fhe.occa—
sion of makiné an explanation of use, careful attentlon -
must be pald and in case there are obsanré pdints,'it"
is de51rab1e to ask the Patent Offlce to make them clear.
The contentsrof an explanatlon of use oI non-use follows

_Form 8 or Form S . of anforcement regulat;on.'

' In "Applying Criteria Concerning the Strengthening of the

Obligation of Using Registered Trademarks" published by .
the Patent Office on October, 1974, and "Examination.
Criteria Concerning Use of Trademarks and Documénfs

shOW1ng the Fact of Use of Trademarks" publlshed on. June,

1978, the point of mention is 1ndlcated Wlth examples for .

.referenca.

."Use" witn respect to a trademark méanS'any-of acté"
provided in the Trademark Law, Article 2, Item 3. But,
the volnme and pages'of documents are limited for con;
venlence in handllng at the examlnatlon.

As for the documents shOW1ng the fact of use, they should

concretely 1ndlcate the using condltlon of a registered

trademark regardlng deslgnated goods. The sald,docnmentS‘:

'1nc1ude_photos of goods, catalogues or advertisement for

goods and business papers regarding goods.
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In case of photos of goods

-

Photos clearly shdwing goodsritself and the condition

that a'trademark is used on the goods shall be fiied.

The'above "photos" would be made acéording'to_fhé'said

"Criteria" of October, 1974,

In case of éatalogues dr advertisément for:goods

It is enough that trademark and goods are elearly '

indicated in catalogues or advertisements. It is

not necessary that the trademark should be on goods

diréétlf.

fAs a.geheral rule, all original catélogues and advertise~

ments of goods should be filed. TIn case the above

data are large enough to exceed the limitation, the

photos or:a‘clippihg'part of the documénts'élearly'

‘indicating the date of drawing up and the title of °

documents, etc, may be filed instead.

In ‘case of busiriess papers concerning goods

Tt ois necessary that a trademark and goods should be

‘clearly indicated in these documents and that one

can grasp the fact thal the said documents were

‘actually used in business.

"These "documents indicating the fact of use of trade-

“marks" ‘are explained in the above Examination Criteria

‘of the Patent Office published on June, 1978.
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IV,

Concerning ‘Several Problems =

1)

mark in actual use:

Tdentity between‘é'régiétered'tradéﬁark and a trade-

\

"On the occasions of actual business, there are few
instances where trademarks identical with registered
ones are used. Instead, in many cases, they use a

,littie modified trademarks, TFor this'feaSOn,"the use

of modlfled trademarks allowable from the v1ewp01nt

of a generally accepted 1dea in the tradlng soelety .- J

'W1ll be con51dered as ‘the use.of reglstered trademarks.

The concrete- examples of to 'what: extent the use of

‘the modification is allowdble are refetrred -in the

' report by Mr. Maeda and Mr. Kobayashi at the PIPA

Conference last year and "Examination Criteria
Concerning the consideration of Use of .a Registered

Trademafk" published by.fhe Patent Office on March,

1978,

In any case, when the state of'trademark_used is

remarkably different ffpm a trademark of an applica-

“tion for remewal, it is preferable that the trademark

in actual use is registered as an associated trademark.

Re: ‘“Use" of Trademark
Whether a registered trademark in relationship with

the designated goods is applicable to the use 6f7
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trademark from the viewPoint of the Trademark Law

~.or not must be judged from the consideratioﬁ to the

purport of‘the Trademark Law, Article 2, Item 3, the

actual condition of business and advertisement as to .

‘the,goods, etec..

For instance, it is evident that matches, pencils,

etc. distributed for publicity are not generally

" considered as the use of trademark:on éuch'goods.

The followings are the judicial precedents indigat;ng

whefher they-are‘use of tradémarks.or not. |

a) Concerning the distribution of goods_SUCh as

| - chinawares, été; by the organizatioﬁ of membershié;
monthly pamphlets distributed'to.members-togétﬁér
with goods for services cahnot-be Qonsidéred .
‘as.goods in the Trademark Law. Therefare, the
abbve case cannot be déémed as the uée-of.trade—
mark. (A decision of the Tokyo District Court on
DMmhz,l%U“- | |

b) A picture illustrated 1argeiy'at the breast of a
shirt is indicated in order to induce-customefs

to buy goods as decorative or designing effecty

wf&andwitswpurpose«is;notwto@displayw$hew£une%ion#wawwwwwwwww

- of a trademark, so it is not regarded as the use
of trademark. (A decision of the Osaka District
Court on December 2k, 1976) |
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3} Re:- Wéll~Known Trademarks

“m“““ﬂp”tbmnva;it“doesn$tma&Way5mfo%%owWﬁh&b#we%i~Enown-

trademarks have been well protected.

In case other peréon ﬁés appliedra well#knbﬁﬁ trédemark

ta other claésification-of goods, in spite of thé

-provisidn'in.Afficle L, Item 1, No. 15 :(A'tradéﬁafk
.i-ﬁhich might cause a confusion with goods relevant to

Vtﬂe business of other person cannqt be regiéterea.)’

the regiétration'of tﬁaf well-known tradeﬁafk was

sometimes accepted, and in many cases, troubles

aréused.:
Therefore, well-known trademarks are often registered . -

with other classifications of goods in oxder to avoid

such troubiés.' Tn this case, whéh a well-known
. trademark has not been used in a classification of
goods, ceptainly, it cannot be applied for renewal ..
In a case like the above, when the well-known trade—
@ark:is registéred or'uéed by the thi?d party; it will
take much time ﬁnd.troubles to be-abated. So, it is
‘alwéyé ﬁecéssary fo consider a counterplan in order
“to preéerﬁé it properfy, | |

One way to do so is to utilize the System of Defensive

Marks, in the Trademark Law. From what I -hear, the .

above Systemrand the said Article 4, Item 1, Nq. 15
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V.

with the flllng of an appllcatlon for renewal

“exEmination of The u

are now under consideration in-the Patent Office as
.to the flexible application and the clarification .
of criteria in order to strengthen the protection of

well-knOWn trademarks.

We are looking forward to the early study of the above,

.But, concerning the System of Defen51ve Marks,'thg
System 1tself has narrow prnfpr+1vp hounds (namely,

protection only for identical marks),:sp_lt is quite

; ﬁiffigult to cover it 6ﬁ1y by appliga#ion of-the Law.
Therefore, we think that the Law cbﬁgerning ﬁﬁis System

should be amended.

In Conclusion

As stated above, since documents indicating the fact of

use of a reglstered trademark must be flled 51multaneously .

1t is much

‘more necessary than before for a trademark rlght owner to

grasp fully the actual condltlon of 1ts use . and to take
note of the 1mportance of each trademark he owns and to
bear in mind the cougtermeasure ol its proper use and the

maintenance for renewal,

' We cannot help but wait for the future as to how the

g
will be put in practice. Tt is expected that the examina-

tion with flexibility might Teflect lhe actual conditions

in trading society.

—140 —

lition at the time of remewal




'CURRENT DEVELOPMENTS IN UNITED STATES -
TRADEMARK LAW

William J. Keating
AMP TIncorporated

‘To be'preéented at:
PACIFIC INDUSTRIAL PROPERTY ASSOCIATION__

Nagoya, Japan

 Qctober, 1978
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Two yvears ago at Hakone, I presented a papef to this
group regarding current developments in the United States
trademark law. |

One case, involving the trademark "Big Foot" for
snow tires} resulted in an award of approximately 20 mil-
lion dollars as d&magé for Wilful‘and deliberate trademark
.infringeﬁent. The award was subséquently reduced to
approximately five million dellars but otherwise was néf-
'changed.2 Tt is a significant award in view of the fact
that the total net worth of the trademark owner was only
$200,000.00, less thaﬁ one twentieth of the award.

_ Another case reported was fhe "Lemon Tree" case3
wherein the U.S. Court of Appeals for the District of
Columbia permitted a foreign applicant to file a trademark
registration baéed on a trademark registration in its own
country without actual use of the mark in comﬁerce.' The
U.S. Trademark Qffice proposed a rule change4 to permit
such applications but it has been withdrawn5 because of
protests by U.S. citizens who contend that such rule changes
would put them at a disadvantage. |

The Trademark Office distinguishes between "use” of

~a.trademark.and."use.in commerce' of a trademark. It takes . ... .

the position that section 44(d)(2) permits registration of
a trademark based on a proper foreign registration, without

requiring "use in commerce". The statute defines "commerce”
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Dy Congres
Tradltlonally, Congress may regulate inter-state commerce

in the United States, commerce between United States and

other.eountries etc. The Trademark Office ruling is that
forelgn applicants need not allege their type of use in
commerce if they have registration in their own country.

However, the Trademark Office insists that some use of the

mark on the goods must be alleged to quallfy for a United

States trademark reglstratlon.

" "The Lemon Tree" case did not decide this point.

However, I believe that the Trademark Office is incorrect.
The effeet of section 44(d)(l) was .to perﬁit registrations
= in the United States of.trademarks validly registered in
other countries. It is intended to support United States
treatiea with other countries to permit United States :
citizens to register.trademarks in other countries. If
 United States citizens are at a disadvantage, the United
States trademark law should be amended to correct it.
Otherwise, it is the priee that the United States muat pay
to permlt reciprocal registrations in other countries. 1T

hope that this 1nequa11ty will be corrected by leglslatlon

or a further court decision.
The other suggestion I made in 1976 was that sectioa
43 of the United States Trademark Law ﬁas being interpreted
by-tﬂe'courts.to embrace a.broadleoneept of unfair competition.
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To give you some background, it must be understood that
there is no law enacted by the U.S. Government pre#enting
unfair competition. Many of the states have such statutes.
A number of states have developed common laﬁ in this area.
The problem is that many states have no law pertaining to
this subject. Even the states that have such laws have not

developed uniformity., What may be legal in one state, may

. be illegal in a second state and questionable in a third

state,

With the Second Circuit ﬁourt of AppeaIS'leading the
way, the Federal Courfs héve seized on section 43(a) of
the Lanham Act as a basis for.a federal statute regulating
unfair competition. As I discussed in the Monty Python
case,7 the Second Circuit held tﬁat the ABCjBroadcasting
Company violated section 43(a),pf.the Lanham Act by severely
editing the Monty Python prbgram'and presenting it as a
program sponsored by Monty Python. The thrust of the de-
cision was that the changes were SO severe that the work

no longer was Monty Python's work, somewhat like painting

a moustache on the Mona Lisa, and representing it as a

painting of daVinci. The statute® forbids any "'false .
description -- including words or other symbols --'', The

Monty. Python case was the first case where the court held

~that-silence, or-failure.to.describe properly the.origin . ...

of the goods, could be a violation of section 43(a).

At that time, I explained that the Second Circuit Court

interpreted the statute much more broadly than most courts.

— 44—




and suggested that it would be well worth watching what

other courts would do.

Since tﬁen, several casés.have beeﬁ.déﬁidéa which
lead me to conclude that other circuits will also inter-
pret the statute broadly. |

The.first case_involved Bosfdn Hockey ws Dadllas Cap
& Emblem.g The‘Boston Bruihs‘are a proféssional hockéy_
team who have adpptéd a pafﬁicuiar style of the letter:'
"R as_theif emblem, .The presence of the emblem on“equip;
ment (shifﬁs,.caps, ete.) indicates that the wearer is a. -

fan of the Boston Hockey club. The Boston Hockey club

licensed certain-manufacturers to make-and-sell-equipment

bearing the "B" emblem. The hockey ciub_feceivedra rojalty
on the sale of this edﬁipment. | ‘ |

Dalles Cap & Emblem sells pieces of cloth with s?orts'
teams' emblems embroidered thereon. The purchaser of the
cloth_sewé.it onto a plain shirt or cap, purchased sepafétély.
Dallas Cap requested a license fﬁom Boston Hockey. to make
and sell tﬁese-émblems, Boston Hockey refused on .the grounds
that they had already granteé exclusive licenses to other
manufacturers.

Dallas Cap made and sold these emblems without permission
and Boston Hockey brought suit. (Suit was brought on behalf
of itself and 25 other hockey teams who also developed diff
ferent emblems that Dallas Cap reproduced and sold,) Thé,:

suit alleged trademark infringement and unfair competition,
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The lower court rendered a judgment that permitted Dallas
Cap to continue.to sell the emblems ﬁroviding that the pack-
ages were clearly'marked that they Were‘nof sponsored by the
Boston Hoékey ciub.

The Court of Appeals reversed, holding that Bostom
Hockey had an absolute right to prevent others from dupli-'
caﬁing their emblems. The problem the court had was in
'dealing with the issue of cuStomer.pdnfusion. The.court;
tfeated the case as one of trademark infringement. A = =
necessary elément of infringement is a finding pf confu-
sion, mistaké or deception. '

The Boston Hockey club licensed the trademark and received
a royalty based on the sales of the products containing the
eﬁblem: Their revenue was much larger than if they licensed
the sale of the piece of cloth bearing the emblem. The pur-
. chasers would rather buy the piece of cloth and sew it onto
the jacket or cép. It would be much cheaper to do so. The
purchasers of the emblems from Dallas Cap were not confused
_as to the source of the emblem. They were deiighted to be
able to buy the emblems very cheaply, rather than having
to buy an expenéive, official sweatshirt {or cap or what-
ever).

The court resolved the question by concluding that since

' there was trademark infringement, there must be confusion. I

have concluded that the court reached the right result for

the wrong reason. I agree that the defendant should have
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been restralned from continuing to reproduce plalntlff s

Lrademark. However instead of dealing Wlth the case on the

D&SlS”Uf trademark“rnfrlngementmmrtmshuuid"haVEWtreaLeu the

case as one of trademark mis~- approprlatlon or more accurately

"trademark theft".11

The mis-appropriation claim will prevail where the defend-

" ant has mis-used the plaintiff's trademark, to the plaintiff's

detriment. There is no need to prove consumer confusion. The
course of actien is similar to a suit for mis-appropriation
of any type of personal propertyl Surely if the defendant had
mis-appropriated plaintiff's ice skates, hockey sticks, joek

straps, ete,, plaintiff could prevail. The rule should be _'

the same where the defendaﬁt mis-appropriates ﬁiaintiff‘s
trademark. o

Another case that upheld the right of a trademark owner
to protect its mark without having to prove consumer confu-
sion-was Rolls-Royce Motors vs A. A. Fiberglass Ine. 12
Rolls -Royce had adopted a statutette referred to as "Flylng.
Lady" and used it as a hood ornament on its automobiles:
since 1911. Tt also used a particular configuration of
its front grill since 1906. ._ |

Defendant produced and sold a package of auto parts
designed to change the appeerance of a Volkswagon Automo-
bile to resemble the Rolls-Royce. The package included a
grill and hood ornament virtually identical to the Rolls—
Royce. Plaintiff Rolls-Royce, sued for trademark 1nfr1nge—

ment and unfair competition.
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A.A..Fiberglass defended on the grounds that no one

could possibly be confused into'believing that a Volkswégon
was a Rolls»Royce.‘_This was uﬁdoubtédlﬁrtrge,_espgcially_
éince the Rolls-Royce ériil was placed on Fh3.£§§£.0f the_-
Volkswagon. - o

7 The court held that RollS-quce was entitled to prevail.
Iﬁ relied on section 43(&) of tﬁe Lanham Act. . The court
cénclqded.that.USe of the ﬁlaintifﬁ's,tradema:k,_by the def-
éndaﬁtrconstituted_a representation that fhere waé an associ-
_ation between the plaintiff and defendant. Since_this
representation Was_false,‘the plaintiff ha& a right of
recovery under section 43(a) of the_Trademark Act, citing
Boston Hockey ws Dallas Cap as authority.

- It might be noted that courts will uphold mis-appropri-
étion of trademarké where the maiks.are identical and are
used on identical gopds,_without iﬁvestigating.consumer con-
fusion. Ip faéﬁ,‘the defendanf,is noﬁ using ﬁhe tra@emark;
in.a classical trademark sense, e;g, identiﬁication of
product_soﬁrce. Instead, the defendant:has'appropriatgd
the trademark because of the commercial desireability ;hat_
has been_generated by‘;he plaintiff's use. The courts will

‘prevent encroachment upon this commercial desireability.

.However, if there is a difference in marks or a difference .

in goods, the courts will resort to traditional tests of

likelihood pf'confusion.:
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Another interesting case,'American Home Products

-

vs_Johnson & Jobnson, Inc. > 1nyglxgdmthgm§ppligaﬁipn

of section 43(a) of the Lanham Act involving misleading
comparative advertisiﬁg. American Home Prodicts published

a series of advertisements to the effect that its pain

relievér,:"Tylenol"{rwés superior to a product marketed

by the McNeii Laboratories Division of Johnson & Johnsoﬁ
called; "Aﬁaciﬁ”.. Johnson &:Johﬁéon complained to Ameri; '
can Home Products tﬁat the advertisements were misleading.
American Home Préducts brOﬁght a declaratory judgment

action and Johnson & Johnson counterclaimed for viola-

tion of section 43(a) of the Lanham’Act.:
The 8Second Circuit Court of Appeals found for the
defendant, Johnson & Johnson. - While the substance of the

advertisements may have been technically correct as under-

stood by doctors and pharmacists, nevertheless, it con-
cluded that, as understood by memﬁers of the public, the ;i
claims of the plaintiff were misleading. Therefore, iﬁ‘
.found that defendant had a cause of actibn_under section
_43(&)14 since the ianguagé of the advertisement tended to
falsely represent the goods. -

The case not only expahds the scope of section 43(5){
it also describes the permissible bounds of comparative

advertising.

A district court case15 iﬁnthe Seventh Circuit, invoived
a situation where the patentee (Mirror Polishing and Plating
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Company) falsely accused a competitor (Chromium Industries,
'Iné.) of infringing its patent. The court held that this
was a violation of section 43(a) of the trédemark act. Both
‘parties were in the business of applying certain coatings and
finishes ﬁo roller surfaces (referred to as FPC).. Mirror
Poliéhing.Co. advised the induétry that.it had the.only‘_
FPC surféce on the market, that‘it owned thé Patént on FPC
.and that Chromium Iﬁdustries, Iné. iﬁfringed the'patent.
Mirror Polishing bo. knew full well tﬁat thése statements
were false. The court held that these fepresentations
would ereate a‘false impressioﬁ'and‘therefore were action-

"able under sectibn 43(a) of the trademark act.
‘ 15a

In thé case of Bohsei Enterprises vs Porteous Fastener
the district court in California held thét.importing é
product.into the ﬁnitéd States, andﬁselling_it in"commgrce,
Without.identifyiﬁg the country of'ofigin, was a violation
uﬁdef‘séction 43(a) of the Léﬁham Act, The court reasoned
that failure to state a material fact is a false representation
" as contemplated 5y the statute. : |

The other area of trademark law that I discussed at Hakone
‘two yearsTago was the eroéion of trademark rights. The example
at that time was the FTC action wherein the administrative law
Judge recommended.compulsory 1iceﬁsiﬁg of the trademark "ReaLemon"

16

at a nominal royalty. The agency concluded that the trademark

trademark rights to promote competition. It is my understanding
that the case is presently on appeal to the full Commission and
‘no final adjudication has been made.
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The latest attack by the Federal Trade Commission is on
the trademark "Formica”,17 for decorative plastic laminates. -

The agency has concluded that the mark has become generic

and should no longer be given trademark protection. The

real motivation seems to be that the trademark owner is

dominant in the market and the FTC is again attempting

to promote competition by allowing all companies in the
indusfry to use the mark. I do not know whether the mark ~

has become generic or not. However, this is the type of
determination that should be made in an inter-parties cdn-

test between adversaries having a real interest in the decision.
It is not appropriate to have a government agency raise iﬁ |

independently, as a vehicle for promoting its concept of

increasing competition.-

 Another attack on trademarks has recently arisen iﬁ
the Berkey Photo vs Kodak18 anti-trust case. The decision
at the District Court level was favorable to the plaintiff,
holding that Rodak had violated-the anti-trust laws. One
of the elements of relief requested was an order that Kodak
be required to sell photographic paper without the Kodak
name or trademark, if requested by the customer. The court
approved the order but it was stayed pending appeal. |

The courts seem to confuse the.scope of trademark

protection with the scope of patent protection in fdshioning _

such relief. Unlike patents, trademarks do not prohibit

the sale of an identical product by a competitor, as long.
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as the source is properly identified. Also the courts
and administrative agencies have ignored the consumer pro-
“tection built into the trademark law by requiring propex

source idencification.

CONCLUSTON:

The good news is that section 43(a) is alive and bloom-
“ing as a Basis for preventing unfair competition. The_bad.J
" news is that the courts and administrative agencies are
:attacking'trademarks as a vehicle for promoting their ver-
‘sion of increased competition and a punishment for alleged

anti-trust violations.
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Mr. Chairmean and distinguished gnests and members: \

. T am Kou Kunieda who has.just-had the honor of being’ introduced to you by

the Chairman.. -Last yéar_,,I had the pleasure of addressing. fhé.r.PIPA Caongress...
 at Williamshirg on the Japanese Antimonopoly Act as Amended.  Today,

I w1ll make’ another presentation, thls tlme on Product L1ab111ty, the subject

of ¥ apanese Group Comm1ttee 2.

T will report on the line of thinking of the Pfqducts Liability Actin J apan,

' incorporating some co.mparaﬁve'jurisrprucrlentiél viewpbints. Taking this -
opportumty, 1 would hke to thank smcerely the PIPA members who extended
frlendly assistance in the preparatxon of my paper my Amerlcan £r1ends

'-who prox_acle_d data a_nd information and my academic and 3ud1c1ary frlends
for their valuable advice. . .

“ 1.7 Introduction

Todé.y‘,.it may be said that it isjonl.y right and p‘ropexl'.that a manufacturer shall

be liable for damages if personal oF physical 'da:in'age. is caused'to a consumer

by reéson of defects in a product made by_thé_m_anufaﬁtﬂrer. This 'inc.ie'eld 1s th'e._

' problem- of product liahility.

: ‘I_t was in the early 1960s that the product li_abiiity issue was breught to the
fore in Europe and the U.S. _Siﬁce the start of this éentury there have been

- iumerous ‘judicial brece‘dents . Noﬁr in the U ._S.'the concep't of placing the
responsibility for product liability on-the manufacturer }.ias" taken root. In

‘addition, there has been progress in the field of products liability insurance.'. '
As pointéd out by the Task Force's final report pubiiShéd last year, at present
there is s;ome confusion and lack of unanimity in the interpretation of product

) ‘liability and in a sense, "excesses_" ,.have been seen, and as we all know, |

these should now be corrected.
Similar to Japan, in West Germany there is no special legislation éovering _
product liability. Although based on civil law, the concept of product liability
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has been established in terms of judiciary‘law. Worthy of 'sp'ecial mention
is the enforcement of the Drugs, Cosmetics and Medical Instruments Law as
amended starting January 1978. As a result, the fhanufacturers are now

" held responsible for no-fault liability.

In Japan, the question of product 1ié.bility began to be aﬁi}reciated in the late

1960's when several events caused public concern.

The first _wa}; A very large campaigh by joﬁrnalis_m against the so_—calléd
problem of c'l-efecfci-ve: cars. The second was an outbreak in western Japan of
cases of death and inju.ry involving infénts caused by arsenic pois_oning from -
dry milk containing arsenic. '(Investigat_i_.dn by the Minisfry of Health and

Welfare in 1955 showed 130 babies dead and 12,131 cases of poisoning.)

The third was the birth of numerous congenitally hahdicapped babies caused by
thalidomide. (Thaiidomide babies totalled -1,200 to 1,400 according to Dr._.T.-

' Kajii's estimation.) Talking about these _thalidofnide cases, I recall an episode

~ involving an American woman. | | o
Her name was Miss Kelsey, and she was an FDAAinSpeCtOI' concerned with .

~ the inspection of new medicines to be put on sale. An American pharmaceutical |
company had applied for approval to manufacture thalidqmide-, but she deferred 7
_ approval on the ground of insufficient data on the safety of women during
pregnancy. Because of this , the appli.cant startec_ir to 'prep'are data on anirmal
experiments and the like.._ In the méantime, births of malformed béﬁies in

West G'e.rmany were reported, and thé above company withdrew its application.

. We cannot praise Miss .Kelsey too much for her great services rendered in -

__protecting American infants from the evils of thalidomide.

' The above stands out in sharp contrast to the situation i_n our couniry where

many thalidomide babies were born.
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The fourth was the outbreak‘,of SMON disease (SM‘O_ standing _ Subacute

£ 41 A P ek
'L L il ug \_il.l..l.l.l.u.l.ul. 11

for 1ntest.na1 chsorders (11 000 SMON paﬂents as reported in.an 1nvestlgat10n
by the Mmlstry of Health and Welfare's SMON Inves&gatmn and Research -
Group-in 1975)

There is the followmg epi‘sode'conoerning- quinoform in the U.S. In A'ugust, :

- 1960, the FDA hmlted the use of qu:moform to treatment of amoebic dysentery,’
and recommended that other more- snnple drugs be used for simpie dlarrhéa-._ _
I have heard that the followmg year, quinoform was designated as g dJ_rug

k reqoiring_ a prescription with period of dosage and dose regulated. This V

contrasts with the measures taken by the Japanese Ministf‘y of Health and

' Welfs_i_re . Such damage from gquinoform made it necessary to amend the Drugs,

Cosmetics and Medical Instruments Act, and on July 21 of this year, the

T"Ministry announced the substance of a bill amending this' Act which will be

submitted to the Diet this fall.

The fifth was the so-called "Kaoemi" edible oil poisoning case. When "Kanochloru
400", the trade name'_for chlorinated:-biphenyl (type of PCB), a heating medium -
used in the deodorization etep of edible oil roaﬁufacture became mixed in the
- edible oil, those who consumed it soffered from PCB poisoﬁiﬁg - (It is said -
-that reports' starting io June, 1968 have covered 13 000 persons atfected by

the pmsomng throughout western Japan).

The foregomg 1nc1dents aided by journalism ca.mpalgns aroused great pubhc

interest in product hablhty in Japan. )

2. Basic'thinking on product liability

.Ne)ct T would llike to cle_rify the basic thinking on the Products Liability Act.
As mentioned at the '_beginning , product i_iability refers to the resiaonsibllity'
of 2 manufacturer for personal or physical 'ciam_age‘caused toa persbn who
has used or consumed a defective product manufactured and pl'aced in the .

distribution process by the manufacturer.
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2-1 Legal principles under the Civil Code

No speciai law known as the Producté Liability Act exists in Japan. Therefore,
the legal principles to ‘date have all evolved throug‘inl a theory o.f interpretation
_under the Civii Code. In the line of mihi(mg of jﬁdicial preéedents while _

predlcated upon the legal principle of a tort, mitigation has beén sought from
- the principle of 1mpart1a.11ty of the plaintiif's burden of proof, and applying .

the theory of "faciual presumption", the preced.ents have aimed substantially .
-at the principle of no-fault lighility. Tt_ﬁ_s al.so is the common opinioin from a

theoretical point of view.

In this way of thinking, 2 manufacturer who has produced a defective produ.ct-'

and p_lacléd it in a process of disti"ibution, is held liable for tort. Fundamentally, -
ﬁo manufacturer is allowed to- produce'and_ sell a defective product which in the
consumer 'Vs' use thereof according to its properties and application will cause
marked danger to the life, health or property of another person, including '

the consumer. When the manufacturer who bears such a serious responsmllty
has produced and sold a defective product, he must indemnify the person

who has suffered any damage unless the manufac:turer. is free of any fault

himself or has provided instructions befor—eﬁand in the use of his product and
‘given a warning against any danger existing in the usage of the product which

deviates from such instructions.

' According to the general theory of tort, in this case the coﬁsumer_ is recljuired
to prove the fault of the manufacturer; however, regarding this point; itthe
existence of a defect in the product is substantiated, a line of thinking has beén'
establlshed wmch presumes the manufacturer 5 fault under the pr1n(:1p1e ‘

of res 1psa 10qu1tur.

This is based on the principle of im'partiality. Namely, it is most difficult _

for a consumer to prove that defects have beerni caused in a product due to
the manufacturer's fault and that any damage has occurred as a result of using

and consuming such defective product. This is because it is virtually impossible
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for the consumer to investigate and prove matters completely within the

sphere of the manufacturer's control, such as his quality control systefn-

involy“eﬂdjh_the_manufacturingmtechnoldgymzof“sophisticat&prodﬁets—-mdmpr@dua mmmmmm -
- manufacturing process. Taking this point irto consideration, it is natural
judging from the imbalance of power between the mahu_;fé&iturer- and consumer.
" Many theories and precedents endorse the line of thinking based on this test.
"As'an interpretation in terms of theCifilCod_e, defects mean flaws ina - -
- product sthuctui“ally (flaws in its design), flaws in terms of its production’
(not produced according to manufaéttiring instructibné) and defects in instruc—

tions or guidance in the use of the product concerned.-

Additionally, there is a line of thinking which holds a manufacturer liable for
‘default of an obligation.

Since a product sold follows a distribution process-from-manufacturer ——
wholesaler - retailer ~ consumer, there is aline of thinking that places

~ liability on the manufacturer by following the above process in reverse.

According to this thinking, a consumer who hasg suffered damage is not

required to prove that defects were caused in a product because of the manu-—

facturer's fault and that he sustained damage based on the defects in the
prcdt;c:t'. He is able merely to sﬁbsfantiate that d_amagé was ¢aused.by the.-
defects ilfl_'thé pfoduc:t purchaéed by him and pursue the ménufacturer 's no-f_aulf
liability. - '
However, there is the following problem with such thinkihg . }\Iamely, ifin

. the course of the above-_-mentioned. product's '-ﬂ'-:_)w, contractual relaticas have
ceased along the way by r_easoﬁ of invalidity' of a .cohtract, the manufacturer

cannot be called to account for his Hability.

Also, when . an escape clause is stipulated in the contract exempting the manu- -

facturer from liabi Iity_ for any product defect, unless this stipulation is
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'~ unreasonable as being contrary to public order and morals, etc -, it means

the manufacturer will receive 1mmun1ty to that extent. Therefore this line
of thinking is not endorsed by people generally who regard it as bemg unsuitable

for consumer remedy .

Next, there-are the following points at issue with the legal principles of
product liability. First, should a manufacturer's negligence in respect of

- defects be a requisite for product liability?

Asa gencrali constderation in terms of tort law, it is vaiitl to acknowledge.
this requ_isite and infer the manufactt:rer 's: negligence from the product ‘
defects. However, as is seen in much merchandise irtcludihg _phei-}:'maceuticals
-and packaged food where the consumer has no: opportunity at all-to inspect |
the prochtct sefety, the manufacturer's no-fault liability should be recognized

from the standpoint of protecting the consumer 's trust placed in the manufacturer.

Second, the person assuming product liability is the manufacturer of the

" defective product and its sellers (wholesalers, retailers) -

" The manufacturer of component parts used in a product must be responsible

to the consumer for any defect in the component parts.

Third, in order for a manufacturer's liability'to be recogniéed, it is necessary'
for the product involved to have passed into the hands of the consumer in the
same condition it was when it left the manufacturer without any changes made
to it at the wholesaler's and retaller s levels. (Restatement {Second) of Torts,

SECtJ.OIl 402 A. (1) (a)).

Fourth, the claimant to product liability is not merely the buyer of the defective
product. Claimants include all persons who can reascnably be foreseen to be

exposed'to danger when the defective product is used according'to directions. _

.

covered later is a provision with the same object) .
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-Fifth, cases where a manufacturer receives immunrnity from-product lliability'. )

1Y "When a consumer has ventured: to use or consume a product knowing that

-it is in a defective condition. (Same gist as contributory negligence.

Restatement of Torts ,(S'ec:ond) S'ecti-on 402 A.',' Comrﬁent: n) . )

2) When a consumer has SUffered darnage because of hxs ignoring the pre—-

cautions in use specified by the manu.facturer to the consumer.

3) When a consumer has suffered damage by reason of- hlS usmg a product for

a puarpose dlffermg from its 1ntended use.

4) When there is an escape clause. Please refer to the comparatlve table

covermg main principles of Tentatlve Draft of Products L1ab111ty' Act to be

taken up later.

. Sixth, when a manufacturer has claimed performémce of his product through

advertisements, etc. but the performance is actually lacking, the extent that
the level of performance publicly stated by the manﬁfacturer is not reached is
deemed to be a defect so as to protect the consumer who had relied on the

manufacturer's advertisements.

2-2  Legal principles of case law

I shall next discuss the theory of product 1iability centerihg on negligende,
causal sequence and liability, and based on tort evolved in a recent court
finding thal recognized the product liability of a certain food manufacturer.
(1) Negligence: A food -manufactui‘_er is charged with ‘the Tesponsibilities
of securing- a-high 1evel of safety which allows hc_; defect at all in any food he

produces, and of avoiding the occurrence of any dangerous result'.._'

In the event harm shduld be inflicted upon a person because of a defective

condition which occurred or existed in a food product prior to its shipment,
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~ that alone would in fact Strongly assure the food manufacturér's negligence.’
If the manu_fnc*rurer should try to d1sprove his negllgence ‘he will be requlred

. to prove that he was unable to foresee the existencé of the defectlve condltmn

. despite intensive and strict precautmns on his pa.rt.

However, the court founc_l the food manufacturer 'negligen-t. on the ground that

although a éatalogue provided by a food-relaied producer was iﬁadek;luéte,

the danger of a defective condition could have been well foreseen if the

catalogue were read carefully, and that the food manufacturer, wha should,
7 have taken’ steps to prevent the heatmg medium, a toxic synthetic chermcal

substa.nce from becoming m:xed in with the food product failed to do so-.

(2) .Causal sequence: The victim needs to substantiate the causal relationship

between injury and defective condition and must therefor_e prove he consumed
the defective food product. In the subject case, the courf_ found a réasonable '
" causal relationship to exist between the food manufacturer's negligenc:e and
"the injury inasmuch as invéstigation, studies and expert opinion resulted in

the clarification of the cadse 6f the defective condition, and it was evident that '

the toxic substance became mixed in with the food product, the victim bought

this product in a defective condition, consumed it and suffered injury..

(3) Liability: Based on his own negligence, the food manufacturer must bear
the responsibiiity for tort and pay démages to the plaintiff (victim) as stipulated
in Article 709 of the Civil Code. (Note: This Article 709 stipulates that any
one who has infringed another person's right intentionally or due to negligence, .

shall be obiigated to pay for damages arising therefrom ).

As described above, the court has- c:harged the subgect food manufacturer w1th

- severe responsibility similar to strlct 11ab111ty for neghgence.
_'I'he 'pomt that attracted 1nterest in this ﬁnding was the judgment on the re_spoh-
sibility of the food-related producer manuiactui‘in_g arid_ selling -tc_ﬁ the said

food manufacturer, a synthetic chemical substance, Kanekloru 400 (having as
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its main 1ngred.1ent blphenyl tetrachloride out of PCB a chlorme compound .
of blphenyl ‘which is a der:watwe of aromatic hydrocarbona) ’ ‘used as a

‘heating medium_in the production mprocess_( deodon‘zmgﬁ-prﬂocess )_of.the food

“product (edibie“r‘i‘c‘e:'bran“oﬂ') The court passed the foliowmg Jadgttients

(1) Because the subject food-related producer was in a pos1tlon to fully
recognize the tox1c1ty of Kanekloru, the heatmg medlum ﬁ'om the cutcome
of research in and outside Japan, he should not have sold it to the food manu-

facturer in questlon as a heatmgrmedmm for use in the food mdustr_y.

(2) As 1ong as the food-related producer is sellmg the. heating medium, at
least he is obllgated to make known to the subject food manufacturer the
COnsumer, for the purpose of securmg,the safeness of the food product,’
the tokicity of Kanekloru, its corrosiveness to.metals (Note- hydrogen .
’ chlorlde generated by overheating of Kanekloru was. formed into hydrochloric
"acid by water’, and this acid corroded holes in the stainless steel hose line =
inside a heat exchanger through which Kanekloru became mixed in with edible
0il) , methods of preventing Kémekloru fr_om mixing in witﬁ the food product

_ and of detecting it when mixed in with such product.

(3) ' Nevertheless, negligence was involved in not providing ample informa- -

tion on toxicity and so forth.

(4)- Such negligence caused the fol'oci manufacturer to handie the toxic -subs_fe.nc.e
Kanekloru wiﬂiout ooncern made him unmindful of his”c'are and ob'ligati'oh to
- secure high safety for his food product and caused the- subJect incident. The.
food-related producer must pay for injury caused by the ed:.ble oil pmsomng

-case as the JOlnt tortfeasor with the food rnanufacturer. _'

Note: In the judgment passed by the Fukuokar Distric:t Courtr on October 5',‘

1977 concerning the same case against the same defendaot, the conclusitn _

“'made was that although the liability of the said food;releted oroducer is based
on negligence independent of the food manufacturer's, th1s liability is for

: damage within the same scope so that botﬁ parties should assume joint e.nd
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several hablLtv under sepa_rate causes of actlon but need not, be deemed as o

.havmg com“ntted a ]omt tort.

3. Comparative Jurlsprudennal consideratmns of the main pri HCIples of
Tentative Draft of Products Liability Act -

In 1975, a group of scholars led by Dr. Sakae Wagatsuff)l'a'published-the:mfair;‘ :
-principles of a Tentative Draft.of a Products Liability Act,' referring to .
European and Américan precedents; legislation and theories of infcerp_retafcion

(Refer to the attached Tentative Draf_t), -

In the preparation of the Draft, the U S. case law which decides’ negllgence
11ab111ty, Uniform Cominercial Code; Sections 2-313 to 318: Warranty and :
its official comment, and the American Law Institute's Restatement (Second)
-of Torts. (1965) ; Strict Liability in Tort and its official comment weréj:‘px"c'n'ir:i.ded
to the group for reference. Among the other veference materials, eepe'c:iaiiy :
. the Federal Consumers Pfoducts Liability Act published iﬁ the Harvard Journal’
on Legislation (Vol: 7, 568, 1970), even though there is little prospect of |
enactment as a uniform act, was drafted by the members of the Harvard Law
School exchanging views with the National Commission on Product Safety.
It is a compilation of American judicial precedeﬁts which I feel should be

rated highly.

Our country's Tentative Drait is also a compilation of theories and precedents
of Japan, and it was prepared with the intention of seeking consumer remedy
by providing legislative clarification on the points at issue of theory of inter-

pretation within the framework of the Civil Code.

T will next discuss the comparison that I have made of the maln prmc1p1es

of the J apanese Tentatwe Draft and the Harvard draft w1th respect to some-

pomts at issue m terms of legal prmc1ples o:f product llablllty, S0 please refer

_ to the comparative table.
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Besides these items, the Tentative Draft provides for the fdllqw'ing in ordélr'

to secure the compensation funds of the compensator.

(1) The Government to underta}ce product liability—' security business.

(2) The Government to compensate for damages up to a cértain limited
amount for any person unable fo recelve compensa.tlon from Produc is L1ab111ty

- Insurance, guara.ntees and ‘money ong,qepos;t -

' Concerning the insui‘a‘nce plan, there 1s ﬂi.e.'ﬁroblém of hig_her premiums in
the U.S. which is far ahead in product. 1iébiiity (Task Force: final report:).
Further, in the amendment of the Foods, Drugs and Medical Instruments Law
in West Germany, I understand a proposal was made at the. orlgmal b111 stage— :
for security based on a government fund for compensatmn money, but an

insurance system was introduced through the wishes of the'insurance -

. companies. This is one of the subjects of study for. the future. .
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Atte-lched Notes

(1)

Strict liabilitjr was recognized for the first time in the California

@

(3)

(4)

(5)

The Cahforma Supreme Court dec1ded to the ffe t that in the applica-

thD. of S'tI‘lCt 11ab111ty, no matter what kmd of spemal agreernent is

" made contractually coverlng immunity, 1t is 1rre1evam: to such

-application: Vandermark v. Ford Motor Company {1964}

In the application of insured liability pursuant to the Uniform Com-~
mercial Code, an escape clause is generally valid; however, it must

not be contrary to public order and morals and the Code obligates

_that expressions conform to a given form and be clear. A representaé

tive precedent to the-effect that any 'esc.ape-clause running counter o -
public order and morals is null and void: Henhingsen v. Blobmfield . .

Motors, Inc. (1960} -

Even though time has passed to some 'extent subsequent to occurrence
of damage, when any defect already. éxistéd from the time of purchase
of the product and the consumer had made a cpmt;laint about it, the
existence of the defect is preéumed by circdmstantiai’ evidence.
Precedent of the New York Court of Appeals: Guetgliardo v. Ford
Motor Company _(1950) 7

Recent precedents of our country have all been based on the same
purpose as the main principles of the Tentative Draft- Without going

too deep into causal relation as a “sc1ent1f1c" 'problem :Eactual

presumptions have been made adoptmg a method of ep1demlologlca1 or

- statigtical ev1dence. Hereafter, it is beheved that products 11ab111ty

trials, by recognizing causal relation hberally as 1s_the case with
trials for environmental pollution and errors in medical treatment,
will aim at remedy without imposing any heavy burden of procf on the

plainiiff, the injured party, and that based on this obgective, the trend
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(6)

will continue toward relaxed burden of proof.

Subsequent to-publication_of Restatement (2nd) ef Torfs.; the precedents .
iﬁave tended to include acéidental third partie‘s as -the'ebject of protec-
tion. Precedent of the Cahforma Supreme’ Court wh1ch, 1n respect of
the drwer of the opposrce car-that had colhded with a defectwe car,
recognized holding’ the manufacturer of the defectlve car liable: for

damages: Elmore v. Amerlcan Motors Co- (1969)
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4. Relation beiween product liability and license aqreemeﬁt .-

Next T would like to comment on product hablhty and license agreement.

' "’"n hogmmw-:tnﬂ,-the«obj ec_t_of,_am],mensemagreement_as,_the expnessmmmphedmmm

understandmg between the llcensor and hcensee is technology without any

defect.. Por this rea:,on in mdny instances 11cense agreements have stlpu—

le;ted in them provisions _concernmg guarantee- of perforrr_xance or qua1.1ty,
and it can be said that the licensor's main obligetion h_a-s bheen COmpieted
| v}.hen facilities and products are 'tux_-ﬁec_i. out which surpass’ the guaranteed
values or levels agreed upon by both the licensor and 1ieensee., .
The problem here is the:meaning of ".technology withdut any defecf" which
becomies the express or implied understanding between the licensor and
' 1iceﬁeee; The "without any defect” referred to here must be a rsubje{:ti'\re :

one. The reason why it is defined expressly as subjective is because

judgment unavmdably must be formed from the knowledge and understandmg

of both parties at the time of execution of the license agreement.

The problem occurs when a "hidden defect" exists which is not included in

clauses covering the guaranteed vahies or levels established by both parties -

Specifically, in case of a defect in the product inade by using_ the subject
technology (in many instances the defect is a structural (design) one) and

' which has caused damage to a consumer thereof y wﬂp should he claim |
‘damages from? Naturally, the licensee would haveé to bear prodﬁct liability.
from his position as the manufacturer. W‘nat.about the s_it'uation between 7
the licensor and licenseé? iIf the hidden defect is.obviously what caused the
damage, it will be pdssible for the licensee to claim indemn-ity from the )
licensor. As far as judgment from a logical eequencé is eoncérﬁed, when -
a consumer has‘suffered damage because of a defec-tive produet within the

flow of licensor —e— (grant of technology} —= licensee (manufacturer) —=—

(production and sales) —s wholesaler, retailer (sales} —=— consumer,
the idea of pursuing liability through tracing the reverse flow can be con-
sidered to conform with the principle of im—partielity.
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'1~-of -the consumer- who ‘buys: and uses’ the produc‘cs

Furthermore if the 11cense agreement should contam an escape clause,
‘and-any claim for damages from the. licensee to the hcensor is 11m1ted the
licensee can only make such claim outs1de of the scope of the escape clause.
However, cependmg on the substance and extent of the hldden defect for ‘
exampltg, if the technology is such that onIy defectwe product wﬂl be made
'regardless of who pI‘aCthES the technology, hen the escape clause is con-

. sidered as bemg contrary to public order and morals, and invalid, in which

case 1t would be possmle-for the llcensee- to c1a1m damages— fztom_ the. licensor.

As the next questlon, can a consumer call the licensor to au_uunL for pz oduct
' _11ab111ty" Yes. A 11censor is requlred. to hold h1mse1f d1recﬂy respon51ble
to a consurner for product 11a.b1}1ty in the event the 11censor exerc1ses control
over a 11cer1see concerning the llcensee s practlce of technology m terms of

the license agreement.

The first instancé of the foregoing is in acqguiring the use of a trademark,
when a licensee is normally required contractually to carry out manufacture
and sale in accordance with the licensor's instructions. In this case, the

licensor must naturally hold himself respon51b1e for product 11ab111ty.

The second instance is, in the case of a know-how license or a patent license,
the licengor likewise is required to hold himself responsible for product '
liability where the licensor exercises control over the licensee contractually

:concerning the respective methods of practising the aboye.

In consuiermg that the product 11ab111ty system orlgmated and developed m

" the U.S., ‘and when the position of the manufacturer o charged w1th hIS

respon51b111ty in today's industrial soc1ety and symbohzed as" an owner of
a hlghly -advanced technology, enormous capltal and fac:.htles — and that

ade by the

‘anufac
are compared the consumet is obhged to purchase the product trusting

the manufacturer fully since all he can do is rely on-what the manufacturer
has advertised or what is indicated on the product, and he has no means to -

ascertain its safety. - ‘
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When the imbalance in the strengths.of' both parties is considefed in case;

_there is a defect in a product and the consumer has suffered totally unexpected

: ﬂhvmr‘almorwpropertyudamage-desplte mh1s ~bavmgmused—the preduct 1n~a—nerma-1-~—m
way, 1t i$ fair and positive to make _the manufac_ture;‘ comp_ensate- for such

damage.

On the other hand, in thmklng about the matter from the v1ewpomt of consumer

remedy, if the manufacturer ‘that is, 11censee who c:aused damage to the _

consumer is made to cornpensate for the same, it-is necessary and suff1c1ent

in terms of remedy, and not necessa.ry to include the licensor in the cham

of liability further as a joint and severa.l liability under separate causes of
action or joint. tortfeasor. This lS rather common opinion as a line of thlnklng

in our country under the C1v11 Code centered on agreements.

5. Conclusion — Future trends

In the midst of my preparatlon of this mwanuscript, our Mlmstr)r of Health and
Weliare pubhshed a draft amendment of the Drugs , Cosmetics and Med1ca1 '
Instruments Act {refer to the attached draft) which is plan_ned to be submitted

to the ordinary session of the Diet this fall.

Also, in the thick of public attention, the Tokyo District Court passed judgment’
at the first irial on the SMON disease lawsuit. It was a decision in favor.of

the plaintiffs and which recognized the liability of the pharmaceutical companies.

I, who must study and bring together the eubje:ct of ijedﬁcts Liabilit.y Law, am
confused when thinking that tomorrow a.trial might steft“sezﬁewhere, ‘and that
the day after tomorrow, at another court elseWhere, a cas'e '—mi'ght be decided
in favor of the plaintiff and the manufacturer invelved held res-potls.ible for-

no-fault liability.

Before independent legislation such as a "Products Liability Law” as drafted
in the main principles comes into existence in our coundry, it conceivably
will extend to a revision of the Civil-Code, and considerably mére time will be

required to obiain the concurrence of numerous people.
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However, it is not hard to imagine that in changed form, as i$ ’;hé case with ~
the draft amendment of the Drugs, C.osmetics and Medical AIns_t_rumentrs Act,
the principle of no-fault liability will be introduced in the respective product
area with re-specrt-'izo product liability.- - | .

Further, as a specific issue, procedures for consumer remedy; for example,

class 'act.ion., will be studied..

' ‘From our standpoint as a manufactui'er 1t will be h-ecessarv. for us to tiay'
attention to the future direction of leglslatmn and trend_ of pcrecedents. At the
same time, ‘as pointed out in the Task Torce s fmal report, éfforts will need |
to be made to promote deveiopment of PL preventive techmques and to com-
plement ..hem so as to eliminate any defect in new technology of the h1ghest

technical level developed through technical 1nnovat10ns.

1 would like to study very carefully how the probiems indicated in the Task
Force's ﬁ_nai report will be resolved hereafter .in the U.S., the eountry where

the Products Liability Act is most advanced,

I wish to solicit the continued and kind assistance of everyone here and to
thank you most sincerely for listening patiently and attentively for so long to

my presentetion in poor English. Thank you very much.

ESTILY
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Attachéd Matérials

" Products Llablhty Research Society:.

Tentative Draft of mam prmc1ples of Products’ L1ab111ty Act (1975)

Harvard JOurnal on. Leglslatlon...,

A Federal Consumer Products Llablhty Act (1970) {Prov151ons only)

Mlmstry of Health a.nd Welfare-

Essentlals of the Drugs Cosmetlcs and Medlcal Instruments Act as '

Amended (1978)

The' American Law Institute:

Restatement (Second) of Torts (1965)
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Drafted by Products Liabi.lityr Research Society

Main Principles of Téntaﬁve Draft —.
. Products Liability Act

Chapter 1 General Provisions . .

Article 1 —Ptirpds'e

: The purpose of this Act is to establish llablllty for damages caused by defects
ina product and by takmg measures to msu.re the fu},ﬁllment of the liability,

aim at protecting the consumer.

Article 2 » Definftions

(71) In this Act, "Product” means éll art_icles'placed in the distribution )
process regardless of whether they aré _finis_he_d a.f_tit_:lés or not or. natural
products or not. . _ |

Note: It is conceivable that natural ﬁroducts , where they_aré sold without aifly .

processing thereof, may be excluded.

{2) In this Act, "Manufacturer" means a person corresponding to any one

of the followin’g :

1. A person who manufactures a product.
M: A processor fo the extent of his proceésing , a manufacturer of raw
materials to the extent covered by the raw materials and a mahufacturer of
parts to that porﬁon of the parts, shall be treated similarly to a manufacturer

of a finished product or a main body.

2. A person who affixes a trademark, other marks or irade name or a

name to indicate his own.self on Product and distributes it.
-3, A person who imports Product. ~

{3) In thls Act "Defect" means a ﬂaw in Product whlch causes an unreasonable

foreseeable use,
Note: In judging whether Dlefect exists or not, indications and warnings con-

cerning Product will be considered.
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Chapter 2 L1ab111ty for Damaqes

. Artlcle 3= No—fault Llablllty

‘ Manufach_rer is bound to repalr any damage done 1o a natural person who
" has su:ffered a loss of his sze 111_]UI'Y to hls body or: damage to his property

by reason of Defect in Product. o

Article 4 - Joint and Several Li'abili_t[_

' When there are several persons liable for damages ar1smg from the same '
Defect in the same Product each person shall be Jomtly and severally 11ab1e

for the total amount oi damages.

Article 5 - Presumption of Existence of Defect

(1) In the event damage has occurred through use of Product even though it
_was properly used, it shall be presumed that Product had a Defect when such
damage is of such nature that it should normally not occur through proper use

of Product.

(2).“ Defect in Product which had existed at the time of occurrence of damage
shall, during a reasonable period of use of Product, be presumed to have .

already existed at the time it left Manufacturer's hands. -

Article 6 = Presumptiori of Caueai Relation

. In case Defect ex1sts in Product and when the same damage as that whlch :
could be expected to occur from such Defect has resulted such damage shall

be presumed to have been oau.sed by Defect in Product.

Article 7 ~ Special Provisions-on Set—_off of Neglige’nce

When there has been ‘a gross negligence on the part of ah injnjred party or’ .
when the mJured party has used Product knowmg of the ex1stence of Defect,
a court may take this : into con51derat10n in estabhshmg 11ab111ty for damages

and the amount thereof.
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‘Article 8 - Limitations under Special Agreement
. Any special agreement which limits the right to claim damages stated in
. Article 3 shall be null and void in respect of damage reé_i:_ltin_g from harm :.

to life or body. - -

Article 9 - Extinctive Prescription

The right to claim damages in this Act shall lapse by pfesatiption when the -
injured party or his Iegallrepresentati\_re shall not have exercised the right
during the three~year ﬁeriod following his.bec'm.'ning aﬁai‘e'of the damagé.
and the person who caused the damage. The same shall apply when twenty

years haveé passed followlng occurrence of damage. o

Note: If is conceivable that ten years may be established as ext_inctive_pre.—- :

scription in accordance with positive credit infringement.

(1) The provisions of this Chapter shall be applied correspondingly to any-
' person other than those stated in Article' 2 (2) 1- to 3- aﬁd who fal_ls uﬁder
any one of the follc;wing: _
1. Distributors of and persons in the business of leasing Product. Provir_:led,,
“however, that they shall be excluded in case it is shéwn that they did not cause
Defect in Product and that they could not be expected to have known abouf_ -

Defect judging from the form of product, their sales facilities, scale, etc.
2. Forwarding agents and warehousemen who caused Defect in Product.

3. Persons in the repair busmess who causecl Defect in Product or pre—

termitted Defect that should have been mspected.

{2) The provisions of Artlcles 3,4 and 5 of this Chapter shall be apphed

correspondingly in case the persons stated.in the precec!.mg paragraph should

..Imake, \a,L.cl..al.m.ﬂ,f.o_I:,,m.demnlth-to...ﬁManufactux:en;by. r.eas.on‘\.‘oi...them.\..mdemmfymg. S

the injured party for damages arising from an existing Defect. 'I‘his'right'to
__c1a1rn md&umty shall lapse by prescrlpuon when ten years have lapsed from

the time of in wdernnification of damages
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" Article 11 — Application of Civil Code.

Chapter, the provisions of

Le mravicions of thic
LCJ_J LV LDLUE, WAL LLEueD

shall apply to Liability for damages under this Act.

Chapter 3. .- Measures for Indemnification and Security Business

Article 12 — Compulsion 'of'I_ndemnificati'on.Meas;ﬁres :

‘Among the Manufacturers of Produét'stipuiated by a govém.xﬁ.eﬂt c;_rct.inahce.‘,'
 those persons stipuiated by d government ordinance éhall xiot"pl'a-c.e any Procﬁmt

in the distribﬁtion process unless thesr have taken measures io inde_mnify for

damages to life or body Tesulting from Defect in Product involved in their

manufacture (hereinafter referred to as "Indemnification Measures").

Article 13 - Kinds of Indemnification Meastires

~Indemnification Measures shall be a products liabil-ity'--"insurance}-contract .

products liabjlity surety contract or deposit mo'n'ey, and the substance and

amount thereof shall be established by a govérnmént ordinance.

Article 14 - Security Business for Products Liahility Indemnification

(1) The Goveﬁ:‘nment will conduct a security business for products liability ‘

indemnificaiion (hereinafter referred_tb_as "Security ,Bus'iness") .

{(2) Insurance companies.and surety cbmpanies shall, pursuant to étipulations

of a government ordinance, pay to the Gové:nment a_moﬁn’cs to be stipulated by

a goverﬁment ordinance as an assessment for S’ecurity_Busines-s for Product .
“damage. The same shall apply to any Manufacturer who has déppsited money as

Indemnification Measures. o - ' '

(3) The Government Sﬁall, in case manufacturer . who is required to take -

_Indemnification Measures has come to assume the liability stated in Article 3

hereof and the injured party is unable to receive indemmification under Indemnifi-
- cation Measures, coinpensate the injured parfy for damages suffered within
the limits of an amount to be established by government ‘ordi"nance.
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{4) In case the Gévernmer}t has corhpénsated for the injured 'part.y"'s damages.
ﬁndeﬁr Security Business by reason of M.épi.lfacturer not having‘té:ken Indemnifi~

" Cation Measures , 'the Government shall make a claim for indéfnnity to-Manu—
facturer within the limits of the cdmpensétory.arlndur!.t; 7 '_Prov_i:dedg however, _
that the Governmeht's"r_ight to cléim indemnity shall vield to the injured party's

right to claim damages.

(5) The Government shall, pursuant tols'tipula't_ions“toi.be established by a
government ordinance, be able to entrust a part of the affairs of Security N

Business to'an insurance company and surety company.

Additional Remarks

In order to accomplish the purpose of this Act, it is desired thatj‘ in the aspeét
of legal remedial procedui-es_ , also, new_systerﬁs be established adapted to thé
beculiarities of damage caused by defects in a.prdduc:t and that the éxisting 7
systems be improved. Especially, intreoduction of such systems as-listed below

should be considered.

1. A system to cause evidentiary methods held by the other party or a third

" party to be submitted to court compulsorily.

2. A system for the remédy of petty damages.

3. A system for specific persons such as those in class action representing

- the interests of many injured persons. to seek remedy.

4. A system fdr a defendant to bring a third party in a suit.
August 28, 1975

<. Thewm em-bers-v'Qf’-"the*‘*Products-*Liébility‘?Resea;rchi'Soc’:iety." were Sakae Wagatsiiita,

Kazuo Yomiya, Eiichi Hoshino, Akio Takeuchi, Takeshi Kawai, Morio Takeshita
and Akio Morishima initially, but were joined later by Satoshi Ueki and Masanocbu

Kato.
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TITLE I

Ssetion 1@1: T:Ltle

cact may be 31t°d as the Fede al Consumer Products Lia-~
Act.

{1}  As.used in this act, "consumer product® means any pro-
r‘uc* intended for or cuatomarlly used for nexesonal, family,
or household purposes.

(2) ‘"Manufacturer" means any porson engaged In tne wusiness,
in or affect1ng interstate commerce, of manufacturing, pro- " . -
ducing, assembling, or otherwise materially conbributing to the
produstion of a consumer product or its component parts.

{(3) "pefects™ or "defective condition™ means ary aspact,
characteristic, or design of a produet {inherent or ctharwise)
which makes the product unreasonably danverous for the pro-
duct's reasonably foreseeable use.

(L). "Consumer® means any natural peraon, ineluding a by-
stander, who uses, consumes, or is affected by use o? a Ccon

sumer product.

{5) "Damage™ includes physical or emotlonal 1n1u:y, property
damage, and other ePODDFIC loss.

Sect10n‘103: Strict Liability

(1) A mamufactursr of any. consumer praduct.in a defective.

condition shall be liable for damage *to a consumar proximately
caused by the defeciive condition. -
(2) The rule stated in paragraph (1) apnllea even thought

{a) the manafacturer hos exsrcised all poSS‘Dle care in

. preparation and sale of the product;

(b) the consumer has neither bought the product from nor
entered into any contractual relatlonshln with the manufac-
turer;

(c) the consumer has mlsused the producb in 2 manner rea-
sonably foreseeable within the general usage of the product;

(d) the consumer has failed to inspect the produst, to
discover the de=fect, to guard.against the possibility of a
defect in the product, or has otherwise contributed to the

-1n3ury5 except as p“ov1ded 1u.sect10n 105.

Section 10L: Burden of Proof Tx1stenco of Defect

(1) 4 defect shown to have existed in a consumer product
at the time of injury, to the extent that the defendant cannot-
prove otherwise, shall be deemed to have existed in the product
when it left the control of the manufacturer.

{2} A malfunction of the product shall be preSumptlve evi-
dence of a defect.

S=etion 105: Defenses

1) A manufacturer shall not be liable under sectlon 103
if the consumer:
 {a) knew or reasonably should have’ known ‘of the defect,
and
{

b} knew or reasonably should have known the magnitude of
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the risk and the potential for harm presented by the defect,
nd
. { =) could reasonably have av01ded the damage caused by the
defect.
In determining questlons of knowledge, the effect of a warning
" shall no%t be taken into account in the cade of a product rea-
sonably aniicipated to be used primarily by children., .
{2} A manufacturer shall not be held liable under section
.303 if the damage was caused by a2 misuse of the product which
could not be reasonmably foreseen by the manufacturer.-
(3) A manufacturer of a defective product shall not be
liable for damage proximately caused by an intervening negli-
gent act of a third party that is 1ndependenu, consc_ous, and
not reasonably foreseeable. :

P

Section.106: Seller Liability for Non-disclosure

A seller, lessor, or distributor of a defective consumer
product shall be liable under this act to the same extent as
- a manucacturer upon failure to reveal the name and businsss

adress of product's manufzcturer within ten (10} days after
_recelving a written request in good:faith.for such informa-
tion from the injured party or his. agent.

- Section 107: Effect on Other Rights of Recovery

Nothing in this act shall limit, annul, or preempt in any
way any rights of recovery, either in tort or in warranty, at
common or statutory law, provided that the defenses of res
Judicata and ¢collateral estoppel shall be preserved,

Section 108: Compliance with Safety Codes, Standards, or
Regulations '

*(1). Compliance with any federal, state, or local safety
code, standard, or regulatlon shall not be a defense to an
action brought under this. ack.

(2) Failure to comply with any federal, state, or local
safety code, standard, or regulation shall be presumptive
evidence that the produ"t is dafective within the definition
of section 102(3). '

TITLE 11

Sectlon 20%: Jurlsdlctlon

The district courts of tho Unlted States -shall have Jurds-
diction of actions brought under this act. Such jurisdiction
shall be concurrent with that of the courts of the several
states, except that the courts of the United States shall

" hnave jurisdiction only where the matter in.controversy.exceeds...... ...

“the sum or value of 93,000, exclusive of intérest or costs.

Section 202r Service of Process

A1 process in actions brought under this act in the courts
o’ u%e Jni ed'Stauea may be served in the district in which

. da endant resides or may’ be found in a foreign country, service
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shall he zccording to the provisions of the Federal Rules of
- Civil Procedure, as from time to time amended. '

Se tion 203: Limitabtion of QCtlons

ia; No actien shall be mas_nr.alnec under this act unless

"“""”“““”m"ccmﬂe;cﬁd“mmthrn”*hreemyearS“from“therdfte“the“clamm“accruEa.
{b) For purposes of subsection (a), an action shall be
desmed to commence on the date on whlch a complalnu is flled
with the court. .
(e} For purposes of subsectlon (a), a claim accrues on the
. date injury or damage occurs, or, in cases where .injury or:
damage is not ‘obvious or apparent, on the date when the consumsr
should reasonably be aware of such 1n3ury or damage, -
Section 20k: Aggregation of Claims. in Class Actions . .

L

Parties bringing a2 class action in the courts of the United
States under thls act may aggregate their claims in order to’
attzin the matter in controversy exceeding $3,000, exc1u51ve
cf interest or cosis, requirsd under sesction 201 of this act.

Saction 205: Trlal by Jury

Ali actidns arising under this aect in the courss of the
United States shall be triable by jury. : i

Section 206:  Survival .of ActionS'-Wrcngful Dezath

{a) Any right of action glven by this act to a person suf-
fering injury shall survive to his or her personal rspresent-
ative, for the benefit of the surviving widew cr husband and

' children of the deceased, and, if none, then of the parsnts of
the deceased; and, if none, then of the next of kin dnpeﬁdent
on the deceased; and, if none, then of the next of kin depend-
ent on the deceased, but in such cases there shall be only one
recovery for the same injury. SR S

{b) - ¥Where the death of the deceased is caused by a defective
cdnsumer product, the surviving widow or husbané and children
" of the deceased, and, if none, then the next of kind dependent
on the deceased, shall be entitled to waintain an action under
this act and recover damages. In every such action, the jury
‘may pive such damages as they deem falr and just for the death
znd loss thus occasicned. Every suecn action shall be commenced
witiin two years after the death of the deceased person.

{c) There shall be no limitation of thé smount of recovery
allowable under thls act. :

Sectloq 207: Removal

inmendmenu to 28 U. S.u. ) lth, (196L). Add‘ 3e"tloq 1LL5(d;.]

A civil action in any state court against a mamfacturer,
distributor, seller, or lessor of consumer products, arising
under section 103 of Title I of this act, may not be removed
to any district court of the United States unless the matter
in controversy. ﬂxcoeds $10,000; exclusive of interest and costs.
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-~ July, 1978

_ Essentials of Drugs, Cosmetics, and
Medical Instruments Act as. Amended

1. Matters concernéd with pharmaceuticals. .

(1)

(2)

(3)
(4)

(5)

(6)

approval for-manufacture or-importation” of pharmaceutlcals S

(7)

Regarding approval for manufacture or im.portatibn of pharma-
ceuticals:

a. To clarify the criteria for approval.

b. To él;rify the data and information to be asked for at the

s time of approval.

-c. To require approval also for-J apanese Pharmacopoe1a

medicines in pr1nc1p1e .

To reexamine any new medicine six years subsequent to its

" approval.

To establish a provision covering reevaluation of p_harmaceuticals.'

To establish provisions on ¢riteria for ma.nufacture and quallty

control of pharmaceutlcals.

To establish provisions concerning collection, communication and
reporting of ihformation and the like to be conducted by the pharma- -
ceutical manufacturers and others on adverse reactions of pharma--

ceut1cals .

To regulate the notiﬁcation of plans for réquesting- tests concerning

requests for clinical demonstrations for the purpose of obtammg

To require indications of the final term of effectiveness of

pharmaceutlcals (excluding those pharmaceutlcals designated by-

the Minister of Health and Welfare) on their contamers , and
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contraindications and adverse reactions in documents attached to
' pharmaceuticals.

To strengthen the functions of supervisors of pharmacies and

o)
ol
et

general sales business.

Matters concerned-with health care products, cosmetics and medical

appliances

(1) Regardi‘ng- appro’#al for manufacture or importation of health care.

‘products:
a. To clarify the criteria for approval.

b. To clarify the data e_md information to be asked for at the time

of éppr_oval .

{(2) To establish provisions concerning collection and reporting of

3.

information to be conducted by the manufacturers on safety of

health care products.

(3) In addition to requiring indications of pfecautions for use and
handling on containers and the like for health care products ,' to
require the indication of the final term of effectiveness (use) of

"health care products designated by the Minister of Health and

Welfare.

(4) To require the indication of the ingredients of certain cosmetics

and health care products.

(5) To regulate Similarly to pharmaceuticals, requests for clinical
demonstrations of medical appliances.
Other matters

(1) To énable emergency measures including temporary suspension
of sales to be ordered in the event serious harm to health is

suspected on account of adverse reactions of pharmaéeuticals.
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(2)

(3).

(a) -

To establish provisions for revocation of approval for manufacture -

or importation of pharmaceuticals.

To prohibit misrepresented or exfravagant advertlsements concermng

" the safety of pharmaceuucals.

To specify th_at_ recovery may be ordered of inferior pharmaceuticals

Td. levy approval fees for:pherrhaceuticels. _

Prepared by Pharmaceutlcal ‘and Supply
.Bureau
Mlmstry of Health and Welfare

N S B £ BT T iy b RSES  p i
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TOPTE 5. STRICT LIABILITY

§h02 L. 3pecial 'abil'ty of Seller of Preduct for Physical
Harm to User 0; Consumey

(‘; One who sells any product in a2 defective condltlon
un reasonanly dangerous to the user or consumer or to his
ore "ertj is subject to-1liability for physical harm there-
by caused to the ultimate USer Or COnsumer, or. to his
oro uarty, if

{a) the seller is engaged in the bu51ness of selllno
such & product, and

{b) it is ‘expected to and does reach the user or con-
sumer without substantial change in the condition inm whieh
it is sold.

{2) The rule stated in Subsection.(1) applies although

(2) the seller has exercised all possible care .in the
preparation and sale of his product, and

{b) the user or consumer has not bought the product
from or entered into any contractual relation with the
“seller. i

See Reporier's Notes. o

faveat:
The Institute exprasses no opinion as to whether the
rules stated in this Ssction may not apply

(1} to harm to persons other than users or consumers;

(2) to the seller of a product expected to be proceesed
or otherwise substantially changed before it reaches the
user or consumer; or :

{3} to the seller of a component part of a product to
be assembled. .

Commeant:

a. This Sectien states a special rule applicable to
sellers of products. The rule is one of strict liability,
making the seller subject to liability to the user or con-
-sumer; even though he has exercised all poasible care in the
.preparation and sals of the product. The Section is inserted
in the Chapter dealing with the negligence liability of
suppliers of chattels, for convenience of reference and com-
parison with other Sections dealing with negligence.

The rule stated here is not. exclusive, and dees not preclude
1iability based upon the altermative ground of megligence of
the seller, whers such neglizence can be proved.

b, History. Since- the early days of the common Iaw those
engaged in the business of selling food intended for human
consumption have been held to a high degree of respons- °

_ibility for their products. As.long ago as. 1206.there.were ..o
znacted snec1al criminal statutes imposing penalties upon
victualers, vintners, brewers, butchers, cooks, and other
nersons who supplied "corrupti" food and drink. In the earii-

" er part of this century this ancient attitude was reflected
in a serias of decisions in which the courts of a gumber of
stat2s sought to find some method of holding the seller of

‘quQ

ood 1lable to the ultimate consumer even though there was
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ne shcwing of negligence on the part of the seller. These .
decisions represented a departure from, and an exception to,
the general.rule that a supdlier of chattels was not liable
to.thiprd persons in the absence of negligence or privity of
conbract. In the beginning, these decisions displayed -

ensiderable-ingemity-in-evolving-more-or-tess-fictitious—
neordies of 1lisbility to fit the case. Theé various devices.....

J—
included an agency of the intermediate dealer or another to
rurchase for the consumer, or to sell for.the seller;
-2 theoretical, assignment of the seller's warranty to the
intermediate dealer; a third party'beneflclary contract- and
n implied- representation that the food was fit for consump-
tion because it was placed on the market, as well as numercus
others. In later years the courts have become more or less
agreed upon the theory of a "warranty" from the seller to
the consumer, either "running with the goods" by analogy to
a covenant running with the land,. or made directly to the
consumer. Other decisions have indicated that the basis is .
merely one of strict liability in tort, which 13 not deoend-
ent upon either contract or negligence.

Recent decisions, since 1950, have extended this spect
rule of sirict lisbility beyond the seller of food Ffor human-
consumption. The first extension was inio the closely
analogous casss of other products intended for intimate
bodily use, where, for example, as in the case of cosmetics,

the application to the body of the consumer is external

rather than internal. Beginning in 1958 with a Michigan case
involving cinder building blocks, a number of recent decisions
have discarded any limitation t¢ intimate asseciation with

the body, and have extended the rule of strict liability to
cover the sals of any. produst which, if it should prove to

be defective, may be expected to cause nhy51ca1 harm to the
consumer or his property. .

¢. On whatever theory, the Justlflca ion for the strict.
1iability has been said to be that the seller, by marketing
his product for use znd consumption, has undertaken and
assumeéd a special responsibility toward any member of the
consuming public who may be injured by it; that the public
has the right to and does expect, in the case of products
which it needs and for which it is forced to rely upon the _
ssller, that reputable sellers will stand behind their goods;
. tnau public policy demands that the burden of acecidental
'1n3urles caused by products intended for consumption be
placed upon those who market them, and be trsated as a cost
of production against which Ligbility insurance can be -.-wi <o
obtained; and that the consumer of such products is entitled
to the maximum of protection at the hands of someone, and the
proper persons to afford it are those who market the products.

d. The rule stated in this Section is not limited to the
a2le of food for human consumption, or other products for
riimate bodily use, although it will obvicusly include them,.
T extends to any product sold in the condition, or substan-
izlly the same condition, in which it is expected to reach
the uliimate user or consumer. Thus the rule stated applies
o zn zutomsbile, a tire, an airplane, 4 grinding wheel, a

ci' L i

L‘"‘L‘!
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water hsater, a gas stove, a power tool, a rlvetlng machine,
a chair, and an insecticide. It applies also to produﬂts
wtlun, if they are defective, may be expected to and do.cause
nly "physical harm“ in the form of damage to the user's land
or chattels, as in the.case of animal food or a herbicide.

to articles which already have undergone some processing
before sale, since there is today 1ittle in the way of con-
. sumer products which will reach the consumer without such
processing. The rule is not., however, so limited, and:the "
supplier of poisonous mushrooms which are neither cooked,
canned, packagedy nor otherwise treated is subject to the
1liability here stated. .

f. Bu51ness of selllng. The rule -stated in this Section
applies to any person engaged in the business of selling
products for use or consumpiion. It therefore applies to any -

-manufacturer of such a product, to any wholesale or retail
gealer or distributor, and to ihe operator of a restaurant,
It is not necessary that thes seller be engaged solely in the
business of selling such products. Thus the rule zpplies to
the owner of a motion picture theatre who sells popcorn or
ice c¢ream, either for consumptlon on the premises or in pack-
ages to be taken honme.

e. Normally the rule stated in this Séction will be applied .

The rule does not, however, apply to the occasional seller
of food or other such products who is not engaged in thai ac-
tivity as a part of his businsss. Thus it dees not apply %o
the housewife who, on one occasion, sells to her neighbor a
jar of jam or a pound of sugar. Nor does it apply to tha
owner of an autcmobile who, on one occasion, sells it to his
neighbor, or even sells it to & dealer in used cars, and this
even though he is fully aware that the dealer plans to resell

" it. The basis for the rule.is the .ancient one of ithe snecial
responsibility for the safeiy of ths public undertaken by one
who enters into the business of supplying human béings with
products which may eandanger the safety of their persons and

. property, and the forced reliance upon that undertaking on ©
the part of those who purchase such goods, This basis is
lacking in the case of the ordinary individual who makes the
isolated sale, -and hs is not lliable to a third person, or
even to his buyer, in the abssnece of his negligence, An analo-

" gy may be found in the provision of the Uniform Sales Act,
§15, which limits the implied warranty of merchantable quality-
t0 sellers who deal in such goods;. and in the similar 1imjes
tation of the Uniform Commercial Code, 52-31h, to a seller
who 1s a meprchant. This Section is also not intended to apply
to sales of the stock of merchants out of the usual course of
business, such as execution sales, bankruptey sales, bulk ’
sales, and the like.

+. Defective condltlon. The rule stated in thls Sectlon

s only where the product is, at the time it leaves the’

's hands, in a condition not contemplated by the ulti-
onsumer, which will be unreasonably dangerous o him,

sgller is not liable when he delivers the product 'in a
ondition, and subsequent mishandling or other causes

a t harmful by the time it is consumed. The burden of ovroof
hat the preduct was in a defective condetion at the time that
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e hands of the particular seller is ‘upon’ the’ 1n3ured
and unless evidence can be produced wnich will

3
the conclusion that it was then dafectlve, the burden.
sustalned. : .

Safe condition at the time of dellvery by the seller w111,
sver, inclide proper packaging, necessary sterilization,

~
15
-

EiL

1d other precautions required to permit the product 1o
emain safe: for a normal length of time when handled in'a
7OTRAal manmer..

1‘! }U "3'

h. A prodigt is not in a defectivé condition'when it is
safe for normal handling and consumption. If the injury
results from gbnormal handling, as where a bottlsd beverage
is knocked against a radiator to remove the cap, or from ab-.
normal preparation for use, as where too much salt is added =
to food, or from abnormal consumpition, as where a child eabs
too much candy and is made 111, the s&ller is noi liable.
Whera, however, he has reason to anbticipate that danger may
result from a particular use, as where a drug is sold which
is safe only in limited doses, he may be reguired to give
adequate warning of the danger (see Comment j), and a product
s0ld wlthout such warning is 1n a defective conaltLon.

The .defective condition may arise not only from harmful
ingredlents, not characteristic of the product itself either
a3 to presence or quantity, but also from foresign objects
contained -in the product, from decay or deterioration befeore
sale, or from the way in which the product is przpared or
packed. No reason is apparent for distinguishing between the
product -itself and the container in which it is supnlied; and
the two are purchased by the user or consumer as an intagraterd
whole. Where the container is itself dangerous, the product -
is sole in a defective condition. Thus a carbonated beverage
in a bottle which is so weak, or cracked, or jagged at ths
edges, or bottled under such excessive pressure that it may
explode or otherwise cause harm to the person who handiss it,
is in a defective and dangerous condition. Tha container can. .
not logically be separated from the conienis when the two are
seld as a unit, and tha liability stated in this Section .
arises not only when ithe consumer drinks the beverage and is
poisoned by it, but also when he is injured by the bottle
while hz is handling 1% preparatory io consumption.

i. Unreasonably dangerous. The ruls stated in this Sechion -
applies only whers the defective condition of the product
makes it unreascnably dangerous to the user or consumer. Many
products cannot. possibly be-made entirely safe for all con-
sumption, and any food or.drug-necessarily involves some risk-
of harm, if cnlj from over-consumption. Ordinary sugar is a

deadly poison to diabetics, and castor o0il found nse under
Mussolini as an instrument of torture. That is not what is
rmeant by “unreasonzbly dangerous" in this Section. Tha article
scld must be dangerous to an extent beyond that which wounld

be conbemplated by the ordinary consumer who purchases it,

with the ordinary knowledge common to the community as to its
chara "terlstlcs Good whiskey is not unreasonably darigerous
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especially danverous to alcoholics; but bad whiskey, contaln- )
ingz 2 dangerous amount of fusel 011, is unreasonably danger-
S. aood tobacco is not unrﬂasonably dangerous merely -
czuse the effects of smoking may be harmful; but tobacco
nizining something like marijuana may be unreasonably dan-

rous. Jood butter is not unreascnably dangerous merely be~
czuse, if-such be the case, it deposits cholesterol in the
arteries and leads to heart attacksy bub bad butter, con-
Ta lnated with poisonous’ fish oil, is unreasonably dangerous.

D Dlrectlons or Warnlng. In order 1o prevent the’ product
from being unreascnably dangerous, the seller may be regquired
to give directions or warning, on the container; as to its
use. The seller may reasonably assume that those with common .
allergies, as for example to eggs or strawberries, will be
aware of them, and he is not reguired to warn against them.
Wnere, however, the product containms an ingredient to which a
substantial numbsr of the population are allergic, and the
ingredient is one whose danger is not generally krown, or if
known is one which the consumer would reascnably not expect
to find in the product, the ssller is réguired to give warning .
against it, if he has knowledge, or by the application of
yeasonable, developed numan skill and foresight should have
knowledge, of the presence of the ingredient and the danger.
Likewise in the case of poisonous drugs, or those unduly dan-

~gerous for other reasons, warning as to use may be required.

But a seller is not reguired to warn with respect to

roducts, or ingredients in them, which are only .dangercus,
or potentially so, when consumed in excessive quantity, or
over a long period of time, when the danger, or potentiality
of danger, is generzlly. known and recognized. Again the dan~
gers of alccholic besverages are an example, as are also those
of foods containing such substances as saturated fats, which
may over a peried of time have a dﬂleterlous effect upon the -
heman heart.

Vhere warning is given, thes seller may rezsonably assume
that it will be read and heeded; and a product bearing such
& warning, which is gafe for use if it is followed, is not in
defective condition, nor is it unreasonably dangerous.

ke Unavoidably unsafe products. There are some products

which, in the present stale of human knowledge, are gquite in-
capable of being made safe for their intended and ordinary
use. These are especially common in the field of drugs. An
outstanding example is the vaccine for the Pasteur treatment
of rabies, which not uncommonly leads to very serious and -
damaging consequences when it is injected. Since the disease
itself invariably leads to a dreadful death, both the market-
ing and the use of the-vaccinesare~fullyjustified;: notwith-~-.

:Jsﬂandmnq The. uuavclaahle high: devree of sk whlcb thqy lnvolve.uuﬁ -

tzona,ann'warprn$, lS not defectlv _nor.ls lt.unreasonably
: « The -same ‘is true of many- otner~d%ugs,-vaccines; and
_ke, many of. which .for this very reason cannot-legally be

¢ zxXcept to vhysickana, of under the prescription of 'a -

an. It-is-slse-btrue - in particelar of many new or exs
rtal drugs as to which, because of lack

[y
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of time and onnoruunltv for sufficient medical expérience,
thers can be no assurance of safety, or perhaps even of Uurlty
of ingredients, but such experience as there is justifies the-
mar¥eting and use of the drug notwithstandinz a medlcally

re"o:nlzable risk. The seller of such products, again with the

qualification that they are properly prepared and marksted, and
proper warning is given, where-the situation calls for it, is

rotto-be—held—to-sbrict-liabili-ty-for-infortunate-consequences

\attending'their use, merely because-he has undertaken to- supply
the public with an apparently useful and desirable product, at-
tended with a known but apparently reasonable risk.

1. User or consumer..In order'for_the_rule stated in this

Section to apply, it is not necessary that the uliimate user or’

consumer ‘have acquired the product directly from the seller,
although the rule applies equally if he does 'so. He may have

acquired it through one or more intermediate dealers. It is not’

‘even necessary that the consumer have purchased the produyct at
all. He may be a member of’the.family of the final purchaser,
or his employee, or a guest ai his table, or a mere donee from
the purchaser, The liability stated is one in tort, and does -
not require any contractual relation, or privity of contract,
hetween the plaintiff and the deferdant. S

*Consumers™ include not only those who in fact consume the

product, but also those who prepare it for consumption; and the

housewife who contracts tularemia while cooking prabbits for her

-husband-is-ineluded within the rule.stated.in this Sscition,.as....

is also the husband who is ovening a2 bottle of beer for his
wife to drink. Consumption includes all ulbimaite uses for which
the product is intended, and the customer in a beauiy shop to
whose hair a permanent wave solution is applied by the shop is
a consumer. "User" includes thoss who are passively enjoying -
the benefit of ithe product, as in the case of passengers in -
automobiles or alrplanes, as well as those who are utilizing it
for the purpose of doing work upon it, as in the case of an
employee of the ultimate buyer who is maxlng repairs upon the
automobile whizh he has purchased.

ITllustration:

1. A manufacturses and packs a can of beans, which he se1ls _

to B, a wholesaler. B sells the beang te £, a Jobbnr, who
resells it to I, a retail grocer. & buys the can of beans from
D, and gives it to F. F serves the beans at lunch to G, his

guest. While eating the beans, G breaks a tooth, on 2 pebble of.

the size, shape, and color of a beamy.which no reasonable in-
spection could possibly have -discovered. There is satisfactory
evidence that the pebble was-in-the can.of. beans when it was
opened. Although thers is no negligence-on the part of A, B, G,
or D, each of them is subject-to liability to G. On the other
hend B and F, who have not sold the beans, are not liable to G
in the absénce of some negligence on their part.

m. "Warranty." The liability stated in this Section does
ot rest upon negllgence. Tt is strict liability, similar in
1t5 nature ito thalt covered by Chapters 20 and 21. The basis of
1izpility is pursely one of tort.
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A number of courts, seeking a theoretical basis for the lia~
Dl;;uf. have resorted. to a “warranty,“ either running with the
goods sold, by analogy to covenants running with the land, or.
made direcily to the consumer withoub contract. In some
instances_this theory has proved to be an unfortunate one.
iithough warranty was in its origin a matter of tort liability,
aﬁi it is- generally agreed that a tort action will still Ilie ~

or its breach, it has become so ideatified in practice with a
. contract.of sale between the plaintiff and the defendant that
the warranty theory has become scmething- of -an obstacle to the
recognition of the strict liability where there 1s no such cont-
ract. There is nothing in- this.Section which would prevent any
court from treating the rule stated as a matter of "warranty®
to the user or consumer. But if this is done, it should be
recognized and understood that the "warranty"™ is .a very
different kind of warranty from those uswally found in the
sele of goods, and that it is not subject to the various con-
* tract rales which have grown up to surround such sales,

The rule stated in this Section does not require any re~
liance on the part of the consumer upon the reputation, skill,
© or judgment of the seller who is to be held liable, nor any
‘representation or undertaking on the part of that seller. The
seller is strictly liable although, as is frequently the case,
the consumer does not even know who he is at the time of con-
sumption. The rule stated in this Sectien is not governed by
the provisions of the Uniform Sales Act, or those of the Uni-
form Commercial Code, as to warranties;. and it is noi affected
by limitations on the scope and content of warranties, or by
Timitation to “"burer™ and Yseller® in those statutes. Nor is
the consumer required to give notice to the seller of his ins
jury within a reasonable time after it occurs, as is provided
by the Uniform Act. The consumer's cause of action does not
depend upon the validity of his contract with the person from
whom he acquires the product, and it is not affected by any
‘disclaimer or other agreement, whether it be between the sell-
er and his immediate buyer, or attached to and accompanying .
the product into the consumer's hands. In short, "warranty"
must be given a new and different meaning if it is‘used in
connection with this Section. It is much simpler to regard
the liability here stated as merely one of strlct liability -
in tort. .

" n. Contricutory negligence. Since the liability With
vhich this Section deals is not based upon negligence of .the
seller, but is strict liability, the rule applied to -strict
1liability cases (see §52L) applies. Contributory negligence
of the plaintiff is not a defense when such negligence con- ..
s5ists merely in. a failure to discover the defect in the pro-
‘”duct, or to puard against the rossibility of its exishence..
On the other hand" the form of contributory” negllgence which
consists in voluntarily and unreasonably proceeding to en-
counter a known danger, and commonly passes under the name of
mntion of risk, is a defense under this Section as in ’
r cases of striet liability. If the user or consumer dis-
=rs the defect.and-is aware of the danger, and netertheless

b

=
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c
Jured oy 1 t he is barrea from recovery.

{ormment on Caveat:

1=

_o. Injuries to non-users and non-consumers. Thus far the

conrtsyinapptying the-rute-stated-in-this-Sectiony-have-nob
gone beyond allowing recovery tO users and consumers, as
those terms are defined in Comment 1. Gasual bystanders,.and

"others wno may come in contact with the product, as in the

czse of employees of the retailer, or a passer-by injured by
an exploding bottle, or a pedestrian hit by an antomobile,
have been denied recovery. There may-be no essential réason
why such plaintiffs should-not be brought within the scope of.
the protection afforded, other than tbat they do hot have the
same reagons for expecting such protection as the consumer
who buys a marketed product; but the socizl pressure which
has been largely responsible for the development of the rule
stated has been a consumers'! pressure, and there is nit the
same demand for the protection of casnal strangers. :

The Imstitute expresses neither approval nor disapproval of |
expansion of the rule {9 permit recovery by such persons.

pe Fother processing or substantial change. Thus far the
decisions applying the rule stated have not gone beyond pro-
ducts which are sold in the condition, or in substantially .
the same condition, in which they are expected to reach the
hands of the ultimaie user or consumer. In the abssnce of
decisions providing z clue to the rules which are likely to
develop, the Institute Has refrained from taking any posi-
tion as to the possible 1izbility of the sellsr where the
product is expected to, and does, undergo further processing
oy other substantial change after it leaves his hands and
before it reaches those of the uliimats user or consumner.

It seems reasonebly clear that the mere fact that the
oroduct is bto undergo processing, or other substantizl

change, will not in all cases relieve the seller of liability

under the rule stated in this Section. If, for example, raw
coffee beans are sold to a buyer who roasts and packs them
for sale to the ultimate consumer, it cannot be supposed that
the seller will be relieved of all liability when the raw
beans are contaminated with arsenic, or some other poison.
Likewise the seller of an automobile with a defective steer-
ing gear which breaks and injures the driver, can scarcely
expect to be relieved of the responsibility by reason of the
fact that the car is sold to a dealer who is expected to
*service" it, adjust the brakes, mount and inflate the tires,
and the like, before it is ready for use. On the other hand,
the mamifacturer of pigiron, which is capable of a wide

-variety of uses, is not so likely to be held to.- stirict lia-

n:l_tv when it turns out ito be unsuitable for the child's

crole into which it is finally made by a remote buJer.
uestion is essentiaily one of whether the responsibili-
r discovery and prevention of the dangerous defect is

ed to the intermediate party who-is to make the thanges.

1): (B
c* o ,J.]
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Fo éoubt there will be some situations, and some defects, as

to which the responsibility will be shifted, and others.in

which it will not. The existing decisions as yet throw no

liaht upon the questions, and the Instituie therefore expresses

ﬂe ther approval nor disapproval of the seller's strict lia-
bility $n such a case,

Qe Component_parts. The same problem ar:ses in cases of o
the sale of a component part of a product. to be assembled by
" another, as for example a tire to be.placed on a new automobile,
a braxe cylinder- for the same purpose,.or an instrument for the
- panel of an airplane. fAgzain the question arises, whether the
responsibility-is not shifted to the assembler. It is no doubt
to be expected that where there 1s no change in the component
part itself, bt it is merely incorporated into enmeuh1ng larger,
- the strict lisbility will be found to carry throush. to the
ultimate user or consumer. Bub in the absence of a sufficient -
number of decisions on the matter to justify a conulu310n, the
Institute expresses no opinion on the matter.

102 B. .Misrepresentation by Seller of Chattels to Consumer

Cne engaged in the business of selling chattels who, by adver-
tising, labels, or otherwise, makes to the pablic a misrepre-
sentation of a material fact concerning the character or qual-
ity of-a"chattel sold by him isisubjectito liability.for-physi-
¢al hdrm" to aztcomsumer-of the cattel.caused: by justifiable:
reliance uypon the misrepresentation, . even-thoughi6-. -

{a) it is not made fraudutently or-megligentlys;-and

{b) the consamer has .not- bought' the chattel from or erntered
into any contractual relation eith the seller.
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TECHNOLOGY LICENSOR RESPONSIBILITY
FOR PRODUCT LIABILITY

Mr. CHAIRMAN, MEMBERS AND GUESTS, | AM BOTH FLATTERED AND
HONORED THAT KUNIEDA SAN SHOULD HAVE ASKED FOR MY COMMENTS
ON HIS THOROUGHLY\RESEA&CH PAPER TRACING THE DEVELOPMENT

oF JAPAN'S PRODUCT LIABILITY PROPOSALS, [ FIND THE SECTION
OF HIS PAPER DEALING WITH A TECHNOLOGY LICENSOR’S POTENTIAL.
RESPONSIBILITIES, FIRST TO HIS LICENSEE AND SECONDARILY TO
THE LICENSEE'S CUSTOMERS, TO BE A HIGHLY FASCINATING SUBJECT,
MY COMMENTS WILL FOCUS on some U.S. AND INTERNATIONAL PARA-
LLELS TO KUNIEDA SAN’'S OBSERVATIONS ON THIS SUBJECT.

WITHIN THE UNITED STATES, INJURED PARTIES SOMETIMES INCLUDE
AMONG DEFENDANTS, FROM WHOM THEY SEEK REDRESS, A.PARTY WHOSE
RELATIONSHIP TO THE FACTUAL SITUATION SURROUNDING THE TORT
WAS THAT OF A TECHNOLOGY SUPPLIER, IT IS IMPLICIT IN THESE
CASES THAT ONE WHO TEACHES ANOTHER A NEW TECHNOLOGY HAS A
DUTY TO TEACH HIM SAFE PRACTICES, WHETHER THE COURT WILL
'APPLY TRADITIONAL NEGLIGENCE OR STRICT LIABILITY DOCTRINE
WILL DEPEND IN LARGE MEASURE ON THE INTRINSIC DANGER OF THE
TECHNOLOGY AND THE RELATIVE COMPETENCE OF THE PARTIES, WHEN,
"'FOR EXAMPLE, THE INJURED CLAIMANT IS A CONSUMER, THE TREND
IS TOWARD APPLYING STRICT LIABILITY AS A MEANS OF REDUCING
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THE_CLAIMANT'S BURDEN OF PROOE. IN THIS WAY THE COURT FACILI=_
TATES THE CLAIMANT s  PROSPECTS OF succsss AND- BALANCES THE |
SOCIAL INTERESTS BY SPREADING THE COSTS OF THE RISK OVER A
LARGER POPULATION, (I ASSUME THIS IS SIMILAR 10 THE PR;NCIQ .
PLE OF * IMPARTIALITY MENTIONED BY KUNIEDA SAN,) |

CLAIMANTS MAY ALSO BE EMPLOYEES OF A TECHNOLOGY LICENSEE WHO
UNDER WORKMAN COMPENSATION LAWS IN THE U.S.A, ARE LIMITED IN
THE REMEDIES AVAILABLE FROM THEIR OWN EMPLOYER AND THUS WILL
SEEK OTHER “DEEP POCKET” DEFENDANTS TO WHOM SOME CONNECTION

MAY BE TRACED, SUCH AS EQUIPMENT, COMPONENT AND/OR TECHNOLOGY
SUPPLIERS TO THEIR EMPLOYER. CUSTOMERS OF THE TECHNOLOGY
LICENSEE WILL NORMALLY SEEK TO RECOVER THEIR DAMAGES DIRECTLY ,:
FROM THENLICENSEE; AS THE MANUFACTURER OF THE.GOODS; HOWEVER,
THEY MAY ALSO TRY TO RECOVER FROM THE. TECHNOLOGY SUPPLIER,

IF COLLECTABILTY OF THE LICENSEE IS IN QUESTION, THE LICENSEE S

* INSURANCE COMPANY ALSO HAS AN ECONOMIC INTEREST IN RECOVERING.
FROM CONTRIBUTORS UP THE CHAIN OF EVENTS LEADING TO THE TORT
UNDER ITS SUBROGATED .RIGHTS OF THE CLAIMANT, IN THE INTER-
NATIONAL-CONTEXTJ'THE LICENSEE'S'CUSTOMER'MAY wrsH"To‘SEEK"
COMPENSATION FOR HIS INJURIES FROM THE LICENSOR RATHER. THAN
THE LOCAL LICENSEE-MANUFACTURER DUE TO GREATER PROCEDURAL

AND REMEDY POSSIBILITIES AVAILABLE IN THE LICENSOR S HOME
JURISDICTION.
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'WHEN WE CONSIDER INTERNATIONAL TECHNOLOGY LICENSING TRANS-
..ACTIONS, A WIDE RANGE OF LEGAL QUESTIONS BEARING ON THE
CHOICE OF APPLICABLE PROCEDURAL AND SUBSTANTIVE LAWS BRING
INTO PLAY COMPLEX ISSUES OF CONFLICTS OF LAWS, PROCEDUR-
ALLY, FEDERAL AND STATE COURTS OF THE UNITED STATES READILY

'ASSUME JURISDICTION OF A FOREIGN LICENSOR UNDER STATE LONG-
"ARM STATUTES,® ' | |

“CONSTITUTIONAL” REQUIREMENTS OF "DUE PROCESS” UNDER THE
LONG-ARM STATUTES ARE SATISFIED WHEN THE TORT HAS BEEN )
COMMITTED WITHIN THE JURISDICTION OR THE LICENSOR 1S "DOING
BUSINESS” WITHIN THE COURT'S JURISDICTION, E.G., THE MAKING

OR PERFORMING OF A CONTRACT, FOR AUTHORITY, SEE PENNOYER V.
Nerr, 95 US 704 (1877) AND INTERNATIONAL SHOE v, WASHINGTON,
326 US 310 (1945), THE LATTER CASE ANNOUNCED A HIGHLY

1 Although State statutes vary greatly, the point is illustrated by The

_ Uniform Interstate & International Procedure Act, which provides in §1.03

that "{a) A court may exercise personal jurisdiction over a person, who acts
directly or by an agent, as to a [cause.of action] [claim for relief] arising
from the person's (1) transacting any business in this state; (2) contracting
to supply services or things in this state; (3) causing tortious injury by an
act or ommission in this state; {4) Causing toxtious injury in this state by
an act or omission outside this state if he regularly does or solicits busi-
ness, or engages in any other persistent course of conduct, or derives sub-
stantial revenue from goods used or consumed or services rendered, in this
state; [or] (5) having an interest in, using, or possessing real property in
this state [; or {6) contracting to insure any person, property, or risk
~-located within-this state atthetime“of contracting] (L) WheH jurisdieticn-
over a person is based solely upon this section, only a [cause of action] '
-[claim for relief] arising from acts enumerated in this section may be
asserted against him."
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"TSUBJECTIVE RULE THAT 10 BE SUBJECT 70 A STATE'S JURISDIC-
TION, THE DEFENDANT NEED ONLY HAVE "CERTAIN MINIMUM CONTACTS -
WITH (THE FORUM) SUCH THAT THE MAINTENANCE OF THE SUIT DOES -
NOT OFFEND TRADITIONAL NOTIONS OF FAIR PLAY AND SUBSTANTIAL -
JusTice”, . THE U,S, SupREME COURT HAS ALSO HELD "THAT THERE
BE SOME ACT BY WHICH THE DEFENDANT PURPOSEFULLY AVAILS
(HIMSELF) OF THE PRIVILEGE OF CONDUCTING ACTIVITIES WITHIN
THE FORUM STATE, THUS INVOKING THE BENEFITS AND PROTECTIONS
OF 175 LAws.” Hanson v, Denckia, 357 US 235 (1957,

WHETHER A U.S. .COURT WILL ENTERTAIN JURISDICTION WHERE BOTH
THE LICENSED MANUFACTURING AND THE THIRD PARTY CLAIMANTS
INJURY OCCURRED OUTSIDE THE UNITED STATES IS UNCERTAIN,

THE ANSWER WILL DEPEND UPON THE CONFLICT OF LAWS RULE OF

THE COURT AND OF COURSE THE DEFENDANT'S SUBSTANTIVE LEGAL
RESPONSIBILITY., IN THE UNITED STATES, CONFLICT OF LAW RULES

FOR THESE MATTERS ARE GOVERNED BY STATE LAW AND THUS VARY.
ACROSS THE COUNTRY, o '

ON THE QUESTION OF THE LICENSOR'S LIABILITY EXPOSURE IN
INTERNATIONAL TRANSACTIONS, THERE APPEARS TO BE A DISTINCT

TREND IN DEVELOPING LAW TOWARD INCREASING THE LICENSOR'S-'SUBST._A'N:FIVE

RESPONSIBILITY.
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FOR INSTANCE, THERE IS THE ONGOING NEGOTIATION OF UNCTAD’s
"CopE oF CONDUCT ON TRANSFER OF TECHNOLOGY WHICH INCLUDES A
“GUARANTEE” SECTION, ALTHOUGH | SUSPECT THAT EXPERTS DRAFTING’
THIS SECTION OF THE GUIDELINE CODE HAVE IN MIND RELATIONS
BETWEEN THE LICENSOR AND LICENSEE, TO BE DETERMINED BY - - |
" CONTRACT LAW RATHER THAN TORT LAW, THERE IS A POSSIBILITY AS
TORT LAN DEVELOPS THAT CUSTOMERS bF'THE'LicENSE~MANUFAchRER
WILL DERIVE SUBSTANTIVE LEGAL POSITION FROM GUARANTEES ‘

OF THE TECHNOLOGY'S SUITABILITY FOR THE INTENDED PURPOSE

EVEN THOUGH THEY DO NOT HAVE CONTRACTUAL PRIVITY WITH THE
LICENSOR.” N THE UNITED STATES, FOR INSTANCE, RECOVERY

HAS BEEN GRANTED ON STRICT LIABILITY THEORY WHEN LACK OF
PRIVITY WOULD HAVE DEHIED REcovERy FOR BREACH OF WARRANTY,

WIPO PROPOSALS, MOREGVER, WouLD ABROGATE THE'RIGHT OF THE
LICENSOR TO PROTECT ITSELF FROM THIRD PARTY LIABILITY BY
‘INDEMNIFICATION. ' | '

2 prom "Group B" proposal.for Chapter IV Responsibilities of Sources and
Recipient Enterprises, 1978: "Article 4.2 The technology transfer agreement
should contain mutually acceptable contractural obligations, including those
relating to payments, and where in accordance with fair and reasonable
‘commercial practice, should normally provide for the following items

taking into account the specific circumstances of the individual case: ...
{iv} the technology supplier's guarantee that the technology meets the
description contained in the technolegy transfer agreement; (v) the
technology suppliers’' guarantee that the technology, if properly used .as
specifically set forth in the agreement, is suitable for such use;"” -

ma WIPO's Draft Model Law: Xnow-How, Examination and Registration.ef.Contracts.,..

 nventors. Certlflcates, and” Innovations, Januat¥y 31, 1978; Section 303:

Restrictive Terms For the purpose of this Part, any texrm in a contract

- shall constitute a restrictive term if its effect is: ... (xv) to exempt the
transferor from any lidbility resulting from any defect inherent in the tech- -
nology to which the contract relates or to restrict such liability;"
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o Up To THIS POINT_, 1 HAvE REFERRED TO INDUSTRIAL PROPERTY"

LICENSING WITHOUT DISCRIMINATING AS TOPOSSTELE VARIAHUN 1IN
THE SUBSTANTIVE LAW WITH RESPECT TO LICENSING TRADEMARKS,
PATENTS; AND/OR KNOWHOW,

‘WITH REGARD TO TRADEMARK LICENsés; THERE ARE TWO FOUNDATIONS'
FOR LICENSOR‘RESPONSIBILITY'TO_THE LICENSEE- MANUFACTURER'S
CUSTOMER, THESE ARE THE OBLIGATION OF THE LICENSOR TO f'
CONTROL THE LICENSEE'S QUALITY AND THE PUBLIC 's RELIANCE ON
EXISTENCE OF THIS CONTROL

THE U,S. TRADEMARK LICENSOR'S HEAVY RESPONSIBILITY IS EXEMPLI-
FIED BY C11Y OF HARTFORD V. AssocIATION CONSTRUCTION CoMpANY
34 Connecticut Sup, 204, 384A:2n.390 (SUPERTOR Court, 1978)
WHICH HELD THAT A FRANCHISOR OF A TRADEMARKED PRODUCT IS A
GUARANTOR OF THE PRODUCT'S QUALITY AND CAN BE HELD STRICTLY
LIABLE ON A TORT THEORY FOR DAMAGE CAUSED BY A DEFECT IN

THAT PRODUCT. IN THIS CASE THE PRODUCT WAS A ROOFING MATERIAL
APPLIED TO THE CITY'S SCHOOL BY A TRADEMARK LICENSEE, THE
COURT FOUND, AS A COROLLARY TO THE RIGHT TO LICENSE A TRADE-
MARK, THE LICENSOR'S AFFIRMATIVE OBLIGATION TO THE PUBLIC TO
EXERCISE CONTROL OVER HIS LICENSEES, OTHERWISE, UNDER THE
LANHAM ACT THE LICENSING OF THE TRADEMARK TO AN UNRELATED -
COMPANY MIGHT CONSTITUTE AN ABANDONMENT OF THE MARK, THE
LICENSOR HAD ATTEMPTED TO DEFEND ON THE BASIS THAT ITS
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LICENSEE HAD ALTERED THE PRODUCT BUT THE EFFECT OF THE
“LICENSOR’S POSITION AS. GUARANTOR PREVENTED APPLICATION OF
TH1S DEFENSE, THE COURT STATED “ONE WHO PUTS OUT AS HIS OWN'

__PRODUCT A CHATTLE-MANUFACTURED BY ANOTHER IS SUBJECT -TO THE .

SAME LIABILITY AS THOUGH HE WERE ITS MANUFACTURER,”

An EARLY DRAFT OF THE EEC ComMISSION’S PROPOSED LEGISLATION.
ON CONSUMER PROTECTION WOULD LIKEWISE PLACE HEAVY RESPONSIBILITY
ON A TRADEMARK LICENSOR IN DEFINING AS A “PRODUCER" ANY

_.PERSON WHO “PLACES HIS NAME, TRADEMARK OR OTHER DISTIN-

GUISHING FEATURE ON THE PRODUCT AND THUS GIVES THE IMPRESSION

OF BEING THE ACTUAL MANUFACTURER”,®

‘ON THE QUESTION OF WHETHER A SIMPLE PATENT LICENSE CARRIES
 WITH IT WARRANTIES TO A MANUFACTURING LICENSEE SUCH THAT A
_PRODUCT LIABILITY CLAIMANT MAY REACH BACK UP THE CHAIN TO

THE LICENSOR, 1 kNow oF No U.S. PRECEDENT,

INTERNATIONALLY, WE HAVE SEEN RECENT DEVELOPMENTS IN MExIco's
PATENT LAW OBLIGATING THE HOLDER OF A CERTIFICATE OF INVENTION
TO SUPPLY TECHNOLOGY NECESSARY FOR PRACTICE OF THE INVENTION®:.

. Artlcle 2, EEC Products Liability Proposal, as reported at f9891
CCH, 1976. .

5 Mexlcan Law on Inventlons and Trademarks, February 10 1976 "Artlcle 73 _

infoxmation necessary for ‘the exploitation of hls invention, Noncompllance
with this obligation shall result in the cancellation of the certificate and
of the corresponding reglstratlon at the Natlonal Registry of Transfer of
Technology.”
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AND'ARGENTINA’S'RECENT AGREEMENT REGISTRATION LAW WHICH

“REQUIRES THAT LTCENSE AGREEMENTS CONTATN A RECTTAL THAT THE
LICENSOR IS FAMILIAR WITH ARGENTINE LAW. THE PROVISIONS OF
THAT LAW:THUS BECOME INCORPORATED INTO THE LICENSE BY REFER-
ENCE WHEREBY THE LICENSOR GUARANTEES THE "TECHNICAL ENDS" OF -
THE TECHNOLOGY;® I HAVE HEARD THAT YUGOSLAVIA HAS RECENTLY
BEGUN REQUIRING "GUARANTEES”, | BELIEVE SOME OF THE EASTERN .
EUROPEAN SOCIALIST COUNTRIES MAY ALSO HAVE PROVISIONS MANDATING
LICENSOR RESPONSIBILITIES FOR EFFECTIVENESS AND SUITABILITY

OF THE TECHNOLOGY, WHILE THESE PROVISIONS ARE FOR THE MOST
PART INTENDED TO MODERATE LICENSOR-LICENSEE RELATIONS, THE
LICENSEE'SCUSTOMERS - MAY-DERIVE SUBSTANTIVE LEGAL POSITION
UNDER THE SHELTER THEY PROVIDE THE LICENSEE,

& Argentine Transfer of Technology Law No. 21.617, August 16, 1977:

PRIOR EXAMINATION AND MANDATORY CLAUSES, . "Article 7 The legal acts, which,

in accordance with the preceding articles, are subject to non-automatic regis- .
tration in accordance with the provisions of this law, shall be subject to
_prior examination by the Authority of Application.

In order that the act may be approved, it must contain, at least the following
clauses: ...(d) In those acts whereby technology is transferred, determination of
the technical ends aimed at by the receiver through said transfer. (e) Declara-
tion by the supplier of the technology stating that he knows the contents of

this 1aw "

“IMPLIED CLAUSES, Artlcle 8 Every act submitted to the provisions of this law'
will be subject to the following provisions, whether they are or not included
in said act, except when the Authority of Application on issuing its approval
expressly and with good reason resolves to the contrary: (a} The supplier
guarantees that the technology to be transferred enables the receiver, upon

its acquisition, to obtain the technical ends he aims at, to the extent des-
cribed in the legal act in accordance with item d) of the preceding article."
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© SOME WRITERS ON LICENSING PRACTICE IN CIVIL LAW COUNTRIES

HAVE ALSO POINTED TO THE POSSIBILITY OF WARRANTIES IMPLIED

AT LAW PLACING UPON THE LICENSOR RESPONSIBILITY FOR |
EFFECTIVENESS AND SUITABILITY OF THE TECHNOLOGY FOR THE
LICENSEE'S PURPOSE,” WE MAY AGAIN ASK WHETHER A DOWNSTREAM

| CUSTOMER OF THE LICENSEE MAY FIND IN THESE WARRANTIES A
DERIVATIVE OR REFERENCE BASIS FOR ACTION AGAINST THE LICENSOR,

" AN INTERESTING QUESTION ARISES WHEN THE LICENSOR AND LICENsEE
HAVE. DEALT, AS BETWEEN THEMSELVES, WITH THE QUESTION OF THE
WARRANTIES IN THE LICENSE AGREEMENT, PRODUCT LIABILITY
LEGISLATION PROPOSALS ALONG THE LINES OF THAT CONTEMPLATED |
BY THE HARVARD GROUP MENTIONED IN KUNIEDA SAN’S PAPER, WHEREBY
~ ANYONE BECOMES A "MANUFACTUER” FOR THE PURPOSES.OF THE ACT

~ WHO "MATERIALLY CONTRIBUTES TO THE PRODUCTION OF A CONSUMER
PRCDUCT”; WOULD IN ANY EVENT PLACE THE PRODUCT LIABILITY ON -
THE ‘LICENSOR AND LICENSEE JOINTLY AND SEVERALLY, IF SUCH
fPRINCIPLES SHOULD CONTROL; IT COULD MAKE SENSE TO INCLUDE

AN INDEMNITY CLAUSE EVEN THOUGH WARRANTIES ARE SPECIFICALLY
DISCLAIMED,

7 Pollzien, Interﬁatlonal Licensing Agreements, Boffs-Merrill, N.¥.,
1965 and Wise, Trade Secrets and Know-How Throughout the World, ‘Clark

. Boardman Co e Ltd N 9. P A1974.
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IN SUMMARY, THE RESPONSIBILITY OF THE TECHNOLOGY LICENSOR IS
A CHANGING AREA OF LAW, TRADEMARK AND KNOW-HOW LICENSING

RENDER LICENSORS, WHETHER THEY BE DOMESTIC OR FOREIGN,
AMENABLE TO LIABILITY CLAIMS CONNECTED WITH THE PRODUCTS

MADE BY THEIR LICENSEES, THE SITUATION WITH RESPECT TO -
PATENT LICENSORS IS NOT CRYSTALIZED BUT DEVELOPING LAW 1s
PLACING AN EVER INCREASING BURDEN ON TECHNOLOGY SUPPLIERS

" FOR PERFORMANCE, DISCUSSIONS ON INTERNAITONAL GUIDELINES

'FOR GUARANTIES MAY BE SPAWNING NATIONAL LEGISLATION, CLEARLY,
PATENT LICENSORS SHOULD KEEP A WARY EYE TO FUTURE DEVELOPMENTS.,

STRATEGIES TO DEAL WITH THE INCREASING LIABILITY EXPOSURE OF
LICENSORS WILL OBVIOUSLY VARY ACCORDING TO THE RELATIVE
STRENGTHS OF THE LICENSOR AND LICENSEE BARGAINING POSITIONS,
FOR MAXIMUM PROTECTION THE LICENSOR WILL SEEK INDEMNITY FROM
ITS LICENSEE, LICENSEES IN TURN WILL WANT TO PLACE FULL
RESPONSIBILITY ON THE LICENSOR., THE BOTTOMLINE QUESTION 1S
WHETHER TECHNOLOGY LICENSING WILL COME TO HAVE SUCH RISKS
THAT TECHNOLOGY FLOWS WILL BE HINDERED, HOPEFULLY, THIS
WILL NOT OCCUR BUT AS | SEE IT, SUCCESS WILL DEPEND UPON
EFFORTS OF LICENSORS AND LICENSEES TO WORK COOPERATIVELY TO
 ACHIEVE FULL AND EFFECTIVE TECHNOLOGY TRANSFERS WITH A REA-
SONABLE DIVISION OF LIABILITY RESPONSIBILITY. THE PARTIES

—214—




g

- SHOULD ALSC BE AIDED BY RESTRAINT ON THE PART OF LEGISLATORS
" AND COURTS TO PREVENT THE ABUSE OF LIABILITY DOCTRINES WHILE
AT THE SAME TIME FAIRLY PROVIDING CLAIMANTS COMPENSATION FOR

THEIR INJURIES,

W, R. Norris
10/3/78
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PROPOSED :CHANGES IN THE TR'Ai\ISFER OF TECHNOLOGY:
THE IMPACT ON KNOW-HOW

by William T. McClain*

Industrial property rights, by protecting innovations and com-
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mercial itrademarks, encoufagée thé develbpment of niew Technologles and

businesses and thus contribute to technical progress. Such rights are

regarded by businessmen in the developed qountries as being of great
importance ﬁ.l_commercia]izing their products, an& the preservation of
industrial pr&perty rights is considered vital to the well-being of
pmvate enterprlse

Many are acquamted with recent demsmns of courts and govern-

mental bod1e5, proposals of mtergovernmental mternatmnal organizations,

‘and reg‘ulatof_y proposals which would have the effect of eroding indﬁs-_

trial property rights, but which are ‘put forth in the name of promoting '

- competition and protecting' the consumers. Intergoirernmental"in'te'rn'ation'al--

organizations seek to encourage the transfer of techmology froin. developed
countries -to developing cduntries, but they often give pri;;rity to promoting
the acquisitibn of -technology rather than protecting industrial property
rights. Governmental _bodies of some industrialized cbuntrieé', in épeaking
for consumer groups, accuse industrial propéréy 'rights of conflicting with
consumer rights by restricting coﬁ:petition. Various nations and regional |
trade groups have instituted procedures which restrict the scope of the
rights of owners of patents, know-how, and trademarks, on the basis’ that
these rights hinder the free circulation of goods and stifle competition. |
Such actions are largely po]itical. in nature and stem from the concerns

for the general responsibilities business has to the consumer.

*General Patent Attorney
Standard Oil Company (Indiana)
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Technelogy transfer plays a major role in the technical and
economic advancement of businesses and nations, particularly m
developing countries.. TechnoIogy transfer is typically carried out
pursuant to a license agreement which is based on the transfer()r's_ '
property rights in his technology, for example, patents, trademarks,_:

“utility models, copyrights, and rights in know-how. The technélogy
may be unpatenfed, or if may bhe patented in a limited number of .
countries. The know-how may be transfert;éd in the .foi'xﬁs of dfa’wmgé,-
specifications and manuals; by .educating and trﬁinmg p.ersonnel of
the licensee; by i:)urchase of machinery or complete installations;
by -proviaing individuals having expertisé in the technology being
transferred, etc. In the transfer of secret know-how, it is essential

.V-Ehat -the.pmprietary nature of thé technology be maintained by
'appropriate secrecy obligations. If fhe cdnditions under which the
know-how is to be transferred are not satisfactory to the proprietor

of the technology and his ownership thereof is nof adeguately pro-

‘tected, hé will be unwilling to make the technology aﬁaﬂablé to the
licensee. For example, in additien to the remuneration, the licenser
is usually concerned withr the term of the secrecy commitmenlt, the
manner of use by the liéensee, the territory .in 'which the technology
may be used, and the effect of the Hcensee'é opératiOns upon the ]iceﬁsor's
market. If the licensor is not satisfied concerning such conditions, h‘é
probably will not be willing to transfer the technology.
“TCdrrently, the United Nations Conference on Trade and Development ~—~
.(UNCTAD) is diséussing ‘an international code fo.f conduc_:t on the transfer

of technology. The World Intellectual Property Organization (WIFO),

through the WIPO permanent committee for developfnent cooperation related
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t6 industrial property, is drafting a révised Model Law for Developing
Countries on Inventions and Know-how. Also, the European Economic

""“"""CUrmnun"ity”(“EE’G“)”"(“}ommi'ssion“"hasmprep'are'd”"a"“draft“'"E"EemR"eg'u'}ation'""whicl'r"-""m"mm'mm"

would grant a "group exemption" from Article 85(1) Rome Treaty for

certain license agreements. These are largely concerned with statutéry
rrights' such as patéﬁts and tradeﬁtarks, énd_relatively little concern has

been shown for the protection of know-how (including trade secrets). e
The following édmmgents are maihly directed‘ to the impact of the foreg"oiné' ’

on thé'protection of know-how, since others have previously commented

on the patent"asp'ects . .'

WIPO MODEL LAW'

The proposed WIPO Model Law has_ six parts dealing with patents,

know-how, registration of contracts, inventor's certificates, innovations, and
transfer of technology patents. Part II:- Know-hoW and Part III: E'Xaininatioﬁ
and Registratio:i of Cé)ntrac'ts contain provisions which: have been strongly
objgcted to ‘by the proprietors of technology because of the virtual
destruction of proper‘;ty rights in secret know-how.

- Broadly, Section 203(1) of Part II states the supplier and the -
recipient may use the know-how, communicate it ‘to others, and disclose.
it to the public, subject to Section 203(2), which relieves the recipient:
of his secrecy 6b1ig'ations if - the know—ﬁow becomes available to the public

-anywhere in- the world.

- Section 203(4) states that the know-how recipient cannot be

" contractually bound to preserve the confidentiality of the know-how

for more than five years. Such intrusions on.private.bréperty rights-
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would certainly reduce the incentives for the technology ownér to
transfer technology. This would probably have the effect of reducing:
the amount of the technology to be transferred and increase the cost
of the te&hnoiogy tb the licensee. If the licensor cannot adequétely
protect his know-how, he will likely be willing to transfer less. If the

‘licens;qr-is reguired to trans_fer.technology‘ on the above basis, he will .

seek é grea_t.er compensation to offset the loss of valﬁabl_eproperty.
Section 203(3) provides t.hat a know-how recipient may be entitled

to repaymént of royalties already paid if the know-how becomes' pﬁbﬁciy ,
available. It would seem more equifable that the recipient should bé
required to pay for tile benefits received from the use of the know-how
during the time it was secret and even in some cases after it becomes
publicly available. The proposed practice is nét'su.pported by the
know-how law of any of the developiﬁg.countries.

. Other objections to Section 203(3) are that paragraph (ii) might
well be construed to prevent field of use'h'mitation‘s on the know-how,

even thoug'h such limitations accord with generally accepted practices;,

7 and possibly this section may relieve the know-how recipien!:-of; his secrecy
-obligations where various individual pieces of the know-how package - |
are known to the public. As to the latter, it is bfteh. true that the value
of the know-how pack_age lies in knowing which pieces 'of the public
knowledge are most effectively used in combination.

The Americaﬁ Bar Association, Section of Patent, Trademark,
~~and-Copyright- I;aws*;*-adopte'c_i"' a~resolution-at-its-1978-Annual-Meeting oo

opposing Section 203 of WIPO Model Law.

Section 204 provides that the recipient of the know-how may be’

entitled to institute a court proceeding to recover damages which may
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be in addition to the recovery of past royalties. Such dual recovery

does not seem justified.

Section 303 of Part III of the WIFO Model Law deals with restrictive

terms---of‘—_}icénse@ag'—reemen—t—sf-—wh—ieh—-*—m—u—s—t#-be—'-regis—teredﬂand;apprr—'oved
by the Patent Office. The Section defines as. non-permissible -restrictions
-in patent and know-how Hcenses many licensing practices which are
generally' accepted today by' the dev"eloped countries._

3Paragra§h (xvi) of Section- 303 prohibi;cs restrictions on the u'se.- o
by: the lcensee, affer the expiration of his_ contractl_lal obligations,
of the technology acquired pursuant to a contract. ‘This Section ignores
trade secret rights and does not take intoaccount customary practices
in licensing know-how. Paragraph (xii) prohibits restriction on the:
use by the redipient of any teéchnology other than the t’echnolog—y‘t'o which -
the éontfact relates. Such a provision appears to be too sweeping,
since a licensor should be able to pf'event any acts by the licensee which
might prejudice th;e confidentiality of the licensed know-how br_ ﬁrhich
might have detrimental effects on the results norm'ally obtained from
use of the licensed technology. Paragraph (xvii) of Section 303 would
make the duration of a contract dé}:l)e'ndent on its econ’orﬁié function, and
further implies that the térm of. a licenég agreéme_nt whicﬁ includes
know-how shall be limited to the duration of a patent. While this may =
-be acceptable under a bare patentllic':ense, it certainly should not apply- -7
to an arrangement where Valu_able know-how is the principal subject
of the_ag’r‘eem'entj Paragraphs (iii), (iv), and (v) prohibit restrictions.’ -
on the source of materials, but do not allow for the typical situation where
material specifications which are trade secrets. of the licensor cannot;
be. ,reveale‘d. to alternate soufces without prejudice to the rights of the
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licensor. ‘Obviously such a requirement may. make the licensor reluctant
to transfer his technology.

It has been noted that. the WIPO Model Law discu_ssion's have
been conducted between the WIPO representatives, a large group of
governmental representatives from the developing countries (mainly 'A

Patent Office representatives) and only four industry representatives’

from the developed countries. The discussions have been very political
in nature, and the industry experts from the developed countries- have had
a dispfoportionately small voice in the WIPO .drafts.- The United States

of America representatives have prepared comments on the proposed

model law stating that Part II is not acceptable and would l_J_'kely stifle
.the transfer of technology, and that Part III wi]; likely f)rejudice the
UNCTAD _negdtiations.. A meeting is expected in early 1979 to consider
furt‘het" modifications of the present draft, at which time it i;. hoped that

the voices of the industry experts from the developed countries will be .

heard_,l

UNCTAD - CODE OF CONDUCT FOR THE
TRANSFER OF TECHNOLOGY

The UNCTAD Intergovernmental Experts Group on the Code of
Conduct for the Transfer of Technology held its sixth and final session
this summer to prepare a draft code of conduct for consideration by a

- United-Nations-Negotiating-Conference scheduled - for- October=November; ~

1978,
There still remains the issue of whether the UNCTAD Code of =
Conduct shall be obligatory, as proposed by the Group of 77, or whether
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it shall be voluntary; as proposed by the developéd countries.  The :
undeveloped countries are proposing to establish a new syétem at the

] . . » '
governmental level, while the developed couniries seek to find mechanisms

to. respond to the problems of the undeveleped. countries without creating
major disturbanées in _the' establisﬁed_ technology transfer process.

The Group of 77 seéks to unbundle technology from the traditional
foreign investment package and at the same_' time minimize the property '
rights in technology. Their g’en‘elral gpal aﬁpears to be to obtain the
‘best techhology at 'the minimum cosrt,_ withoui regard to legitimate needs
of the developers of the techno_log'y. |

The developed countr_ies,‘ on Ithe other harid, are concerned about
‘the negative impacf of exporting industrial tec_:hnologies, e.g., the loss
of valuable ‘private property and the ldss_' of “‘comparative “advantages in -
manufacturing and marketing. The develop_ed countries feel there must
be adequate protection for industrial property rights, including knqw—hovﬁ,
and that the remuﬁeration must reflect the risks and costs involved in .
creating new technology. Also, ‘there\_is concern 1_:hat the proposed new
arrangements for the transfer of technology may iead to conflicts with
esFabh'shed cémmercial' practices and patterns of law.

It is proposed to include in the'_ Codé of .Conduct on 'Téchnology
Transfer a lst qf practices in patent, trademark and knbw_-how Iicensiné'
whic_h should eitﬁer be banned or contrqlled. A list of restrictive
business practices has been proposed which include, irj_gg_r: alia,
restrictions after ltl'le expiration- of the contractr, payments after the
expiration of industrial property rights, challenge of the validil:yl of
industrial property right‘s,_'acquisition of competing technologfy,
restrictions on research, export réstrictions,_ tyi_ng' arréng‘e-
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ments, field of use limitations, limitations on capacity, duration

of arrangements, etc. It is also propesed to include in the techhologsr

: transfer code a section of "guarantees" which includes proviéidnS' '
-intended to insure that the ,techno'logy transferred meets the des_c:'i;iptibn,
contained in the technology transfer agreement, that the safety aﬁd
‘environmental requirements of the law in the recipient country bé met,
that.the transferred know-how will be capable of ai:hievﬁig a pre-

" determined result, that third party rights will not be infringed, etec.’

- Obviously many of the items referfre:c_i to above are of g*'reat ]'.rriportance_
to licensors of technology, to suppliers of equipment and to péi‘ént |
companies having foreign subsidiaries. -Regaf'ding the parent/subsidiary
relationship, many practices widely used today by énterﬁrises head-
quartered in developed ‘countries would be prohibited. Many of ‘the
pracfices sbught to be prohibitéd' are accepted as being permiésible

" under ."che law of developed countries, and it is believed better to 'p.ro'ceed
cautiously when applying principles of trade feg‘ulatioh law to |
untraditional areas better regulate(d directly by more suitable iegaI'
mechanisms. a

An American Bar Association Task Force on The UNCTAD T.ra'nsfer
of Technology - Restrictive Business Practice. C'ode ‘has studiéd' ﬂié |
relevant law of the United States and the EEC in connection with .t'h'e "
application of competition regulations to pareﬁt—subsidiarﬁ relat'ioﬁs'.'

They urge that the pI‘OpOSed code not be extended to parent subsxhary

~~-~;'-r-,arrangements which~typically-involve know=how" of - the parent

company.
In the United States it is' generally considered that the ordmary
operations of a parent and subsidiary are not likely to run into
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antitrust difficulties. The Report of the Attorney General's National .

Committee 'to.'S_tudy the Antitrust Laws (1955) concluded that the use-

of subsidiaries is generally induced by normal, prudent business-.

__cozisidcrafions and that no social objective- would be ‘obtained were:

subsidiaries enjoi.neci from agreeing not to compete with each other

'c_:r with their parent. The views of the Attorney General's report were

recently reaffirmed by_th-e_-_Antitrust- Division of the United States

Department of Justice in its Antitrust Guide for International Operations

(1977 offering advisory opinions on the antitrust implications of
several hypothetical international business arrangements.
.. The objective of the proposed code is to protect the interest bf_ :

a small technology recipient in a developing country from over-reaching

S

by a licensor“of technology from a developed country by placing limits -

~on restrictions and exchange conditions that could be attached to the

technology transfer. Such protection is nét V.appropriate in the case of
a subsidiary of a licensor nor is it particularly advantageous_ to the
recipient country since world;w.ide business considerﬁtions affect the
parent'é fmanéing and'teéhnical development of the subsidiary. . .

_ in the United St:_ites certaiﬁ types' of agreemerits are cﬁnsidered:
as ﬂlegal per se under Section 1 of the ‘Sherman Act, _includ:'.ng_
agreements among competitors to fix prices and to allocate territories
or customers. Tié-ins and restrictions on resale are also presumed

to be anticompétitive. Many other restraints, however, are tested

by a factual inquiry as to whether they will have a significant adverse.

effect on competition, the justification for the restraint and whether
the objective could be achieved in a substantially less anticompetitive
way. This is the so-called "rule of reason®. Terms of a license
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agreement are C(_)nsi_dered permissible, even though there is some
restriction on competition, if the resffiction is :clearly ancillary to some
legitimate purpose, is appropriately .ljmited in scope and duration

and does not significantly harm the public interests.

. Regarding a -hypofhetical know-how license, associated with a -
_Jjoint venture between a United States manufacturer and a Japanese
company 1o manufacture in Japan a product using know-how. licensed
‘from the U.S. parent, the United States Department of Justice in its

‘Antitrust Guide for International Cperations indicated it could be

permissible to restrict the Japanese parent and the joint venture company.
from exporting the product to thé U.S. parent's established market
areas, e.g., the Uﬁited States. This, of course, is limi;ted to products
made with the know-how furnished by the U.S. parent. Iﬁ the contéxt.
of the hypothetical case this export restriction could be considered to

be a reasonable ancillary restraint if the know-how being - transferred

is of substantial value, and the terriforial limitation is of no greater scope
and duration than- is necessary to accomp]i'sh the parties' legitimate
business objectives, for example, to protect.the licensor rather ‘than
otixer Lcensees. The duration of the limitation on exports should be no
greater than the tﬁ‘me required to reverse engi.n'éer the product. This

.- "rule of reason" approach is considered pref_'erable to the absoiute-

prohibitions of the proposed UNCTAD Code of Conduct which do not |

provide the flexibility for the licensor and licensee to negotiate and arrange

s afﬁfs.ui.tab le.busin €55--arran g_emen,t.m for-a ~Par tic ul ar-pro duct, an d-set+o f i 1

circumstances.
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EEC DRAFT REGULATION

The EEC Commission has recently completed a third prelimihary

draft of a proposed regulation covering bilateral agreements involving

the assignment or use of industrial property rights which wo’uid grant
a bloc 'exemption under Article 85(1) of the Rome Treaty for ceftaﬁ.n |
patent licensing agreemenfs. In the March, 1978 issue of L_e_e .
Nouvelles tVqume XIII, .No i) Messrs Wise, end Seyler, in an
article entitled "Secrets, Know- how Under Selge" pointed out that the
EEC Commission is pursumg policies w1th respect to trade secrets and
know-how which would stifle the transfer of technology and Wthh are
in conflict with fhe domestic laws of the United Staﬁes, Japan; EEC |

Member States, and other developed countries Of vparticular concern

are the EEC Commlssmn pohc1es concernmg

1. Post-termination restrictions on the use of unpatented

technology.

| 2. Ii;nitations on the field of use of licehsed technologjr'.

3. Payment of royalties for the use e_f licensed techﬁology
over the eontracfn term notwithstanding that the licensed
.technology may fall into the public ‘domz'tin duf]‘ng_the
contract term due to an act of a third pa_fty. |

4. Licensee's ebh'gatiori not to challenge the ifalidity of
licensed trade secrets. . _ | _

The moet recent EEC Draft Regulation, while modifie.d sﬁbs-fen.i.j.ia]ly-

from the previous drafts, cohtai.ns provisions which are still considered

detrimental to the protection of know-how The Regulation is dir'ected to
agreements dealing with patented mventxons and treats with know how
matters in an ancillary manner.
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Article 1, paragraph 1 of the Draft Regulation, exempts (1) certain
exclusive manufacturing, use and sales licenses, (2) limitations on the
éour't.:e of I_na'terials indispensable to the practicé of the censed
'inven-t_ion; (3) minimum royalty or minimum gquantity requirements ‘
and (4) most favored licensee clauseé. Paragraph 2 of Article 1 states

that exclusive sales rights shall be éxempted only if certdin require-

ments are met, e.g., maximum annual turnover of either of the partiesv
not greater than .10_0 million wu.a., the ex‘cluéivity is h'mited.td the
duration of the most recent existing patent,- freedom of the licensed
“products to move throughdut the EEC, and the manufacture of licensed

products by the licensee.

Article 2, paragrap’h‘ 1, permits restrictmg‘ the liéénse to an
agf‘eed—upon field of application within the patent claims. By
implication, restrictions on the use of know-how in fields butside the
scope of the patent claims would not be exempted.

Article 2, paragraph 5, sanctions an obligation réQuiring a

Heensee not to divulge secret know-how of the licensor, and such

obrligationlmay continue éfter the expiration of the agréement.

Article 3 provideé that the exemptions of Article -1 shall not
apply if the égfeement cont;ins ope or more of fourteen prohibited
provisions. Paragraph 1 of Afticle 3 proh‘ibqits‘ an obligation on the
part of the jice_nsee to réfrain from cha]leﬁging’ the vﬁlidity of the
licensed patent or other exclusive rights of the licensor. Presumably

" this prohibits a challenge by the lif:‘ensee of the validity of

R 1B s

“licensed trade secrets, although there is a question as to Whether

- trade secrets would be considered an exclusive right, In the United

States such a no-challenge clause in respect of patents is unenforceable
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in view of the U.S. Supreme Court's decision in Lear, Inc. v. Adkins, :

395 U.S. 653, although the laws of the other-:developed countries permit

such a clause. However, it doe_shot appear that such a prohibition in

"of any of the industrialized countries, including EEC Meémber Statés.”

Parégraph 2 of Article 3 would prohibit the licensing agree-

ment having a duration 'beyond the expiration of the most recent

pr_ohibition would seem to apply to an agreement involving valuable

~ trade secrets which would still be secret after the expiration of any

patents. It would seem only equitable that the licensee could have
post-term ébligations in respect of the use and disclosure of secret

information which has not fallen into the public domain.

i‘osp.ectmof_know:fhgwmandmtnade_;'s‘em:e.ts_isw_s“upmpo;nLemd_b,Y_thLdgm_iiﬁic law_

' patent existing at the time ‘the agreement is entered.into. Again, such

Paragraph3 nn.)f Article 3 prohlbltsany r"estri&\:t'ions on either
party against competing with the other in respect of research and
development, manufacture, use or sale. This appears to bé a
sﬁeeping_prohibition affecting the use of know-how which would
prevent limitations on exports rights,r field of use and other similar
limitations which are normal in licensing practices.

Pare;grapl_l- 4 of Article 3 deals with the obligation of the licensee
to pay royalties and would prohibit stiich an obligation in the event
of the invalidity of the licensed patent, the expiration of the.l_ést
licensed patent or after the licensed know-how has entered the’ public
domain {except in the case of some default on the part of ';he licensee).
However, this provi;sion recognizes that there can be an appropriatg
reduction in royalties where the licensing agreement continues in
respect of patents that remain valid or of know-how that has not
entered into the public domain.

e 228—



The Commission's position that royalties cannot be collected on
P ¥ : »

-.technology which becomes public knowledge through no act of the

- ~licensor is not supported by the domestic law of most of the developed-

cQun_tries,' although as the authors of the above-mentioned article point
out, there may be some support for this position in the German law.
'Regardi.ng the U.S. law on the point, the 2nd Circuit decision in

Warner-Lambert Pharmaceutical Co. v. John J. Reynolds, Inc., 280 F.2d.

197 (2d. Cir. 1960), has generally been regar_ded as cpn@:roﬂing. In this -
décision the. Court held that the licensee was. obh‘g‘atgd to continue paying
r.oyalj:y_ for the Listerine formula even though the formula later became kn.own _
to the public fhrough no fault of the licensee. Recently,. howeve_r, the U.S.

| Supreme Court agreed to review the 8th Circuit's decision in Aronson v. )

Quick Point Pencil Co., 196 USPQ 281, wherein the 8th Circuit held that

“ Quick Point is no -lbnger'obliged to pay royalties- for the manufacture and
sale of a keyholder.,_ the design of which was.origi_nally.a trade secret.
Aronson filed a patent application which was eventually abandoned and the
" license. ag.'reem_ent provided for a reduétion in royalty if no patent issued
within five years. The rationale of the Court's decision was that renforcement
of the contract would undermine the strong federal policy favoring the full
and free use of ideas in the public domain.

' Interestinglﬁr, the Government has filed an amicus brief stating
that the Court's ruling is incorrect and should be re‘}ersed. In the
brief the Solicitor General stated that license provisions. of the kind
-...inwolved. in..this. case-promote-federal-patent-and- competition-policies by
permitting inventors _tg. exploit their inventions commercially' even if

such inventions turn out to be unpatentable. The Solicitor General

further stated that a frade secret license providing for royalty payments
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after denial of a patent application does not conflict with the federal
policy encouraging disclosure of new inventions.

Paragraph 8 of Article 3 prohibits restrictions on either of the

parties” concerning thé use of prodiéts manufactiared under the license
“for applicatidné going beyond. the patent claims. - Of course, :the scope
-of ‘the- licensed -know—how may be greater than the scope of the patent _'
claims and, as applied to trade secrets, this provision does not find .

- general support in the domesti._c laws of most (éountries..

Paragraph 10‘of Article 3 prohi_bité restricting the licensee from
-the post-agreement use of licensed trade secrets but provides thé. :
licensor can requife rbyalty payme'nts for a period of not more than
three years after the expiration of the agreement. Such:a provision
regarding post-tenni.nati'on use restrictions appears to conflict with
the laws of the Member States of-thé EEC, as well as the laws of the-
United States and Japan. It has _‘been reported that the Japanese Fair
Trade Commission has approved post-term restrictions on the
licensee's use of sécret kno‘v-how. It should be noted that the laws
of a number of developing countries prohibit post-agreement ﬁse '

.. restrictions ; although some such countries which formerly prohibited
the same have recently changed their law in this respect.

Also prohibited by paragraph 11 of Article 3 are restrictions on
the licensee against using licensed secret know-how except for specific
‘purposes. This provision, -however, recognizes that the Ecensor may
require -bayments at an appropriately higher rate where know-how is
used for other purposes. Such recognition of a royalty differential for
different uses is apparently Vi.ntended to mitigate restrictions on field
of use licensing. However there again appears to be no support in
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_the -domestic laws of the EEC Member Stiates,. in United States, or
Japanese law for prohibition of field of use restric;tions in know-EOW
Iicense agreements. U.S. courts have considered restrictioﬁs on .the'
application of secret know-how as being a permissible ancillary

_ restriction and that limitations on the use of the secret know-how does
not impose an additional restraint on trade and commerce in the products
made by the use of the know-how. It has been stated that the Japanese
Fair Trade Commission has not objected to a clause restricting the
licensee's use of secret know-how to specific fields of application,

and apparegtly the Fair Tra_de Commission's Guidelines _fdr International
Licensing Agreements of May 24, 1968, states that s_gch a provision

is 'permissible.
CONCLUSION

A_t the present time there are pressures being_‘exerted on the exist-
ing, system,whic_h, if _effectiye, would severely undermine industrial
property rights in a way which would lessen the incentives to develop
new _technologicé and products and restrict the interchange of_,technology-
throughout the _worid. Thié is particularly true regarding know-how
_ :which ig often the most sought after element of a licensing package and
.which is Qf_ten considered most valuable by the developer of a technbiogy.
_It_has previously been urged_that the EEC . Commission carefully ‘reconsider
—-its..policies ~relating..to..trade.secret..and..know-how- licenses-in-light-of. «...o. o
- established principles of law, their economic and political implications,
an_d other likely effects within and outside the EEC. These efforts vto

p'c_ersuade the EEC Commission should continue,. since the less developed
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countries cértainly will point to the EEC regulation as a precedent in

connection with the UNCTAD negotiations and the WIPO Model Law

discussions.
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1.  Introduction

In pecent years, technology transfer by advanced iree nations

{Western nations) to East-European nations have been on an increas-
ing trend. - This probabiy owes much to the fact that demand for
technologies which are not available within East-European nations
_havé increased, as a resu_lt of bettez;ment of their industrial and. |
social level, and that East-European nations have recogunized the
efficiency of introducing technologies of Western nations as a means
of continua; technological improvement required for uplifting_their.
economic and industrial level.

Looking it from the Western side, they appear got soenthu..
éia_sti_c in exporting made-up products_s discouraged by the -policy_of

East-European nations preferring producer's goods to consumer's

g(l)o-c’ls -a.nd the policy of sa.ving their foreign exchange reserves, so
their interest have -to center upon plant exports which will .é.ccornpany
transfers of technologies propoé,eci. . In transfer of technologies to
East-European nations, one will encountex; in fact many character-
istic problems accruing from the po;litical, elco'nomié and social

- structures of East:EurOPean -nations o_thef than those which are

-commeon in similar cases with Western nations. As study was

made on problematic points in- writing an agreement on technical

transfer with East-European nations from the viewpoint of who are

actually engaged in such business of technical transfers.
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In actual cases of technical transfers, the terms and con-

ditions of a technical transfer agreement appear to vary depending

on the receiving country, receiving industry, and a degee of neces-

 sity for the techriology involved on the part of the recipient. By

singling out plant.export as an example, which seems to be the
most common type of te.chnical transfer to the communist countries,
our report is hereunder made upon carefully considering the major
points' in \.Jv.riting an agreement, with an emphasis on a “counter
trade', ‘which is a peculiar point common to all East-European

countries.

ngeral
(1) Difficulty in ascert.aining.Realizability of Recei.ving Pafty's Plan:
| | When a tecﬁm‘cal transferee is in a Wes?ern na.tion,- we -are

able to ascertain the realiz.abili.ty of the plan by inquiriﬁg on the
‘I;Iant-r'constructio.-x;rplaxi, r'aﬁ fnaterial avaiabilify,. 'pz;oduct .séles'
plan etc,, prior to negotliating the specific terms of the agfee-
xﬁént. | Wi‘th East-European nations however, any satisfactory
Va.n-sv.vex.' is scarcely available, This is because, in 'cox_nmunist
couﬁtries, any project is a national .prbj.t.ec.:t and its particula'rs

are atrictly kept confidential as a national secret, and, in addi-

_tion, discretion of any responsible person is broken into pieces,

which makes nobddy know its entire picture, but only a few fairly

nigh ranking officials.
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Let me take an actual case for instance, We were asked
by three Eastern European'nations neighbouring each other at the

s.amé_mtimemioln.a“,technicaLtransie:l:.m,to.m,c:,ons.trn.ct"_a._m.giganticmplaanmm_

for the same product in each éo_uhtry. We knew tli_ere was little
'pdssibility to materialize all of them at one time, and we, who

were supposed to gii.re'i.:he technology, wanted to choose the most

probable one to give ou.r. aééistanée. “We had, however, no means
" to obtain information for our decision and were actually forced

to make effoftsi-n vain, Further in communist countries, pro-
~ Jects plan, in moét cases, are made many years ahead under

their planned economy system. We should he fully aware of

.thé.t t.he project would be possibly cancelied any time upoﬁ the1r -

subsequent review of the original plan,

(2) Receiving Party :
| MReceiving ‘éa..rty' under an é.greement is in many cases, a-
governmental organization. In almost all East-Eurpoean coun-
tries, their setups and system are so cbmplicated, subdiﬁde‘d
and .changing ‘that we -shounld 'always be alert as to who has the
authority and discretion at the point-ﬁof time, and we should -
execute the agreement with the really compe;cent person-or

persons. It is not unusual, for example, that the party at

--.the other end may change at each stage, namely at the initial

stage, the negotiation stage, and the execution stage. In addi-

‘tion, it is also not unusual that no discretional authority for
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international agreemegts was given to a public corporation or

. factory, etc, which gctua_.lly operates the plant or the work
“under the transferred technology. There was in fact a para-
doxical case wherein a governmental orga’nization which a.ctu_ally
signed the agreement had no discretion and power to represent

. the executing party and to bear the rights and obligations under’

: the ‘agreement..

- Therefore, even though provision for secrecy obligation
and penalty for a bregch was provided in the agreement, we
had no aétual control over a leak of secret information from

.~ a factory level. On this point, we hdve no counterstep effec-
tive enough at present except to rely on the good-will of the

receiving party,

(3) Secrecy Agreement :
| :Te‘chnolog-iéé for transfer often involve confidential infor-
‘mation, so called "know-ho{v”, while there is no good way to
~protect the proprietary value of know-how other than. by keeping
it sécret. It ‘be‘comejs rl_ecessary, therefore, to have a secrecy

agreement between the parties, in order to keep the proprietary

vaiue of the disclosed know-how, - .

Generally East-European nations are believed te be adamant

-in signing a secrecy agreemeni, but this is not necessarily- true

and they would agree to sign if our r.equeé’c' be made. reasonably
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~and logically, The experience of our members proves that

(4)

so that it will not be necessary to give it up from the beginning.

The pa.r!_:i__c:uar_s .of the secrecy _a_greex_nents signed by them were

-almost identical to those usually signed with parties in Western

na'tior;s, but there was no clue to ascertain whether they were, .

virtually complied with or not.

Warranty (Ca-pa.cit'y, Quality, ét‘c.')

In supplying production equipment along with the plant

exports, it is naturally required, irrespective of geographical

differences, to attach a warranty to the performance and quality

of each equipment, the respective production capacities, produc_.

tion yield of the entire plant, and the quality of manufactured

products, Other than the above, however, as a i)eculiérity of
tlioselcom‘rnuni'stf Inations, a wafranty'has to' be attached to the.'.
delivefy time of each equipﬁlent' and information, -the quantity
and quality of waste gas and waste water and the unit con'su.txip-
tion of steam, 'electri.city,' etc, If warranted values have not

been met satisfactorily, penalties are imposed in the communist

areas in adccordance with the degrec of deviation, and in case of

an excess deviation beyond certain limits, provisions sometimes
strictly regulate that the supplier should take back the entire
plant. As such the provision for ‘warranty is one of the most
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serious points in the technological transfer business with East-
European nations, not to say the least the price and counter-
'tra.at.a.-

Basic co'ncept‘on the warranty seer_ns.to vary much de_—
pending on the industry‘involved, e. g. cheémicals, machinery,
electronics, etc., but I like to pick up a few points .to our
attention. One of them is, conditions upon which warranty is
based shall be very carefully examined .and specified in negotiating
with East-European nations. Such items as quality; of water or .
skillfulnéss of operators that are not very critical in western
nations become very serious in Eastern Egropean nations. The
_Ag.e‘nera_.l technical level and other conditions in East-European
nations are often far behind what we ;a:ép;act. ]'.n.a. case we ex-

’ periencgd, the power supply (fluctuation in voltage) and the water
supply (lesser purityof water) were in an extremely poor con-
dition whereby the warranty values were not attained, and to
perform wé,rranty, we had no way but to supply additional equip--
ment which were:not' relevant to the main system. In another
dase, such parts.as a.re‘ popularly available in the Western

- markets were not available domestically, so t};at almost all of

“such parts had to be imported from Japan in order o meet the
warranty va.luea_%, whereby burdening us with unexpected and un-

recoverable expenditure,

— 239




(5)

Warranty on Patent :

it is natural that suppliers of the plant facilities warrant

~their equipment as being free from patent.infringement.

However, with respect to the scope of the patent warranty on
products manufactured by the supplied plant, the policy of

technical supplier differs to a great extent from each other by

"industries. It is quite rare to warrant any products: manufactured

by the supplied technology in cases of electronics and machinery
industries in free nations, but, in communist countries, require-

ments are very strong in such industries. We believe we should

(6)

Wtry best to handle them on an equal basis to free nations, without

yielding to their requests. In case where the products from the

plant infringes patent existing in the receiving country as well
as the case where receiving country has a plan to export
products manufactured under the technology transferred,to the

country where competifive patent exist, we should explain the

possible necessity of licenmses and should assist in getting licenses

or in any other respects, and should explain them that the manu.
facturer shall hear the .expenses for such licenses. Actually we

have seen cases that receiving parties were convinced of,

Exchange of Inprovements :
If offerring of technical improvements is bilateral, it

must be welcomed as it ‘should be 'benefiti_a.l to both partiés,
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- but, when the rece‘iving party is one of the. Eas,t-Eli,l_:opean‘
-nations, there is presumably no. possibility in having any im-
provement disclosed, because of their national secrecy protection.
Even though the agreement provides a. bilateral exchange of .im-

provements, it will result in a one-way supply from us, so it

- is advisable to make the effective period for exchange as much

-shorter. as- possible. .

3. Couﬁte r- Tré.de
(1) G-en_erralﬂl::r
o All the f;oints. I have com'rﬁented on 5.0 far more or{ less
.dep.end on payx;lent terma;, and if the payment terms '.involve a
substantial merit, these would.wbe a.roo.m.for.their rea.dy. con-

' cession, Actually, however, in almost all cases, they request

a coﬁnter‘—tr.adg at the time of payment, which is the .niost char-
acteristic point in the final settlement of the bill with East-
European nétions. Counter-trade has Been carried out so far
with a greé,t frequency, 1-)ut the r'eceﬁtlytgrorwing-6ve¥pa3}rnént
.by ;East-Europea.n nations to W.ester.n nations in trade is com-
pelling them to put stricter requireménts_.before Western nations
other party to buy unwanted goods will interfere a spund and

fair trade relation and eventually it will result to the detriment

of both parties, - Wevertheless, it seems that the counter-trade
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will certainiy occupy a g.r'eater proportio.ﬁ as heretofore. .

For this counter-trade, there are .a..:few different types;
sp,c_:h' as., '“Com-pensation.”.in which the payment is made, in
part or all, By means c;f import of products of the receiving
éountrir; ""Counter ‘Pl.:l]jz‘ché.‘se“ whér.eiﬁ a se-péré,te a.greement is
wriffen sihnultane‘ous'ly- with the orig'inal. technology transfer

agreement, committing a purchase of the receipient country's

‘products of a certain value for over a defined period; and

"Product ‘Buy-Back' under which the payment is made, par-

tially or wholely, by the products manufactured by the supplied

plant, There is also a switch trade in which a switcher inter-

venes for executing a counterpart leg of the export to East

Europe.

In case of ”Prﬁduct Buy-Back", depen&ing on the products
involved, it méy, be an advisable alternative for Western nations
to make use of this tra&e -pattern, from the strétegib stand
point, fo;t' a secure supply of energy resources Vor raw materials
or far a consigm;—xeﬁf mangfacture. _Genera._lly, however, in
case of "Com'.pensat_ion”'o;' "Product Buy-Back', it constitutes
an integral part of thg_.original, so if the_cour_lterftr_ade_ obligation
is n_o£ fulfilled, the problem is that the creditor would not be

able to collect the bill,
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(2) Precautions to be taken in Counter-Trade Business :

A. Government's Directive for Counter-Trade

For imports of certain items which fall into some
designated catcgorics in East-FKuropean nations, there is

a standing directive served by the government, under which

the importer is obligated to effect the payment, up to a

certain percentage, by means of domestic products.

At first, normally their request ranges from 50% to 100%,
for the counter-trade. The above percentage defined by
the government's directive differs from item to item to
import, and if the item i.s incorporated in the first-priority
import program of the receiving country, the supplier may
be able to reject in the end the counter-trade proposed,

In fact, however, it is very difficult to ascertain where
t,}_xe plant in. question is ranked with what designated per-

centage in their first-priority list,

Request for Counter-Trade at Final Stage of Negotiation

In negotation of an agreement with East-European
nations, normally they request an offer on a cash payment
basis, but they often propose a switch to a counter-trade
only after learning the cash price. . This 'is one of their
tactics in doing business, and, in fact, it is almost im-
possible to raise the dnce-offerred cash price to meet the
counter-trade requirement. Some of them, after an agree-
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ment is reached on the price unchanged from as offcrred

but with a counter-trade,i and requés't a further reduction
from such an agreedupon Pprice switching back the pa?ment

into a cash basis, which is known as a ''double door trick'.

C. Goods and Prices of Counter- Tfade

It is necessary for ;Weste_rn exporters to keep the

scope of goods for the counter-trade as wide as possible.

Usually, goods for the coéunter-tra.de do not’incilude those

which could be re-sold on the Western markets, as such
goods are their source for foreign currencies. Many of

the products they list up are industrial products but most

of them are troublemaker_s in their Qua.lity' and aftercare-
service, Even if relatively salable items are listed in

numbers, they are often hard to get'in the end, so that one

should not get optimistic by the abundance of items on the

list. It is necessary to let them attach a warranty on the

availability for a -proposeci period of time, if any appropriate

one could be found on the list.

As to the price of the goods for such a counter-trade,

it is normally indicated simply as to be sold at a "competi-

tive price”, and, in many cases, such a competitive price

is only applicable to a specific region in the world, . :
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Penalty Provision

| In 2 "Counter Purchase! agreement, a pe‘na.lty pro-
vision is provided for ;iny breach by the Western party.
The penalty rate propbsed at the early stage of neg.‘c-:;tiation
is rather out of question but, through further negotiations,
it generally settles down to the range of 10 to 15% of the
"Counter Purchase” amount. W};en the Ea,st-Eqropean side
insists on a high penalty rate and does not agree to reduce
the rate, in many instances they assumingly have no enthu-
siasm to honour the counter-trade, but rather try to get
a penalty from the Western party on a default of the counter-
trade agreement, whereby reducing the price originally agreed
upon in effect. In anticipation of such a maneuver on the
East-European side, the Western party on occasions may
produce a price well enough to cover such risks. On the
other hand, however, when they set a penalty rate at as

low as 2 -3 %, we should be aware of that they are trying

.

- to gain a price deduction in substance on a probable volun.

tary default of the c-aunter~trade agreement by the Western
party.

| As there was a case wherein a Wes.tern party was
requesied t.o.ta.ke delivery of the _goods for the counter-
trade despite his payment of the default penalty on the

counter-trade, it is most advisable to clearly specify in
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the agreement that the Western buyer shall be released
from any oblig.a.tn;.ons‘ unéler fhé counte;i'-trade agreement
u'ponA payment of:penaltieé. It-wi.ll also be advantageous
for the Western party to provide in the agreeﬁent 1;hat

whenever the Eastern party fails to supply the counterpart

list or to ship the goods for the counter-trade, any and

all obligations of the Western party under the counter-
trade agreement shall be cancelled, or that the Eastern

party is obligated to pay a penalty therefor.

‘Excecution Period of Counter-Trade

In the counter-irade agreement, it is necessary for
the Western party to- set the excecution period of the counter - .
trade as long as possible, since a significatly long period
of time has to be consumed before clarifying whether the
fesale of t}.ze‘, counter-trade goods is possible. KEast-
European nations will,  of course, not agree to extend the
execution pexiod of the counter-trade beyond tl;g d_ea.&li.ne
for set_tling‘the ;redits provided by the Western party.
It is also most likely that the East-European side will

reserve their repayments of credits as a counterpart of

the penalty payable on a default of the counter-trade,

whenever the Western_-parties puts off excecution of the

counter-trade. We suggest, therefore, that a stipulation
should be put in the agreement specifying the irrelevance
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of the payment by the Eastern party for the plant imported

with any default of the counter-trade execution.

Summary

We believe Communist countries' requests for the transfer
of Western technology will be kept increasing as heretofore., For
us, advanced nations' cooperation to those countries who wish to
promote their economic and technical level will he a task to fulfil.
Acomplishment of a certain technical transfer naturally will be fol-
lowed by their further introduction of technology and product of
other sorts.‘ We think it will suit us to farnish them with any
technology as far as it does no specific harm and also to make the
most out of it, Technical information supply and I;Ia.nt construction
are howgver, different, from a mere sale of a product, and thé im -
pact boomeranging.back to the same indusiry to which the supplier
beloﬂgs and other nations will be too substantial to disreg.ard.

We think it necessary to fully understand the individual cir-
cuznstancesr existing in the communist areas and each country, but
we shou.ld not necessarily' concede everything to them. We think
it most essential to hold on to the basic policy for licensing patents
and knowhows and induce their complete understanding so as to let
them agree upon a ;‘easona.ble conditions and countervalues on a

basis globally common, and believe it will be successfully negotiable.
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On the other hand, one of the reasons why East-European

countries bring up such hard conditions like a counter-trade is
their almost drained foreign exchange reserves, so if we could
suggest .them any attractive financial terms and conditions, then

their requests for a counter-trade will likely to ease, . This area

is believed to be where we should direct our future efforts,

We expect increased instances of joint particpation by U.S.

+

and Japanese firms in a projéct as it was seen in the Yakutsk

natural gas field development project in the Soviet Russia as
authorized in 1975, .in which a number of American and Japanese
industies jointly participated by making the most of their repective

advantages.

This report is based on our past experience in technical

transfer to East-European nations and our comments are limited

to these problems and a few countermeasures thereto. I shall be

more _than pleased, however, 1f this report would be of some‘ help
to PIPA merpbers in their technica.l transfer to communist areas
or in.future technical transferé plans uﬁder U,S. -Japan cooper‘atioln
to any third countrieé. |

Thank you very much,
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Developments in Industrial Property Laws

of South East Asian Countries

~ N. OKABAYASHI
. Y. KOYASU '
- 4. NAKAMURA
- (Committee  #3).

Some of you may recall that at the last.
'Williamsburg Congress our Jaﬁanege group made a brief
presentation on the developments in the industrial
property system of the South East Asian countiies.
Since then, there have been further'developments in :
the field of industrial property protection in the

South East Asian countries.

lAin ihéilaﬁd and Philippineé, for example,
considération éﬁd debate are now.undér way for im-
plemehtation_of'the proposed new 1aws. Among those
.proﬁosed léws oxr revisions, I.think, fhefe are some

which are.of special concerns te PIPA members.

To begin with, in the way of background for
discussions at this Congress, I should iike to preséht
a brief outline of changes of industrial'property

system of some countries in the South East Asia.
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I.

Philippines

As you may know, in the Philippines, certain

portions of the patent law were amended by Presidential

Decree No. 1263 dated December 1%, 1977, and became

- effective on January 14, 1978. The amendment is to the

licensing provisions of the Chapter VIII of the Patent

Law.

Among others, the following are.the salient

features of Presidential Decree No. 1263, which should

be particularly noted.

1.

All voluntary license contracts as well as renewals
thereof invelving payment of royalty for the use of

patents shall be submitted to fhe Technology Resource

Center for prior approval and registration.

The royalty to be granted in all license contracts
shall, whenever entered into between an alien licensor
and a Filipino licensee, not exceed five per cent (5%
of the net wholesale price of the_articles manﬁfacfu¥ed
untder the royalty agreement.

Therlicensee shall be'entitled to exploit the invention
during the whole duration-of the patent in the entire
territory of the Philippines. |

Clauses of the following tenor contained in license

contracts shall be null and void:
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{a)

(b)

(e)
(a)
(e)

(£)

(gi

(h)

Those which impose upon fhe licensee the
dbliga{ion to:écQuire ffoﬁ a specific source
capitél godds, intermediaté pfodubts, raw
m&terials, and other technplogiés, or of”
permgnent1y.¢mploying pefsonnei indicated by
the licensor; B |

Those pursuant to which the licensor reserves

‘the right to fix the sale or resale prices of

the products manufadtured‘on the basis of the

license;

Those-thgt con#ain féstrictions_regérding theﬁ
volume and st;ucture of ﬁrédugtion; |
Those that prohibit the use of competitive
ieéhndlogies; | '

Those thaf_estaﬁlish a fﬁll or partiél_purghase
option in f;vor of the‘licenéor; .
Tﬁose that obligaté the licensee to transfer 

to the licensor the inventions or improvements

that maj be obtained thrdugh the use of thél

Qicensed technqiogy;~

Those that require payment of royalties to the-
owners of patents for patents which are not used;

Those that prohibit the licensee to export the

licensed product;
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Any person may apply to the Director for the grant

of a license under a particular patent at any time

after the expiration of two Years from the date of

the grant of the patent, under any of‘the'following

circumstances:

(a)

If the patented invention is not being worked

_ within the Philippines on a commercial scale,

(p)

(c)

(a)

‘although capable of being s6 worked, Withouf
SatiSfaétory reason; |

i the’demand for the patented article in the
Philippines is not being met to an adequafe N
extent and on reasonable terms;

I1f, 5y reason of refusal of the pafentee to
grant a license or licemses on reasonable térms,
.ér by feason of the conditions attached by the
patentee to licensee or to the purchase, lease
or use of the patented article or working of
the patented process or machine fér production,
the establishment of any mew trade or industry
in the Philippines is prevented, oxr the trade‘
or industry therein is unduly restrained;

If the working of the invention within the
country is:being prevented or hindered by.the

importation of the patented article; or
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(e} If the patented invention or article relates

to food or medicine or manufactured broducts

or-suhstanCes which can be used as food or

medicine, or is necessary for public health.

or.public.safety.

6. Importation shalllnot constitute  "working".

7+ The National-Eccnomic‘Development Authority may,

by. order, provide that for certain patented

products or processes, or for certain categories

of such products or processes, which are declared

in such order to be of vital lmportance to the

country 5 defense or economy or to publlc health,
compulsory 1icensc may be granted even before_tﬁe
expiratioh of twc:yearslfrcmrthe grant ofrrhe patcnt.
Ali ﬁrddﬁcts or cubstancés and/or processes involvé&

dn any 1ndustr1al progect approved by the Board of

Investments under the Investment Incentlves Act shall

'be deemed products or substances and/or processes vital

to the natlonal defense or’ economy or to public health.
If the product, substance, or process subject of the
compulsory 11cense is 1nvolved in an 1ndustr1al proaect

'approved by the BOard of Investments, the royalty

payable to the patentee or patentees shall not exceed

three per cent (3%) of the net wholesale price.
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8..Aﬁf one who works a patented product, substance
and/or process undér a license granted shall be
free from any 1ia§ility for infringement, provided
that in the case of a voluntary licensee no‘collusion,
with the licensor is proven. This is without pfejudide
to the right of the rightful owner of the patent to
recover from the licensor whatever he may have received
as royalties under fhe license.

9. Annual fees, applicgtion fees and the other official
fees were amended and fixed. However, the Dirécfcr
may by rule fix higher fees.for nationals from the

defelopéd countries.

Furthermore, the Philippine Govermment is
planning to implement a bill to impose a surtax, in
" addition to the present sales tax due, on locally

manufactured products bearing a foreign trademark.

According to the explanatory note on the -
proposed decree, the Government ‘intends to impose the
surtax on certain locally manufaetured articles bearing
a foreign trademark or tradename uﬁder a licensing andr
trademark agreement providing for the payment of royalfies,

whenever upon determination and certification of the
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Minister of industry,there are simiiaf articles or .
substitutes thereof bearing 1océl_trademarks in
suffibient'quéntity and bomparable quality-and
price. The surtax is imposed‘ih,égcordanée‘with
the followingrschedﬁle:. -
(1) 10% up to December 31; 1979;
(2) 17;5% up fo.ﬁedéﬁber 31, 1930;

(3) 25%_ft6m Januafy 1, 1981;

At present; for your reférence, the
Philippine Government imposes a sales tax of 7% on
consumer géods manufactured locally which carry

foreign names.

- The. Philippine Govefnmént remarks thét the
| proposal is aimed to encourage the_usé of local trade-
- marks or,tradenamgs on all locally manuféctured
prodﬁcts, and that such a legislation is needed to
protect local industriés from competition bﬁ well—' 
'known‘foreign companies. |

‘Sqme of foreign‘coﬁpanieé, if the Bili is
iﬁplemented, may addpt local trademarks in Philippines

as an alternative for their brands in pursuit of

legitimate avoidance of the proposed tax imposition;
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However, it will destroy property rights on publicly

accepted foreign trademarks.

Besides, we are afraid that such a legislation
should be an obstacle fo the importation of technology
involving trademérks, which is often the éase_in technology
liceﬁsing, resuliing in pfévention of the desired tech-

nology transfer.

II - Taiwa.rl -

A draft of revised patent law has recently
been approved by the Ministry of Economic Affairs.
and is now under. consideration in the Legislature.

Highlights of the revision are as follows;'

1. Changes the essential requirement for a
.patenfﬁhle,new invention from '"having
industrial value" to '"being Capéble of
industrial utilization®.

(Article 1)
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3.

2. Abolishes the statutory one-year novelty

regquirement set forth in Artiéles 2(3} and

-96(3) which prohibits patent applications in

the Republic of China for any invention or
any utility model for which patent application

has beén,filpd with a foreéign governmént for

‘over a year, and add a new restrictioh that

new inventions and new utility models are
unpatentable;if they "make use of conventional
technologerXisting.priof to the patent

application and the usage is Well_kﬁown_and

-obvionus.

Changes the commencement date of patent rights

granted to a patent application from Mits

' filing date" to "the date of publication®

after its approval;

'Shorténs the:period for any person or

interested'phfty to_institute'bpposition'

- proceedings at the Patent Office against a
.‘published patent application from "six months"

_to."three'months" from the date of publication.
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5. Deletes the provisions in Article 67 that "thel
Patent Office may on its own initiative revoke
a patent if, in the absence of proper reasons;
the patented invention has not ﬁeen put dinto
practice, or has not been properly put into
practice in this country after the expiration
of three yeéars froﬁz the date of the grant of

the patent™.

6. Stipulates that the date of publication of
an approved patent application shall be the

comnencement date for payment of annuities.

7. Raises the fines prescribed in the Section of
" Penal Provisions in order to strengthen the

patent protection.

Further to the proposal of the revised patent
law, the Ministry of Economic Affairs is planning to
draft'a,revisidn of the current trademark law and its
enforcement rules.

- According to the Ministry, the fast econoﬁic
and buéiness development of Taiwan in recent years
has outdated many provisions of the current trademark

law and rules, and the revision will be centering on:
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Prevention of imitation of well-known trademarks

and enbpuraging use of originél ones.’

2. Stipulation of a guideline for judgement of
similarity of trademarks,

"3. Specifying the Government's approval conditions

for trademark licensing.

III. India - |

Section 68 of the‘;ﬁdian Patents Act of 1§7o
‘prﬁvides that_patenf assignments and_licenses must Eé'
Fecorded in the Patént Offige within six months from
thelexecﬁtioﬁ.of‘the.documeéts-or the commencement of
the‘Act. ‘This provision has been in the Indian Act
since 1970 but waslonly‘broﬁght into force on April 1,
1978. . . L

It ﬁili therefore now be néceséary to review

all existing license agreements. and assignments.
Future licensés aﬂdl#ssigﬁménts will have to be
reéordéd‘within-six months froh the date of execution.

The documents will otherwisé become invalid.

If timely recordal is mot effected, working

by a licensee can not be reiied upon as proof of
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commercial working in the event of an applicatidn for
a compulsory license by a third party. Also, an
unregistered assignment would not entitle the assigneé

to sue for infringement. ' 4

IV. Thailand -~
The legislation is now under way for
iﬁplementation of the long-awaited Patent Bill which .

was sponsored by the Government.

Although the text and related details
are not as yet available, according to a Thai
newspaper, the major regquirements in the Bill are

as follows:

1. A patentee must initiate wbrking of the
invention within thfee years. If, after a
three year period, nothing is done, the
Government has the right.to éllow others to
work the invention, following a payment made

to the Government for the patent.

2. The Patent Bill allows the Government to

withdraw the patent from its owner if working
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is not initiated within six years.

3. The term of protection of a patent is 15 years

from the grant.

4, The Patent Bill imposes stiff penalty ~ from
one to five years of imprisonment and a fine

' from 5000 to 50000 baht or both - on those

found and charged with imitating'others'

inventions without legal permission.

'5. The patent rights inélude-all categories of
iﬁventions except . for foodstuffs, drinks,
‘pharmaceuticél ingredients and preparations,
and ﬁroducts_that-are.contradicted to the good

moral, health and soccial welfare.

6. An invention, which was described in any
printed matters either in Thailand or outside

Thailand prior to the patent application, is

ﬁnpatentable. } .

According to the debate which was held for

discussion over the'édvanfages:ahd disadvantages of a

patent law to the. country, majority of about 560

participants was in favor of the legislation in

principle. However, there was minority who éxPressed.
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concern over flagging foreign investment in Thailand.
Following are excerpfs‘from the Pros and Cons of the

implementation of the patent law in Thailand:

Pro-
It is time that Thailand hasla patent law to
provide protection for new designs and
products Since the céuntr?'s industrial
development has progressed significantly.
Thé law will -also promote and encourage the
transfer of new technology in préduétion, anﬁ-
this is necessary for tﬁe economic develophent
pf_the Country. The lawlwill encourage_ 
invéstment, as investors have more confidence
in. the m#nufacture of their preoducts if they

are protected by law.

Con~
(1) It is not time for thé impleﬁentation of the
| bill as Thailand is a poor and developing
countr& whichlstill has_to import wvarious
kinds of ﬁachines from abroad. The imitation.
of foreign machines will ﬁelp lessen the-

‘country's trade deficit.

— 262—

o



~(2) Products coﬁperning agricultural and military
technologies shéuld be excluded from pafent
protection on the ground that Thailand still
needs techhologiés in both fields, for the )

development of the country.

(3) Foreigners and not Thai people will profit
from the patent profectioh which will lead

to the monopdly of farious inventions.

The foregoing is a brief oufline of fecent
‘chaﬁges of iﬁdﬁstrial prdpeftf sjstem of countries in
;the Soutﬁ East Asia; It should be noteworthy that
"there is such a cquntfylas Téiwéﬂ wﬁicﬁ igldirected
toﬁard'strengthening pétenf protection, while most

developing countries are standing against that diréction.

As yoﬁ are well awére, when more details of
théichanges of laws, which Wé'haée outlined just
briefly, become available, it should be studied by ail
.of us carefully so tﬁaf our own views, construcfivet
'thoﬁghts and advicé can be médelavailable'to people
‘concerned in those cbuntries: to be in the best |
‘iﬂterests of-their countries when viewed from a long-
range.standpoinf. And where.appfopriaté,'we éhould._

_encourage our Governments to get involved.
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We firmly believe that few of you would
disagree that any erosion of industrial pr;perty
protection, without proper protection for the creators
of technology, can only reduce fhe incentives needed
to obtain transfer of technology, and that, where
technology transfer is involved, sound industrial

propérty laws often act as an incentive to encourage

the transfer.
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RTUBEN SFINCEIR
9/22/78

TRADEMARK DEVELOPMENTS - THE TRADEMARK REGISTRATION TREATY

AND THE PROPOSED MODEL LAW ON TRADEMARKS

In my presentation today, I will discuss recent

developments in the international trademark area,
specifically the Trademark Registration Treaty and
the Model Law for Developing Countries on Marks énd
Trade Names.

The Trademark Registratiqn Treaty, signed at

Vienna on June 12, 1973, had a total of fourteen

signatory countries by the end of the cpen period for
signature, on December 31, 1973. It will enter into
force six months after five States have ratified or

acceeded to it. To date, none of the Signatory States

has ratified the Treaty. Ffour States, namely, Congo,
Gabon, Togo and Upper Volta have acceeded to it so that

one ratification or one more accession is required for

the Treaty to enter into force.

I represented PIPA af the Third_Session of the TRT
Interim'Advisory Committee held in Geneva during the period
Tebruary 21-24, 1978. At the meeting %he'following

countries indicated their position with respect to TRT:

NORWAY, SWEDEN AND FINLAND, which are signatory countries,
indicated that final decision on ratification will depend
on the positions of their respectivé trading paritners.
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PORTUGAL, also a signatory, indicated +that its date of
ratification would follow that of the United States

and the United Kingdom.

SOVIET UNION, while it favors the TRT, will make its
accession dependent on that of countries which are
not parties to the Madrid Agreement and with which it

has important trade relations.

UNITED KINGDOM, a signatory country, does not plan to

ratify TRT in the immediate future.

FEDERAL REPUBLIC OF GERMANY AND HUNGARY - ratification will
depend on ratificaticn by countries which are not parties to

the Madrid Agreerment.

JAPAN agrees with the basic concept of TRT but cannot
participate until the problems caused by the great number
of trademark applications, which have been filed, have been
solved, since the time required for examination is not

compatible with the system of TRT.

SPAIN AND THE PHILLIPINES are now studying the consequences

of TRT for their national systems.

UNITED STATES - In September 1975 the President submitted
the Treaty to the Senate with a request for its consent
to ratification on the understanding that new legislation

in harmony with TRT will be adopted.
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The particular problem facing the U.S. is the present
reguirement that only marks in actual use can be registered,
whereas, under TRT, non-use of the mark during an initial
period of three yearé, counted from the filing date, cannot
result in refusal or'cancellétion by any State. However,
any State may require that the owner declare his intention
{o use the mark in that State, and may further provide in
its law that no action for infringement may be-started\
until thé continuing use of the mark in that State has
started and that damages may relate only to the period
after use has commenced, ' |

Legislation designed.to implement the TRT has been
prepared by the U.S;'Patent and Tfademark Office. Copies
of the implementing Legislation, dated July 11, 1978, are
available upén request to The Commissioner of Patents and
Trédemarks. The Patent and Trademark O0ffice is planning a
survey of a random sample of U.S. trademark owners who
would have a direct interest in TRT and in the.changes
required in the U.S. Trademark Law.

The most fundamental.change provided_by the implementing
legislation would permit the securing of a U.S. nafional
registration based on intention to use the mark appliéd
for, and provide for an initial pefiod.of three years
during which non-use of the mark could not be a basis for
refusing or cancelling such registration. Howevér;.the
ﬁroposed legislation proﬁides that infringement actions

in the courts would continue to be contingent upon the

commencement of use.
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There is a sharp difference of opinion in the U.S,
among interested parties as to the desirability of
making this change. The essence of this change, in our
law, is that it would move us from the strict use standard,
which is held to only by the U.S.,, Panama and The Phillipines,
to the middle position of having a use, or intention to
use, system similay in principle to that of the British.
PIPA was represented by Mr., David M. Mugford at
The First and Second Sessions of The Working Group on
"The Model Law for Developing Countries on Marks and
Trade Names", held in Sepeva. The First Session took
place during the period November 7-11, 1977 and The
Second Session took place during the period June 12-16, 1878.
During The First Session, the firét half of the new
Model Law was discussed by The Working Group. This
pertion of the.law deals basically with administrative
matters relating to the trademark registration proéedure.
The WIPO Secretariat announced at the beginning of the
Second Session that the redraft with commentaries based
on the work at The First Session had not been completed.
It was stated that, after due reflection, it did not make
sense to prepare the redraft until the work of The Second
Session was completed. Some of the sections of the second
part are so intimately related to sections of the first
part that the redraft should constitute the entire Model Law

in its entirety. _opa—
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The second half of the:new Model Law deals basically
with legal matters. It cdvers provisions dealing with
infringement and 1¢gal proceedings by_a licensee, assign-
ment and transfer of applications and regisfrations,
contracfual licenses,'The Oﬁfice, collective marks
trade names, and examination and registration:of
contracts. The last named provisions are of pafticular
importance for developing countfies since their purpose
is to prevent restrictive terms in contracts which could
be harmful to the economy of;developing countries.

One agreement was rgachéd at The Second Session
after much debate ané‘explanétion by the experts from
the deveioped_éouﬁtries. This agreement is fundamental
to the Model Law. It is that the Model Law for Developing

Countries is to be a pure registration law with no

rights at all to be held by prior unregistered users.
They agreed to adopt. a trans;tion period similar to

that which was adopted in the Benelux Trademark Law.

For a period of two to three years, and probably three_
years after instituting the Medel Law, prior unregistered
users will be encouraged to fegister to protect théir
rights. During this_transition period they will bLe abie-
to claim priority in:a countfy based on their use in that’

country. After the transition period, the prior local

user, who has not registered, has no rights in the trademark

and may be sued for infringement and even enjoined by the

first registrant. :
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It was agreed that the Secretariat would attempt
to work into the redraft something akin to the "likelihood
of confusion" fest used in the United States both with
respect to actual infringement and "imminent infringement”.

"The latter will be redefined as an infringement which is
"about to be committed" instead of one which "will occur".

Further, the redraft will make the award of damages
and/or an injunction.discretionary and not mandatory in
each instance of infringement.

The representatives of the developing countries
insisted on maintaining the right of a trademark licensee
to sue infringers without the consent of the trademark
ownier. They also introduced a new provision to the effect
that when suit was instituted by the licensee against
an infringer, costs (which were not defined) could be
assessed against the licensor/owner. The Director/General
intervened and stated ‘that such costs should be "reasonable
and equitable'.

There was a lengthy discussion and debate relating to
whether it should be possible under the Model Law to assign
and transfer part of the goods or services covered by an
application or registration. As a result, the redraft
will contain a provision permitting the assignment of
something less than all of the goods covered by the

application and registration.
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At this point in time, something very interesting
happened at the meeting. The experts ffom the developed
countries décided that if The Working Group was determined
to discuss Section.SS in generai_and, in particular,
"Restrictive Terms", these experts would walk out of
the meeting not wishing to lend their names to the
production of a Model Law containing provisicns thch
have no place in a model trademark law. It would appear
that this is the first time that expertslfrom developed
countries proposed to leave a WIPO session on the baéis
of a total disagreement with the content of a proposed
draft. Apparenfly, the Directof/General instructed the
Deputy Director/Geﬁeral to inform The Working Group that
in view of the fact that the provisions of Section 55 are
the same provisions that were in the original draft of
the Model Law on Inventions and, since The Working Group
on Model Law Inventions has made total revisionsrin the

‘draft of that model law, it did not make sense to discuss
Section 55 until after The.Working Group on the Model Law
ort Inventions met again in an attempt. to reach an aéreement‘g
on their draft. This was a diplomatic way of deferring “
the ﬁatter and avoiding the confrontation between the
International Bureau of WIPO and the experts from
developed countries? It is now proposed that there be
a fifth meeting of fhe Trademark Working Group to
specifically discuss the provisions of Section 55 after

the Inventions Working Group meets again on this subject.
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Time does not permit a discussion of other points
that were debated at the sessions. However, it would
appear that the redraft of the second part and possibly
the redraft of the first part will contain substantial
revisions as compared with the original drafts. These
redrafts will contain commentaries and will require

careful study.

P
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PLANS OF JAPANESE'COHPANIES FOR THE FOREIGN
FILING UNDER THE EUROPEAN PATENT CONVENTION
AND/OR THE PATENT.COOPERATION TREATY

--- On Results of Survey by Questionaire —--

October & , 1978°

PIPA Nagova Mééting,

Japanese Group Committee No, 3
Xiyonori Miiumoto

Xano Yamaguchi

Kazuhisa Imai

Introduction:

The Japanese Group bommittee No. 3 carried out a survey
by the qqestidnaire to sixty one (6;) companies of PIPA
members on the above.subject during the period from late July
to early Augﬁst.: A coéy of the gquestionaire is aﬁtached ——
Annex 2, pages 16 - 19, We would like to roughly-infrodﬁéé
the results of the survey, The peried for the.survey was just
after the start of EPC and before the start of PCT, Therefore
lwe set up the main object of the survey in grasping général.
tendancy among member companies., It seems too early to analyze
the backgfound of ‘each item of fhe'questionairé in detaill. So
we would like to report mainly fhe statistical resuité of thé

survey.




The questionaire took a form of multiple choice guestions
to get answers from many companies as possible and ﬁinimized
questions in the form 6f descriptive answers. Questions are
mostly relating to EPC which has already started and some
for PCT in connection with EPC, Due to time limitation,
it is difficult to explain the results of the survey in detail
here. We just comment on the outline of the survey and
topies concerned. With respect to the results in detail

please see the attached table, {Annex 1, pages 14 and 15).

l. Ttems of the Survey

Main items of the survey are as follows:
1) Status-guo of use of EPC application
2) Pattern of EPC application

3) Plan to use PCT application

2. Answerers and their filing activities for foreign

applications

Fifty five (55) companies out of sixty one (61) answered

to the guestionaire, They are, more specificaily,

twenty eight (28) companies in the field of chemical
industries, seventeen (17) companies iﬁ the field of
electric and electronic industries, and ten(10) companies
in the field of mechanical industries. - With respect to

the filing activity for foreign patent applications

in the year of 1977, fifty three (53) companies answered,
The total number of inventions comes to 3,088 and the total
number of countries filed comes to 10,513 in the year of
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1977 (average number per company is 58_inventions and
198 countrieé), among which the proportioﬁ including
EPC contfaétihg states is up to 49%..

When Wé look into the interrelation among the
industries;_there is a difference in. trend. Namely, the
number of inventions in the field of chemicai industries
is not large. Instead, the numbef of countries filed
per.invention is many and its avefage shows six (6)
coﬁntries. To the contrary, the number of inventions in
‘the fields of electric, éléctrdnic and mechanical indust-
‘ries are lafge but that of.countries filéd per invention
is relatively small. The numbér_of countries filgd are,
in average,'3.6 per invention in the fields of electric
and electronic inaustries and 2,67per invention in the
field of mechanical industries respectively. .Meanwhile,
.considering as an eléctic and électronic grbups, i.e. if
taking the.ratio‘bf "total number of countries filed |
by the companies in the fields éf electrié and eleétronic
industxies“'and "total number df inventions from them",
the figuré.changes to 2.9, Except.for electric and elect-
fonic group, there are few changes in their Figures.

The p;oportion of applications.in the field of mechanical
industries to EPC contracting states is less than that
‘¢f applications.in the fields-of chemiéal, electric;‘and
electronic ipdustries._- |

‘On the other:hénd, the number of ap§1i¢ations by
each éompany Véfiés largely. .Lboking frpm_#hé point of
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number of countries filed-in 1977,7thé above fifty five
f55) companies are divided into two groups bordering

one hundred (100) countries, i.e. a group comprising
twenty eight (28) companies who Ffiled in less than 99
countries in total and the other group comprising twenty

seven {27} who filed in more than 100 countries in total.

Outline of the results of the survey

As mentioned in the first part, due to the early timing
of the survey, it is learned that some of the answerers
were not yet familiar with EPC and PCT, and that some
of their answers . seemed paﬁterned and uniformed.

' The attached table on pages 14 and 15 shows the
results of the survey. Itlis expected that if the same
survey is carried out one or two years after, it may show

another results through the actual practices..

{1) sStatus-quo of use of EPC application (including
future use)

Questions 1) and 2) Filing statistics and Plan

Nine {9) companies answered that they have already
filed EPC applications and five (S) companies are now
preparing EPC applications, .If the above five companies
are included, they account for 25% of the total answers.

The companies which have not vet filed account for 75%

of the total answers, but 41% of such companies are plan-"

ning to file within a vear. 1In general, companies belong'
to the group filed more than 100 applications in 1977 as
explained above are considering more frequent and positive

use of EPC applications.
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Quastion 3) Future attitude

| 62% of the total companies answered that they would
"use as a trial" and 28% anéwered to "use positively™.
This bassive tendency is particular in- the field of
chemical industries, It is supposed that.fhey are at
ﬁresent seeing the run of EPC application which has.just

started, holding down their wish to use EPC_application.

will use positively

will use for a trial for the time being

E: Electric & Electronic
. C: Chemical
M: Mechanical

e

a b c. 4 e f

Question 4) Reasons for filing EPC applications

Major answers:are:

"to save filing expenditures" (74%)

"to simplify filing procedures” (74%)

"to select English as an official language" (58%)
The nexts follow the.abQVE‘three: -

"to utilize late filing of translation and immunity

‘of filing translations in certain states™ (37%)

"to make use of search reportﬁ (30%)

save filing expenditures

simplify filing procedures

tilize late filing of translation and
immunity of filing translations

M\ chooge English as an official
/’}/ B\ . : language
A=

e make use of search report

a b c d e .f g . -h i
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Question 5) Reasons for not filing EPC applicaticns

The following two are dominant:

"it may result in higher costs when a small
number of countries are designated" (72%)

"it may result in all or nothing™ (69%)

It is noted that 65% of the companies in the field

of chemical - industries answered "criteria of the exami-

nation are not completely clear", It seems that in

chemical field, criteria of examination give delicate

influence to the applications.

/ higher cost
/

all or nothing

criteria of examination are
1 v .~ not completely clear
¢ /| H
T </ ¢ E Ve
E [E | E ,‘\// .
a b "¢ d e f g h i

Question 6) Criteria of selection of EPC route or

national route

The following three are dominant:

"EPC application in case where the designated
states are many" (69%)

"EPC application in case where the patentability
of the invention is high" (448%)

"national application in case where the invention
is important" (38%)
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87% of the companies in the fields of electric and
electronic industries answered that they will file
"EPC application in case where the designated states are

many".

"EPC" in case where designated states are many
"national” in case where invention is important
L M _ "EPC" in case where patentability of
P%j/ : [ the invention is high
[ '
A M M '
T v c
. rea . v
E |
E E :
a . b ¢ .d_.e. f g h.

(2) ‘Pattern of use of EPC applicatioﬁs
Quéstion l) ‘Laﬁquaqe

All answered “Enélish". And only one company answered
they wiil usé both “Engliéh" and "Ge;man"{

Question 2) Nationality of attorney

41% of answerers selected West Germah_paﬁent attorneys
and 35% selected both West German and British patent
attorneys. Only 6%_selectéd British pateqt attorneys.. In
the field of chemical indusﬁries, 54%.selected West
German'but in fhe fields of electric,.electronic:and‘
mechanicai‘indﬁstries,. many companies selected both
West German and British. So far as‘the‘pompaniés who
ﬁaﬁé already filed or are preparing EPC_applications
within a year are concerned, they seiected both “"West
Gefman" and fBritish“. Such companies account for 52%,
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To the contrary, the other companies unforeseeing EPC
applications selected "West German" solely and they
account for 55%. WNo company selected-Frenph patent %
attorneys,
As the reasons for their selection, many companies
answered that "West German Patent Law Practice should
be influential over EPC" and that "it is conwvenient to
use attorneys having their offices in West Germany".

We can see from these answers that the background'of‘

inactment of the Law and a geographical advantages bring

large influence,

Germany

France ////
U.K. /A

i B
E prm |

a b c at+b others

7 ____cermany and U.X.
Il

Question 3) Number of designating states under EPC

The companies thinking it appropreate to designate
more than four states account for 42%. The companies
designating more than three states account for 25%, and
those designating more than five states account for 15%.
Two companies in the field of chemical industries answered

"more than seven states”. The companies in the fields of
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‘electric and electronic industries ' are just divided

into two groups, one answered "more than four states"
and the other "more than three states". But no company
answerad "more ﬁhan five states". The ccmpanieé, in the
field of chermical industrieé;  ahsweréd "more than three
states" are a fe&, and thése aﬁswered "more than five
states" account for 21%. This shows that this is coming
from a fact that the cbﬁpanieé in the fiéld'of chemical
enginéering are filing more patent.applications in the
EPC contrécting-states than those by fhé.cémpahies-ih

the fields of electric, electronic and mechanical industries}

LA

57 others

more than 3

Quésﬁion 4) patent filiﬁq route for Europeén étates
' The.anSWErs of both natibnal filing route and EPC

filing route account for 40% ofuthe:all answers. The

answér of “national filing roﬁte:oﬁly'comes next .

and account for 17%, . - o  " . ,- . . ‘
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—~national + EpPC

M national
§§§/ four routes
c -
N
/AT
E 5 7
E1E B |
atb a ‘ a+c+d| a¥b+c
at+b+c+d b others

Oon the other hénd, looking from the filinog route selected
solely or in combination, 83% answered to use "national appli-
cation". 64% answered to use "EPC application". wWith
respect to EPC application, the number of answers from the
group which filed the application more than 100 in 1977 is
two times of that of the other group which filed iéss than-
29, No company selected "PCT application” solély but
47% of the companies answered that they would use the PCT
route in combination with other filing routes. It is noted
that only ﬁne company in the field of mechanical industfies
selected "PCT route”, .

national

e ‘

CT—national
M
EPC
M PCT—EPC
o /
7, c M
i /,/’ /

2R

.

a
N
Q

jzal
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As the best reason for sélecting "national applica-
tion", answerers selected “skilled in the procedure”,
For the EPC application, they pointed out thé fact of
"linguistiéal:advahtage“. For the EPC application under
designatioﬁ in.PCT, which was selected by a few companies, .
answers of "usé of search report" and "late filing of

translation” were found relatively many.

{3)  Use of PCT applications

Only 31% of the companies answered "they plan fo,
use PCT applicaticns™. Reasons fqr usé_éf PCT applica-
tion are to "use of search report"” and to "avail 'fiiing
in Japanese language™. 56% answered that tﬁey "will not use
except for special cases". The reasons are that "PCT
.applications resuit in higﬁer_cost“ and "“few cases may
be withdrawn upon reviewing thé searcﬁ xeéprt“. It is
very interesting that'aﬁswérers ha§e two opposita'evaluat—
ion concérning the search report. One is affi;mative
and fhe other-iﬁ negative} lThey are balanced in the
percentage so far as the.s@fvey-is-concerned.

Let me show you here the difference of ansﬁers in
each industry. The pfoporﬁion of answéré'"plahﬁing to
‘use" ‘and "will not.use except for special casé“ris 1tol
in the fieldslof'eiectrié and electronic in@ustries,
2 to 3 in tﬁe fiela of chemical industries, and 1 to 9

in the field of mechanical industries, It is clear that
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the companies in the field of mechanical industries are
very pessimistic to the PCT application. Three companies
amdng the all companies answered ﬁhey "will not use PCT
even in the future". |
PCT has not yet been started at the time of this
survey. It is assumed that PCT was still uncléar to the
answerers and that such unclearness made them select the

answer of "not use except for special case".

Reasons for using PCT

Japanese can be used

77 ~—applications can be withdrawn

' fy/ C upon receiving search report
M A M
B C / i
"/ E /.// €1 E ¢
B D L E
1 6

Reasons for not using PCT except for special case

- costly
M
_— cases are rare which will be withdrawn upon.
///7 = receiving search report
o _@ ? ) "EPC" under PCT may require
/F /ﬁfﬁ additional search
SRSy 77777
c/A7 u .
o (L
E B o
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These are the ocutline of the survey. In addition
to the above, several issues were pointed out as a
request for or an uncertainity of EPC applications. They

are as follows:

“unclear criterion on examlnatlon under EPC"

"dlscordance between EPC examination crlterlon and

national examinationfcriterion“

They -seem to be the large. reanns of hesitation to the.
,EPC.applicetien. In#addition; there is a demand to expand
the fields of examination. There is also a_COmplaint_on
the time limit for requeet for examinafion which became
shorter than that of West Germany and Vetherlands.'

Flnally, again we would like to mentlon that the :
survey was conducted just after the start of EPC and beforej
the start of PCT. : Many companies mightjnot"be glven
enough time to understand:the hew systems.

If the same questlonalre is glven to them one or

two years later, results w111 be more deflnlte and spec1f1c;
It will be lnterestlng to Lnow how the attltude of' com-
panles change in the future. It would beralso very
interesting that the same'questienaire will be applied-to
the - U, S. companies as well as Japanese companies and
results of such questlonalre will be reported at the same

tlme at the same place.
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° Results of the Questionaire Annex 1

Total Number
Nurbher Type of Industry 1977
of . . , ] less than|more than|
answerers| . Ttem Total || Electric |Chemical {Mechanical] ag 100
55 Narbex of 17 . 28 10 28 27 %
canpanies &
Ql. Status—-guc of use of the EPC application
55 (1) a 9 1 5 3 ' 2 7
' b 5 3 L2 ’ g 2 3
c 41 13 21 7 24 i7
41 (2} a 17 7 7 3 6 11
b 16 4 9 3 14 "2
c 3 2 5. 1 4 4
55 (3) a 12 6 4 2 7 5
b 34 7 20 7 1 23
o] 7 3 4 0 7 0 N
a 7 3 2 2 6 1 B
a 0 0 ¢} 4] 0 0
f 1 0 1 4 1 0
43 (4) a 32 11 17 4 12 20
b 32 7 18 7 14 18
c 16 4 8 4 6 10
a 25 8 12 5 | 11 ‘14
e 2 1 1 0 } 1 1
£ 6 2 1 3 { 3 3 -
g 4 1 2 1 2 2
h 13 3 6 4 5 8
i 1 0 1 0 1 0
36 (5} a 25 6 14 5 11 14 b
b 5 2 2 1 | 3 2 i
: c 26 7 14 5 \ 13 13
d 11 1 9 1 4 7
e 6 1 5 0 3 3
£ 1¢ 2 13 4 10 9
q 12 b -8 3 4 8
h 3 1 2 0 1 2
i 3 1 2 0 3 0
52 (&) a 36 13 18 7 16 20
b 1 0 1 ¢ . 0. 1
c 20 5 10 5 7 13
d 3 1 0 2 1 2
e | 23 4 13 6 10 13
£ 0 0 0 0 ¢ 0 j
g 11 3 6 2 6 5
h ) 2 3 1 &) ¢l
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Total Number

Nurber Type of Industry filed in 1977 1}
of 1 han ' :
answerers Ttem Totalj Electric [Chemical [Mechanical] es;gt anmoigothan%
Q2. Pattern of use of the EPC applicaticn
51 [{1) a 50 | 14 27 9 24 26
' o b 1 0 0 i 1 0
C 0 0 0 o 0 0
51 (2) West Germani 21 5 14 2 12 g
British 3 1 -1 1 2 1
French 0 0 0 G 0 0
West German
& British 18 6 8. 4 & 12
dthexrs 9 3 3 3 5 A
52 [(3) .more than 3| 13 7 3 3 3 10
: more than 4| 22 & 13 3 13 g
more than 5 8 0 & 2 3 5
more than 7 2 0 2 0 1 1
others 7 2 4 L 6 1
53 (4)-1 a 44 14 23 7 18 26
b 12 B 8 0 3 9
c 34 11 16 7 11l 23"
d 13 7 5 1 4 9
e 3 0 2 i 3 0
(1)-2  a,c 21 5 11 5 7 14
a g 2 a 2 9 1
a,b,c,d 5 3 3 0 0 8
a,c,d 3 2 1 0 2 1
others 13 4 6 3
Q3. Use of the‘PCT application
54 a 17 7 g 1 6 11
b - 30 7 14 g 17 13
a 3 1. 2 a. 2. 1.
d 4 1 3 Q. 3 1
a 1. IR 3 AE R 3
2. 13 7 5 1 4 9
3. 8 3 5 0 3. 5
4, [ 2 4 -0 0 6
5. 13 6 7. 0 4 9
6. C 6 3 2 10 3 3
7. Q 0 0 0 / 4} 0
b 1. 22 7 3 7 16 12
2. 13 3 3 2 6 7
3. 9 3 5 10 8 2
2. 5 2. 2 S 1 3 .2
5. 10 3 4 3 6 4




Annex 2

QUESTIONATRE ON EPC APPLICATIONS

[Note] Answer in writing may be filled out in
underlined blanks if so required.
Appropriate items of the multiple cheoice
questions may be given with a check [¢]
in the corresponding brackets,

QUESTIONS :

Your Corporate Name:

Type of Industry: [ ] Electric, [ ] Chemical, [ 1 Mechanical

1. On status-gquo of use of EPC application (including
future use)

1) The EPC applications became effective on June 1,
1978. Have you filed EPC applications (or are you
preparing to file EPC applications}?

a.[ 1 ves, b.[ ] now preparing, e¢.[ ]l no

2) To those who answered "no" in the foregoing 1-1):

Are you planning to file an EPC application within
a year?

a.[ 1 yes, b.! 1 no, <.l ] others (in detail: )

3} What is your future attitude to the EPC? (For the
purpose of this questionaire, suppose there is no
restriction on fields of technology which will be
examined before the EPO.)

] will use positively

] will use for a trial for the time being
] will decide upon considering other
corporations' use

will not use for a while

‘will not intend to use in the future
others (in detail: )

D Q0w
[y e |
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4}

6)

5)

What is your reason{s) for filing EPC applications?

O U
L B e Mo )

1
1
]

o

A
-P"|I'_|
—

£.0 ]
g.l 1]
h, [

i.f{ ]

to save filing expenditures

to simplify filing procedures

to utilize late filing of translation and
immunity of filing translations in certain
Contracting States (Germany, etc.)

to choose English as an official language

easy to obtaln patents in such the Contractlng
State like Netherlands which has high examina-~
tion standard

rights in examination-free states may he
stabled and strengthened

to expect a future transfer to CPC (Community
Patent Convention) - :

to maké use of search reports

others (in detail: )

What is your reason(s) not for filing EPC applications?

a.l ]

=2 s B

it may result in all or nothing (reasons for
refusal found will be applicable in all the
designated states)

it may involve c¢omplicated procedures

it may result in higher costs when a small
number of Contracting States are designated
oppositions may be lodged more likely than

the current national applications

examiners have not vet got accustomed to
handling EPC applications

criteria of examination are not completely clear
it newly pused a difficulty in obtalnlng patents
in examination-free states :

it is required to submit translatlon of the

 jpr1or1ty documents -

RN

Which

others {in detail: o }

do you choose, EPC application or national

application? And what is your criteria for your
choice? .

a.t_]

“bhol 1]

c. [ ]
d.[ ]

EPC appli¢ation in case where the designated
states are many :
EPC application in case where the invention is

~important

national application in case where the inventicn
is important. .

both EPC appllcatlon and national appllcatlon in
case .where- the invention is important
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e, [ 1 EPC application in case where patentability:
"of the invention is high

£.! ] national application in case where patent-
ability of the invention is high

g.[ 1 even among EPC contracting states, the filing
of application will be either on EPC route or
on natiomal route in view of convenience

h.! ] others {in detail: }

Pattern of EPC application
1) which language do you use for filing EPC applications?

a.l ] English, b.[ ]| German, c.[ ] French

2) With reSpect-to your patent attorney for EpC
applications, which nationality do you choose?

Germany

United Kingdom

France

none, but preferably

others {(in detail: }

ey ey ——
Lt e ) bt

3) What number of designated states will be favorable
for your EPC application? '

[ ] approximately more than states
[ 1 not definite ‘
[ 1 others {in detail: )
4) To obtain patents in Europe, which route of applica-

tion do you choose? What is your reason for such
choice? -

Note: 'For the purpose of this questionaire,
. suppose that the Japanese application
is the first application. You may choose
in plural.
a.[ ] national applicatiohs
reasons [ *_ I
b.[ ] national-application under PCT
reasons [ * ]
c.[ 1 EPC apﬁlication
’ reasons [ * ]
d.[ J EPC application under PCT
reasons [ * |}
e.[ ] others

reasons [ * ]
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® Cheoose the number of. aﬁpropriate reason from the

following and £111 out the corresponding bracket
‘above.

simple procedure

skilled in the procedure

economical reason

linguistically advantageous

large number of designating states

advantageous for an urgent application
availability of search reports

enough time allowance for request for examination
(possible to delay ‘yvour final decisieon) .-

9. enough time allowance for submitting translatlons
10, feasibility of early grant of patent-

11, stability of granted rights

00 ~3 VLN b L B
.

Do you plan to use PCT for foreign patent applications?

]l yes : '

] generally no, excepting special cases
1 defifhitely no

] others (in detail: )

To those who answered "yes"™ in the foregoing 3-1):

Please choose reasons for your answer from the following.

Reasons: 1. simplified application
2. Japanese language can be used at first
3. enough time allowance is available for
- submission of translatien :

4, "~ applications can involve many. states
with simple. procedurES and inexpensive.
cost

5. appllcatlons can be withdrawn upon

' receiving the search report

6. advantageous for an urgent appllcatlon

7. others (in detail:

To- those who answered generally no, exceptlng special
cases" in the fore901ng 3-1) :

Please choose reasons for your answer from the follow;ng.

Reasons: 1. economlcally dlsadvantageOLs (costly)
" - 2. cases are rare which will be withdrawn
upon receiving the search report
3. EPC application under PCT may-require
an additional search
4, USA retains warious reservations on PCT
so applicants may not - take ' - substant-
ial advantage under PCT .. ' -.
5.. others {(in detail: )
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REVISION OF THE PARIS CONVENTION

{(by M. Kalikow)

ladies and Gentlemen:

In this report, I would like to outline the matters which have been,
or are being, discussed by WIP0's Preparatory Intergovernmental Committee on
the Revision of the Paris Convention in preparation for the forthcoming Dip-
lcmatic Conference. For conveniencé in considering these hatters, I have

"divided them into (1) genéra] matters, (2) trademark matters, and (3) patent
maiters. I will also try to give you some evaluation of the status of the
discussions perta{ning to each matter, and the likelihood that the Paris Con-
vention wi]]fbe revised with respect thereto, as well as Some observations
concerning the importance of some of these revisions from the viewpoint of
Arerican industry, and concerning the difficu]tieé which may be involved in
trying to achieve a meaningful Diplomatic Conference. In discussing these
matters T will be referring in most cases to the positions which have heen
tzken by three groups of countries; namely:.

1) The developing countries,

2} The developed capita]ist countries referred to as the

"Group B" countries, and
3) The Soviet Bloc countries,‘referred to as the "Group D"

countries.

First, let us consider matters which apply generally to the entire
Peris Convention. The more important of these are:
1) The Declaration on the Objectives of the Revision;
2) Preferential tfeatment without.reciprocity for nationals
of developing countries; and
3) Unanimity or qualified majorities for revisions approved

by the Diplomatic Conference

—202—

‘w‘;\\\



The "Declaration on the Objectives of the Revision of the Paris Con-
vention™ was promulgated by the group of developing countries. The Declafation
sets forth the general principle that industrial property rights should be used

“to contribute to the establishment of a new.economic order" and in particular

through the industrialization of developing countries”. The Deciaration
also states that "as far as revision of the Paris Convention is concerned. ....
exceptions and/or correctives to the principles of national treatment and in-
dépendence of patents, and ﬁreferential treatment for déveloping countries
should be allowed". This Declaration of Objectives caused great cbncern_in'
the United States and among the deve16ped_cquntries that the developing coun-
tries might attempt to incorporate fhis Declaratfon as a preamb}e_or intro-

duction to the Paris'Convention jtée!f or that the Declaration might be used

‘to Justify certaln revisions to the Paris Convention which were not desirable

from a prpféssional-viewpoint, or not of general application or benefit to'_

the member states:

Apparently, because of these concerns and objections. this Declaration

has not been pressed or relied upon by the developing countries during more

.recent NTPO_meetihgs, and it is doubtful if there will be an attempt by the de-

veloping countries to incorpbrate this Declaration as a part of the Paris Con-
vention itself.  On the other hand, there may be an attempt to use this Declara-

tion as a "theme" or basis for the deliberations of the forthcoming Diplomatic

Conference.

With respect to the question of preferential treatment without re- .
ciprocity for nationals of developing countries, two areas of such possible
preferential treatment have been proposed -- one relating to an extension of

the priority period.and the other relating to a reduction in éfficial fees.

—203—




' Fr)
Under the first proposal, the nationals of developing countries =

would be given more than the normal one-year priority period in which to file
their inventions in other countries. This proposal has met with almost unanif
mous objections by all the Group B {developed) countries and Group D (Soviet
Bloc} countries, on the grounds that it would be almost impossible to admin-
jster. Moreover, the need for some further extension of the priority period
is presumably now somewhat satisfied by the provisions of the Patent Coopera-~
tion Treaty. Accordingly, this proposal for extension of the priority period .

has 1little chance of success. ‘ -

However, the idea of preferential reduction of fees in favor of de-
. veloping country hationa1s”has géined some limited support even though it has
been objected to by the Group B countries as an unwise departure from the
basic principle of equal national treatment. For example, a proposal to al-
Iow-any'deve1oping country to charge nationals of any other developing country
only half the fees charged to nationals of developed countries was supported
by the Soviet Group D countries. On the ather hand, a proposal to require
the developed countries to charge‘developing country nationals one-half the
fees charged to their own nationals was objected to by both the Group B and
Group D countries. Nevertheless, the Group D countries indicated that they
might approve a proposal to permit such fee reduction to be agreed to by any
developed country when requested toc do so by a developing country. Further
discussion of this subject by WIPD has now been closed, and it has been
placed on the agenda of the Diplomatic Conference. In my judgment, this area
of reduction of fees is one where the Group B countries may be willing to

make some concessions at the Diplomatic Conference.
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The prob1em of unanimity vs. quatified majority for any revision of
the Paris Convention is much more controvers1a1 and much more important. As
you know, throughout the long history of the Parjs Union, any proposed arr_lend_—
ment has heretofore not beén_adopted.un1ess it_wds unanimpud]y supported;by
" the member coudtries. The deve]opihg countries now wish to abandon this
unanimity rule'and substitute a qualified majority such as two-thirds or five-
sixths, or even as high as nine-tenths. This whole subject was raised quite
edr1y_in the WIPOVde1iberations as a result of a comprehensive study by the
. Director Genéral, but has hot‘been recehtIy discusded. '

However, this question is- extreme!y important and: w111 undoubtedly
be rajsed again, either at some forthcoming WIPQ meetings or at the Diplomatic
Conference itseTf. whenmit'is, it is the viewpoint of American industry that
"we should do our best te obposg any change in this unanimity rule. This i§
because the ultimate objective of a Dip]nmatic Revision édﬁference.is not
merely to develop and agfee upon a set 6f proposed amendments which are to.
be 1nc}uded in a revised text, but rather to provide @ revised text which
wi]}.thereafter actua1]y‘be addpted and ratified by the countries‘of the .
Union tﬁat are to be affected thereby. If a proposed revision is eventually
not adopted by severa] countrxes because such countries do not agree with
one or more of the proposed amendments, the un1versa31ty and un1form1ty in
the app11cat1on of the Paris Convent1on will soon be destroyed and the fs-
suance of the controversial revised text by the Revision Conference w1]1 have

done more harm than good.

It shoqu_a}so be recognized that the unanimity rule protects all
countries, regardless of their stages of industrial‘dévelopment, and regard-
less of whether they process over 100,000 or less thdi 100 pafent and trade-

mark applications each year. Obviously, & failure to ratify a revised text
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by only a very few major countries such as the United States, Japan and Germany
which together process a major percentage of the woer‘spatentapp]icationswii]have
a very serious effect upon our international patent system, even if .such re-

vised text may be favored by a very high "qualified majority" of developing

and other countries.

Let us now briefly review some of the specific trademark and patent Eﬁ
matters which are being considered for révision.
| With respect to trademarks, the more important matters relate to:
1)_ Article 5 C 1 pertaining to the term for requiring use

of the marks;

2) Article 6 pertaining to the independence of marks;
3} ArticTew;'pértaining to the nature of the goods as an

obstacle to registration; and ' h i
4) The conflict between a trademark-énd an.appe11ation of

origin (geographical name, etc.).

As you know, Article 5 C 1 now merely states that registration of a
mark may be cancelled only after a "reasonable" period of non-use. The devel-
oping countries desire to have .a definite short period specified. The American
group would be willing to specify:a period of five yearé. Agreement on this

matter should be achievable.

With respect to independence of marks, there was some early discussion
of a proposal that a mark be cancellable if the home country registration is
droppéd or becohes invalid. This was opposed by almost all developed countries
on the grounds that trademark usage and validity must depend solely on national

law. It will probably not be.pressed by the developing countries.




Under thé pretense of discussing the "independence of marks”
Yugoslavia, at the most recent WIPO meeting, raised the question of whether
the nature of the goods shoild be permitted to "form an obstacle to the regis-
tration of the mark" in contravention to Article 7(a). The YuéosTavian dele~
gate argued that there was an undesirable broiiferation of marks on some
pharmaceutica] prodﬁtts and that Article 7 should therefore be deleted. The
Group B countries objected to any such deletion.- This is obviously a serious
matter and could become an important jtem for the agenda qf the Diplomatic

Conference.

waever, the most difficult and controversial trademark matter is
| the probiem of conflict betwgen trademarks and aﬁpe11ations of origin. At

the outset, itlshou1d Bemﬁéfed that thié guestion fnvo1ves not oh1y the
| products_of devepring countries, such a§ CoTomEian or Brazilian coffee, but
also tﬁe products of deve16ped countries, such as fSwiss" chgese or?Champagne""
wine. The subject_is‘so complex that WIPQ has recently drafted two comp]etéiy
' new_international agreements for the "InterhétionaT Protection of Appe}lations
. of Origin and Indications of Sourbe“ which are now being separately studied.
Tﬁe Committee fof Revision of the Paris Convention has alse estéblished:a
w0rking groub on this subject. One of the specific tasks of thié working group
:'fs to recommend whether the protection agaiﬁst trademark registration of
| Article 6 should be extended to covef the names of states. The Director
| General has also been asked to prepare a study on ihe subject. In my dpinfon,
it is doubtful whether sufficienf progress will be made in the time reﬁaining
before the Diplomatic Conferénce to be able tbureach any meaningful consensus

“as to what should be done on this subject at the Conference.
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Turning now to patent matters, the principal subjects which have
been or are being discussed relate to:
1) Process patents - Article 5 quarter;
2) Definition of patents vs. inventors certificates -
Article 1, paragraphs (1} through (4);
3) Relationships between patents and inventors certificates -
Article 1, new paragraphs 5{a) through 5(e); and
4) Working requirements - Article 5A.
With respect to process patents, Article 5 quarter regquires that
such process patents should apply to imported products to the same extent as
they apply to locally manufactured products. Some developing countries wish
to delete this article, presumably in order to be able to prevent'thé applica-
tion of process patents against imported products. This deletion has been
opposed by the Group B countries. However, the matter will be placed on the
agenda of the Diplomatic Conference. -
With respect to the definition of patents vs. inventors' certificates,
Article 1, paragraphs {1) through (4) as amended, have now generally been agreed

to by both the Group B and Group D countries.* This is 6ne of the major accom-
plishments of the preparatory discussions.

*According to these definitions in Article 1, paragraph 2(b):
" ...patents are titles by virtue of which their holders have, depending on the
national iaw, either the exclusive right, for a Timited period of time, to ex-
ploit the inventions patented or the right to prevent others, for a limited
period of time, from the exploitation of the inventions patented, whereas in-
ventors' certificates are
{i) titles by virtue of which their holders have the right to compensation
and other rights and privileges as provided in the national law of the
country having granted them and by virtue of which the right to exploit
the invention belongs to the State or the exploitation of the invention
by others requires the authorization of a State authority, or

(i1) titles by virtue of which the holder retains the right to exploit the
inventions and to receive remuneration from others for their use of the
inventions, approved by the national authority, but receives no right to
.exclude use of the inventions by others. ™
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However, the whole question of the relationship between patents and
TnVEntofs' certificates is still véry much unsettied. The Group B countries
have drafted one set of proposals as Article 1, paragfaph 5(a) through {e)
while the Group D couﬁtries have a second set. The méih difference between
the two sets is that the Group B set makes it clear that for any fié1d of tech-
‘nology in which inventors' certificates-afe available to their own nétiona1s;
patents must also be available to the natidna1s of 6tﬁer countries un1éss,such
other country does not grant patents in sdch field of technology. The Grodp
‘D set would give any country the right to protect inventions in any fie]d of
technology by "either only patents or cnly inventors' certificates if it is
réquired by keason of hubiic interest or the deve]@pment of the national
economy"... ' o o

Another importéﬁt'differeﬁce_is that the Group B set makes it clear
that all the substantive conditions and procedures_fbr grant, for oppositidn;
for annulment, and for term of protection must be the same for both patents
and inventors' certificdtes‘before the brovisions of the Convention which

apply to patents can also apply equally to inventors' certificates.

At the last meeting. the Working Group on inventors' certificates
reqﬁested the Director Geneﬁa1 to ﬁrepare a new proposal which would be con-
sidered as an additional text for further discussion in the Ho?king Group.

It is, of course, hoped that the proposal of the Director General ﬁi11 embody
compromise language that is acceptable to both Groups. In this conhection,_v
however, it should be noted that if no such compromise is reached, Article

4, Section I, which gives priority rights to an'éppjicant fofian inventors'
_certificqte only if patents arg‘optiona]1y also available, sha]] cpntinue to

govern the situation.
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The subject of wquing requirements for patents is probabiy the most
s o controversial of all the matters being discussed at these WIPO meetings. These
discussions have resulted in the drafting of an extensively revised Article
54 which more specifically sets forth the various sanctions or other measures 5@
_which a country may adopt to promote working bf the patent. The most import-
ant substantive changes made by these revisions are:
1) That developing countries which provide for a proper
system of non-voluntary (cohpuisory) licenses may also
- | . provide for forfeiture of the patent after a specified
| period of years from grant {paragraph 8(b)); and
2} That any country may "in speciél cases where exclusive . %
Ticenses .are necessary to insure lTocal working" grant
eic]usive, non-voluntary 1icense§ for a specified period

of years"(paragraph 6).

The discussion on these revisions of Article 5A was comp1eted by
the Working Group some time last year and the matter was placed on the agénda

of the forthcoming Diplomatic Conference.

k-

in general, the Groﬁp B countrie§ have indicated that except for the
queSfion of exclusive non-voluntary licenses, they would not object to most of
the revisions but would argue abouf the number of years specified before either
non-voluntary licenses or forfeiture could be invoked. However, the Group B
countries, and particularly the United States, have strongly objected to
paragraph 6 providing for :exclusive non-voluntary licenses. It will be ap-

preciated that the granting of such exclusive, non-voluntary licenses would

b+

be a more drastic remedy even than forfeiture, since it would also operate

against the patent owner and thus constitute an expropriaticn of the patent.
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This matter was. raised again at the last HiPO meeting by the U.S.
delegation who requested re-gxamination.of this provision. The developing coun-
tries refused to allow.the question to be reexamined at this time and the

matter wili be Teft for debate at the Diplomatic Conference.

_ At.the present time, the nexthip]omatic Conference for Revision
of thg'Paris Convention 15 scheduled for late 1979 or early 1380. As.you
can see from‘the summary I Have Just ﬁade of the various. subjects to 5& dis-
cussed, there are a great many points upon which agreement has not yet been
reached. Moreover, on maﬁy poeints, théﬁpreparatéry discussions have been
highly unsatisfactory and sometimes eﬁen acrimonious. Bécause of this, there
is a real possibility that aﬁy such Dipjomatic‘Conference‘may not be able to
reso]#e the many-differénéés,which stili exist and the Conference will ac-
complish very little. . .

Accordingly, it may be desirable that the biplomatic Conference be

postponed as long as possible and at least until a better consensus ié reached

- on such controversial matters as:

1} Unanimity vs. qualified majorities for revision;

2) Conflict between trademarks and appellations of origiﬁ;

3) Relationship betweén pétents and 1nvent6rs' certificates; aﬁd
'4) Exclusive non-voluntary Ticenses'as a remedy for non-working.

PIPA may 2150 wish to make 1its hoSition known on some of these controversial

. matters in order to help reach such a consensus.

M. Kalikow/sk
September, 1978
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Some Main Topics and Recent Development

on - WIPO Meetings for Revision of the Paris Convention

Takashi AQKI
Octobér 1978 . it

ﬁréparatory works for the revision of the Paris Convention
now have reached a very critical stage. The feeliﬁg that I
6f the Preparatory Intergovernmental Committee was such that
téchnical level discussions could not effectively solve serious
pénding points between the South and North even through very
patient, thorough and frank exchange of views, because almost #
&l these;matters were now apparently the pdlitical prceblems and
4 package deal as a whole could bé the only possible way to settle
these in really compromised manner at a political level, i.e. the
bipiomatic Conference. .

As a matter of fact, the fourth Session of £he Committee was
interrupted and postponed by so frequently held internal meetings
of sach of the three groups - Groups B, D and 77 as well as %
meetings of ﬁhe Working Groups and only a few hours were spent for
the plenary Committee during the formally announced one week,pefioa
from June 26 to 30, 1978 without any meaningful progress. Under the
situation, I felt really happy to be able to attend the Committee .
this time not as a deleéétibn from PIPA but with a formal capacity
. of the Japanese governmental delegation so that I could attend
ail such meetings. -

The June Committee fecommended for future program that a
Provisional Steering Committee of the Diplomatic Conference
for the revision of the Paris Convention should already convene

early in 1979 soon after the fifth Committee meeting and the
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Dépldmatic'cbnferean‘hé'heldfiat? ih 1979 for approximately
one month -~ the place not discussed hut probably in .

Romarnia 'or .Kenya.’

L L [y ———" P Y — - ——

The next andlfifth sessién'of the.fféﬁaratbry Inter{’
governmentél Coﬁmiftée will bé convened in Geneva_frdm
‘November 28 to December 6, 1973'.._ Before the Committee
.ﬁwo Working Group meetings will be convened for.prepaxation

and possible submission of their conclusion to the Committee.

One of the Working Groﬁpé is newly created one,_that

'is, *Working'Group on Conflic% Between an Afpellatioﬁ of

Ofigin and a Trademark" compo;ed of 5 developing countries,

5 developed market-eéonomy coﬁntries and é socialist countries.
Each Group of countries will have the possibility of indlgding
one further country as a membgr of the Working Group if

three Grouﬁs matually agree. The United States is a member
country and Japan will be a mémbér if the addition of one
country of each Group is permitted. This Working Group will
meet for November 20 to 24, l§78. |

. Another Working Group'is.on quéntors' Certificates.

Its fifth session will be convened‘ffom”November 27 to December
1, 1978 trying,'undef very difficult siﬁuatibn,_to fipd 0ut
some compromise baseé on the_éroposal of GrouplD, the |
proposals of Group Bfand the ﬁropdsal that is expected té

come from the Director General in this autumn.

fhe agenda of the fifth Committee will consist of the
folloﬁing_items; |
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(1)

(2)

(3)

(4)
{5)

(6)

Conflict Between an Appellation of Origin and a Trademark

Inventors' Certificates

Articles 4 Blproposal to make prior use exceptional]

and 4 bis (5) I[proposal to delete this section]

of Paris Convention [Canadian proposall

Final Clauses of the Revised Act of the Paris Convention
Time Limit in Artigcle 5 C'(l) of Paris Convention,
provided that all three Groups agree to put on the agenda.
Protection of the Olympic Sfmbol, provided that all

three Groups agree to put on the agenda.

It is clear and apparent that the first two items are

highlight of the next Committee.

Eome of the main items which have been or will be the subjects

Let me briefly review here the present development of

for discussion in the past and future in the meetings for

the revision of the Paris Convention.

1} Prefexental Treatment without Reciprociﬁy

The Working Group Entrusted with Questions of Special

Interest to Developing Countries discussed in its third

Session in June, 1978 this item.

Drafting Group prepared already in November, 1977

a draft text which allows any developing country to charge,

to nationals of developing countries, only half of the fees

which it would charge to nationals of other countries.

There are two other remaining points; that. is, .a provision

which Wwould require that any developed country charge, to

nationals of developing countries, only half of the fees

that it chargés to its own nationals and the guestion of
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the possible extenéion of the term of prid:it& from 12 months
to 18 months under fhé Paris Convention for naﬁiénals of
developing countrieé.- _ _ _

_VThe attitude taken by Groﬁp B countires in June 1978
Session of. the Working Group was that the first point as
above described could be part.of a packége deal at'the Diplpmatic
Conference though it is always.éuite reiuctant to creat any
exception from the p:inciple of national treatment and that the
two other points would‘hot be acceptable; o

The Committee agreed in its foufth Session in June, 1978

that the matter of preferential treatment without reciprocity
should be.placed on tﬁe_agenda oﬁ the Diplomatic Conference
without having any further chancelto discuss it in future

preparatory meeting.

2} Article 5 guéte£ of the Paris Cohventioh-

The Working Group spent a ;6t of time and efforis for
trying to come to some compromise on this point in its June
1978 Session but failed. - o

At the inéeption‘of this Session, the 77 group submitted new
dfaft text accroding to which any member'country has a right. to |
provide in its national law that the protection of a_pafent
relating to a manufacfuiing'prbcess may be extended tp the product
manufactured according to that_proéess agd iﬁ_case of such
extension, the patentee have a right specified in the napionﬁl.law.

Tﬁis neans that different from the provision of presént :
Article 5 guater a patentee of process péteﬂt will not be.
~guaranteed to ﬁave éll‘thelrightsl with rega;d to- the imported
product, that are éccérded to him with_respect to products
manufactured in tha£ country and in ﬁany devéloping counties-
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a patent protecting‘a process of manufacture may not cover
a product produced by that process in a foreign country and
imported into that country;

A counterdraft was prepared and submitted by Group B
countries but not acceptéd by 77 Group.

77 Group,_tﬁen; expressed the view that Article 5 guater
-should be omitted from the Convention or, if it is maintained,
-developing countries should not be obligéd to apply this Axticle.

Group B expréSSed in the Working Group meeting the view that
it wished to maintain this Article as it is without any
modification.

The Working Group realized that this matter has already
become political problem and on technical level there iz no
possibility to reach any compromise.

Thus, the fourth Session of Preparatory Interéovernmental
Committee agreed last June that.Article 5 quater should be placed
on the Diplomatic Conference Agenda and that the matter should

no longer be discussed in any further preparatory meeting.

3) Article 5 A of the Paris Convention

You may recall'that in the Williamsburg Congress of PIPA
last October Mr. A. Anderson presented Mr., B. J. Kish's report
titled "Report on the Recent Paris Union Revision and Model Law
Meetings at Geneva", where he touched upon é new paragraph (6)
of Article 5 A relating to the granting of exclusive non-
“voluntary licenses considerably in detail. Board of Governors
of PIPA prepared a resolution and presented to the United States
and Japanese Governments requesting actions for removal or
modification of the Paragraph (6} from the adopted text.
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In third'Session of the Committee in November, 1977, .
the United States described ité:intention_to promptly —
prepare a paper in which i£ would outiiné the problems
which were created by the concept of an exclusivernon-
voluntary license.’ The paper distributed to Group ﬁ._
countries and discussed several times in the meetinés of
Group B-countries. . 7 -

In Fourth Session of the Committee in June, 1978, a
proposal.by the United States w&é submitfed-with ﬁﬁe pape;.
attached of 25 pagés describing very in'deptﬁ observation’
concefning the disédvéntagés of developing countries to
provide for exclusive'nonfvoluntary licenses. Group B
éuppﬁrted the reguést of the United States that this issue
shéuld be rediscussed at the f£fifth Session of the Committee
.“in November —_December, 1978. - However, both Group. of 77
and Group D strongiy opposed mainly from a procedural vigw
point. The Committee had once decided that the solution
worked out should be submitted to the Diplomatic Confe:enca
and thus it should not be discussed.further at the preparatory
stage; A reconsideration of that decision shall create a
dangerous preéedént.

" Under the circumstances, the Un;ted States gave up.to
insist ﬁpon reopening discussioﬁ at preparatory stage and’
this issue thus postponed for the debate at the Diplomatic -

Conference.
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4) Inventors' Certificates

Since "its formation at the first Session of Preparﬁtory
Interyovernmental Committee in ﬁovember'1976, Working Croup on
Inventors' Certificates convened four times; February, June and
November in 1977 and June in 1978. Among total 13 member
countries are 6 from Group D countries, 5 from Group B countries
and 2 from Group bf 77. '

In September of 1977, Group D submitted a proposal for the
-amendment of Article 1 of the Paris Convéﬁtion in respec£ of
inventors' certificates and after some discussion Group B made a
counterproposal in April of 1978 for amending the Paris Convention.
For your information, I attached these two proposals as Annex 1
and Annex 2, reSpectivelj.

This counterproposal was under discussion in the fourth
Session of the Working Group. Group D, however, disagreed with
the proposal of Gioup B though they felt it as a new propeosal that
stepped forward to somé extent from the previous proposal of Group B.
There was no further préposal in the Working Group meeting. In
order to find out some compromise, an. idea was seriously discussed
during said June meeting period as to whether the Director General
' should be asked to prepare some new proposal. The strong
apprehension was.deécribed from the United States delegatioﬁ that
there might be some danger for Group B to be compelled to accept
such compromise that should not otherwise be acceptable if we agree
to invite the Director General to prepare a new compromised
proposal.

The.June Committee f£inally decided to‘invite the Director
General to try to prepare a new proposal, which, however, will be
published as a working docﬁment for the Working Group only

after both Groups B and D consent to such publication, it being
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understo@d that such consené will not mean apprqval qf‘the
substance of the_proposal.‘ﬁAs I mentibnea‘before}'you can
immagine how difficult it is to £ind out the solution
acceptable to both Groups B;and D. It is éuiﬁe probable that
the work will further contique even after the fifth Working
Group meeting in this November'— Decemb&r for making possible
a successful work at the Diplomatic Conference.

In the following, I Wiéh to refer briéfly to the main
points on inventors' certifiﬁateé;

a). the principle of free choice between a patent and an

inventor's certificate
Both Groups B énd D agrée t6 have a clause to protect
'inventions by the grant of pétenﬁs or by the grant of |
patents and inventors' cerﬁificateé in'the séme fields of

technology. The Soviet Union's draft of September.1977,

however, provided an exceptipn from the above principle in
case of requirement by reason of public interest andrthe
development of the national éconémy}‘ _

The Group B draft provided, on the other hand, that
member country may, for inventions in certain fields of
technology, give its own nationals inVentors"éertificates
only.- Group D opposed'this étructure because of one-sided
disadvantage to théir‘own nationals.

b) effective term fbr a Qatenf and an inventoffs certificate

For this point the Sovieﬁ'Union's draft mentioned nothing,

while Group B asked the same protection term for both titles.
c) equal conditions for grant}‘opposition and annulment and
: ‘equal time limits for such opposition and annulment

The Soviet Union suggestéd in the proposal of Group D -
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~that these matters should advisably be reflected in the
.:Reéolution of the Dipldmatic‘Conﬁerence and not directly

:be mentioned in the Convention itself as these questions are
:dealt within the national legislations.

The proposal of Group B put them in the proposed clauée

.itself of the Paris Convention.

.5) Conflict Between an Appellation of bxigin and é Trademark

| Wifh regard to this guestion, the Director General
ﬁéubmitted two proposals, one for an amendment to Afticle 10
“bis (3) 3 (document PR/PIC/III)G) and. the other to introduce
a new Article (Article 7 Eég) into the Convention, the latter
proposal containing two alternatives (document PR/PIC/IXI/10).

In June 1978 session (Third Session) of Working Group &
entrusted with Question of Special Interest to Developing
Cduntries, Group of 77 introduced a new draft proposal which
are some modification of the Director General's proposal.

Group B expressed a wish, however, following the strong
‘request of the United States, to postpone the discussgion on
this point until the next November meeting, because there were .
big varieties of the opiniops even among the countries belonging
to Group B about the attitude on how to treat this issue.

The representatives of the United States had a guite
different opinion from the European countries and the former
wanted to have some time to adjust various comments so that
Group B could stand on some common basis. The proposal of
Group B for the postponement naturally met a great objegtion
by other groups. After some talks, the Working Group set up a
Contact Group which examined the draft text submitted by

Group of 77 but no conclusion was drawn up.
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As a result of this difficulty, new Working Group was
Created in the Plenaiy;Committée meéting last June to
-exclusively study the problem éé.I already éxplained'at the
beginﬁiﬁg, titled "Working Group on‘Cénflict_Between an
Appéilation of Origin and a Trédeﬁafkﬁ. In ordef to ‘prepare a
common attitude within Gfoup B forfthié Working Group meeting,
the United States invited countries of Group B having a particuiar.
interest in the subject to attend a-meeting in Washinéton, D.C.
from September 11 to.15, 1978. '

' The followings are a brief review of éach of the
controveréial points on this issue.

According to.the proposal made by Group of ff, its draft'
text provided thét each cduntfy undertakes to refuse of invalidate

the registration or renewal and to prohibit the use of marks

containing_geograﬁhical indications which may mislead the public
as to the origin of the'goods or services (see Annex 3; ?R/EIC/IV/S).S
lThiS.creats a lot of quéstioﬁs and contIOVersy..‘ '
a) Should marks contaiﬁing geographical indications to be
the subject of this protection, be limited to "known"
‘marks in that country or even to "well.known" marks?
b) Should marks be fhose which "mislead”, "may mislead",
"liable to mislead" or."is faise and is in fact misleading"?
¢) Should not only the registration 6f marks belrefﬁsed
but the use of marks be also prohibited? o
d) Should renewal of the already registeréd marks.be_pfohibited?
In other words, whether should this provision act .
retroactively or not? | '
It has been felt that the opinions of the Japanese

industries are rather similar to those of the United States
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industrial circles on this issue. The Japan Patent Association

submitted in September to the'Japanese Government its written

opinions which contain the following points:

a) will support the expression "well known in that country”

b) will prefer the expression "misleads" the public rather

than "may mislead" or "liable to mislead" ‘ G

¢) "false indication" should preferably be a condition in case of

prohibition of usage

d) clear provision should be kept for excluding retroactive

effect of the new clause

e) In order to make distinction between the cases of existing

appellation of origin which mislead the public and those

appellation of origin which do not mislead the pﬁblic, account %

has to be taken of all factual circumstances, for instance

the length of use of the mark, in the same way as provided in

Article 6 quingquies c{l) of the Paris Convention.

In the Group B Washington meeting some common attitude among

Group B countries towards the first Working Group meeting in

November should hopefully have been established the details.of

which however have not been known to us yet.

'Annex 1:

Annex 2:

Annex 3:

@
Annexes
Group D propeosal for inventors' certificates
(September 1977)
Group B counterproposal to Group D on inventors'
certificates (April 1978) .
®

77 Group proposal on "conflict bhetween an appellation

origin and a trademark" (PR/PIC/IV/S)

(The Annexes follow)
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Growp D

. Pro/éafa.aﬁ on %«V;abr#/ CM..‘?“-'f-Eafed

CETE—

Article 1

'5(a) Bach comtry of the Tnion shall protect 'ihve;tions Yy the
" graat of patents or by the grant of patents and inventorst certi-
fipates in the same Lields of technologr. } - .
“Howaver, ‘any country of the Union; which protects irventions by’
" patents and inventors! certificetes, may provide for the protec—

tion of inventions in certain flelds of +technology by the grant

- of ‘elther only patents or only inventers' certitidates if it i3

required by resson of public interest or the development of the -
pational econemyes - e

(by The provislons of this CQn?ontion_-which concsrn patents shall

be equally applicable tn_inj'entord‘ certificatesn,

PROPOSAY, ¥OR THE RESOLUTTON OF

WEE_DIPIOMATIC CONFERENCE

Yhere & country of the Union protects inentlions by patents,
+dmpantors? certificeates _or'ut'ility’ rodels, the grounds for Bny
opposition to the grant of any of these titles; the grounds for
sny request for the annulment of any of these titles and the time
linmits. for preserting such opposition or request ghall be the seame,




A¥ticle 1

5 (8

- (b)

(e)

(4)

TEXTS SUBMITTED BY THE _
SPOKESMAN OF GROUP B :

:ﬂunéyia

- o _an@ufhys) CL&ﬁaL%Jbt€4‘

Everj country of the Union ghall protect inven-
tions by thé'grant of patenis or by the grant of
patents and iﬁvento:s' certificates in the same
fields of technology. '

Any countiry of thé Uniﬁn proteciing inventions by
the grant of patents and inventoré' certificates
has the »ight to‘provide.fhat, for inveniions

in certain fields of technology, its own natio-
nale may obtain inventors'! certificaies only, .

The couniries of lhe Union granting, in certain
fields of techuology, only inveniors®' ceriificates
4o their own nationals pursuant to paragraph

b are not required to grant patents for inventions

-in the pawe fields of technology %o nationals of
“other countries of the Union which for invenfions

in the same fields do not grant patents,

Vhere a couﬁtry of the Union protects inventions
by the grant of both patents and inventors' certi-
ficates, the substantive conditions for grant,

the substantive grounds for any opposition to

the grant, the substantive grounds for .annulment,
the time linmits for piesenting such'opposition or
requesting such annvlment, and the term of the
protection, shall be the same for both titles.

The provisions of this Convention wvhich concern

‘patents shall be egnally applicable to .inventors

certificates,
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PR/PIC/IV/S
ORIGINAL: French
DATE: June 28, 1978

WIPO

WORLD I\ITELLECTUAL PROPERTY ORGA’\IIZATION
GENEVA

INTERNATIONAL UNION FOR THE PROTECTION QF mous-rnm:. PROPERTY
(PAR[S UNION)

PREPARATORY INTERGOVERNMENTAL COMMITTEE
ON THE REVISION OF THE PARIS CONVENT!ON
FOR THE PROTECTION OF INDUSTRIAL PROPERTY

_ Fourth Session
Geneva, June 26 to 30,1978

CONFLICT BETWEEN AN APPELLATION OF ORIGIN AND A TRADEMARK

Proposal of the Group of Developing Countries

Article ﬁquinquies Afll)

"Every trademark duly registered in the country of origin shall be accepted
for filing and protected as is in the countries of the Union, subject to the
reservations indicated in this Article and in Article Eacties {the rest of the
paragraph renalns unchanged) . :

Articla fortias

*rach country of the Union undertakes to refuse or invalidate, either
ex officlo where the lcgislacion of the country permits or at the request of the
Interested . person, the registration or renewal and to prohibit the use of marks
containing geographical indications which may mislead the public as to the origin
of the goods or services for which the marks have been filed. Iegistered or
‘used.” .

*rhe fact that the marks are used in translation or with an indication of
the true origin or with the addition of words sueh as "kind," "make," "type,"
*imitation" or the like shall not modify the obligation laid down in the preced-
ing paragraph,"”

"The provisions of Article Gguinguies ¢{l) shall not form an-.obstacle to the
application of this Article.”

Article 10bis(3)

"{3) The following in particular shall be prohibited: Indications, includ-
ing trademarks and service marks, or allegatlons the use of which in the course
©f trade ls liable to mislead the public as to the nature, the manufacturing
process, the characteristics, the geographical origin, the sultability for their
purpose, or the quantlty, of the goods or services.*"

[End of document)

* Proposal by the Director Ceneral in document PR/?IC/III/G of September 14,
1977. .
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WIPO and the Model Laws

E. W. Adams, Jr. - Bell Telephone Laboratories

- The 1965 "Model Law for Developing Countries on
Inventions" was dfafted by BIRPI (WIPO predecessor).
This Was.a rather simp1e.eff6rt to provide a basic
patent law that could be adopted by a developing

country desirous of having a patent system.

=

- The current ﬁIPO effort is much more ambitious and
was undertaken by WIPO as part of its program of
assistaﬁce_to Third World Nations. This effort
began in 1975 and has involved the work of a
so—calied Committee of Experts who are stated to
be acting as individuals ~ not as official

representatives of governments.

=y

~ At the‘conclusion of seven meetings of this working
group, the function of which has been to advise the
WIPO Secretariat regarding proposed draft model laws,
theré has become available a dréft Model Law having
six parts: '
I - Patents
ITI - Know~How
ITI - Examination and Registration of Contracts
IV - Inventors Certificates
V - Innovations

VI - Transfer of Technology Patents

—316-




In each case the draft law articles are accompanied
by_draftrregulationS‘and a draft commentary outliningp

the rationale and approaches taken by the drafters.

The draft'"Model Law for Developing Countries on
Inventions and Know—How cannot be con51dered 1n a
vacuum. It is important to recognlze that the Thlrd

World Countries have raised the issue of the proper

‘Functions of the patent system and have caused the'

inltlatlon of major efforts dlrected to:
a) Revision of the Parls:Unlon‘ConVention
to fa0111tate the transfer of technology
"from the developed countries. '
b) Development of a Code of Conduct which
wonld be expected to control the conditions
-of technology t:enefex.:
The issues ere.nighiy political and matters relating_tou
the patent systems of the world are seized upon as a
convenient'vehicle for-approeching the fundamental goal

of developing the ‘desired "New Economic Order".

Witn'reference to the subject Model Lew on“Inventions,
the general reaction of those from the market economy
countries wﬁo'have reviewed the'current drafts is that
the proposed law endithe.accompanyingfregulations will not
accomplish the stated goals._ A brief consideration of

some of the prlnclpal prov1310ns would seem to support

,thlS view.
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Part I -~ Patents

- fThe law is drafted with the underlying belief that the .
grant of rights {a patent) must be balanced by'obliga—
tions for the grantee and that one primary obligation
is that the owner must ensuré working of the invention

in the country.

~ "Invention" is defined as -— an idea of an inventor

which permits in practice the solution to a specific

problem in a field of Technology.

~ Certain inventions, so defined, are declared unpatent-

able.

~ To be patentable an invention, not otherwise barred,

must be new, involve an inventive step and be industrially

applicable,

- Prior Art is defined as everything disclosed to be public

by written disclosure anywhere in the world or in any

other way within the country.

- Inventive step involves the guestion of whether, with

regard to the relevant prior art, the invention claimed

would have been obvious to a person having ordinary skill

in the art.

- Inventions of certain kinds may by decree of the Council

of Ministers be excluded from patentability for a period

~not more than 10 years.
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= Ihventions made by emgldxeés shall belong to the employer %

unless the inventién has an unexpéctedly high economic

value in which case the inventor has a right to special

remuneration.

- Details of the form and content of the patent application

are those of the PCT.

~ There are provisions as to examination as to form and as

to substance'(patentability) by the Patent foice.

- leigations imposed upon the owner of a patent include:
a) Disclosure of the best mode for carrying out
the inventioh. ”

b) Working'of the invention,witﬁin the country,

Importation does not .constitute working, .

- Provision is made for the grant of involuntary 1icenses

(which may be”exclusive)}

a) In the event of non-working or insufficient

working in_fhe country.
b) To the grantee of a later patent that cannot
be worked without:infringing an earlief patent;
c) To the holder of fhe earlier patent in (b)
with respect to the .later patent ii theilicensé
of (b) is granted.

d) Following a hearing in the Patent Office at

which both the apﬁlicant for a 1i¢9nsé'and the
owner may be heard. ) -
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‘e) For a pericd which is fixed at a number of

years and a remuneration which is determined

by the extent of projected use.
f) Subject to appeal to the apprOpriatelMinister

and thence to the courts.

Expleoitation including importation of a patented inven-
tion by the Government or by a third person on behalf.
of the Government where national secﬁrity, nutrition,

health qi vital sectors if the national economy (the

public interest) fequire ﬁay be ordered by the Minister

without the consent of the inventor.  There is however

no appeal from the decision of the Minister.

The term of a patent is set at a maximum of 20 years

from the filing date, extensible for 5 year periods

following a normal term of 10 years and only upon proof

of working or a yvalid reason for non-working,

Provision is made for annual maintenance fees beginning

with the second vear after the filing date.

Patents of joint inventors or joint owners shall be

licensed only by joint action.

Patents and applications for patents may be licensed but

if application is withdrawn, finally rejected or the
patent is declared invalid, the licensee may have reEazment
of payments made to the extent that the owner cannot show

" the repayment would be inequitable under the circumstances,
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--part II.T Know-How

Provides for transfer of know-how by cohtract.

Know-how is-technical_infprmation, data or knowledge

resulfing from skills or experience which are practically

applicable in industry,

Unless otherwise provided,.the.recipient of know—how-

can:
a) Use it for any purpose. .
b) Communicate it to others.

c) Disclose it to the public.

If the know~how is not known to the public_anzwhere in

the world the contract may for a period of not more than

5'zears‘providelthat the‘know~h6w is not to be disclosed

to others or the public by either party.

If disclosed without fault of the recipient, he shall be

relieved of the right to make payments and as with a

patent license can have repQYMent<to'the extent that

the transferor cannot show inequity.

Part ITT - Examination and' Registration of Contracts

‘Contracts regarding patents and know-how are valid and

enforceabla}bnﬂz'if‘registered_follo%ipg examination by

the Patent Office,

Examination shall show compliance with the typical

. requirements of the Code of- Conduct previously mentioned,
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~ Departure from such requirements may be granted if the

contract as a whole is acceptable in light of the

economic policy of the Government,

Part IV - Inventors Certificates

subject matter could not be patented.

An alternative to patents which is not available if the

~ Duration as stated in alternative provisions as unlimited

or 20 years.

-~ only the state can enforce for infringement.

can seek invalidation.

Anyone

250l

s

- If invalidated, the inventor does not have to return

his remuneration.

- The issue of inventors certificates in general will be

determined by the Diplomatic Conference for Revision of

the_Paris Convention.

" part V - Innovations

- 1A provision for compensation of emplovees by

[N
B

employers

in what would appear to be a complicated employee

suggestion system.

Part VI - Transfer‘gﬁ“Techpplogz_yatents

-~ Not incorporated in the present draft of the Model Law.

“This part may, of course, be issued later as
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- -A special form of protectionrintended to facilitate the
use of inventions not patented in the country but
patented in a foreign country and which meet the reqﬁire—

ments for the grant of a regular patent within the countryag

- The Transfer of Technology patent must be sought jointly
by the owner of the foreign patent and a domestic party

who undertakes to work the invention domestically.

~  The foreign joint cowner must undertake to transmit all

necessary know~how to "permit working in the best Technical

manner" by the domestic party.

‘September 15, 1978
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FEATURES OF THE PIPA CONCILIATION SYSYTEM

Dr. Susumu Uzawa
Attorney at Law

I aﬁ greatly honored to.have been given.this‘opportunity.
to speak at an internatienal congress_of the Pacific Industriel
Property Assoeiation, before.eli Qf'you_gathered=here Erom
ﬁany different parts of the globe, I am ohe of the hembers
listed on the panel of congiliators of the PIPA Conc1llat10n
System, and in this connectlon I was asked by Presldent leano
to give a talk about conciliation. When I inguired as to whether
er not the PIPA Conciliation System is currently being used in
actual practice, the'reply was.that it has notvyet been put |
into use even once.r.on hearing.this, my reaction was to |
ﬁonder: Why is such a fine system not being used? It seemeﬁ
to me strange and rather a matter for regret. If, however,
the reason it is not being used should be that there is a
lack of drsputes 1nvolv1ngrlndustr1al property rights, then
this is of course a very fortﬁnate thing for which I‘should.
eertalnly wrsh to offer my congratulatlons | 7

' The reason or reasons by which the PIPA Consiliation
'System has not been used are not yet clear to me, but in con-
nection w1th the fact that the PIPA Con01llat10n System has

5everal strong points not possessed by other conciliation
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systems, I should like to use this occasion to be sure you are
all aware of these special anracteristics so that you might
keep them in mind in the unhappy circumstance that a dispute
regquiring settlement arises. This is the reason I have chosen
to title my talk today "Features of the PIPA Conciliation
System, "

- So-called "modern" conciliation {(i.e., mediation) systems
are said to have been first established in certain countries
of northern Furcpe, beginning with the system set up in Norway

in 1797, some one hundred and eighty years ago. This syétem

was based on the principle of preliminary conciliation, mean-

. ing that in civil cases a formal suit could not ke initiated

until after an attempt at mediation had been made by a committee

of mediators. The "committee" in this case consisted of just
two members, The system is said to have received popular
suppeort and to haﬁe been actively employed. Demmark also saw
the eariy use of a conciliation system.

As a great number of you no doubt already know, concili-
ation systems in the United States came about as the northern
Furopean systems which I have just feferred to were imported
to America together with Scandinavian immigrants. I have
heard that a type of conciliation system was adopted fqr the
first time in America eighty-five years ago, in 1823, in the
state of North Dakota. Afterwards such systems were set up

in one or another form by courts in other states to deal with
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civil cases, I was interestedghowever, to hear Professor
Whitmore Gray of the University of Michigan Law School say

at an infdrmal meeting held recéntly at Japan's Construction
Miﬁistry that at the present time in the United States the
system of arbitration is used more freguently than the system
Qf conciliation. Apd again I heara from Dr. Newman.just
Vbefore entering this room that in the Unitéd States arbitra-
ﬁion.seems to be preferred.

In Germany, conciliation bureaus were set up during the
First-World War‘to héndle_housing disputeg. The system was
éompleted in 1918, that is to SAY sixty yéars ago, with media-
tion bureaus'which attempted to bring about conciliation and
‘qarried 6ut simple judgement prpceedinqs in disputes between
éwners and renters of buildings;

In Japan, a system of conciliation knowh by the now
obsolete term kankai was completed in 1884, the 17th year of
the Meiji era. fhis system was_actively employed in the settle-
ﬁent of disputes in civil casesiwhere there was an application

for mediation from the parties involved, and mediators called

kankai-gakari delivered advice concerning measures for. concili-
étion.' The system was,_however; abandoned in 1890 at thé time
éf the establishment of. the Codé 6f Civil Procedure;.

After the Meiji government's kankal system was abdlished;
there still reméined the need for a system in additib; ﬁo.

formal lawsuit proceedings.for settling civil disputes——in other
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words, there still remained the need for another system whose:
procedures would be simpler, faster, and less expensive,
Thus in 1922 (the 1lth vear of the Taisho era) the Conciliation
Law Concerning Leasing of Land and Houses was established, after
the German model, for the purpose of settling disputes involv-
ing the rental of land and buildings. Afterwards, other concili-
ation systems were established to cover sguch various fields as
agricultural tenantry, commercial, and personnel disputes,
These various systems were amalgamated after the Second World
War into the two systems of Civil and Domestic Conciliation,
Both of these conciliation systems involve the interven-
tion, at public courts of law, of officially appointed judges.
However, we should not overlook the existence of other concili-
ation systems operating within certain administrative divisions
of the central Jovernment or of local governments. One example

is the system of the Kensetsu Koji Funso Shinsakai (Examination

Boards for Construction Work Disputes) set up in 1950 in
accordance with the Construction Industry Law for the purpose
of finding scolutions to disputes involving construction work .
subcontracts. The system consists of a Central Examination
Board within the Construction Ministry and similar examina-
tion boards in each of Japan's 47 prefectures. As a practic-
ing attorney, I happen to be one of the appointees presently
serving on the Central Examination Board. The Board is being

actively employed at present and is characterized by its efforts
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"to effect conciliation &nd arbitration in construction sub-
coﬁtract disputés as well as by the faqt that it makes provision
for the participation,'as board members, of construction work
specialists. -

Another example of a conciliation system within a‘govern-
ment édministfétive bureau is the Environmental Dispute Coordi~
nation Commission (the Central Commission) set up in 1970 in

accordance with the Kogai Funso Shoriho {(Law Goncerhing the

Settlement of Environmental Pollution_Disputes) for the burpose
hf éeeking solutions to disputes invol#ing various cases of
environmental pollution, The Central Commission'is under the
supervision of the Prime Minister's Office, and there are also
prefectural pollution réView-boards'which similarly seek
solutions to disputes, mainly by means of arbitration and
conciliation.

In éontrast to the above4ﬁentioned conciiiation systems
set up within law courts or administrative branches of govern-—
ment, the PIPA Conciliation System is characte?ized by the
‘fact that it is set up wholly within a private, non—govefnmental
organization. You of course already know about other exampies
of arbitration and condiliatidn by such non-governmental bodies
for settling disputes as the Japan Commercial Arbitration
Agsociation, the International Chamber of Commerce, and the
Japan.shipping Exchange; Inc. While the bringing of a lawsuit

is a method for forcibly settling disputes through the public
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authority deriving from a court decision carried out by a
judge, arbitration is a method of settling disputes by referring
them to the judgment of a fair and neutral third party chosen
by the free will of the disputants. Conciliation, by contrast,
is a system of settling disputes in which the parties to the
dispute reach a consensus through mutual compromise and by
their own free will as the result of careful consideration

of all circumstances of the case., A conciliator performs the
role of leading the way by which the disputants may reach

such a consensus on the most suitable measures for a solution
to the specific points at issue in the cage in question.

In a law court, the judge determines winner({s) and loser(s)
according to a strictly legal yardstick. But in the case of
conciliation, the conciliators are not bound by the letter
of the law and are able to give due censideration to all the
circumstances of the case on the basis of a healthy exercise
of common sense. In so doing, they strive to find means for
a solution which will be eguitable to all parties to the dis-
pute and which will be such that the disputants can reach
agreement on a settlement by their own free will, Concilia-

tion envisions the settlement of disputes from the constructive

viewpoint of seeking what sort of arrangements among the parties |

to the dispute should be establighed in the future in order
to ensure the continuation of a harmonious living relation-

ship. The new dispositions are established in the form of a
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contract, albeit this is.not subject to compulsory enforcement
by an outside power.

I have given a simple accéunt of various conciliation
systems and of the ways in whiéh conciliation differs from
arbitration or legal proéedures in a court of law. Now I
shall mention the special characteristics of the PIPA Concili-
ation System which most notablj distinguish it from law courts
and from conciliation systems involving governmental adminis-
trative organé; I hope that these points will serve as a
useful reference in the event that any of you miéht consider
employing this system. I think you already know that the
detailed provisions of the PIPA Conciliation System are set
forth in the Rules for Conciliation-and the PIPA Regulations:
I shall here mention three features as follow:

(1} The first feature concerns the method for selecting the
conciliators,

Since the éonciliators play a most imporﬁant role in the
conciliation proceés; the methdd of selecting them is, in turn,
extremely important. It of course goes without saying that
the conciliator must be fair to all parties to a dispute.

But at the same time it is necessary that the conciliator
enjoy the trust of all_parties. If a conciliator should 1éck
the trust of all parties, then no matter how great an effort
he or she might make, the disputants are likely not to compro-

mise or to agree on suggestions:proposed by the conciliator.
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Thus the question of how to choose trusted conciliators 1s of
vital importance. In the PIPA Conciliation System, the dis~
putants choose the conciliators wholly of their own free will,
In this way the parties to the dispute can, with greater ease
than would octherwise be the case, lock forward to taking part %
in the congiliation proceedings. In the event that the dis-
putants cannot choose a conciliator who enjoys their trust,

the conciliation proceedings there come to a close. With
respect to this pdint, Article 4 of the PIPA Rules for Concili-
ation specifies as follows: "If no such conciliator is selected
within forty-five (45) days after the parties have agreed to
conciliation (or such longer time as mutuaily agreed), all
procéedings under these Rules are terminated.”

In other conciliation systems, in cases where the disputants
themselves do not sélect the conciliator, it is usual that the
agency in charge of the conciliation proceedings appoints a
conciliator (or‘conCiliators) by whom fhe procedures'are then
carried forward.

The method of chocsing conciliators in the PIPA Concilia-

tion System'is indeed one of the most important features set-

ting the system apart from other conciliation systems. Article
2(b) of the Rules for Conciliation states: "At the request. g
of the parties, a conciliator for any particular dispute need

not be selected from this Panel but may be any expert in

intellectual property matters approved by the Board of Governors."
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This provision, which aims at ensuring that the disputants can
have_the_widest freedom in selecting trusted donciliators,
merits full appreciation.

{(2) ' The second feature concerns the time period for concili-
ation.proceedinQS.

In any conciliation system, the most important objective
is a speedy solution to the dispute in question. "If a speedy -
solution cannot be effected; conciliation proceedings should
be brought quickly to an end. If this should not be done,-
the conciliatioh proceedings might possibly be used by'one 
side to the disputeu?fof example, by a somewhat cunning or
insincere disputant--as a means for deliberately postponing
tﬁe reaching of a solution, with the result that the inter-
ests of an honest and sincere party to a dispute might suffer
and the faith:put in the conciliation process itself could be
lost. Concrete examples of this type are by no means rare.’
With_respect to thislpoint, Article 7{a) of the PIPA Rules for
Conciliation states as follows: "If no agreement is reached
within thirty (30) ‘days %fter the commencement of meeting
with the con¢iiiat0r, conciliation under these Rules will be
deemed to have failed, and the.conciliator shall so notify the
Secretary. This time period can be exterided by common consent.’
In this way, in the PIPA Conciliation System, positive results
may be expected without having to spend needless time and

money. If° and when conciliation is deemed to have failed,
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either or both sides to the dispute may freely take other
measures such as filing suit in a court of law.
{3) The third feature concerns steps to be taken if concilia-
tion fails.

| Conciliation proceedings, by their very nature, do not
always succeed. When conciliation ends in failure, it is to
be expected that a lawsuit wmay follow. A disputant may be
apprehensive that, should a lawsuit develop, he might get
into trouble if certain material released during conciliation
proceedings as evidence in support of his assertions were to
be used later by the other side to his disadvantage. If such
apprehensions exist, it is likely that the disputants may
fail to make the facts clear to the conciliators or that they
may stick stubbornly to legal argumentation without undertaking
mutual compromise. Regrettably it often happens that, as a
result, much time is consumed in reaching a conciliation, or
that cases which ought to hold the possibility for concilia-
tion end in failure,

I think it is fair to say that in the setting up of the

PIPA Rules for Conciliation the Board of Governors gave very
painstaking attention to this point, BArticle 6(a) of the
PIPA Rules for Conciliation states: "The conciliation procedure
shall bé private, and all documentation, the proceedings, and
results shall be maintained in confidence by all participants,

the conciliator, and the Secretary and other PIPA officials
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and their designates." Article 6(d) sfates that, "Upon termi-
nation of the conciliatibn, in order to maintain the confiden-
tiality of the same, the appropriate Secretary shall remove
from his files all correspondence involving the participants,
and immediately-destroy the same." Article 7(0) further
states‘fhat, "Neither statements; proposals, offers of compro-
mise, nor any other aspect of a failed.conciliation procedure
shall be binding upon either party, nor ﬁay they be introduced
in any subsequent proceedings.” '

This indeed makes for a bold and innovative system. It
is probably still open to question whether by these rules one
could say that the anxiety and caution on the part of disputants
in connection with the possibility.of a failed conciliation
is dissipated completely. But it is nevertheless my belief
that one could not hope for anything better by ﬁay of rules
governing a conciliation system.

‘ "I have tried to give an explanation of the special
features of the PIPA Conciljation System. I trust that all

of you will have come to appreciate the PIPA Conciliation
System as one which has superior:characteristics and which
should also be easy to feel at héme with. I do hope that in
the event a dispute concefning pétent rights arises, you will
remember that the PIPA Conciliation System exists and that

you will give due consideration to using its machinery for the

purpose of reaching a peaceful settlement. I should also
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hope that those persons selected as condiliators might fully
merit the trust of the parties employing them. Whenever my

attention is drawn to the subject of conciliation, the Biblical

e

phrase "Blessed are the peacemakers: for they shall be called
the children of God" (Matthew 5:9) always comes to mind.

Many thanks for your kind attention.
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