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TWENTY SIXTH REPORT

9 June 1998

By the Select Committee appointed to consider Community proposals, whether in draft or
otherwise, to obtain all necessary information about them, and to make reports on those which, in
the opinion of the Committee, raise important questions of policy or principle, and on other
questions to which the Committee considers that the special attention of the House should be drawn.

ORDERED TO REPORT
THE COMMUNITY PATENT AND THE PATENT SYSTEM IN EUROPE

9675/97 Green Paper on the Community patent and the patent
(COM(9T)314) system in Europe: "Promoting innovation through patents”.

PART | INTRODUCTION

I. A patent is traditionally a monopoly conferred by the State which is enforceable only within
the national territory. There is at present no authority which has power to grant a single patent
enforceable throughout the European Union. The idea of creating such a patent, in the same way
as there is now a European trade mark, has been under discussion for a long time. In 1975 the then
Member States actually signed a Community Patent Convention under which a unitary Community
patent could be granted by a central European patent authority. But the 1975 Convention, which
was incorporated within the Agreement relating to Community patents concluded in 1989 (together
“the Luxembourg Convention”), has not yet been ratified by all Member States, and therefore has
not entered into force. Nor is it, in its present form, ever likely to do so. The reasons for its failure
are discussed in the body of this Report.

2. There is something called a European patent but the name is slightly misleading. The 1973
European Patent Convention (the “EPC") set up a European Patent Office (the “EPO") in Munich
which acts as a central examining authority. The parties to the EPC include four which are not
Member States of the European Union and the EPO is not a Community institution. An applicant
may (on paying the appropnate fees) designate all or any of the States which are parties to the EPC
and the patent, if granted by the EPO, will take effect as if it had been granted by the national
authorities of each of the designated States. Proceedings against infringers are thereafter in principle
governed by the law of each State for which the patent is registered, although the Convention has
also largely harmonised their laws of infringement. A European patent is for this reason, frequently
described as a “bundle of national patents™. The national patent offices continue in existence and
applicants are free to choose whether to apply by designation through the EPO or separately to each
national patent office.

3. The Commission’s Action Plan for Innovation in Europe' proposed a general framework
for action by the European Union and Member States to improve the innovation environment in

' The Commission published its action plan in response 10 a call made by the European Council at the Florence Summil
in June 1996, The plan had three major objectives: 1o foster an innovative cultiure; (o set up a legal, regulatory and
financial environment conducive o innovation; and (o gear research more closely (o innovation,
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Europe. One proposal was that the legal and regulatory environment should be adapted and
simplified, and in particular that the patent system should be made more efficient, more accessible
and less expensive. The Commission promised a Green Paper on the subject.

4. InJune 1997, the Commission presented its Green Paper on the Community patent and the
patent system in Europe. It identified ease of obtaining patents, legal certainty and appropriate
geographical coverage as necessary criteria for the effective protection of innovation in the Union.
It noted the absence of a single system of patent protection within the Community and asked
whether such a system, including giving jurisdiction to a central court, would be used. It also asked
whether new Community measures were needed andfor whether existing arrangements needed to
be revised. The Green Paper provided the basis for an extensive consultation with industry,
individual inventors, patent agents and other interested parties on the adequacy of the current patent
system within Europe. In addition to receiving writien submissions, the Commission held a hearing
of interested parties in Luxembourg in November 1997, The consultation was formally terminated
at the end of that month.

5. The Committee last looked at the issue of the Community patent in 1986. In its Report, A
European Community Patent,” the Committee concluded that the setting-up of a Community patent
system operating uniformly throughout the Community would be of major benefit to commerce and
industry and would contribute materially to the smooth operation of the Single Market. The Repon
called for the introduction of a Community patent without further delay. If all Member States could
not agree, that should not prevent a Community patent coming into existence and being operative
in those Member States who could.

6. Sub-Committee E (Law and Institutions), whose members are listed at Appendix 1, decided
lo carry out an enquiry into the principal issues raised by the Green Paper surrounding the notion
of a unitary Community patent. In part 4 of the Paper (*Further Harmonization at Community
Level”) the Commission sought views on a number of related and sometimes more technical
questions (such as the patentability of computer programs and software related inventions). Though
these matters are undeniably important the Sub-Committee decided not to look in detail at them but
to concentrate on the central issue of the need for a Community patent. Witnesses were invited to
consider all or any of the following gquestions:

- What 15 the value of patents to United Kingdom industry?
- What purposes do the present patent systems in Europe serve for the United Kingdom?

- What would be the main advantages and disadvantages of patent protection covering the whole
Community?

- Would the Community patent system as devised in the Luxembourg Convention be used if it were
to come into effect (ie if all necessary ratifications were made)?

- What are the weaknesses or defects of the Luxembourg Convention? Are the main/only problems
those described in the Green Paper (translation costs and judicial arrangements)?

- Is there a case for further action at Community level?

- Should the Luxembourg Convention be turned into a legal instrument covered by the EC Treaty
(fe a regulation made under Article 235)7

- What are the implications for the development of patent laws and policy at the national and wider
international level? Is further harmonisation desirable, necessary, inevitable?

* 1st Report, 1986-87, HL Paper 17.
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PART 2 ISSUES AND EVIDENCE

THE VALUE OF PATENTS TO UNITED KINGDOM INDUSTRY

8. Witnesses were generally of the view that patents were of considerable value to industry in
the United Kingdom. They were an incentive to innovation. The Confederation of British Industry
(CBI) said that the most obvious beneficiary of the patent system was the pharmaceutical industry.
A medicinal product might cost only a few pence to make, but millions of pounds might have been
spent in its identification and testing and in obtaining regulatory approval. Without the benefit of
the patent monopoly, no pharmaceutical company would be prepared to make the necessary level
of investment. While the pharmaceutical industry gave the clearest and strongest example of the
benefits of the patent monopoly, all industries benefited in a similar way. Patents were taken out
by a wide range of undertakings, from the largest drugs company to small businesses and individual
inventors (p 29).

9.  The Trade Marks Patents and Designs Federation (TMPDF) emphasised the importance to
industry of being able to recover the costs of research and development by way of sales as a means
of funding the development of the next generation of products: “Industries find it impossible to
recover these costs when lax patent regimes permit infringers to pirate inventions and thereby avoid
similar development costs, and displace the patentee's goods from the market”, There was also a
need to maintain an effective patent system in order to secure adequate foreign patent protection
under existing international obligations (p 33).

10.  As regards the position of small and medium-sized enterprises (SMEs) the Chartered
Institute of Patent Agents (CIPA) said that the notion that small firms cannot use patents because
of the cost of enforcement was a fallacy. The existence of a patent normally tipped the scales
against copying by competitors who were usually no more able to afford full scale litigation (p 14).
The Law Society pointed to the opportunity patents can give to SMEs to grow rapidly and secure
a substantial market share: “For example, the revolutionary construction of the Dyson vacuum
cleaner (protected by patents) has enabled its manufacturer to secure over 50% of the UK market
in some 4 years” (p 104). CIPA also explained that different industries used patents in different
ways. In the electronics and computing industry products might incorporate tens or hundreds of
patented inventions. Patent owners licensed patents on a non-exclusive basis and cross licences
were common (p 14).

I1. Professor Cornish said that patenting played a significant role in three ways: while some
patents might bring the owners monopoly profits, more frequently a patent gave more limited
protection against imitative products and processes embodying the invention; patents gave a
reasonably certain legal basis for the transfer of technology to licensees; and, patents provided the
relevant industry with early information about new developments (p 87). On the last point the
Licensing Executives Society (LES) said that the patent system made a great deal of valuable
technical and scientific information publicly available. When properly used, searches of patent
databases could result in very significant savings in unnecessary repetition of research (p 17).

12.  Professor Comish also pointed out the value of patents in the United Kingdom to persons
other than British companies. Patents operated as a stimulus not to researching in a given country
but to marketing there. He said: “If there is a valid UK patent, an innovator may provide his
product or process to the British user or consumer (albeit at a price) where otherwise he might
confine himself to countries where he has adequate protection. It is important to evaluate the patent
system with this consumer perspective in mind” (p 87).

THE PRESENT EUROPEAN PATENT SYSTEM

13.  The EPC was generally regarded as a success. It has served as a pole of attraction for
European countries and users of the patent system. It entered into force in 1977, with seven
members (Belgium, Germany, France, Luxembourg, the Netherlands, Switzerland and the United
Kingdom). There are now 19 Contracting States (all EU members, plus Cyprus, Liechtenstein,
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Monaco and Switzerland)®. The EPO has also established a contractual network extending the
protection conferred by European patents to Slovenia, Lithuania, Latvia, Albania, Romania and the
former Yugoslav Republic of Macedonia. There has been a constant increase in the number of
patent applications filed and grants made. The number of applications has soared from just over
15,000 in the first year and a half of the EPO's operation (1 June 1978 to 31 December 1979) to an
estimated 96,000 in 1997, The 40,069 grants made in 1996 represented an increase of around
10,000 in the number granted in 1992 (30,408)." Professor Cornish attributed the success of the
EPC regime to its convenience for non-EC industry, particularly that of the US and Japan (p 87).

I4.  Wilnesses pointed out the value and advantages in the present system of a grant of a
European Patent by the EPO. In particular it provided flexibility and potential costs savings. Patent
protection could be sought for one or more Member States. Applicants could obtain protection
throughout Europe using the EPC, at significant cost saving compared to having to file for national
patents in each country. The TMPDF said: “From the point of view of the patentee, the European
route for patent protection is both more consistent and more financially efficient than the national
route” (p 34).

15. The Biolndustry Association (BIA) said that the savings in costs would typically be
achieved by designating four countries. The BIA also noted that a European Patent gave rise to
patent rights having a higher presumption of validity than rights granted by non-examining national
patent offices (p 27). In addition to savings and other advantages relating to the application for
patents, the Intellectual Property Lawyers Association (IPLA) pointed out that the EPC system also
provided an opportunity for parties to oppose the grant of patents, if opposition was launched within
nine months of grant (p 102).

16. LES, however, said that there were difficulties with the present system and improvements
should be made. The EPO's procedures needed to be improved: “they need to be speeded up, made
more rigorous (particularly as regards the way in which evidence is adduced), and made more open”
(p 17). Zeneca said that the procedure was, notwithstanding recent fee reductions, still expensive.
The costs associated with filing translations of the full specification for national phase entry were
also unnecessarily burdensome (p 37). The Law Society described the current difficulty in
achieving consistency in the application of the EPC: “National courts struggle to reconcile their
decision with those of the Boards of Appeal of the EPO, and they may reach different decisions on
identical facts while purporting to be applying the Protocol to Article 69 of the EPC in infringement
actions. These problems emphasise the need for judicial arrangements which will promote
consistency” (p 106).

17. There was general agreement that even if there were a Community patent current national
and European systems should remain and that the market should be allowed to decide their fate. The
British Retail Consortium (BRC) said that the patent system must continue to provided a flexible
and cost effective system for all including SMEs and others who do not require Community-wide
patent protection: * Any Community patent must co-exist with national offices and the EPO"™ (p 85).
Mr Terry Johnson, a patent agent, said that national patent offices catered “for the fact that
economically it is often the case that industry, whether big or small in economic terms, often
requires protection in only certain territories... It is the lack of a commercial need (in a particular
country) which results in a failure to patent there, and not the reverse, namely that no patent results
in a lack of acommercial need (or technology base) in the particular country™ (p 90). CIPA believed
that it was essential that the choice of obtaining national patents (either by separate national
applications or as a European patent obtained under the EPC) should remain if a unitary system

* AllEPC Contracting Stales are also Parties to the 1970 Patent Cooperation Trealy, an international agreement which
simplifies procedures for paenlees wishing Lo file for patents in a number of countries by dispensing with the need
o file separate applications in each. The EPO is one of the bodies which may receive an “international application™
designating the countries in which proteciion 1= sought. It may alsoe carry oul an “intemaiional search” and an
“imernational preliminary examination”.

* These figures, taken from the annual repons of the EPO, appear in a paper by Dr Joseph Strauss for Fordham
University's Sixth Annual Conference on Intemational Intellectual Properiy Law and Policy 1998,
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were introduced (p 14). Professor Comish, however, questioned whether there was sufficient
justification for continuing the national patent systems after another decade or so. It would depend
on how efficient and fair the European system could become (p 87).

POTENTIAL ADVANTAGES AND DISADVANTAGES OF A COMMUNITY PATENT

18. The Intellectual Property Institute (IPI) agreed with the arguments in the Green Paper in
favour of a unitary patent system in the Community. Innovation would be stimulated if it was
possible to secure and maintain, at modest cost, a single, reliable, high guality patent having
uniform effect throughout the whole Community. Consumers would benefit from improved or
cheaper products. In addition employment and prosperity would be stimulated (p 1). For CIPA,
Mr Gold said: “Instead of a multiplicity of patents to watch over and administer, you have one
single patent covering a very large market of 300 million-plus people, and serving a market which
is increasingly integrated”. In place of myriad rules and regulations there should be simplicity and
lack of complexity (Q 69). Judge Brinkhof said that the creation of Community patents would
contribute to the realization of the internal market (fair competition and the free movement of
goods) (p 51). Professor Cornish said: “Within a common market, the major intellectual property
rights should be granted for the whole territory on a common legal basis”. He referred to the US
and Australia which operated as free trading units and granted patents for the whole country (p 87).

19.  Interms of the main advantages of a Community unitary patent, a number of witnesses
identified potential costs savings, both at the application stage and when the patents were being
enforced; reduced complexity; and greater consistency in the application of European patent law
in the different Member States. LES, however, stressed that these were “theoretical” benefits
(p 17).

20. The TMPDF contrasted the potential advantages of an effective Community system with
the arrangements under the EPC: “A major disadvantage at present is the enormous cost, since, in
addition to the EPO's very large fees, the patent when granted has to be transferred to the national
systems, involving heavy translation costs and sometimes large administrative fees. A separate
agent has to be employed for each State from the grant stage, adding greatly to costs. Subsequently,
annual maintenance fees, which in some States are very high, have to be paid in each State, with
associated administrative costs. If there is subsequent litigation, this will proceed independently in
each State concerned, with further high costs, uncertainty and delay and the possibility that results
will be inconsistent” (p 35). The TMPDF regarded a number of elements of the proposal for a
Community patent as particularly important. First of all came costs. Mr Blakemore said: “We feel
that the aggregate fees which we would have to pay for such a patent ought to be no more than three
times the corresponding national fees that might be payable for present forms of patent. We would
also expect to enjoy lower translation costs and lower attorney fees”. Secondly, the patent should
cover the whole of the Community. Finally, there should be legal certainty in relation to the
enforcement of the patent (QQ 110-111).

21. The CBI said that any disadvantages would depend upon the need for any particular
patentee to have Europe-wide protection, and the speed, cost and quality of the decisions in
litigation (p 30). CIPA said that a potential disadvantage of a Community patent would be that an
inexperienced national court might be able to declare the patent invalid across the EU (p 15). This
“all eggs in one basket” problem was, in the Law Society's view, the main disadvantage (p 105).
Zeneca also identified the potential demise of the EPC and national patent systems (p 38).

DEFECTS IN THE COMMUNITY PATENT §YSTEM IN THE LUXEMBOURG CONVENTION

22,  The CBI said that the Luxembourg Convention had serious defects (p 30). There was
general agreement that the Green Paper had correctly identified the two main problems, translation
costs and the absence of adequate judicial arrangements. LES described the Convention as
“unworkable” for these two main reasons (p 17). The IPI said the system in the Convention was
“inadequate: too uncertain, too slow and too costly and the risks of poor judgments are too great”
{p 2). The general reaction of witnesses was if the Luxembourg Convention was to enter into force



EUROFEAN COMMUNITIES COMMITTEE 11

(i.e. if all necessary ratifications were made) it would not be used. CIPA said: “The legal provisions
are unsatisfactory and no advantage in cost is readily apparent” (p 15).

{a) Translation Costs

23.  Under the Luxembourg Convention (Article 30) the entire patent specification would have
to be translated into the languages of all the Member States. A Community patent granted in the
Community of Fifteen would thus require ten translations. The CBI described the cost of
translations as “probably the greatest disadvantage of the Luxembourg Convention™ (p 31). The
TMPDF said: “The translation requirements alone are very onerous, involving the invalidation of
the whole patent if even only one translation is missing three months from the mention of grant in
the Official Bulletin. This alone is sufficient to ensure that the system of the 1989 Luxembourg
Convention would be very little used” (p 35).

24, Under the current EPC system there is no need to translate the whole specification at the
outset. Applications are accepted in any one of the three official languages of the EPO—English,
French or German. On the first publication of the application (after an official search into the prior
technical literature, but before any technical examination), it is necessary to provide translations
of the claims in the other two official languages. When the patent is granted, the claims finally
allowed must be translated into the other official languages. However, at this stage, it is also open
to EPC countries to require translation of the whole specification into national languages and all
EPC States except Germany, Luxembourg and the United Kingdom have insisted on this.

25.  Inthe view of LES, the translation question was a far greater problem for patents than for
trade marks. The words and terms used in the specification and claims, and how they were
understood by the ordinary skilled addressee, determined the scope of protection, and validity, of
the patent. Expert (and therefore expensive) translators would be needed to ensure consistency of
meaning and application in different jurisdictions (p 18).

26. Witnesses were generally agreed that translation costs were a major problem. Zeneca
produced a table setting out the comparative costs under the existing and proposed regimes, as well
as in the United States and Japan® The EPO had also prepared a study.” CIPA described
translation costs at grant as a significant contributor to the high cost of obtaining patent protection
throughout the EU. Mr Lees said that they were a particular problem for SMEs, who might find
their costs doubled. Costs were an overriding factor for SMEs under the present European regime:
“If they require countries like Austria and Sweden, where the charges are very high, that is hard
lines. They prefer to take the countries where for one translation into French, for example, you can
have three or four countries™ (p 15, Q 78).

27. The BIA acknowledged that the present EPC system had not solved the problem of
translation costs. But the problem had been ameliorated by, firstly, deferring translation costs from
the time of filing to the time of grant and, secondly, dispensing with translation costs in the event
of a patent application being unsuccessful (p 27).

28.  Witnesses agreed that a Community patent system which required full translation in all
languages would not be used (p 18). The CBI saud that the only way for a Community patent to
succeed would be if the specification needed only to be translated into a small number of languages

(p31).

29. It was acknowledged, however, that there was, in the words of the BIA, “a tension between
the desirability of having a patent system which is not unduly burdened by the cost of translation
and the essential unfairness of companies and individuals in European countries being subject to
patent rights which are framed in a language they cannot understand” (p 27). Mr Terry Johnson

* The table is reproduced at page of the evidence printed with this Repon.

“ The resulis are described in “The cost of patent profection in Europe”, a paper delivered by Dr. L. Schatz (EPO) 1o
Fordham University's Sixth Annual Conference on Imernational Intellectual Propenty Law and Practice, Apnl 1998,
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considered it to be essential that the whole text of any Community patent be translated into the
official language of each Member State: “It must be remembered that an applicant for a patent is
seeking to establish a legal right which will curtail the activities of third parties ... such applicant
has an obligation to inform at his own expense all those who will be affected by that right in a
language which they can understand” (p 90). Lord Justice Aldous said: “Any cut back in translation
must be weighed against the need and right of the individual to know what he is prevented from
doing by a monopoly granted by the State/Community created Patent Office. Surely a person must
have the right to read in his own language what he may not do. If so, at least the abstract and claims
need to be translated” (p 78).

30. Jacob and Laddie JJ disagreed: “ To those who say an individual has a basic right to know
what the subject of a monopoly is in his own language, large industry at least is saying this is
impractical. Moreover since validity depends upon the prior art and that art is likely to be in English
{or some other foreign language) the position that a man can ascertan his nghts simply reading
material in his own language has long been sold. Even under the present system translations are
only provided late in the day—yet if a patent is granted rights operate from the date of publication
just in the language of the original application (French, German or English)” (p 53).

31. The Green Papercanvassed a number of possible solutions restricting translation at certain
slages, including the so-called “package solution”. This had three main features: publication, at the
same time as publication of the application or as soon as possible thereafter, of an enhanced abstract
in the language of the proceedings and, subsequently, of translations into the languages of all the
Member States; translation of the patent claims only at the time the patent is granted; translation
of the full patent specification before any action is brought by the patentee with a view to enforcing
the patent rights.

32. The Patent Office explained that the proposal that the translation be restricted to an
enhanced abstract had been devised by the EPO. From the point of view of patent professionals that
would probably be sufficient (Q 264). The L.P.Bar Association (IPBA) did not believe that requiring
translation only of an abstract of an invention and leaving all matters of translation to be determined
only when a dispute arose was an acceptable solution: “Merely having a translation of the abstract
cannot give a full Havour of the description and must lead to uncertainty as to whether the abstract
is a fair synthesis of invention. Equally any interested rival of the patentee must obtain a full
translation before deciding a course of action and it is inherently likely that that translation will not
coincide with any subsequent official translation obtained by the patentee and again uncertainty will
result. Further the scope for dispute as to an accurate translation once the patentee is aware of the
alleged infringement is obvious™ (p 100). The Patent Office acknowledged that there were problems
with the proposal () 263).

33. A number of witnesses proposed that any Community system should use a single working
language, English. The idea was that applicants might file in their own language, but thereafter all
procedures would be in English (QQ 133, 261). The CBI said that European industry had indicated
strongly that it wished to see the Community patent operate in English only with no translation of
the specification: “They take that position on the grounds that English is spoken by all industry in
Europe; that it is the language of technology; that the majority of any prior art which would be
relied on to attack a patent will be in English; and that it is the language in which most, probably
all, intemational companies conduct their activities” (p 31).The TMPDF did not think that the EPO
would have any difficulty in switching to working in English alone (Q 160).

34.  Witnesses emphasised that it was not simply British industry but also European industry
which was urging standardising on English. A number of witnesses, including the CBI, referred to
the evidence given at the Commission’s hearing on the Green Paper in Luxembourg (Q 137). For
CIPA, Mr Gold said: “It was remarkable that the European industrial groupings, with German and
French spokespersons, were saying, “We are not talking about the language of Moliére or Goethe
or Shakespeare, We are talking about technical and legal jargon ... this is not a cultural issue, this
15 a technological, research and development issue, and de facro English is the language” (Q 83).
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Witnesses pointed to the wide spread use of English in the scientific field and in applications for
European patents. The Patent Office said that in the European context about 70% of all applications
were made in English, 20% in German and 10% in French (Q 261). Both the TMPDF and CIPA
also said that in practice translations were not used (Q 82, 163).

35. The Association of the British Pharmaceutical Industry (ABPI) gave a further reason for
the sole use of English: it would be helpful to SMEs (EFPIA p 79). The Patent Office identified a
contrary argument. Some Member States might argue that there was a problem, in particular for
small firms, who might find themselves the object of infringement proceedings in respect of a
patent which they had not been able to read in their own language (Q 263).

36. Though there was general agreement that one language, English, was the preferred
solution, witnesses also recognised the political difficulties inherent in such a solution. Professor
Cornish said: “there seems no way which the British can press the case for it without inflaming
national susceptibilities™ (p 89). Referring to the Commission’s hearing in Luxembourg, Mr
Hartnack (Patent Office) said: “The difficulty 1s that that view on the part of European industry was
not shared by government representatives at the conference, and it is my view that it remains an
obstacle” (Q 261). Judge Brinkhof did not believe the English only solution to be viable: “ It is not
industry which decides but the Parliaments. I think Parliament will say every citizen has the right
to know what he can and cannot do and he has to base his conduct on texts in his own language”.
He considered it more feasible to see whether the extent of translations could be limited in some
way (Q 239).

37. The BIA sought to make a special case for the bioscience industry : whatever solution to
the translation problem was found, all biotechnology-related European patents should be translated
in full upon grant into English, Mr Sheard explained that “pre-eminent among the emerging
technologies biotechnology has the claim of being almost exclusively based in the English
language”. He added: “aside from the fact of English pre-eminence, the high value products of
biotechnology which are often health care mean that the bioscience industry ... tends to apply
widely throughout Europe, so the translation costs do hit it” (p 27, QQ 174, 175).

38. The Patent Office said that a first step towards reducing costs might be to revert to the
position when the EPC was signed in 1973, which was a three-language solution. Some further sort
of compromise on the language issue might be needed beyond that (QQ 264, 266)). The BRC, while
supporting the use of one language, English, could accept as an alternative the use of English,
French and German (p 85). The TMPDF said that they could live with such a restricted regime but
were not hdpeful that it would secure political agreement. The EPO practice (English, French and
German) was not an apt precedent. The three languages were only used for the procedure for
granting the patent. The applicant still had to face the prospect of translation into the language of
every country designated (QQ 141-2,159-60). Mr Sheard (BIA) said: “The European Patent
Convention only requires the translation of claims. It is the national statutes that require the
translation of whole specifications, so really the present position is not three full translations™

(Q 164).

39. For CIPA, Mr Gold said that they could accept English and French (Q 84). CIPA's
preferred solution was, however, “translation on demand”. Mr Lees explained: “The intention of
this is to meet the point about specifications gathering dust. That you would only get a translation
if you requested it ... you pay a fee on request - not necessarily a very large fee - but nevertheless
some kind of deterrent: and that the costs of producing the translation are borne out of the renewal
fee income, which is quite large overall and some of which we understand is not spent within the
intellectual property system™ (Q 85).

40. Witnesses also pointed to the potential implications of enlargement. Mr Blakemore
(TMPDF) said: “as the Community expands the number of languages, of course, will increase
substantially and the translation costs in the end would completely swamp the system™ () 140). Mr
Noit (CBI) expressed concern that as the Community expanded the argument for having a single
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language or a limited number of languages would become more difficult to maintain (Q 162). The
Patent Office thought that market forces might come into play here. The applicant States would face
a hard choice if they wanted to encourage technology transfer. If translations were required parties
using, for example, the EPO regime, might not designate the new State. As a result those States
would lose the not inconsiderable fee income generated on renewals and would not get the
technology transfer (Q) 266).

(b) Judicial Arrangements

41. Jacob and Laddie 1J considered the existing arrangements for the litigation of patents in
Europe to be unsatisfactory for three reasons. First, there was no central unified system. The need
for parallel suits in a number of jurisdictions with the possibilities of different and conflicting
results in different countries was a problem. Second, the courts of some Member States (notably
the MNetherlands but also Germany and France) were asserting cross-border jurisdiction. This had
already given rise to practical difficulties. Third, the position under the 1968 Brussels Convention
on jurisdiction and enforcement of judgments was unsatisfactory. In particular, the main rule that
a plaintiff must sue in the defendant's home State was subverted by the possibility of suing any
seller of infringing goods, thus in practice giving the plaintiff a wide choice of jurisdiction.
Potential defendants also had opportunities to forum shop, by starting actions for declarations for
non-infringement and revocation suits in a court of their choice (where the proceedings might be
protracted) and then relying on Article 21 of the Brussels Convention ( which requires a court to
decline jurisdiction when the same action 1s pending before the court of another Member State) to
say that the court of their choice is first seised of the dispute. This tactic has become known as “the
[talian torpedo”(p 53, QQ 208-9).

42. Under the Luxembourg Convention infringement and validity questions would be
separated, the former being for national courts to determine while the latter were to be dealt with
by a special revocation division within the EPO with appeals to a revocation board. That regime
was amended by the 1989 Agreement. Certain national courts with appropriate experience would
be deemed Community patent courts in order to hear claims for infingement of a Community
patent and counterclaims for its revocation. Separate proceedings to revoke the patent might still
be brought before a revocation division of the EPO. Superimposed on these national courts and
EPO there was to be a new court, the Common Appeal Court (COPAC), constituted by judges
experienced in patent law from each Member State. Appeals from a national court of first instance
would go to a national court of second instance which would be obliged to refer 10 COPAC all
questions concerning the effect of the patent (i.e. the substantive question of whether it had been
infringed) and its vahidity. COPAC's decisions on these matters would be final, The national court
of second instance would be left to apply the COPAC decision but would itself determine any
question on available remedies, the persons liable, enforcement, limitation periods and so on. As
regards the relationship with the European Court of Justice, COPAC could request the Court of
Justice to give a preliminary ruling where there was a risk of inconsistent interpretation between
the CPC and the EC Treaty. The Commission or a Member State would, where it considered there
was such an inconsistency following a decision of COPAC, also be able to seek a ruling from the
Court of Justice.

43.  Most witnesses considered the judicial arrangements under the Luxembourg Convention
to be unsatisfactory. Judge Brinkhof said: “they are the fruits of too many compromises and reflect
a certain distrust vis-a-vis national courts ... the arrangements are neither fish, flesh, nor a good red
herring!” (p 52). For CIPA, Mr Gold drew attention to the lack of harmonisation of enforcement
procedures in the national courts (Q 71). But not all witnesses condemned the Luxembourg
Convention. IPLA considered the concerns expressed about the judicial arrangements in
enforcement proceedings might be exaggerated given the check of a Community Patents Court of
Appeal: “in fact in practice the less sophisticated local jurisdictions are likely, in our experience,
to be more favourable to the plaintiff patentee on the question of validity than are those that are less
impressed by the mere fact that a patent has been prosecuted to grant” (p 103). That concerned Sir
Hugh Laddie: * the bee in my bonnet is that if you do not know enough about patents you could
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work on the assumption that they are all valid because they have a stamp on them, and I am afraid
to say that patent offices end up by giving patents out in many cases, not all cases, when the patent
is invalid and if you end up litigating in front of a court with no experience, you will end up having
unjustified monopolies and unjustified monopolies mean that you close down parts of European
industry for no good reason” (Q 216). Mr Hartnack (Patent Office) said that in his experience the
problem was the reluctance of one or two national courts in Europe to declare that one of their
nationals had infringed (Q 272).

44, The Green Paper sought views on an arrangement whereby actions for revocation of
Community patents would fall within the exclusive jurisdiction of the EPO, with appeals to the
Court of First Instance (CFI) and from there, on points of law only, to the Court of Justice. Thus,
contrary to the provisions of the Luxembourg Convention, national courts would not, in
infringement proceedings, have jurisdiction for counterclaims for revocation of Community patents.

45. Witnesses did not support the idea that the EPO should have exclusive jurisdiction for all
revocation proceedings (e.g. CIPA p 13). The existing dispute resolution mechanisms were
criticised. The IPBA said that the EPO had not proved itself to be effective in achieving speed or
certainty. Whilst the primary concern was over delay, a secondary complaint related to problems
over fact-finding (the EPO did not have the mechanism to act as a fact finding tribunal, which was
particularly important where the validity of a patent was put in issue on the ground of prior use
which could occur on a worldwide basis). The EPO was failing to serve the needs of the patent
community. The IPBA said: “We cannot emphasise forcefully enough our grave concern at the
suggestion made in the Green Paper that this body should be entrusted with this responsibility”
(p 99). The Law Society was also strongly opposed to the idea and added: “The only counterbalance
proposed in the Paper, namely that of the CFI, would be unlikely to be effective on issues of
substantive patent law™ (p 1035). Jacob and Laddie JJ said: "It is to be hoped (and expected) that
things will improve, but the position remains that it is essentially a patent office. We do not think
it should be given the ultimate say over validity as is proposed in the Green Paper™ (p 53).

46. The general view of witnesses was that questions of the validity and infringement of
patents should be tried together (QQ 192, 259). The IPBA explained why this was necessary: “both
aspects require the claim to be construed. Once the claim has been construed then the questions of
validity and infringement can generally be decided relatively easily. Often there is a squeeze
between infringement and validity in that a patentee will contend for a wide construction of the
claim so0 as to render the alleged infringing product an infringement but will wish to have a narrow
construction of the claim when seeking to distinguish a particular piece of prior art. Having a
different court determine the issues of validity and infringement increases the scope for abuses of
this nature ... Equally, if infringement proceedings are to be stayed pending determination of
validity, this unnecessarily prolongs the uncertainty™ (p 98). Professor Comish said that the German
division of functions did not have unanimous support in that country and had in some degree been
modified by case-law. In his view it was “vital that a single court should be able to consider the
parallel issues side-by-side in order to reach a balanced judgment of the merits overall” (p 88).

47. In CIPA's view it was vital that issues of validity were considered together with
infringement (p 13). Other witnesses also favoured such “one-stop shopping” but, as BIA pointed
out, simply giving national courts the power to decide on infringement and revocation throughout
Europe was not, on its own, the answer (p 29). CIPA said that each Member State had a different
history and judicial system where validity, enforcement, formality/procedure, timescales, costs and
remedies for patent infringement were handled differently. There was, therefore, a wide range of
effectiveness of patents throughout the EU: “To run the risk of a patent for the whole of the EU
being subject to a low quality court decision would be wholly unacceptable to a patentee” (p 15).
Moreover, as BIA said, there was little support for the idea that national courts should have
jurisdiction on revocation while confining the effects of their decision to the territory of the
Member State in which they were located (p 29). Judge Brinkhof saw splitting the issues of
infringement and validity and limiting the territorial scope of decisions of national courts as bemng
contrary to the unitary character of the Community patent (p 52).
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48. Witnesses wanted a judicial system in which they could have confidence. Zeneca said:
“The Community needs a harmonized court system which is secure and reliable, which can deal
efficiently with the issues and in which the certainty of, and confidence in, the judicial process is
assured”. Dr Smith said that legal certainty was more important than the question of translations
(p 38, Q 193). Professor Cornish said that it was difficult to establish patent tribunals in a way
which commanded respect: “The centrality of technelogical issues requires judgment either by
experts in the particular field or persons with considerable experience of technology more generally.
Equally, the patent system depends upon an elaborate balance between courts which apply the law
on infringement and validity after grant and examiners who handle applications in the light of
interpretations of the law. Between them is a symbiotic relationship which requires experience to

appreciate” (p 88).
49. There was general support for some form of pan-European patents court or courts.

Basic Structure

50. Sir Hugh Laddie said that there should be a court of first instance and an appellate court
both with Community-wide jurisdiction (QQ 215-6). Just having a European court of appeal for
patents was unattractive. The absence of a European-wide court of first instance would create
immense problems for the European court of appeal: “you would still have the same sort of
problems as I see we have at the moment, having, importantly, very different procedures, very
different ways of assessing evidence, in many respects different forms of relief about what damages
you should give and so on and so forth, all tunnelling into a single court of appeal, and [ can see
that causing problems”. The procedures of the national courts feeding the European appeal court
would require standardisation of such matters as procedures and rules of evidence in the national
courts at least as regards patents, else problems like the Italian torpedo would remain (QQ 216,
229y,

51.  Sir Robin Jacob thought that securing the necessary degree of harmonisation of procedures
and remedies for national courts to feed into a European appeal court was “a colossal challenge™
but not impossible if absolutely necessary. Sir Nicholas Pumfrey was not so confident and pointed
out that patent actions frequently did not stand on their own but were often mixed with other
infringement actions (including copyright, unregistered designs, utility models and misuse of
confidential information): “If you are looking to have one set of procedures for patent litigation you
will end up requiring one set of procedures across the whole field of what is loosely called
intellectual property” (Q 218). Judge Brinkhof, however, said that there was good experience (in
the Community and in the Benelux) of judges working together to find solutions for such problems
{Q 219). Both Sir Robin and Sir Nicholas said they would prefer no change to the “half-way house™
of national courts with Community-wide jurisdiction with a right of appeal to Community court
of appeal. They did not believe that would be acceptable to industry (QQ 223-7).

52. Both the TMPDF and the CBI wanted a Community patent court operating as a court of
first instance. This court should be centralised but should also be peripatetic so that it could sit in
the country of the applicant in the proceedings (Q 176). The CBI thought that the court should also
have an appellate jurisdiction before a different panel of judges, with appeals on points of law only
to the European Court of Justice (p 32). CIPA supported the establishment of a “Common Appeal
Court”, staffed by experienced judges from national courts, to adjudicate on patent validity and
infringement for the whole Community. If it were possible that court should also operate at first
instance (p 13, Q 76). LES had proposed a Community Court operating at the appeal level. Mr
Cannon said that LES was not opposed to the court operating at first instance but had thought that
for practical considerations it would have to be at appeal level (Q 77).
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Relationship with existing Community Courts

33. The TMPDEF saw the CFI as the first rung of a Community patent court system court (Q
177). The IPBA envisaged the CFI being the (first) Count of Appeal, though that role was
dependent on the co-option of judges with patent experience (p 101). The Law Society also
thought that if the appellate court was to be the CFI it must be composed of competent patent
Judges and have a wide jurisdiction over the EPO and national courts. If this were not possible, the
Luxembourg Convention should be amended to achieve such a court (p 106). Professor Cornish
also expressed concern about the ability of the existing CFI to handle patent appeals regularly. But
he said that the possibility of making the patents appeal court a special chamber of the CFI should
be kept alive (p 88).

54. SirNicholas Pumfrey thought a separate court would be better than an adapted CFI, though
Sir Hugh Laddie thought it was a matter of terminology: “If you could get a separate chamber of
the CFI to do what we want it to do, then [ do not care whether it is called the CFl or not” (Q 231).
Sir Robin Jacob thought there would be difficulties in using the CFI, in particular as regards the
extent of any appeal therefrom to the Court of Justice. He doubted whether the senior court would
want the role (Q 232). The Patent Office said that there was a question to be considered carefully
as to whether the appeal mechanism would be effective if it were restricted only to matters of law,
since in patent actions issues of fact and law can be closely linked (Q 275).

Staffing, workload, costs

55. There was a general consensus that any Community or pan-European Patent Court should
be staffed by experienced judges. Sir Hugh Laddie suggested that the court of first instance might
be manned on a temporary basis by a panel of judges from the national systems who have expertise
in patent matters (Q 216). Sir Robin Jacob had estimated the number of judges presently deciding
patent cases and considered that such a proposal was feasible (Q 220). Professor Cornish accepted
that staffing the new court from experienced national judges might be a temporary solution, which
would permit a degree of experimentation and provide some flexibility, but doubted whether such
a body would be cohesive enough to establish an acceptable reputation (p 88).

56. The Patent Office said that it was necessary to consider the ability of a supranational court
to deal swiftly and effectively with what could be a very heavy caseload if it operated at both first
instance and appeal levels and took the bulk of the work of national patent courts in Europe. The
cost and simplicity of its procedure were also important factors (Q 274). Sir Hugh Laddie expressed
concern about the potential costs and volume of cases for the new court: “If you are talking about
a court having jurisdiction over all patent disputes for the whole of the Union you are talking about
a fairly large workload and it would mean having one or more courts available in there as sedentary
or peripatetic and the cost burden on the party would be significant”™. The court would also have to
be available to deal with emergency applications at reasonable cost. Sir Hugh saw organisational
problems in achieving that. The question of the number of judges needed depended to some extent
on how likely the new court was to give applicants what they wanted and how cheap and quick its
procedures were (QQ 216,220). Sir Robin Jacob said that account should be taken of changing
technology: "I believe that it will be possible to operate this court sometimes without its ever
convening except electronically” (Q 221).

(c) Other Defects

(i) Exhaustion of rights

57. A number of witnesses expressed concern over the possible implications for parallel
imports and the doctrine of exhaustion of rights developed by the European Court of Justice.’

7 The doctrine can be traced back to the Count's ruling in Case 7870, Deutscie Cerammophon: [1971] E.C.R. 487, The
Court has drawn a distinction between the existence and exercise of intellectual propenty rights, Community nales such
as those relating to the free movement of goods{ Article 30) only impinging on the latter but not the specific subject
matter of the relevant intelleciual property night. There have been a number of cases in which the Counl has
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Under that doctrine, goods which have been placed on the market by or with the consent of the
patentee must be allowed to circulate freely. At present, the failure to take out a patent in one
Member State does not imply consent by a patent-holder in another Member State to the
manufacture of the patented goods in the first State and their circulation in the second.® Mr
Burnside referred to this as the “holes in the basket” problem: “the Commission used to “threaten”
that if companies did not take out patents throughout the European Union then the end result might
be that goods would flow freely from an unpatented country to a patented country™ (p 86).

58. LES said that the Community-wide patent should not change the present approach: the
patentee's rights were not exhausted by the sale of a product in a Member State in which there was
no patent protection in the absence of real consent. Consent should not be inferred where the
patentee had chosen not to obtain or maintain the patent (p 19, Q 95). Mr Connor, for LES, said
that there was a school of thought in Germany which said that was implied consent(Q 94). Sir
Nicholas Pumfrey conceded that there was a respectable academic argument but added: “One's
feeling is that if the question is ever referred to the ECJ, it will receive a dusty answer™(Q 249).
However, a number of witnesses, including the TMPDF and the CBI, recommended that any
legislation should make it clear that the existing rules of exhaustion were not to be widened in
favour of an infringer following the introduction of a Community patent (p 31, Q 124).

{ii) Compulsory Licensing

59. The TMPDF said that the Luxembourg Convention had not dealt with the issue of the
different regimes in Member States for compulsory licensing. This could cause problems in the
administration of a portfolio of patents throughout the Community (Q 125). The CBI identified the
similarity, in the context of a Community patent, of the potential problem to that relating to the
exhaustion of rights. Mr Nott said: “If compulsory licences were to be granted on a Community
basis under a Community patent, that could effectively destroy the benefit of the patent to a small
manufacturer in a single country because a major competitor in another country who had got a
compulsory licence would then be able to sell his goods throughout the Community™ (Q 132).

{iit) Prior Use

6. When the Agreement relating to Community Patents was signed in 1989 the signatory
States resolved to revise the Agreement to provide for the position of parties who had used or
possessed an invention the subject of a Community patent before the application for that patent. To
date there has been no action on this matter. The Green Paper asked if such action was necessary.
The TMPDF said that the problem was that the circumstances under which a prior user could
continue to work the invention despite the grant of the patent differed from one country to another
(Q 127). CIPA also said that the absence of a provision in the Luxembourg Convention dealing with
prior use rights was a defect. In their view, under a unitary patent system any prior use should
extend to the whole Community (p 15, Q 88). The CBI said that a prior user should be entitled to
develop the prior use right which he has obtained within the full scope of the relevant patent and
to transfer that right of prior use to any third party (p 31).

iiv) Renewal Fees

61. A number of witnesses identified high renewal fees as a potential weakness of the existing
Convention. They were critical of current fee levels under the EPC regime. For the CBI, Mr Nott
said: “We feel that the fees are very much higher than they need to be, not least because they go to
a large number of patent offices. If there were to be a single Community patent run from a single
European Patent Office, we would hope and expect that the fees would be able to be reduced

considered the application of the docinine to patents, In Case 15/74, Contrafarm v. Sterling Drug: [1974] EC.R. 1147,
the Coun described the specific subject matter of a patent as “the guarantee that the patentee, to reward the creative
effort of the inventor, has the exclusive right 1o use an invention with a view to manufacturing industrial products
and putting them into circulation for the first time, either directly or by the grant of licences 1o third parties, as well
as the right o oppose infringements”,

But if the patentee himsell placed the goods on the market in the second State he could not invoke his patent rights
to oppose their imponation into the first: - Case 18780, Merck v. Stephar: [1981) ECR. 2063,
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substantially, coming down to the sort of level that exists in America and Japan™ (Q 195). The
TMPDF said that it was no answer to say that the fees would be no more that the sum of current
fees in Member States, since the present system provided the flexibility to maintain patents in only
those States of real interest (p 35). The Law Society compared the position in the USA, where no
renewal fees were charged (p 105). CIPA said that the patent system ought to encourage people to
take out patents to protect their investment in research and development. If that could be done by
keeping official fees down at an early stage, by cross-subsidy from renewal fees, that would be a
worthwhile endeavour. CIPA also took the view that part of the renewal fees of a Community
patent should be allocated to the national patent offices whose continued existence for the
foreseeable future CIPA supported (QQ 85, 86).

62. The BIA said that though many of its members were SMEs it did not see the introduction
of reduced fees for SMEs as being particularly helpful or desirable. Fees were not the most
significant cost in an international patent application filing programme and, in the biotechnology
sector, the US experience showed that inventions were often the subject of a collaboration with
major companies which precluded any fees reduction. The BIA said that they would rather see the
moneys spent on recruiting and training staff in order to improve the speed of search, examination,
opposition and appeals procedures: “reducing the long period of uncertainty is much more valuable
than reduced fees” (p 28).

FURTHER ACTION—THE CHOICE OF LEGAL INSTRUMENT—CONVENTION OR REGULATION

63. The CBIsupported the notion of a Community-wide patent system (p 31). But, the TMPDF
said, Community action had to be aimed at providing a system with real practical advantages for
all industries. The existing national and European patent systems should continue, providing a
choice forusers (QQ 111, 122). Zeneca said that this would provide the flexibility required by both
large and small industries. Dr Smith said: “we are not talking about a replacement; we are talking
about an additional opportunity” (p 37, Q 120).

64. Witnesses were divided on the best way forward. CIPA believed that although a regulation
would allow a new system to be brought into force more rapidly than a Convention, there was a
possibility that it might be brought in with some defects still unresolved. CIPA saw greater merit
in 4 new international convention. In their view, it could provide a greater degree of harmonisation
(by allowing, for example, the inclusion of non-EU States for which the EPC caters) and also enable
the creation of an appropriate court system. A Regulation might be brought too quickly and without
adequate preparation (pp 13, 17, QQ 76,97). Zeneca also favoured a Convention (p 38). Having
regard to the need to provide satisfactory judicial arrangements, Sir Nicholas Pumfrey thought that
aconvention was the “inevitable and preferred route. It is the preferred route to have another Treaty
to establish a complete jurisdiction, because if that has to be done ... it has to be done properly”
(Q229).

65. The Patem Office believed that it would be better to have a regulation. It would mean a
common start date for Member States which was consistent with a single market measure () 277).
The TMPDF said: “A free standing Convention would be too inflexible to adjust when
developments in the approach to patentable technology call for adjustment, would probably be very
difficult to get ratified and would be awkward to accommodate in enlargement negotiations™ (p 36,
Q 186). The CBI also favoured a regulation. It would not be dependent on ratifications to take
effect and would be easier than a Convention to amend to take account of changing circumstances
(Q 187). The Law Society of Scotland said: “A regulation had been used for the trade mark system
and no reason could be seen why it should not work for patents” (p 107). IPLA also referred to the
experience on trade marks. Attempting to achieve unitary patent protection by convention had not
been successful. The Community Trade Mark Regulation showed what was possible under the EC
Treaty (p 103). The IPBA said that a regulation would have the advantage of flexibility if changes
proved to be necessary. They accepted, however, that a regulation had limitations as regards the
establishment of a European Patents Court. They therefore advocated what they called a middle
route, “using a Regulation for the substantive law and procedure and a Convention to establish the
necessary judicial arrangements™ (p 101).
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66. Professor Comish considered that Article 235 of the Treaty gave the Community a legal
basis for action and thought that “As the means for altering authority over the future European
patent system, and for placing it under an acceptable management structure, such a Regulation
seems the only sensible way forward”. He also pointed out the implications for the Community's
extemal competence: “One consequence [of a Regulation] would be a simplification in Europe's
dealings in patent matters with the rest of the world, whether this consists in the negotiation of
treaties at the international level, or the conduct of discussions with major trading countries, such
as the US and Japan” (p 89). The Patent Office acknowledged that there was a political issue for
Ministers here () 287).

THE IMPLICATIONS FOR THE DEVELOPMEMNT OF PATENT LAWS AND POLICY AT MATIONAL AND
INTERMNATIOMAL LEVEL

67. The CBI also said that further harmonisation was desirable, and necessary on the right
terms, but not inevitable (p 32). Mr Nott pointed to the different procedures and arrangements for
patenting in the United States and Japan and said that some harmonisation at the international level
might be helpful. He thought that that was probably a long way in the future (Q 202).

68. IPLA said that further harmonisation in both substantive patent law (such as in relation to
“special defences” to infringement, and available relief) and procedure (IPLA strongly advocated
cross-examination) would at least be desirable, and might be necessary, if a truly effective unitary
patent system was to be achieved (p 103). For CIPA, Mr Gold said that one of the aspects of the
Community patent which had not received sufficient attention was the need to harmonise national
litigation procedures “to ensure that there is technical efficiency at all levels of the process; that
there is roughly similar speed; roughly similar remedies; damages would be roughly at the same
level”. All these matters were currently replete with uncertainties (Q 73). CIPA did not believe that
other European countries would accept the English approach to discovery and examination of
witnesses. Mr Gold said: 1 hope there could be a process whereby we would each realistically take
the best features of each other’s procedures, and some sort of compromise would emerge which
would be the least unhappy compromise™ (Q 103).

69. LES thought that harmonisation at European level might influence patent systems
elsewhere, in particular in the United States and Japan, and result in greater international
harmonisation. This, in LES’s view, would be desirable, though not inevitable in the light of the
experience of the European Patent Convention (p 19). A number of witnesses pointed to the
desirability of wider international harmonisation. The Law Society of Scotland said that there was
a need for harmonisation at a worldwide level “on what is or is not patentable and on the point at
which information on patents is published” (p 107). Zeneca also said that the Community must
have the same criteria for patentable subject matter as enjoyed by the USA and Japan. Further
harmonisation of procedure was also to be encouraged (p 38). In particular there was, in CIPA's
view, a need for US laws with their “first to invent” system to harmonise with those of the rest of
the world which have a “first to file” system, though neither CIPA nor LES was optimistic that the
Americans would accept any change (p 16, Q 105).

0. The TMPDF expressed similar views and drew attention to the fact that Member States
already worked together on intellectual property issues, particularly in international fora such as the
World Intellectual Property Organisation (WIPO) and the World Trade Organisation (WTO) (p 36).
The Patent Office favoured harmonisation at a global level. The work was, therefore, best left to
WIPO, which was presently working on a Patent Law Treaty aimed at limiting the formal
requirements which patent offices across the world might require of applicants (QQ 269, 276).

RELATIONSHIP BETWEEN ANY COMMUNITY INSTRUMENT AND THE EUROPEAN PATENT
CONVENTION

71. It was generally accepied by witnesses that there would have to be links between the two
systems. For the Patent Office, Mr Hartnack said: “in theory the Community system could be
administered ... by national patent offices within a harmonising regulation. As a matter of
practicality, I think we should assume it will be administered by the European Patent Office”. He
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PART 3 OPINION

74. Itis over ten years since the Committee last looked at the question of the need for a unitary
Community patent. The 1975 Convention had not (and still has not) been ratified by all Member
States - both Denmark and Ireland had constitutional problems - and a number of technical issues
required further work. A conference had been held in Luxembourg in December 1985 to try to take
matters forward, Various amendments and additions to the 1975 Convention had been agreed in
principle. In its 1986 Report, A European Community Patent, the Committee examined the state
of the negotiations, the need for a uniform Community patent and the possibilities of overcoming
the outstanding differences. It concluded that the setting-up of a Community patent system
operating uniformly throughout the Community and subject to ultimate adjudication by a common
appeal court would be of major benefit to commerce and industry. Such a system would contribute
materially to the smooth operation of the Single Market. The Report called for the introduction of
a Community patent “without further delay™. If all Member States could not agree, that should not
hold up the rest of the Community.

75. More than ten years later we are little further on. The Luxembourg Convention has still not
entered into force, notwithstanding the important revision work completed by an inter-
governmental conference on the Community patent in 1989, It seems unlikely ever to do so. The
recent action taken by the Council and the Commission to revive the issue of a Community patent
has been generally welcomed. The Green Paper has rekindled an interest in the subject in the minds
of users of the patent system, national, European and world-wide, and their Governments. Though
the benefits are not always quantifiable there seems little doubt that patents are a valued industrial
and economic tool, an important adjunct to research and innovation. Patents are used by and serve
industry in various ways, depending on the sector concerned. They are not the preserve of large
firms. Individuals and SMEs also use the patent system.

76. Patenting is, however, an expensive business. The protection of the invention is buttressed,
under patent laws, by an act of a public body, namely the grant of a patent. Obtaining a grant
involves the payment of fees, official and professional. Moreover, patents once obtained have to
be mamtained (by payment of renewal fees) and policed, if necessary through the courts. The
increasing expansion and inter-relationship of markets world-wide may compel industry to seek
patent protection in many more countries. The notion of having one patent valid in fifteen States,
for the whole Single Market, is therefore attractive. Our witnesses identified the potential
advantages in terms of cost savings, the simplification of regulation and reduced complexity.
Consumers should also benefit from improved and cheaper products.

77, It was, however, the uniform response of witnesses that if the Luxembourg Convention
came into force, thereby making it possible to obtain a Community patent, there would be few, if
any, takers. The reasons for this are essentially twofold: the requirements for translations are
burdensome and costly; and, potential users do not have confidence in the judicial arrangements.
These two basic issues dominated our enguiry. It is clear that satisfactory practical and political
solutions have to be found for both if the Community patent is to be a reality and bring about the
benefits described above.

Language/translations

78. The cost of translating patent specifications 15 a major element in the overall cost of
protecting an invention in more than one country, The Green Paper gave some figures for the cost
per page of translations. A table prepared for the Committee by Zeneca and other statistics produced
by the EPO helped to show those costs in relation to the total costs borne by the applicant for a
patent in the current European system. The EPO’s study shows that, depending on the number of
national patents designated and therefore translations needed, the cost of translation may amount
to some 30%—60% of the cost of obtaining patent protection in the Community.

79.  Any Community patent has to be affordable. If everything had to translated into all official
Community languages then we doubt whether the proposal would be sufficiently attractive to users
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and whether, therefore, it would be a practicable proposition. The burden of the costs of translation
would fall hardest on small firms (who, according to the EPO's study, are more likely to be seeking
coverage throughout the whole of Europe). Even large firms, who also have budgets, might be
dissuaded. Industry would certainly weigh up the advantages and disadvantages of a Community
patent compared to a bundle of national patents. A European patent covering the major industrial
countries may be good enough. Witnesses pointed out that the translation problem can only get
worse with Enlargement. Costs would increase if additional translations were required, making the
Community patent less attractive to users.

80. In 1986 the Committee took the view that it was essential to limit the extent to which a
Community patent must be translated. The Committee believed it was reasonable to expect that
translations of the claims, which define the scope of the patent monopoly, should be available in
a national language of each Member State. But to require the translation of the description of the
invention into all languages would pose a serious threat to the viability of the Community patent.
The Commuittee was impressed by evidence (which was reiterated by witnesses in the current
enquiry) stressing that translation of a complete specification at the time of grant of the patent
comes too late to be of real value to those most interested in the technology. The Committee took
the view that Member States should not be able to insist on the provision of any translations apart
from translations of the claims. If this could not be agreed, the best compromise would be to require
translation into the official languages of the EPO. The Committee said that any moves to allow
every Member State to demand translation of the whole specification into a national language at
grant should be firmly resisted. (paras 51-52)

81. The Green Paper canvassed views on a number of approaches to the translations question.
However, most of our witnesses favoured a more radical, “English only”, solution, under which a
party could file the application in any of the Community official languages but thereafter English
would be the sole working and official language of the Community patent. This solution has a
substantial measure of support from European industry generally. That is clear from the evidence
given directly to us as well as the submissions made to the Commission at the Luxembourg hearing.
The Commission’s statement of Conclusions of that meeting states that “a large number of users’
representatives on the side of industry support a radical solution. This consists of using only one
language for the granting procedure, with no translation of the granted patent afterwards”.
Diplomatically, the Commission does not identify the “one language" concerned.

8#2. The Committee would have no hesitation in supporting the “English only” solution. It
would be simple, cost effective and reflect the current practice increasingly to use English in
technology and patenting. Under any Community regime we would anticipate that the large
majority of applications and grants would, as is the case for European patents, be in English, if only
because of the substantial number which could be expected to come from the United States and
Japan. We have doubts, for the reasons given by witnesses, that it will emerge from the
Commission as the solution for the Community and even if it did whether it would ever be
politically acceptable. It would be a major step for other Member States to accept a regime under
which their citizens could file in their native (official) language but would thereafter have to work
in English.

83. The Green Paper rightly describes the language question as “a thorny problem” and it is
noteworthy that when soliciting views from interested parties on the language question the
Commission asked for “realistic solutions”. We share the view expressed by the Patent Office that
some form of compromise on the language question will have to be struck. One possibility is to
limit the number of official languages to three (English, French and German). The precedent is the
EPO, though as witnesses pointed out it is not completely apt because a State may still require
translation of the specification into its official language when the European patent is registered in
the national patent office. It would be a solution based more on historical political considerations
than current practical ones. Apart from being the working languages of the EPO, the three
languages as a group have no other particular supremacy or importance in relation to technology
and invention. We could nevertheless accept the three EPO languages as a compromise. However,
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any attempt to increase the number, for example from three to five (the number of working
languages for Community Trade Mark purposes), should be strongly opposed.

84. Buteven three languages might not be any more acceptable to all Member States and their
Parliaments than one. The argument that the individual citizen should be able to read in his or her
language what he or she may not do, though in practice remote from the realities of life even among
smaller firms, has a strong popular appeal. We are bound to acknowledge this, even though all the
relevant information may not be available until late in the patenting process and in practice those
with any substantial commercial interest will read the documents in their original language or obtain
their own translation. We wonder, therefore, whether other Member States will in fact be prepared
to forego their citizens' language rights. A compromise whereby some minimum amount of
information about the patent is published in every language will have to be accepted. Since such
a compromise will be based not upon practical grounds (which plainly point to an English only
solution) but upon political expediency, the Committee finds it difficult to say how much translation
there should be. One possible compromise would be to allow the application to be submitted in any
official language, o require the claims to be translated into all official languages but thereafter to
provide for the use of English as the sole working and official language of the Community patent.
In the end, the question is whether the cost of translation can be kept low enough to make a
Community patent a viable option for industry. If it is too high, it will not be able to compete with
the available alternatives of EPO or national grants.

Judicial arrangements

85.  Itis a feature of a unitary patent that it can lapse, be transferred or, particularly important
in the present context, be revoked as a single whole. If the Community patent is to succeed it must
be supported by judicial arrangements in which industry and users have complete confidence. That
is not the case with the arrangements existing under the Luxembourg Convention. These provide
that, in addition to opposition proceedings before EPO Boards of Appeal, national courts would in
effect act as Community courts and deal with questions of validity. A new court, COPAC, would
have a central appeal function and give interpretative rulings. Many witnesses could not accept the
risk that a patent could be invalidated by any national court. Their concemn is that the judge might
not have sufficient knowledge and experience of patents.

86. The Green Paper favoured allowing the EPO Boards of Appeal to handle all validity
questions, with a right of appeal to the existing Community Courts, i.e. to the Court of First
Instance and then, on points of law only, to the Court of Justice. Witnesses were, however, critical
of the system and actual handling of appeals under the EPC. Further, the Green Paper proposal
would have the consequence of separating infringement actions, which would remain with national
courts, from validity questions. The evidence we received on this point was unanimous in insisting
that infringement and validity issues, which are in practice almost invariably inter-related, should
be dealt with together by one and the same forum. We agree that, when it is necessary to do so, the
two matters should be capable of being dealt with together. The Committee agrees with witnesses
that the Green Paper’s proposal as regards the use of the EPO boards of appeal is not the way
forward. It appears to have no chance of acceptance by industry.

87. There have been suggestions that the Boards of Appeal of the EPO could be strengthened
by the addition of patents judges from Member States, perhaps on a temporary and rotating basis.
This proposal would have much to be said for it as an improvement in the service provided by the
EPO, even if there was no question of introducing a Community patent. But the Committee do not
think that the EPO, even in this form, could provide a judicial structure for the enforcement as well
as the grant of Community patents. It could not provide a court of first instance for infringement
proceedings and it is doubtful whether it could operate even as an appellate court in such cases
without a substantial change in its procedures and culture. In addition, it is hard to see how the
EPO, as a non-Community institution, could be fitted into the judicial system of the Community.
The main advantage of bringing national patent judges onto the Boards of Appeal of the EPO would

be to provide a model of a multinational European patent court which could be used by the
Community.



EUROPEAN COMMUNITIES COMMITTEE 25

88.  The solution preferred by our witnesses was to have a Community Patent Court operating
at both first instance and appellate levels. Those courts would be staffed by experienced patent
judges from across the Community. It is a bold and ambitious approach which in principle we
support. But we do have doubts as to whether it is feasible for a new system of patent courts for the
whole Community to be set up and made fully operational and effective from as it were a standing
start.

89. Tosetup asystem of Community Patent Courts, with the necessary and appropriate judges
and other staff, premises and, not least, rules of procedure, will require a massive practical effort
and goodwill on all sides if it is to work. It can, we believe, be done if there is the political will
backed up by a substantial commitment in terms of resources. We are not optimistic about the
prospects of this being achieved except over a fairly long period. On the other hand, a system which
gives the national courts of any Member State the power to revoke a Community patent with effect
throughout the Community is likely to be regarded as making them too vulnerable to compete with
an equivalent bundle of national patents granted by the EPO. The Committee thinks it is unlikely
that this perception by industry would be much diminished either by restricting the number of
courts upon which any Member State can confer jurisdiction over Community patents or by
providing a right of appeal to the Court of First Instance or some other European court. OFf all the
practical difficulties involved in creating a Community patent, the judicial system is the one upon
which it most likely to founder.

90. We donot go further into the detail about the judicial system in this report but there is one
matter to which we believe it is necessary to draw particular attention. Under the Luxembourg
Convention, which, as mentioned in paragraph 85, created COPAC, there remained a substantial
role for the Court of Justice.” A major constitutional question which will have to be determined at
the outset is that of the relationship of any new Community Patent Courts to the existing
Community Courts.

91. One possibility is for the CF1 to take on the role of one of the Community Patent Courts.
It might do this by way of a new specialised chamber staffed by judges experienced in intellectual
property matters. Its jurisdiction and procedures would need to be amended to enable it to exercise
the full functions of a court of first or second instance in patent cases—it would not simply have
the role of reviewing the legality of the decisions or other acts of another institution (as is its general
function, including its responsibilities under the Community Trade Mark Regulation'”). Were the
CFl to take on responsibility for patent cases affecting Community patents for the whole of Europe
it would be a substantial addition to the workload of that court. Leaving to one side the pressures
which the court is currently suffering (we examine these in our contemporaneous report, The Court
of First Instance: the Single Judge) adding patents would have a profound impact on the character
and working of the court. We do not agree with those who have suggested that the issue whether
there should be a new court for the Community patent or whether a specialised chamber of the
Court of First Instance should have the jurisdiction is only aquestion of nomenclature. There will,
in our view, be substantial implications for the Community’s judicial architecture.

Chther issuwes

92. Inaddition tothe problems of translations and of judicial arrangements witnesses identified
a number of other matters concerning the present Convention and with which they had difficulty.
We deal with these briefly below. One of them, renewal fees, raises wider issues.

? COPAC could request a ﬂt‘liminary ruling whenever there was a risk of incoasistent interpretation between the CPC
and the EC Treaty. T a Member State or the Commission considered that there was such an inconsistency resulting
from a decision of COPAC, it too could seek a ruling. Cenain national couns scting as Communily patent courts
could also ask the Coun of Justice for a ruling on the interpretation of the Convention’s provisions on junisdiction,

The Court of first Instance has jurisdiction 1o hear appeals under the Community Trade Mark Regulation. Appeals
are dealt with first by Appeal Boards within OHIM. It is far too early to say how that is going 1o work. Cases
have yel to emerge from the appeal process within OHIM.

[ [1]
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Prior use, compulsery licensing, exhaustion of rights

93. Concern was expressed by witnesses about uncertainties relating to the extent of rights to
continue prior use of an invention protected by a Community patent and also as regards the grant
of compulsory licences in respect of such inventions. The national laws of a number of Member
States preserve prior rights of use and confer powers of compulsory licensing. The Luxembourg
Convention (Articles 38 and 46 respectively) provides that national rules should be applicable to
a Community patent in so far as it has effect in the particular Member State.

94. Both these matters affect the scope of the right and it is pertinent to question whether they
should be left to (potentially divergent) national laws. The Committee agrees with witnesses that,
in a unitary Community patent system, prior use rights should in principle extend to the whole of
the Community. As regards compulsory licensing, it should be made clear that the patentee’s rights
under a Community patent are not exhausted in one Member State by the grant of a compulsory
licence of that patent in another Member State. In the absence of the Community patent instrument
(whether convention and/or regulation—see below) itself providing a compulsory licensing regime
for Community patents, it needs to be considered further whether there should be appropriate
harmonisation of national laws.

Renewal fees

95. Incosts terms, the decision to apply for a Community or European patent may not depend
simply on the number of translations (discussed above). Other factors, including renewal fees, have
to be considered. It is to be expected that any Community system will be self-supporting but there
is concemn that it may be more than self-supporting and that renewal fees will be regarded as a
source of general revenue, Witnesses expressed concern about the possible high level of fees. The
flexibility a patentee now has with a bundle of national patents, to decide which to maintain and
which to allow to lapse, will not exist with a Community patent. The level of renewal fees will have
an effect on the success of the system, particularly if they were to exceed the sum of the renewal
fees of more than the national patent offices of the larger Member States or of the average number
of national patent offices designated in European patent applications. In 1986, we took the view that
it was imperative for an agreement on renewal fees to be worked out which was advantageous in
comparison with national renewal fees and would make a substantial number of applicants to the
EPO opt for the Community patent rather than a national “bundle”. As we have said above, the
Community patent must be affordable.

96. The question of renewal fees has, however, another dimension. This concerns how the
revenue from applications for Community patents will be divided. The current position is that
renewal fees on patents in force in the United Kingdom, whether granted by the Patent Office or
by the EPO, are used to support directly the national patent system and also, indirectly, the
European patent system''. The Green Paper proposed that the body in charge of the Community
patent system (this will almost certainly be the EPO) should retain all the different fees paid by
users. It also questioned whether it was appropriate for renewal fees on European patents to be used
partly to finance national patent systems. Witnesses uniformly spoke of the need for national
patents and European patents to remain available for the foreseeable future. If the Community
patent system were introduced in such a way that the current arrangements were modified as
suggested n the Green Paper, the position of the national patent system might be affected
detrimentally. The Government pointed out that the Commission has yet to assess the financial
implications of its proposals. In the view of the Committee such assessment should be a matter of
priority and urgency.

Currently 50% of the renewal fee is passed on o ihe EPO as a contribution towards its costs.
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Convention or regulation”

97. The Green Paper noted that the European patent system in Europe (i.e. the EPC and the
Luxembourg Convention) was set up by means of international agreements. This was, according
to the Commission, because the Community's competence in the field was then not clearly
established. The legal position, it said, had changed and the Green Paper raised the question of the
establishment of a Community patent system by way of a regulation under Article 235 of the EC
Treaty. Such a regulation would require unanimity but would have the advantages of having a fixed
date of entry into force and being simpler to deal with in future enlargements of the Community
since it would automatically be parnt of the acquis communautaire.

98. Witnesses generally accepted that the Community had the necessary competence under the
EC Treaty. The question, we agree, is not now a matter of dispute. The Court of Justice has held
that the Commission is competent, in the field of intellectual property, to harmonise national laws
pursuant to Articles 100 and 100a and may use Article 235 as the basis for creating new rights
superimposed on national rights, as it did in the Community Trade Mark Regulation."

99. On the question whether further Community action should be by way of regulation or
convention, the majority of witnesses supported the idea of a regulation under Article 235 as the
basis for any Community patent regime for the reasons given in the Green Paper. While the
Committee agrees that those reasons are valid ones, there are two further factors affecting the
choice of the appropriate legal instrument. First, there are the implications for the judicial
arrangements. Use of a regulation alone would seriously limit the opportunities for innovation. A
regulation would enable existing mechanisms to be used (the Green Paper's suggested use of the
EPO Boards of Appeal and the Court of First Instance for questions of validity—a similar structure
has been adopted in relation to the Community trade mark) but would not permit the creation of a
new Community patent court or courts. For this there would have to be a Convention and/or
revision of the Treaties. As we have indicated above the creation of a system of supranational pan-
European Community Patent Courts will inevitably have major implications for the Communities’
judicial architecture.

100. Secondly, it is necessary to consider the effects as regards the external competence of the
Community. As the Court of Justice has made clear, the existence of provisions in the Treaty, in
particular Articles 100a and 235, which give the Community power to act in relation to intellectual
property does not confer exclusive competence on the Community™. The exercise of those powers
by the adoption of a regulation would, however, increase the competence of the Community in
interational fora such as the World Intellectual Property Organisation (WIPO) and the World
Trade Organisation (WTO) and consequently restrict that of the Member States. The Patent Office
acknowledged that this was a question to which Ministers would have to give some atiention. The
Committee agrees.

101. Finally, it must be remembered that proceeding by regulation, rather than convention,
does not overcome the major political issue of securing agreement on the proposal, particularly on
the sensitive matter of the use of languages and translations. Unanimity will be required. We do not
underestimate the difficulties ahead.

FURTHER HARMONISATION—THE EUROPEAN PATENT

102. Patent law is an area where there is already a substantial degree of harmonisation at both
international and European level, from the Paris Convention of 1883 through to the GATT/WTO
Agreement on trade-related aspects of intellectual property rights (TRIPS). Action at Community
level has so far been limited to the creation of supplementary protection certificates for

' Case C-350/92, Spain v. Council: [1995] E.C.R. 1-1985, at para, 25,

'S Opinion 1/94: [1994) EC.R. 1-5267. The matter arose in relation to the definition of the extent of the
Community's and the Member States” participation in the TRIPS Agreement.
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pharmaceutical and plant protection products. Witnesses were in favour of further
harmonisation, a number expressing a preference for that to be done at a global rather than a
European level, on such fundamental issues as what should be patentable. Reference was made,
in particular, to the current work of WIPO and the WTO. At a European level it was hoped that any
Community patent might lead to a greater harmonisation of procedural rules especially in relation
to the litigation in patent cases.

103.  The Committee supports in principle the greater harmonisation of patent laws and
procedures and considers that in a number of areas, such as the definition of patentability and
simplification and co-ordination of filing procedures, that work may best be carried forward at the
global, rather than the European, level. This viewpoint reflects the importance of innovation and
the legitimate protection of inventions by patents in all markets and thus the desirability of taking
action with worldwide effect.

104. At the European level it is to be expected that any Community patent will have an effect
on national patent laws and practice, drawing them ever closer together. One area where it will, in
our view, be necessary to co-ordinate both substantive and procedural development is that of the
relationship of any Community patent to the European patent. It is generally accepted that the EPO
will administer Community patents and be responsible for their grant, while at the same time
carrying its responsibilities in relation to the European patent. We see problems ahead if the
substantive law of the two patents and its practical application were to drift apart. Some have
argued that the Community should mount a takeover bid for the complete European patent regime.
We do not advocate that. But there must be an adequate mechanism in place to ensure co-ordination
of substantive law and procedure as well as consistency in individual decision-making.

Conclusion

105. The Committee believes the Community patent, a single patent which is valid throughout
the Community, would have advantages over the present system of European and national patents.
The success of the system depends firstly, as we said in our 1986 Report, on keeping the costs
down. A practical solution has to be found to the question of the number and extent of translations.
There must also be judicial arrangements which will command the confidence of industry. The
Community patent has to be sufficiently attractive to industry and able to compete alongside
national patents and the European patent. If not, it will remain a white elephant which no-one will
want. It is clear to the Committee that there is substantial interest in and support for a Community
patent within industry at the present time. A major political push and a preparedness to compromise
on the language question are needed if the idea is to become a reality.

RECOMMENDATION

106. The Committee considers that the Green Paper on the Community Patent and the Patent
System in Europe raises important questions to which the attention of the House should be drawn
and makes this Report to the House for information.

Council Regulation (EEC) No 1768/92 concerning the creation of a supplementary protection centificate for
medicinal products, OF L 182.2.7,1992, and Regulation (EC) No 1610096 of the EP and Council concerning the
creation of a supplementary protection centificate for plant protection products, OJ L 198, 8.8.1996. In our dth
Report 1993-04, Patent Proteciion for Bistechnological Inventions, we considered a proposal for a Directive,

currently before the European Parliament, which, if adopted, would set out the conditions in which a patent may
be obtained for a bislechnological invention.
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stimulated. That such advantages stem from having sound patent systems is apparently not always understood
by national governments,

There only would be disadvantages if a unitary patent was introduced in a fudged form in particular without
a sound litigation system in place, without the translation issue properly dealt with and without preservation of
the EPC and national routes for the foreseeable future.

Advantages within the patent system itself which, of course, manifest themselves in the stimulation of
innovation, are explained more fully when answering later questions.

Q6. Would the Community Patent System as devised in the Luxembourg Convention be used if it were 1o
come into effect (i.c., if all necessary ratifications were made)?

No. The Luxembourg Convention has serious defects, in particular the procedure for litigation and the cost
of translations inte all the Community languages.

What are the weaknesses or defects of the Luxembourg Convention? Are the mainfonly problems those
described in the Green Paper (translation costs and judicial arrangements)?

Judicial arrangements

The system proposed in the Luxembourg Convention is inadequate: too uncertain, too slow and too costly
and the risks of poor judgments are too great.

The Institute cannot emphasize too much that sound judicial arrangements are crucial to the success of a
unitary system and are much needed in the present systems in which patents are granted either by the EPC route
or by national routes.

Legal certainty ought to be easier to achieve in a Community system than in the complex of national systems.
Legal certainty is itself an important factor in reducing distortion of competition and achieving free movement
of goods, Consumers and industry of all sizes need innovation, and innovation is hindered and distosted if
decisions and remedieés etc., on patent issues are going to tum on the country in which the patent is litigated.
Faced by advice that a product does not infringe a competitor’s patents in countries A, B and C but will infringe
the exactly equivalent patent in country D, a firm interested in supplying the whole of the Community will not
launch such a product. It may well go for a less innovative product for Europe whilst perhaps launching the
innovative product in a market with less uncertainty.

Europe needs a quick, reliable system. Sound judgments and predictability, so that litigation can be avoided,
are needed. These need to be coupled with adequately low costs, speedy procedures and effective remedies.
Such a quality litigation system is esséntial to a unitary patent system.

A possible system could be a central, possibly peripatetic, collegiate Community Patent Court, composed of
a panel of expert patent judges and including at least one judge from the state in which the action was started.
Any such court would have to establish a common procedure and preferably common remedies. (Mote that the
adequacy of remedies is a major issue in relation to conformity with TRIPs.) If the costs of fighting an action
before such a court are unacceptable to SMEs, then an option needs to be provided which is acceptable and can
be used by large companies, who also have o be very cost-conscious. Such an option would have the incidental
advantage that it could relieve a court of the type outlined of the pressure of the amount of litigation with which
it might otherwise be confronted. It cannot be beyvond the ability of man, certainly not of judges, to devize such
an option.

On language, we can learn from the examples of other courts and tribunals. [n the interest of lower costs, the
language probably should be an official language of the country concerned or a language agreed by the parties.

The Institute considers that validity and infringement should be considered by the same court. The Institute
has doubts whether the EPO Boards of Appeal, at least as presently constituted, should give final decisions. In
a parallel exercise, it would be appropriate to consider how to improve the current litigation system for patents
in Europe.

Transiation

The costs associated with the system as set out in the Luxembourg Convention are horrendous and of course
would expand with expansion of the Community.

The issue of translations is one of the two main hurdles in the way of a successful Community patent.

Although costs are a major concemn, the procedural complexity and the risk of loss of the patent if a translation
is not filed are also very important.
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The Institute understands that many important bodies from non-English speaking countries have pointed out
that the most effective, inexpensive and risk-free system would be for the Community patent to be granted and
maintained in a single language and that that language should be English, the common language of science and
technology. The Institute suggests that UK institutions ete. should support this proposal, but showing
appropriate diffidence.

Several points are worth making to get the language issue in perspective. First, insistence on translation into
all languages will reduce even further Europe’s relatively poor record on innovation. Second, insistence by any
country on translation puts its consumers at a disadvantage and reduces employment opportunities. Third,
industry in all countries in Europe now cope with the EPC system in which translation oceurs often only afier
many years. During those years, every industry manages to cope with foreign-language patent applications bath
as a source of information and, more importantly, as polential threats to commercial plans. Four, in the curment
system the text of the proceedings is the authoritative text. So industry and advisors now have to go back to
that text when considering clearance for commercial plans over third-part patents. Five, under the EPC, it is
possible for countries not to require translation of the full text. For some time, Germany and the UK did not
require such translations. There are still patents in force in the UK which are in French or German. Six, the
value of patent applications as a source of technical and marketing information is real, But it is currently met to
a very large extent by commercial absiracting services. Also, the value of translation of full texts as sources of
technical and marketing information gets exaggerated by interested parties, for instance patent offices and those
who make a living from such translations.

The Institate has seen a paper by Herbent Suchy entitled “Survey on the Appropriate Demand for Future
European Patent Translation” dated 15 October 1997. It is relevant.

Exhaustion of Rights

A further concern of industry is the mules on exhaustion of nghts and whether introduction of a Community
patent system would have any effect on the existing rules of exhaustion of rights under national systems and the
EPC. A unitary system will not be supported by industry unless it is clear that the existing rules of exhaustion
under the EPC are not to be widened following the introduction of a communily patent system.

Crher Weaknesses

Other weaknesses of the existing Luxembourg Convention are the expected high cost of renewal fees;
problems surrounding rights of prior use and compulsory licensing which vary from state to state; and problems
for validity of unitary patents when there are prior national rights but not in all countries.

Q6. [Is there a case for further action at Community level.
Yes. This should be as envisaged in the Green paper but bolder on issues of formalities and representation.

The Institute has the following comments on the ideas the Commission puts forward for discussion on how
to make the system more attractive to SMEs, a very important issue.

The Institute considers that the way to make the patent system more attractive to SMEs is to lower the cost
and make litigation more predictable, quicker and cheaper.

Utility models are sometimes suggested as being advantageous to SMEs, The Institute has published a study
on utility models. The conclusions indicate that introduction of such a system would be a major barrier 1o
innovation, particularly for SMEs. [t is a weak alternative to what is necessary: an effective patent system.

The Green Paper mentions the possibility of commercial insurance for legal costs for patent disputes. The
Institute understands that experience in the United Kingdom has not been encouraging. The Institute awaits with
interest the results of the studies being conducted in the Scandinavian countries.

The Green Paper also raises the possibility of harmonisation on employee inventions, i.e., of compensation
regimes. The Institute knows of no thorough economic investigation of this issue. Subject to that the Institute is
puzzled why employee inventors, rather than other employees, need state regulation of their remuneration. In
general, incentive and reward arrangements for innovation are best left to the initiative of individual companies.
Enterprises should be able 1o establish their own policies. It will be commercially wise for an enterprise which
relies on innovation to encourage it by appropriate incentive amangements,

On possible harmonisation of the patentability of computer programs and software-related inventions, the
Institute would comment that prima facie there is a case for achieving a comparable system to that in other
leading economies, and this might well require amendment of the current provisions. But the [nstitute considers
that this should not be progressed without adequate investigation of economic effects. What have been the
effects of the changes in practice in the United States?
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Q7. Should the Luxembourg Convention be turned into a legal instrument covered by the EC treaty (Le., a
regulation made under Article 235)7

Yes.

Q8. What are the implications for the development of patent laws and policy at the national and wider
international level? s further hanmonisation desirable, necessary, inevitable?

Further harmonisation is desirable, but on the right terms.

Q9. What should be the relationship between any Conununity instrument and the European Patent
Ceonvention?

The EPC has been a success but that statement has to be qualified. Delays are too great and the associated
litigation system needs reform desperately. Litigation is discussed above. The delays are such that for periods
as long as ten years, half the life of the patent, industry has to cope with uncertainty on whether, and in what
form, a patent will finally be granted. This is a major problem for innovative companies, whether the patent is
theirs or a competitor’s.

The main advantages of taking the EPC system into the Community regime are simplification of introducing
changes, and the opportunity to introduce changes in the organisation of the EPO. The Institute notes that the
present construction and voting system of the Administrative Council of the EPO are perceived as a potential
barrier to healthy change. Nevenheless, being within the Community regime may also not help the EPO to
achieve optimal efficiency.

But the Institute would emphasize again the need to ensure the EPC route as well as the national routes are
preserved at least until the unitary system has been proven over a sufficient number of years. The litigation
system must have been successful, and the whole system must have reached a price level to compete with the
EPC and national systems, and be as at least accessible for SMEs as those systems.

All main procedural, pre-grant fees should be reduced, since they are all unduly large and could be
substantially reduced without fear of a flood of worthless patent applications. In any case the comrect measure
to protect against such a flood is maintenance of a high standard of search and examination.

It would be helpful 1o all applicants, particularly small firms, if they could receive the result of a good quality
search expeditiously and at low cost, in order to assess whether to proceed with the application.

The fee system needs to be changed progressively to ensure, as soon as possible, that the system is mainly
financed by renewal fees, as are the national systems. Research should be done on the practical efforts, and
possible problems, of introducing reduced fees for SMEs.

It is acceptable for some revenue from fees from European patents to be used partly to finance the national
systems. However, such revenue should be dedicated to the benefit of the patent system and the encouragement
of innovation, and uwsed in a transparent way. It should not be used as a general resource of revenue by
exchequers or to build up large and unnecessary reserve funds.

An objective non-automatic link between the needs voiced by the national systems and the allocation of
financial resources from a Community or European system would be attractive but could lead to repeated tedious
negotiations. Certainly, the allocation of financial resources should be made more transparent.

National offices will continue to serve a useful function as a very quick and cheap route to patents, as a
convenient entry point to the EPC and Community patent systems and as providers of advice on the patent system
generally. These roles will need to be financed from their own fees except when there is a clear Community role,
where some finance from the Community of EPC systems would be logical, In addition national patent offices
could be encouraged to provide, at a competitive cosl, contract services to the EPO, such as search and
examination of applications for Comumunity patents.

Ociober 1997

Examination of Witnesses

Proressor Apass and De Jous Rup, Intellectual Property Institute, called in and were examined.

Chairman The nature of this afternoon is supposed to be

1. Professor Adams and Dr Reid, thank you very educational for Members of the Committee. Although
much for coming this afternoon, and thank you for we have read your written submissions, 1 would be
the Intellectual Property Institute’s written submission,  grateful if you did not assume too much knowledge on
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our part. What we want to do is really to be instructed
as to what are the problems which are involved. You
have an agenda, on which the legal secretary prepared
questions we would like to ask, but is there anything
that you would wish to say in advance of that before
we tackle these?

{Dr Reid) Would it be useful to say something
about the IP Institute, very briefly?

2. Yes, certainly.

{Dr Reid) We are a rescarch body, not in terms of
bricks or mortar, but in terms of getting research done
on important IP issues and trying also to get economic
issues addressed in our world, as well as the more
usual legal ones. We have very good contacts with the
professions, of course, and with industry, and we are
irying to widen our circle w consumer bodies,
etceter,

(Professor Adams) We mn the ESRC DTI IPI
research  programme into  intellectual property. |
thought I would provide a brochure on that.

3. Thank you very much. May we start with the
basics. If you could tell us, first of all, what is involved
in a European patent; and, secondly. what would be
involved in a Community patent, were il to come into
eXistence.

{Dr Reid) In a way, the European patent is a
misnomer. The European patent system was brought
into place to simplify procedures leading to the grant
of national patents. So, at the end of the day, after
you have filed for a patent application and have gone
through the European procedure. which basically is in
Munich, you get a bundle of national patents. You
choose, both at the stage of filing the application and
the transfer to what is called the national phase, in
which countries you want to have a patent. That choice
is usually determined by the applicant’s commercial
interests, balanced with the costs involved.

4. What are the costs involved?

{Dr Rewd) Extremely heavy compared with a
United States patent. In fact, it is 10 to 20 times,
depending on how you do your measurements asserted.
A figure which has been given and accepted by the
European Patent Office is that if you want to have,
through the European route, a bundle of patents in five
countries, one is talking about, say, £50,000 for the
lifetime of the patents.

5. Forgive me for interrupting, the £50,000 is what
you pay the EPO? It has nothing to do with what you
pay your own advisors?

(Dr Reid) No, it is including what you pay your
own advisors. It is for getting the patent application
through the European system, including the average
costs of the advice, professional time, elcetera. It does
not include litigation. [ think that somewhat larger
figures might come into the picture,

6. So £50,000 is for gening the five countries.
What would be a comparable United States figure?

{Dr Reid) Obviously the big thing is that you only
get one patent. That leads to the Communily patent,
but you are talking about a very, very much lower
figure. It could be as low as £3,000.

7. And what would it cost to get a patent for all
18 countries?

{Dr Reid) You termify me, my Lord. I think one
would have 1o do a figure based on the £50,000 so it
would be £120,000, something like that, but you can
hear that I am goessing rather than quoting
established figures.

E. Because no-one ever does.

{Dr Reid) People do. In some commercial areas,
in pharmaceuticals it happens. It turns on your
commercial interests. But then. the costs would mrn
also on the length of the patent specification. These
things are nod quite as precise as one would hope.

Lord Wigoder

9. Are these applicants, on the whole, substantial
organisations, or can they be people of comparatively
limited resources?

{Dr Reid) It would be good if they could be people
of limited resources but as my Lord Chairman has
already brought out, there is the cost aspect, and any
advisor of a person of very limited resources would
have to say that the European route is nol on, just on
financial terms.

Charrman

10. What would be the cost of getting a national
patent in Britain?

(Dr Reid) Through to expiry. a reasonably large
figure. Again, I am guessing, but at the important
period of getting a patent granted vou are talking about
hundreds. Those are the Patent Office costs. The
professional fees then twrm on the length of the
specification, etcetera, etcetera. but one could be
talking about £2,000 and perhaps guite a bit higher.

11. So the person of limited means would go first
for a United Kingdom patent, and then if he was doing
well he would think of going for a European one?

{Dr Reidl But he only has the one-year prionty
period to take a decision on whether he goes for other
countries; for instance, the United States. A point that
your Lordships should appreciate is that if he goes for
the UUSA, which is a very big market, he is getting that
very big market for a much lower price than he would
get in Europe.

12. Right. So that is the European patent. Now,
what would be a Community patent?

{Dr Reid) Perhaps 1 should bring up one further
point on the Europe patent. It is not a Communily
instrument. It is a Convention outside the European
system. [t has countries that are not members of the
European Union. That is a quite a large factor if
Europe ever gets to the stage of introducing a unitary
patent, a3 Community patent. One would have thought
that there will have to be some sound links between
the two systems. That, legally, would be complex.

13. The ones outside it are Switzerland,
Liechtenstein and Monaco, is that correct? They make
up the 18.

(Dr Reid) Yes.
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14. 1 was going to raisc this point. Is there any
current institutional relationship between the EPO and
the Community?

{Dr Reid) Not an institutional one, as far as |
know. There are very good communications.

Chairman

15. Does not the Community have observer status
on the EPO Supervisory Board?

(Dr Reid)  Yes.

{Professor Adams) There is quite a complex
relationship. For example, the possibility of amending
on biotechnology, the Convention itself is very slight.
However, by other means, the European Commission
have promulgated a Directive on Biotechnology,
which achieves the objectives of the European Patent
Office indirectly. So they do work in harmony.

{Dr Reid) There is no institutional link other than
this observer status, which 1 think is comect,

Lord Goodhart

16. Does that mean that the Commission have
refrained from exercising powers up until now over
patents?

{Dr Reid) Mo, Very much not so. [ think, comectly,
they have perceived patents as very important in the
whole sphere of innovation. There were Community
initiatives, for instance, on the extension of the
supplementary protection certificates for
pharmaceuticals. Professor Adams has mentioned the
Biotechnology Directive. There are proposals in the
Green Paper on software patentability. All of this fits
with the pattern that if there is a Community
Directive—I am not sure this should be recorded guite
as bluntly—but one can then expect Switzerland,
Liechtenstein and Monaco to adjust their laws
accordingly and suppont the necessary change in
European Pateni Office procedure, law, practice,
whatever is necessary.

Lovd Plant of Highfield

17. If we did move from the European patent to a
Community patent, and given that there are only three
couniries putside the Community which are members
of the EPO, would the EPO remain a viable framework
or would those three countries be likely to revert to a
national patent system? Switzerland, Monaco and
Liechtenstein are rather diverse and in two cases very
small countries. Would they be likely to continue to
support a framework of that sort?

(Dr Reid) 1 would expect them not to be
confronted with a choice, because most voices urge
strongly that a Community system would make use of
what is already established through the Euwropean
Patent Convention—thal is, the European Patent
Office—and specifically the European Patent Office
would be the mechanism for granting the Community
patent and the two could run in parallel. So that for
Switzerland, Liechtenstein and Monaco, the same
procedure would lead to a rather small bundle of

patents: the European Community patent on the one
part, and Liechtenstein, Switzerland and Monaco
separately on the other. It should work like that. That
seems a fairly obvious choice.

Chairman

18. The Community patent.

{Dr Reid) The Community patent has the very
great advantage of potentially getting uniform
application in Europe for patents. It must be very
attractive io the Commission and, | would suspect, to
industry. [ would also suspect to consumers because it
would stimulate innovation. You would not have holes
in the system. At the moment, with these bundles of
national patents, a fairly high proportion of them do
not cover all the states of the European Union, so you
have disparity of protection. We would also, even from
a research body's point of view, enthuse about the
opportunity of getting a simpler litigation system in
place. It does not pecessarily follow from the proposals
but without that I do not think a unitary patent system
would be used.

19. We will come back to the litigation system in
a moment but essentially, instead of having a bundle
you will have a package, you will have the whole
single patent covering the whole Community.

{Dr Reid) Yes, and 1 suppose the biggest point we
are making in our submission, that does not seem to
be made as strongly elsewhere, is that it is consumers
who would benefit from a more effective patent
system. At the end of the day it is we, as consumers,
who benefit from innovation; and innovation is
hindered if there is an incompetent or inefficient patent
system. The other side of the coin is that patents may
be granted on inadequate inventions: ones that really
do not contribute. This is because the other side of any
patent is its effect on competition. You do not want
ordinary developments in any particular trade or
industry to be hindered by the patent system, so there
has to be a quid pro quo of something of value being
contributed by the patentee. That is, of course, the
principle of the system and one that is applied
reasonably well by the European Patent Office. Their
examination occasionally ehicits  cnnicism, but
basically does test a level at which one would say “this
does merii a patent™.

Lord Borrie

20. Who would do that work under a European
Community patent?

(Dr Reid) It could be spread about in the sense that
existing patent offices, national patent offices which
examine, could do part of it; but the automatic
response in the trade in our speciality world is that the
European Patent Office would do it.

21. If I may follow that up, this suggests that if
the administration is as of now, but that the patent will
be covering 15 countries in the near future and more
in due course, this seems a much more efficient system
than the bundle you described which quite often,
because of cost if for no other reason, means perhaps
only five countries or seven countries or whatever. 1
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had i mind, when you mentioned five couniries,
actually 1o ask you whether you could say that the
number five simply came off the top of your head or
is five a typical number that applies. at the moment,
and the other ten countries are not covered? 1 am
wondering to what extent, in other words, the present
European patent lacks coverage across the main body
of the Continent.

(Dr Rerid)  Five is a figure that gets mentioned, but
you do get a very big spread from all 15 countries of
the European Union being covered to perhaps only two
or three. That would however be slightly odd, two or
three, because of the break-even point for going for
the national route, which still exists. Perhaps 1 should
have made this point earlier, that we do now have two
separate systems. One 135 the ordinary national route,
you apply to your national Patent Office; and the other
is 1o apply to the European Patent Office, either after
an initial application nationally or directly. To get back
to the question, Greece and Portugal fall out of the
bundle much more readily than Germany, France and
ourselves. If you are interested in toy bricks, you might
go for Denmark. [t is what is appropriate for a
particular case. You look, as an applicant, to where
your competitor manufactures. You also look at size
of market. There is a curious point and an important
point, that if a company is marketing throughout
Europe, and its competitors also market only
throughout Europe so are not interested in marketing
only in two or three countries, then a bundle that only
contains three states (or only two) is quite a sensible
option. This is because if you are IBM or Unilever and
your competitors are multi-nationals, and you are not
worried—which they would be probably, but if you
were not worried about activity country by country—
vou can inhibit, stop your competitors, get the reward
of your innovation throughout Europe by only having
patents in  two countries. This is not  very
communitaire, but it has the desired effect.

Chairman

22. Can you explain how that works. You have
made a new product. You have patented it in the
United Kingdom and France only. Your competilors
start selling it in Germany. What then happens?

{Dr Reid) To disclose my background, | was for
many vears Head of Patents at Unilever. A very
interesting patent battle that came up to your Lordships
is what is called the Nappy War, Procter & Gamble
versus somebody else. Now, Procter were sued in 13
countries in Europe. They won, so they have wld
people, in eight, and lost in five. They have said to me
that if they had lost in one they might have stopped
marketing that product in Europe, throughout Europe,
because they would not have wanted the difficulties of
having a special prodect for that one country, a
different old-fashioned product for that one country.
So the complexity of our patent system, as it stands—
be it national, by national Patent Offices, or national
by bundle—in that case would have inhibited
innovation, which would have been of benefit to our
babies or our grandchildren’s babies.

Lord Goodlrt

23.  So a multi-national, if it cannot sell in Britain,
France or Germany, it is not worth selling in Portugal,
Greece or Finland?

{Dr Reid) Yes. It is horses for courses, but that
could well be the case. It could be that a small
company would also be interested just in the European
market, sees it as a whole, and if it is inhibited in one
country markets the innovation in none. A major point
is this inhibition, my Lord, that slows innovation. The
patent system, as it stands, 15 open to that effect.

Chairmian

24, Is it fair to say then in relation fo the
Community patent, that other things being equal, it is
better to have a patent which covers as much territory
as possible, but this is heavily dependent upon
questions of cost and how you enforce it?

{Dr Reid) Yes. Very, very well put, if I may say
s0, my Lord.

Lord Wigoder

25. May I follow this up. A Community patent
would mun throughout the Community, would it
whether vou wanted it to or not?

{Dr Reid) Comrect. There have been, my Lord,
suggestions of a Community patent with holes in it,
but the Commission is not pushing that.

26. It would cost the same, whatever degree of
cover you wanted?
{Dr Reid) Cormrect.

Lord Goodhart

27. 'The suggestion in these papers is that if you
did not want a Community patent, you would still be
able to go for a European patent and choose which
countries you wanted from the bundies?

(Dr Reid) Corect, and sill also go for the
national route,

28. A Community patent would not exclude a
European patent? It would live alongside it?
(D Reid)  Yes.

Chairman

29. Mow, there is a particular Community patent
which so far has not got off the ground and that is the
Luxembourg Convention 1975, as amended in 1989,
Can you tell us, first of all, why it has not got off the
ground. What is wrong with it as it stands?

(Dr Reid) 1 am not sure that I could rehearse all
the complexities, but Denmark and Ireland had
constitutional problems. The main point was that most
industrial bodies, as normal with heavy large indusiry
represeniation, because large indusiry sends people o
such meetings—but also with representation from
small or medium size business—said that it was an
unworkable system. This was on two main grounds:
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one, the litigation system and secondly, the cost; in
particular, the translation regime.

30. The translation cost. This was because the
proposal was that you had to translate into every
language of every member in order to get your patent
at all?

{Dr Reid) Cormect.

31. That is easy to understand. Can you explain to
us the litigation proposals.

{Dr Reid) The Luxembourg Convention has it that
any invalidity decision is an invalidity decision for the
Community patent. That is logical. The concern that
industry had—and has about the current proposal for
that matter—is that such a decision could be taken
poorly; would not be a sound judgment.

32. This is the spectre of some county court judge
in Portugal who has a patent case once every three
years, revoking an important patent with effect for the
whole Community?

{Dr Reid} Comect. The interested circles have
asserted very sirongly that they would not use the
gystem. [t does not prove they would not but it has
certainly been said very strongly.

33. That is the main objection?
{Dr Reicd) Yes. Translation, for instance the costs,
is a major factor, but is not as important.

34, What are the various suggestions in play in
relation to translation?

(Dr Reid) To go back to the European Patent
Office, at present that system works on  three
languages: English, French and German. So one
possibility for a new system is that it works only in
those three. There are proposals and have been for
many years—at one time accepted in the Luxembourg
Convention—that there should only be limited
translation. There have been proposals that there
should only be translation when an action is
contemplated, for example when litigation is started,
or at the stage when the infringing party is informed
of possible infringement. This would be the necessary
conditions for a translation to be required.

35. In those circumstances, which would count as
the authentic version?

(Dr Reid] 'We all reach back to what the European
Patent Convention says. This is the language of the
proceedings of the grant of the patent. So if the
European Patent Office has used French in ithe
procedure it granted, which is at the instigation of the
applicant, then the French text is the authoritative text.
Most people would simply assume that the same would
apply under the Community patent translation regime.

36. So if you then commence proceedings in
Spain, you would gain nothing by hiring a clever
Spanish translalor o soup up your patent?

(Dr Reid) Cormect. You might ron a risk because
if the scope of the patent, in the translated form, is less
than in the original, then the infringer can rely on the
narrower scope of the translation. It sounds obscure
but it really is fair. If your language is Spanish and

the text that you are given in Spanish has a narrower
interpretation, you should be able to rely on that,

Lord Goodhart

37. If you were in a Spanish court and assuming
that the judges did not understand French, they might
find competing experts arguing about what the comect
interpretation into Spanish was.

{Dr Reid) Yes. Some of the other suggestions are
that there should be official translations into the
various languages. There should be centralised
translation at somebody's expense, be it the public’s
or the applicant's. There are suggestions that the
translation should be on demand with payment of a
reasonable threshold figure, so that one has to think
before asking for this translation. The translation is
then available for all other people who want to make
use of the translation, and the translation should
otherwise be funded from renewal fee income that the
national Patent Offices receive. That is under the
Eurcpean Patent Convention.

Chairman

3B, So we have a large menu of possible choices
there. Could you tell us which one you would zo for?

(Dr Reid) With some diffidence, because we are
sitting here in England, we would support what rather
amazingly has been pushed very strongly by the
Germans and the French, and that is the English only
option.

Lord Goodhart

39. Even the French?

{Dr Reid) Yes. French industry has pushed that
very strongly.

(Professor Adams) May 1 add something to that.
The present figures for filings in the European Patent
Office are approximately as follows: 7 per cent in
French, 28 per cent in Germany, 65 per cent in
English.

(Dr Reid) Those are the only three options.
Whatever French industry may say, it is extremely
difficult to see the French Government ever agreeing
to this. However French Government representatives
have sat with their heads gently down when French
private practice, the professionals, have argued very,
very vigorously against their industry colleagues, The
Government representatives perhaps do not agree with
the professions arguments against English only,

Chairman

40. What would be your second choice?

(Dr Reid) The three language solution but in any
choice—and perhaps the more fundamental point that
I have not brought owl—iranslation only at the
litigation stage.

Lard Wedderburn of Charlton

41. Those figures vou kindly gave us as to the
breakdown of the use of language with English starting
80 high. that would include quite a few presumably
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Am:ncin-hmni multinationals who purport to use Chairman

E“f;‘;;mr vk g ol m:i}: ﬂm Dutch go straight to the English version
{Dr Reid) We are not talking about ourselves. We {Dr Reid) Yes. But even Spanish private practice

are talking about the international community, our
United States friends and others.

Lord Wedderborn of Charlton] It shows the
strength of English in the global economy.

Lord Goodhart

42. It was said you could use any of the
Community languages but there was no translation
until the stage of litigation. Would there be a risk of
people putting their applications in, let us say, Finnish,
in order to make it more difficult for people to find
out what the patent actually said?

{Dr Reid) Yes. As your Lordships have probably
worked out, there are many, many options being put
forward, but when we have Estonia and Latvia in, on
the one hand it is very unreasonable to expect 2 small
company in one of those countries to have to file its
application in English. 50 one of the compromises is
that the initial application can be in any one of the
Community languages, but then it is translated into one
version: the English, French, or German. On the other
hand, it could be in English only. One othér point |
should bring out to your Lordships is the strength of
the argument that one of the reasons or justifications
for & patent system is communicating developments.
The patentee has to disclose his invention before the
state gives an exclusive right. Is it a proper disclosure
in that system for it to be in a language (e.g. English)
that is foreign to a high proportion—the majority of
the population in the European Union? That would be
true of any one language, of course. This is an
argument ‘which has been brought forward very
strongly by proponents who say that we do have to
have a system which translates into all languages.
There are many replies. Two points are worth your
Lordships' attention. One is that in the present system
in the European Patent Convention there is, as
Professor Adams says, just the three languages and 65
per cent in English. Until you get to what in the jargon
is called the national phase, after grant by the
European Patent Office they transfer then to being
national patents, but until that stage there is no full
translation. That full translation can be years and years
and years after the patent application has been
published, in English. French or German. (As my Lord
Chairman will know, the procedure in the European
Patent Office can take a very long time.) So the wide
Community, the general public, potential competitors,
all are faced with handling potential patent barriers in
just one of these three languages, It does not seem to
be a major problem for the lialians, the Spanish elc.
People do not shout about it. The other point, which is
perhaps merely evidence of what | have just said, is
the level of use of the translations at the “national
phase™—and it has been recorded in a number of
countries—is exiremely low.

that is arguing very vigorously for Spanish as one of
the languages, accept that the figures for consultation
of the Spanish translation of patents granted through
the European route, the EPO again, are very low, |
could not name them but they are below 20 per cent.
{Professor Adams) 1 have a figure of 3 per cent.

44. Perhaps we could leave language for the
moment and go on to judicial arrangements, which are
probably even more difficult. The Luxembourg
Convention's proposal which is, so to speak, that you
appoint every national judge in the Community to be
a Community judge, for the purposes of deciding
infringement and validity, has a certain logic to it; but,
as | gather, it 15 unacceptable because of nsks of the
quality of judgment. Now, what can we substitute for
that and yet have the same logic?

{Dr Reid) We could substitute a ceniral court that
was peripatetic, staffed—if one could say that of a
court—by judges. 1 am not sure whether judges can
be staff.

45. It is acceplable, yes.

{Dr Reid) 1t could be staffed with judges from the
national courts, A second alternative is a number of
judges selected from a core group, but always having
one judge from the country of the infringer. There are
subtleties in this.

46. You mean a cournt deciding at first instance,
irying the question of infringement or the validity of
the European patent?

{Dr Reid)  You could have that system, ves,

47. Our system is that you have a single judge and
we have enough business here for a couple of judges
sitting every day in the patent court. Now, how is a
peripatetic international court going to deal with that?

{Dr Reid) You may be right, my Lord. Perhaps |
think 1 am wrong to put that forward as the sensible
solution at first instance. But it would have to be
available at the level of appeal in the first instance.
But people do make the proposal that | have just made,
that it would be available at first instance. But because
the figures for Germany are wvery, very high—the
number of cases of infringement that the German
courts hear is very much higher than the ones in
England— one would then have to have some system
to deal with “small cases™.

48. Is this right? You would still have the
Poruguese district judge deciding the question but you
would have a right of appeal to a central Evropean
patent court?

{Dr Reid)  Yes, Now there is a system of appeal in
the Luxembourg Convention, of course, but most
people, so I understand, consider it very complex and
it would take many years to get through it. It has to be
much simpler.

{ Professor Adams) The present system has to be
seen also in the context of the Brussels Convention on
Junsdiction and Enforcement. It is an entirely separate
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Convention and lays down certain rules. For example,
Article 2 says that the defendant must be sued in the
courts of domicile, but then Aricle 5(3) has an
exception to that which is that you can sue in the courts
of the country where the event has given rise o the
harm occurred. Now, it is the lamer provision plus
Article 24 on the provisional measures, which has led,
because goods move around the Community. to the
phenomenon known as forum shopping. People are
picking their fora quite deliberately to achieve certain
effects. You might sue on a bad patent in a court where
you had less talented judges, less Knowledgeable
judges and so on. Since Aricles 21 and 22 say that
the court first seized of the matter, in effect, has that
jurisdiction, you can then gel away with all sorts of
mischief, There is the famous Italian torpedo whereby
you can effectively hold up the lingation, literally for
years, by suing in Italy. 1 believe the oldest case
currently is 30 years old.

Lord Goodhart

49, The problem, as I understand it, from reading
these papers, is that to set up a European or
Community Patent Court would require amendment of
the Community Treaties?

{Prafessor Adams)  Or another Treaty, as was done
for the Brussels Convention.

(Dr Reid) One of the points that T am sure you will
hear from industry spokesmen, and in particular from
the Trade Marks Patents and Designs Federation,
which is a main body representing IP owners, closely
allied with the CBI, is that unless these problems are
solved, we will be back with the problems of the
Luxembourg Convention. We are all agreed that the
principle of unitary patent will further innovation to
our general good, but we will have a system which
will not work and will not be used. There is a corollary
to that. It does not sound very communitaire but it will
be very difficult to get bodies representing SMEs and
industry, in general, to accept even the whiff of closure
of the European Patent Office system, the EPC, let
alone closure of the national Patent Offices. This is a
cautious world because we are talking about important
aspects of commercial behaviour. If you are a small
company that has a major innovation, or a major
company that has a major innovation, you do not want
to put it at risk: so all the arguments are very caulions.
It may be right that there should be a unitary patent
but we must preserve what we have. You will hear thar
pretty consistently.

Chairman
50. What about the Green Paper proposal that the
EPO decide validity and that the national courts
decide infringement?
{Dr Reid) Well, we here in the United Kingdom
react rather against that. [ do. It seems, in practice, that
the two issues are infringement and validity interact.

51. 1 wonder if you could explain to the
Committee why they interact.

{Dr Reid) The terms of the claim are the starting
point for determining the scope of a patent. It is

interpretation of the terms of the claim that determines
scope. It is quite tempting for a patentee o argue,
when trying to persuvade the court of the validity of a
patent, to imply or explicitly argue for a relatively
narcow interpretation of the claims, so that they are
better distinguished, further away, from the prior ar,
When it comes 1o infringement, of course, what he or
ghe wants to do is to argue that these words have a
broad interpretation. The way traditionally that English
courts have dealt with this is that both validity and
infringement are heard by the same judge. It is a very
effective route.

52, The judge quite often says, “1 do not have 1o
decide on the validity of this patent because if it covers
what this chap is doing, it must be invalid"?

(Dr Reid) Yes. | have spent many years in the
Netherlands and T am delighted to say that the Dutch
judges nod vigorously when this point is made. I am
given to understand that the German judges also see it
as a very sirong argument, 50 perhaps there will be
voices getting validity and infringement together, The
present proposals from the European Patent Office
about the use of the European Patent Office would
have them separate. There is another point about the
European Patent Office. There are serious doubts about
the quality of the judgments that they would give on
major issues. There are cument proposals to remedy
ceriain defects there. So perhaps in a year or two's
time we will have a more favourable position, but that
does not remove the fundamental problem about
infringement and validity.

53. And, as you were saying earlier, they do take
an awful long time on opposition proceedings and
presumably would take the same time over challenges
1o validity?

{Dr Reid) Yes. 1 think certain groups that will be
before your Lordships will be telling you more about
the proposals currently before the Administrative
Council for the EPO to try and get delays reduced and
get the guality of the judgments higher. There would
still remain the problem of infringement and validity.

Lord Plant of Highfield

54. Could I raise a problem in relation to that. It
goes back to my earlier question, | should say I am not
a lawyer so both my earlier question and this one may
be totally naive but | am slightly lost now, 1 have o
say. As | understood if, in answer to my earlier
question you said that the European Patent Office
would actually be running the Communily patent
arrangements and, therefore, there was no question of
Switzerland, Liechtenstein and Monaco being out of
the circle because the European Patent Office would
be running it. I can see that. Part of the aim of this
change is to improve efficiency and to reduce costs.
You have already said a good deal in the last few
minutes about some of the defects of the European
Patent Office. You also said, as [ recall, in response
to Lord Goodhart®s question that the European Patent
Office would not only run the Community patent but
would also continue to run the bundling European
patent. I just find it very difficult to understand how
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an office which already is to a degree inefficient and
is managing what is perceived to be an inefficient
system can somehow be turned into something that not
only runs the existing system with those inefficiencies
but can also run a new system which 15 supposed to
be more efficient, facilitate innovation and reduce
costs. That may be a question from the depths of my
ignorance but 1 would quite like some sort of
reassurance on those questions?

{Dr Reid) 1do not believe, my Lord, it is from the
depths of ignorance. It is a very good question. Thers
are two aspects to it. The European Patemt Office’s
main function is searching and examining the patent
applications, searching for this prior art, what is free
for the general public and what no patent should take
away, both in terms of novelty and obviousness.
Obviously if something is already disclosed, it lacks
novelty. If the purported invention is obvious over
what is disclosed, then no patent should be able to stop
you doing it. 5o the search is to look for material
against which novelty and obviousness can be judged
and the examination is to make that judgment and that
is dome by officials in examining patent offices
throughout the world. It is dome at our United
Kingdom Patent Office if it is for United Kingdom
patents; it is done at the European Patent Office for
Eurcpean patents. On the whole the search and
examinations are done efficiently. The delays occur
mainly in appeal, and in oppositions. The second
aspect 15 that my wording was misleading. Search and
examination of applications for Community patents
would not involve addition of a separate system. It
would just be that the unitary patent application would
go into the existing system. There might well be a
chioice on the part of the applicant at various stages as
to whether he wants the end result to be a European
Patent Convention bundle of patents or a unitary patent
through the Community patent system, but the
procedure would be exactly the same. So it is not
adding something; it is making use of an existing
gystem for another purpose.

55. It is adding complexity?

{Dr Reid]l It is adding very little complexity. It is
the applicant's choice. At the end when the European
Patent Office has said, “We will grant,” then if the
application is one for a unitary patent, what gets
granted is a unitary patent. If the application has been
one fior a bundle, what gets granted is a bundle. 5o that

is not more complex.

Chairman

36. Is there any problem about allowing the
applicant to elect at any particular stage which he is
going for?

{Dr Reid) 1 think third parties should know which
one 15 intended bui [ would have thought that until
grant the applicant should have the choice. But I feel
I should return to Lord Plant’s question: it seems rather
odd to give the task of granting Community patents to
a body that we have just criticised, or I have just
criticised. Lord Hoffmann has mentioned the great
delays. 1 should expand on my response. There can be

delays even in the search and examination but there are
often very long delays in what is called the opposition
period. If I file for a patent in the Evropean Patent
Office and the European Patent Office savs that it is
guing to grant it, you would do your best to oppose it
if your commercial plans possibly would be affected
by such a grant. There is a period within which you
could file such an opposition. A criticism that the
European Patenmt Office is open to is that there are
extreme delays sometimes in the opposition procedure
and then your comment on my idea. or our idea, that
the European Patent Office should be given this task
15 very pertinent. | suppose the only answer 15 in two
bits; what are the other options? Is there even one
alternative? Secondly, one can but hope that the
current pressures to get the system more efficient will
be successful, but [ am not oplimistic,

57. You are not advocating, are vou, that the
European Patent Office be given the jurisdiction to try
questions of validity?

(Dr Reid) Mo, but [ heard Lord Plant asking, why
entrust this important Community patent to a body we
are criticising for having delays. to which there is no
better answer than: [ cannod think of an alternative.

Lord Wedderburn of Charlton

58, Would the arguments come up pari passu, and
perhaps make it a little more complex where we are
looking at an application for revocation?

(Dr Reid) 1 think that is correct. 1 suppose in
principle it is extremely close to what happens in an
opposition because in an opposition procedure the
opponent is saying, “This should not have been
granted.” One retreats behind—and it s not a
reassuring factor for your Lordships—the proposal in
the Green Paper on this that perhaps the reforms that
are currently being pressed for in the European Patent
Convention syvstem will make these delays much
shorter,

Chatrman

59, Woe have had differences of view from people
we have received evidence from about whether, if
there iz going to be a Community patent, it ought to
be introduced by Convention or by regulation. What is
your position on that?

(Dr Reid) 1w to Professor Adams.

{Professor Adamis) The thinking about this seems
to have changed over the years. There was a point at
which it was thought 1o be problematic whether the
Community could legislate at all on intellectual
property matters. That has clearly changed and 1 think
the majority thinking of lawyers at the moment is that
it would be possible to do it under the Treaty of Rome
instead of having separate, free-standing legislation.

60. But | think there was a difference of view as
to whether it was desirable. Obviously the advantage
of doing it under the Treaty of Rome is that anybody
who joing the Community is automatically stuck with
it; it is an acquis communitaire, but there are also great
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Memorandum by The Chartered Institute of Patent Agents

The Chartered Institute of Patent Agents (“the Chartered Institute”) represents the unitary profession of patent
attorneys in the United kingdom. We have over 2,100 British Members including over 1 400 Fellows who are
or have been registered patent agents in the United Kingdom, The vast majonty are also qualified as European
patent attorneys, entitled to practice before the European Patent Office (EPO). Indeed, a high proportion of
European patent applications are filed by our Members who represent applicants before the examining and
oppaosition divisions and Boards of Appeal of the EPO. Some of our Members work in the intellectual property
departments of internalional corporations or government departments; others work in private practice
representing a broad spectrum of clients, incleding the individual inventor and SMEs. Other clients are foreign
applicants, some of whom are themselves multi-nationals, whose patent applications are received for processing
via an overseas associate. All of our Members work both for patentees and defendants in various patent matters,
including patent acquisition and enforcement, and have rights of audience before certain courts of law. Many of
our Members also work in other areas of intellectual property law including designs, copyrights and trade marks.
In addition, we have almost 200 overseas patent attorneys as Foreign Members of the Chartered Institute. Thus,
in representing its Members® view, the Chartered Institute is able to deploy an all-round perspective of both UK
and foreign intellectual property laws, including the Agreement relating to Community Patents, together with a
specialist in-depth knowledge of the operation of the European Patent Convention (EPC) and the Patent

Cooperation Treaty (PCT).

PRELIMINARY COMMENT

The following comments summarise the response of the Chanered Institute of Patent Agents to the Green
Paper and are provided here by way of background to the answers to your guestions:

" We support the introduction of a unitary patent as a third alterative to the existing Ewropean and national
patent systems. However, we believe that the Luxembourg Convention of 1989, as it stands, is wholly
inadegquate—the legal provisions are unsatisfactory and there is no advantage in cost. Several of the key criteria
which need to be satisfied by any unitary patent system apply equally io the existing European system. These
problems are increasing as further countries join the European Union. The Chartered Institute sees great merit
in a solution which seeks to build upon the success of the European Patent Convention whilst addressing the
key flaws which are common to both the European and any future unitary patent system, namely cost and
legal certainty.

The issue of cost is dominated by discussions of translation requirements and official fees, particularly renewal
fees. There seems litile prospect that the Community will accept a single official language. In these circumstance,
the Chartered Institute has made a modified “translation on demand™ proposal, linked to national distribution of
renewal fees, as a constructive contribution to the ongoing debate on this difficult 1ssee. We also advocate
greater flexibility in the distribution of renewal fee income and greater transparency to ensure its proper use.

The Chariered Institute believes thai the patent laws of Member States should be harmonised o promote
convergence of judicial procedures, interpretation and remedies for patent infringement. thereby providing
greater legal certainty for patentees and third parties alike. It is vital that issues of validity are considered
together with infmngement; we therefore do not agree that the European Patent Office should have exclusive
Jjurisdiction for all revocation proceedings. As a first step, we support the establishment of a “Common Appeal
Court” to adjudicate on patent validity and infringement for the whole Community. Such a court must be staffed
by experienced patents judges from national courts,

In summary, the Chartered Institute welcomes initiatives which increase choice and legal certainty for
patentees in Europe whilst reducing patent costs and contributing to a gradual harmonisation of certain aspects
of patent law.,

Q1. What is the value of patents to United Kingdom indusiry?

1.1 In order to answer this question it is important to understand what rights the patent owner is given by

the grant of a patent. Section 60 of the UK Patents Act 1977 discusses the meaning of infringement and states
that a person infringes a patent for an invention if he does any of a list of acts in the United Kingdom without



14 EVIDENCE TAKEN BEFORE THE

18 February 1998] [ Continued

the consent of the proprietor of the patent; included in the list of prohibited acts are make, dispose of, or import
a product, or use a process. The right conferred by a patent is that the proprietor can stop the use of the invention
without his permission,

1.2 Considering patents as commercial “tools” used by industry to support its competitiveness, whilst
correct, tends to obscure the basis of patent law, which is a contract between the state and the inventor. This
contract not only encourages the inventive process and the disclosure of inventions but also encourages the
efforts of the inventor to commercialise the invention. There have been instances of significant industrial
development arising from the work of individual inventors where that work at a very vulnerable stage has been
protected by patents. We would cite Ron Higman (WORKMATE), Percy Shaw (CATSEYES), Ken Pickles
{(CHORLEYWOOD BREADMAKING PROCESS) and George Molyneux (PLASTICS CAVITY CLOSERS).

1.3 Many SME’s rely on patent protection, particularly in the start-up phase of a product or process. The
notion that such small concerns cannot use patents because of the cost of enforcement is a fallacy. The existence
of a patent normally tips the scales against copying by competitors who are usually no more able to afford full
scale litigation than the patentee. David and Goliath situations are a rarity.

1.4 The value of a patent can be realised in a number of ways. Most patents relate to technical advances of
an “incremental” rather than “major breakthrough™ nature and it would be difficult to quantify the value of such
patent protection, although the existence of the patent system supports the investment of time and money by
even small companies to make incremental progress in their field.

1.5 Some industries, such as the pharmaceutical industry, produce products which require huge investmenis
in safety and regulatory tests but can be easily copied: such industries can only justify the huge investment if
they are able to recoup the costs by being able to prevent competitors from copying their product. Typically the
costs incurred before first marketing of a new pharmaceutical product are £200 to £300 million. Without effective
patent protection there would be no way that the company could recover such an investment; research and
development would not be carried out because it could not be economically justified. The value of the patents
is such industries is illustrated by the reports of lost sales as patents for important pharmaceutical products
expire. Recent reports suggest that companies will normally lose from 20 to 90 per cent of their sales of a major
product to generic competition shorly after patent expiry. It should also be noted that any prospectus for the
flotation on the Stock Market of a company in, for example, the Biotech field gives a detailed review of patent
holdings since at the ime of flotation its patent portfolio is likely to be its most valuable asset.

1.6 The elecironics and computing indusiry produced products which may incorporate tens or hundreds of
patented inventions; accordingly the approach i this industry is for patent proprietors to license their patents on
a non-gxclusive basis. The approach companies take in this industry depends upon the strength of their patent
portfolio. A company will need to balance the value of its own portfolio to a potential licensee against the value
of freedom of action under the potential licensee’s portfolio. The most common arrangernent in this industry is
a cross licence under the patents with a balancing payment reflecting the relative values of the patent portfolios.
It is difficult 0 put a value on patents used in this way because the information is considered to be highly
confidential to the parties involved. However IBM has published that it made in excess of $600 million from
patent licensing worldwide in a recent calendar year.

1.7 There are some organisations which do not manufacture products themselves but do research and
development with the sole aim of funding their work and marking a profit from licensing their patents. The only
assets such companies have are their people and their patents; this type of organisation is presently more common
in the USA than the UK, and includes Biotech companies such as Genentech Inc., Chiron Corporation, and
Kirin-Amgen Inc.

1.8  The value of patents to United Kingdom industry is that they assist the owner in getting a reasonable
return on the investment he has made in making the invention.

Q. What purposes do the present palent systems in Eurape serve for the United Kingdom?

2.1 The existing patent systems in Europe comprise the national systems by which national patents may be
obtained directly, and the European patent system, administered by the EPO, by which national (European)
patents may be obtained. The European Commission has recently published a Green Paper on the Community
patent and the patent system in Europe to assess whether a unitary Community patent is needed.

2.2 The purpose of the patent system for industry in the United Kingdom is to enable industry 1o obtain a
fair return on its investment in research and development. The value of a patent has been discussed above. The
cost of obtaining the patent must bé in proportion to its ultimate value; there is little point spending more money
on obtaining a patent than will be returned be exploiting the right by use of licensing.

23 The present system in Europe enables the owner of an invention to choose in how many countries he
wishes to file patent applications, and whether to file national applications or to “pat all his eggs in one basket”
by filing a single European patent application designating some or all States party 1o the EPC. Not all inventions
have the same value or geographical applicability and the Chartered Institule believes that it is essential that the
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choice of obtaining national patents {(either by separate national applications or as a European patent obtained
under the EPC) remains if a unitary patent system is introduced.

Q3. Whar would be the main advamtages and disadvantages of patemt protection covering the whole
Community?

3.1 The Chartered Institute believes that a unitary patent would be advantageous to particular parts of
industry if it could be obtained and renewed at a much cheaper cost than the cost of obtaining, validating and
maintaining a European patent covenng all Member States. This is particulary important for patentees for whom
in the normal way full geographic patent coverage of the entire Community would often not be desired because
it is commercially unnecessary. However we believe that it is essential that if a unitary patent were to be
introduced it would be as an alternative to national patents obtained via national applications or by the

European route.

3.2 A potential disadvantage of a Community patent would be that an inexperienced national court might
be able to declare the patent invalid across the EU. Therefore a central cournt for adjudication of issues of patent
infringement and validity for the whole Community, prima facie, would be an attractive idea. Such a court
would have to command respect, both in terms of the quality and speed of its decisions. There is at present no
formal harmonisation among the patent laws of Member States of the provisions for the law of patent
infringement; such harmonisation would be necessary.

Q4. Would the Community patent system as devised in the Luxembourg Convention be used if it were to
come into gffect (Le., if all necessary ratifications were made)?

4.1 No. We think that it is likely that, if the Luxembourg Convention came into effect in its present (1989)
form, the Community patent system would be little used. The legal provisions are unsatisfactory and no
advantage in cost is readily apparent.

Q5. What are the weaknesses or defects of the Luxembourg Convention? Are the mainfonly problems those
described in the Green Paper (translation costs and fudicial arrangernents)?

5.1 ‘The high cost of obtaining patent protection throughout the EU is certainly a disadvantage and a
signficant contributor is the cost of translation of the patent at grant.

5.2 There is also no doubt that judicial uncenainty is a signficant weakness in the present form of the
Luxembourg Convention. Each Member State has a different history and judicial system where validity,
enforcement, formality/procedure, timescales, costs and remedies for patent infringement are handled differently,
There is therefore a wide range of effectiveness of patents throughout the EU from strong enforcement in some
Member States to being effectively non-existent in others. To run the risk of a patent for the whole of the EU
being subject to a low quality court decision would be wholly unacceptable to a patentee. The problem would
become worse as more countries join the ELU. Speed is also a consideration but, bearing in mind that some patent
infringement disputes may involve very signficant commercial issues affecting investment and employment, it
is more important to reach the right decision after proper consideration. than to reach the wrong decision by
rushed justice. Adequate appeal procedures must also be provided to cope with judicial error.

5.3 The Charntered Institute believes that the problems associated with prior use nghts, which are set out in
8.3, and potentially high renewal fees might also be defects.

Q6. s there a case for further action ar community level?

6.1 The Chartered Institute believes that further harmonisation referred to elsewhere in this submission is
desirable. However we would urge caution in the direction and pace of such harmonisation. We believe that
very high quality work is done by the British Patent Office and Counts and would welcome harmonisation
towards our practices rather than against them. In particular, we believe that the requirements for discovery and
cross examination of witnesses under the common law are important aspects of a proper trial procedure and
should be present (albeit in a controlled environment) in any harmonised system of trial procedure. Continental
legal systems presently make little or no use of these and may even deny evidence from experts if they have
been paid by one of the parties.

7. Should the Luxembourg convention be turned into a legal instrument covered by the EC Treaty (ie, a
regulation made under Article 235)7

7.1 The Chartered Institute sees menit in aiming for a new international convention which would not only
formally harmonise the substantive law of patent infringement within the Member States of the EU, but also
institute some form of supra-national patent court for the adjudication of patent infringement and validity
disputes, as well as making some modifications in the EPC. A new convention would allow Switzerland and
the increasing number of States which base their patent system on a registration of European patents to be
included. Harmonisation could also then be an essential requirement for candidate countries for EU membership
in advance of them becoming EU members. We feel that a much greater degree of harmonisation would occur
by a new convention than by a Regulation which could not go beyond the current ambit of the EU.
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7.2 We also believe that although a Regulation would allow the new patent system to be brought into force
more rapidly than under a Convention, there would be a possibility that it might be brought in with some defects
still unresolved.

Q8. Whar are the implications for the development of patent laws and policy at the national and wider
internarional level? Is further harmonisation desirable, necessary, inevitable?

8.1 The Chartered Institute believes that international harmonisation of patent laws is essential; unforiunately
it is not inevitable! In particular there is a need for US laws with their “first to invent” system to harmonise
with those of the rest of the world which have a “first to file” system.

8.2 There is a need for convergence of judicial decisions within the EU. Although the provisions for
harmonisation of the law of patent infringement were placed in the Luxembourg Convention of 1975, we
understand that not all member states have adopted them into their national laws. It would be desirable to ensure
harmonisation of this aspect of substantive patent law under EU Regulation or under a new Inmternational
Convention.

8.3 We believe that the provisions concerning prior secret use or possession under current national patent
systems are contrary to Article 30 and not justifiable under Article 36 of the Community Treaty because they
serve to discriminate between residents of a particular State as regards those in other Member States. This arises
because an act of prior use or possession, which is itself insufficient to invalidate a later patent claim because it
does not constitute an enabling disclosure made available to the public, provides the prior use, or a person who
has made serious and effective preparations for such a use, with a nght to continue that act or projected act but
only in the State where that prior, or projected, act was performed. It is suggested that any such prior user right
should be a right to continue that use anywhere within the Community. This could be made the subject of a
regulation for harmonising the principles for patent infringement in all ELT Member States.

Q8, Whar should be the relanonship berween any Community Instrument and the European Patent
Convention ?

9.1 This question hinges at the possibility of integrating the EPO into Community law. This would be a
mammoth change requinng moch of the EPC to be replaced by, for example, an EU Regulation—as much as
the Community Trade Mark system is govermeéd by the Trade Mark Regulation, working through the Office for
the Harmonisation of the Internal Market (OHIM). If there were to be a Patent Regulation, it might also be
necessary to contemplate a Harmonisation Directive, as has been done with Trade Marks, and as is proposed in
respect of Designs. Incorporating the EFC and EPO into the Community could provide an opportunity to make
amendments and substantive patent law,

9.2 A totally new structure would be required, most obviously the Administrative Council would have Lo be
replaced. The Chartered Institute (which represents patent attomeys with responsibility for filing both patent and
trade mark applications) does not regard the structure of OHIM as an acceptable model for any Community
oversight of the EPO. A particular problem with OHIM is the regulations which the Commission applies to the
finances; in particular, it appears that the Office is not allowed to carry over surpluses earned in one vear to
meet the demands of the next year and proper investment in resources, human and machine. Obviously, the
office must be responsible to a Community body in the same way that the EPO is responsible to the
Administrative Council. But we would not want to see oversight of the EPO by a Community organ becoming
a stranglehold.

9.3 In the absence of even a rough outline of a possible EU/EPO structure, it is difficult to make any
Jjudgement. We therefore predicate that questions of substantive law would be the prerogative of the Council of
Ministers and that day-to-day operation of the EPO would remain with the President. That leaves the vital area
of administration. We believe that an investigation is necessary. An analysis of what the present Administrative
Council actually does, accompanied by a comparison of its activities with its remit should be carried out. This
should ask:

— Are there existing problems?
— Are there problems we can see over the next few years?
—  What level of Community organ would be appropriate to deal with each item of practice?
— Can we forsee advantages/disadvantages if such Community organ(s) replace the Administrative
Council?
In parallel with such an investigation, one could take the answers to the first two questions and ask:
— Could the existing Administrative Council structure be improved?
— What advantages/disadvantages would follow from such an improvement?

Then we could compare the two pictures: one the EU structure, the other the improved “existing” structure
and ascertain if the change to Community control would be likely to produce a sufficiently positive result.
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9.4 In summary, we commend the investigative approach discussed above. Until this has been done, the
Chartered Institute considers it impossible to arrive at a proper judgement on the possibilities of integration of
the EPC into Commumnity law.

9.5 It should be noted that at present, as stated in para 7.1 above, the Chartered Institute view is that a
separate Convention would be preferable to a EU Regulation for effecting harmonisation of substantive law of
patent infringement since this will allow the inclusion of non-EU countries for which EPC caters; it would also
allow the creation of a Common Appeal Court staffed by a specialist panel of experienced patent judges which
is apparently not possible by way of a Regulation.

One or more representatives of the Chartered Institute of Patent Agents would be available to give oral
evidence if requested. A copy of the Chartered Institute’s response to the Green Paper will be forwarded to you
when finalised.

October 1997

Letter from Licensing Executives Society
1. What is the value of patents to United Kingdom Industry?

Patents are of enormous value to industry in the United Kingdom. They provide a very strong incentive for
research and innovation, matters which are known to be very important to this govermnment, Through the
monopoly protection provided, they give a reward for research and innovation at all levels. Small and medium
size enterprises benefit to the same extent as larger industry. In return, a great deal of valuable technical and
scientific information is made publicly available. When properly used, searches of patent databases can resull
in very significant savings in unnecessary repetition of research. Provided the monopoly obtained is carefully
delineated, there can be little doubt a5 to the net benefit of patents for industry both here and elsewhere.

2.  Whar purposes do the patent system in Europe serve for the United Kingdom?

Under the present patent systems in Europe, UK organisations can obtain patent protection on a flexible basis.
If they want to limit their protection to the UK or any other single European country, they can do so. Equally,
if they want to choose a few European countries in which to obtain monopoly protection, that is also possible,
either by filling applications through each country’s national patent offices or through the European Patent
Office. They can also obtain patent protection throughout Europe using the EPC, at significant cost saving
compared to having to file for national patents in each country. So the present systems clearly provide flexibility
and potential costs savings.

That said, there are unguestionably difficulties with the existing systems, and improvements can and should
be made. The EPO has recently significantly reduced its charges, and there is scope for further reduction.
Equally, the procedures at the EPO need to be improved: they need to be speeded up, made more rngorous
(particularly as regards the way in which evidence is adduced), and made more open. (All of these are issues
which have been addressed separately in proposals published recently by Mr Justice Jacob with, we believe, the
support of patent judges elsewhere in Europe. We assume you are aware of these proposals, but will be happy
to provide further information if that is not the case).

3. What would be the main advantages and disadvantages of patent protection covering the whole Community?

The theoretical advantages of patent protection covering the whole Community would include costs saving,
both at the application stage and when the patents are being enforced; reduced complexity; and greater
consistency in the application of European patent law in the different Member States of the EU. However we
stress that these are theoretical benefits. As we will explain in more detail in our submission to the Commission
in response to its Green Paper, the Community Patent System as proposed under the Luxembourg Convention
would not result in these benefits. Nor would those arrangements as amended in accordance with proposals in

the Green Paper.

In particular, the system as envisaged in the Green Paper seems to stand no chance of being cost effective,
and industry would not have confidence in the enforcement procedures envisaged. As a result, we believe it
would simply not be used. Alternative arrangements for translations must be agreed—perhaps adopting a single
working language, almost certainly English—and new enforcement procedures need to be considered.

4, Would the Community patenr system as devised in the Luxembourg Convention be used if it were 1o come
inte effect (i.e., if all necessary ratificarions were made)?

No. The system as devised in the Luxembourg Convention (as originally drafted or as amended in 1989) is
unworkable, for two main reasons: translation costs and problems with the litigation procedure.
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4.1 Translations

The translation issue remains a major problem—it was in 1973 and 1989, and remains so today. Further, it is
a far greater problem for patents than for trade marks. The words and terms used in the specification and claims,
and how they are understood by the ordinary skilled addressee, determine the scope of protection, and validity.
of the patent. So expert translators, to ensure that the proper words and terms are used, would naturally be
essential. Otherwise, the same patent could end up having different effects in different jurisdictions. Use of such
translators would naturally be very expensive.

In our view, a Communily patent system in which full translation is a pre-requisite would simply not be used.
Other organisations are better placed to comment on this issue (including the Chartered Institute of Patent
Agents), but from our perspective, a sysiem which used a single working language would have major altractions;
and our members would favour the obvious choice of English as that working language.

4.2 Judicial Arrangements

There are clearly potential benefits in having validity and infringement dealt with on a “one stop shopping”
basis—with one court determining these issues for the whole of the EU, However there are also major risks,
particularly if the decision is made by a court with limited experience of patent matters. We accept that this
could in theory be overcome by ensuring designated patent courts in all Member States are (where necessary)
tramed to an appropriate level, but question whether that would be possible in practice, at least in the short term.
We also understand that, with a single Community-wide appeal court, the risk of decisions from courts which
may be perceived as being inexperienced in patent matters having lasting effects are limited, as those decisions
cotld be dealt with by that single appeal court. However this in itself is going to raise similar difficalties to
those said by the Commission to exist under the current system—for example increased costs of having to go
on appeal, and the uncertainty whilst the appeal proceedings are pending. Given current delays in obfaining
decisions from the Court of First Instance and the European Court of Justice, significant periods of uncertainty
seem likely.

There are proposals in the Green Paper which seek to address these issues. However we have grave concemns
about these o, The first proposal is 1o limit the jurisdiction of national courts 1o matters of infringement,
leaving validity to be dealt with by the EPO. Mational Infringement proceedings will be stayed pending the
outcome of the validity proceedings at the EPO and, presumably, on appeal to the CFl and the ECI.

Our concerns about this proposal are these:

{a) The same court will no longer deal with validity and infringement at the same time. These two issues
are dealt with together in almost all EU jurisdictions at present. This has long been, and remains,
widely regarded as desirable because the scope of a patent claim and its enforcement are regarded
as inseparable; it was reflected in the improvements introduced into the CPC at the 1989 revision.

(b) It will lead to increased costs, as the scope of the claim will have to be considered in two separate
s¢1s of procecdings,

{c) There will be inevitable, and potentially very substantial, delay. The main cause of the delay will be
the length of time taken by the EPO to make decisions—under the current system, opposition and
appeal proceedings routinely taken five vears or more to be determined. Secondly, there will be
incvitable delay as a result of the need to have two separate sets of hearings—on top of the delays
at the EPO in dealing with validity, there would then be further delays in reviving the national
infringement proceedings and seeing them through to trial.

The second proposal is to limit the effect of a decision by a national court on validity, so that it affected only
the national patent. This, it seems, is in effect the same as the current system. We guestion therefore the point
of introducing the new system, if its effect is no different from that which currently applies.

On balance, we believe that a new central court will have to be established, with jurisdiction to deal with
both validity and infringement of a Community patent. The question then is whether that court should deal with
disputes at first instance, or whether it should act as a central appeal court. We see major problems with the
former suggestion, not least of which is the practical one of how a single court could handle the very substantial
number of cases which national patent courts currently deal with. (We estimate that over 400 patent cases are
decided by national counts every year, and we do not see how it would be possible for that number of cases
could be dealt with by a single court.) There is also the question of procedure, Patent cases are dealt with in a
wide variety of different ways by national courts at present (e.g., the UK courts retain discovery and cross
examination of live witnesses at trial, whereas neither of these procedures is generally used on the Continent),

We therefore favour the alternative, namely a central appeal court. This would probably have to form part of
the European Court of Justice system, possibly forming a new division of the Count of First Instance. New
arrangements would need to be adopted so that appeals from national patent courts could be referred straight to
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Mr Currorn Lees, Past President, Mr Tisor Goin, Vice President, Chartered Institute of Patent Agents; Mg
Davip Casnon, Member and Mr MicuagL Coswonr, Past President, Licensing Executives Society, called in

and were examined.

Chairman

67. Mr Connor, Mr Cannon, Mr Lees and Mr
Gold, thank you very much for coming this afternoon.
Thank you alse very much for your respective written
contributions which the sub-Committee have found
extremely useful. 1 wonder whether we could start
simply by asking vou, for the purposes of the record,
to identify yourselves and your Association.

{Mr Comnor) 1 am the Past President of the
Licensing Executives Society for Britain and Ireland.
I am on a number of committees of the International
Licensing Executives Society, 1 am currently a
consultant, although for 20 years up until 1990, 1 was
General Manager firstly of the Post Office and then
British Telecom, responsible for all their intellectual
propery dealings.

iMr Cannon) 1 am a patent agent, a European
patent attomney and a solicitor. Apart from two years
in which 1 worked for City solicitors, I have spent the
past 40 years or 50 working in private practice in a
patent agents firm. In my early days I was involved
guite a bit in licensing matters—much less so
recently—but | have retained an interest in them and
remain a member of the LES.

68. You are representing LES?

iMr Cannon) 1 am indeed, yes,

{Mr Lees) 1 am a Past President of the Chartered
Institute of Patent Agents. [ have spent 42 years in
private practice in Yorkshire. | have been retired from
practice for four years but have been very active in the
affairs of the Chartered Institute during that time.

{Mr Gold) 1 am the comment Vice Prezident of the
Chartered Institute of Patent Agents. | am a European
patent agent and also a solicitor. After qualification as
a patent agent | started my own patent agency which [
continued until 1991 when I joined a City law firm
where [ am currently a partner. | have both small SME
clients as well as multi-nationals, but [ am representing
the Chartered Institute.

69. Thank you very much. Now, can we start by
asking you to tell us in what respect a Community
patent would, if 1 can use patent jargon, satisfy a
long-felt want,

{Mr Gald) Perhaps T could kick off that ball, my
Lord Chairman. I think that one of the immense
appeals of a unitary patent system is its great
superficial simplicity. Instead of a multiplicity of
patents to watch over and administer, you have one
single patent covering a very large market of 300
million-plus people, and serving a market which is
increasingly integrated. So the world of patents, with
all its myriad rules and regulations and national quirks
would, it seems—and this is the will-o’-the-wisp—be
eliminated and we would enter the sunny upland of
simplicity and lack of complexity.

70. 5o in principle it is highly desirable. The
question is on what terms is it to be had?

(Mr Gold)  That is so

71. If we can go back to the 1975 (as amended in
1989) Luxembourg Convention, your organisation
does not think very much of it. Can you slightly
enlarge on why this is so. [ think we more-or-less
understand but if you could just tell s,

(Mr Gold) OfF course there are plenty of positive
fiearures in it but we are particularly critical about two
aspects. One is the costs implications of a regime
which still requires translations of lengthy technical
documents, that we call patent specifications, into the
languages of the Member States. Of course, here [
must immediately put down a marker of the future
enlargement of the European Union. Unfortunately, all
the new members knocking on the door have their own
language, so we cannot even have the kind of savings
of using French in both Belgium, say, and France.
Also, the very high cost which we guess will be the
cost of maintaining in force a Community patent
throughout its lifetime. Above all, we feel that the
present arrangements for enforcement and litigation of
Community patents carry a lot of uncertainty, mainly
through lack of harmonisation of enforcement
procedures in the national courts, which will initially
be under the hat of Community Counts of First
Instance, and will be empowered to deal with the
whole Community with the issues of validity and
infringement. We do not want to be nationalistic about
it, but we do not feel that throughout the European
Union expertise among the judiciary—and, indeed,
amongst the legal profession—is, shall we say,
uniformly distributed. There are certain countries
where we would say that competence is high; others it
is best to say we are not 50 sure what level of
compelence there exists. So we feel that these are the
two main drawbacks of the present arrangement: cost
and legal uncertainties,

72. It has been put to us—if [ can go to the legal
answer and come back to translations—that having
national courts dealing with these maiters, plus the
provisions of the Brussels Convention under which the
court who first gets hold of the case has to be accorded
jurisdiction and other courts have to wait until it is
finished, is a recipe for forum shopping and disaster,
whether you are a patentee or whether you are an
infringer. Depending upon whether you want the
proceedings to go extremely fast or extremely slow,
you will choose your forum accordingly, Is that a real
danger?

(Mr Gold) 1 believe it is. Again, without in any
way saying anything detrimental or nasty about the
quality of the judgments in certain European Member
States, it is undoubtedly a fact that procedures in some
countries—and may [ just mention one, Italy—tend o
be very slow. lhavcmnwmtanpmpmalsbr
professors of law in ltaly quite seriously putting
forward the idea of the so-called Italian torpedo, under
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which a potential defendant who thinks he might be
sied in the United Kingdom will rush into the lalian
courts and ask for a declaration of non-infringement,
thereby putting a whole stop to the operation of the
Brussels Convention because then this Italian court—
no doubt efficiently but awfully slowly—would deal
with that issue and be seized of the matter therchy
putting a complete stop o whalever, say. a very
efficient court might do.

T3, Yes, we all read the same piece,

{Mr Gold) 5o we feel that one of the aspects of
the Community patent, which perhaps has not received
the amention it deserves, is the need—either in parallel
or even before—to concentrate on harmonisation of
national litigation procedures, to ensure that there is
technical efficiency at all levels of the process: that
there is roughly similar speed; roughly similar
remedies; damages would be roughly at the same level.
However, all these issues are, at the moment, rather
replete with unceriainties.

T4, When you say harmonisation of national
litigation procedures. do you really envisage leaving
the litigation in the hands of national courts, but
through harmonisation getting them to get a move on?
That seems to be the most extraordinarily ambitious
culwral change.

(Mr Gold) 1 am certainly not adverse, my Lord
Chairman, to be called an idealist. 1 agree that I am
taking a long-term view. But the alternative is equally
perhaps idealistic because, as | understand it. the
alternative is to wait for the trickle-down effect of this
Second Instance Court putting a kind of unifying
influence on the national courts. Yes, that 15 a very
attractive idea but, of course, as my Lord Chairman
will know, it takes quite a long time to obtain a
Community patent. It will therefore take 3x4 vears
from the start of any new unitary system to obtain the
first Community patents. Then more time will elapse
before the first few of those begin to be litigated—and
that would have to be done in the national Community
courts of First Instance. More time still will be needed
before the first such court decisions go to COPAC on
appeal—assuming the parties have enough money and
financial and other interest to get even as far as an
appeal and for the judgments to emerge. So [ think that
must be at least a ten-year scenario, and 1 do not see
why during the same ten years we should not in
parallel do something towards the kinds of things 1
mentioned, i.e. harmonisation nationally.

75. What do you think of the proposal of a
Community Court of First Instance, which could sit in
any Community centre and was staffed by a panel of
judges drawn from national patent judges?

(Mr Gold) The Chartered Institute has always
been wholly in favour of that, my Lord Chairman, but
we understood that there were serious legal obstacles
to such a central court, which 1 must confess 1 do not
fully understand. 1 was present at the Commission
hearing on this subject in Luxembourg, where some
lawyers who understand these things seemingly did
say that they did not think this was a possibility. 1 must
confess I do not fully understand why not.

76, If | can interrupt, what was being said was that
it was nol a possibility if that court was going to be a
Community institation, because the only Community
courts are the European Court of First Instance and
the European Court of Justice. It would require a new
European Treaty in order to create such a court. But
as | understand your evidence, you, in any event, take
the view that it would be bemteér to do this by a
Convention.

(Mr Gold) Yes, that is correct, my Lord. As | say,
we are, in a sense, idealists. We would like as good a
solution as possible to all these national disparities. If
it were possible, by whatever means, to centralise
matters at first instance, we would be very much in
favour of that. Again, the devil is in the dewil, if I may
put it that way. So long as the representatives and the
judiciary in those courts have the requisite technical
preparedness and the willpower to make it work, we
would be first in the gueue o applaud them.

77. Does anybody else want to contribute to the
judicial side of the maner?

{Mr Cannon) My Lond Chairman, LES took a
slightly different view in their submissions, in that they
were inclined to opt for a Community Court of Second
Instance. | do not think that they were uneasy about
the suggested Court of First Instance, but mainly they
were worried about its practicability. Like the
Chartered Institute, they felt that the important thing
was to get away from the existing system; to have
some control over national systems. If one could get
right away from national court hearings and it were, in
fact, feasible to have a Community Court of First
Instance, they would I think favour it, although this is
not really something which has been debated by LES.

78. If you had simply a Community Court of
Appeal, a common Court of Appeal, you would iron
out the problems of different interpretations of patent
specifications and that sort of thing, but you could not
do anything to make the national court go any faster.
Let us come back to the question of cost. If there has
to be translation into Community languages, are you
saying—Ilooking at it Ffom your very close
perspective—that the proposal is really a dead duck
because nobody will buy it?

iMr Lees) We think the problem of translation
costs is certainly a very serious one, It is particularly
serious, of course, for the SME who finds at the end of
{ shall we say) an average sort of patent application—1
am talking about the EPC as it stands—that having
spent perhaps £10,000 on an application, they then
require translations; and with the publication fees and
other ancillary charges that come at that stage find that
their costs are doubled all at one point. Now, for a
very large organisation, it is possible to have budgets.
I have dealt for 40 years with essentially small
businesses who, to my knowledge. none of them had
what could be called a patent budget. Cosis are mel as
and when they arise. Choices have to be made. What
happens typically is that when the activation of a
national phase of a European application i1s reached,
the small business will come along and say, “Now we
have got so far, how much protection can we have for
the minimum cost?" Cost is always the overriding
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factor. If they require countries like Austria and
Sweden, where the charges are very high, that is hard
lines. They prefer 1o take the countries where for one
translation into French, for example, you can have
three or four countries.

79. When you say “Austria and Sweden, where the
costs are very high”, you mean the translation costs?

{Mr Lees) The iranslation cost and the cost of
publication.

{Mr Gold) In fact, in Austria the official fees are
very high per page cost of the specification, so even if
I get my German attorney to make the translation and
sent the German text to Auostria, the Austrian national
costs would be the same as the German costs,
including the translation.

80. This is just a local restrictive practice?

{Mr Gold) Yes, it is a local restrictive practice, no
doubt protecting the local patent office as well as the
local professions from the threatened loss of business
to other national patent offices. Centainly [ support the
idea that in certain countries, certainly in Austria. the
costs of validating an accepted European patent in that
country are quite exorbitant; so ong’s clients can enjoy
the selectivity that the EPC now offers them by
making choices on application as to which countries
they designate. They get a second bite at the cherry on
entry into the national procedure. Later on, of course,
they get a third bite of the cherry by selectively paying
renewals in countries. For SMEs this is a wonderful
thing. Therefore, from their point of view, the cost of
a Community patent needs to be such that it ought not
to cost more than, | suppose, either a United States
patent; or, if that is crying for the moon, nol more
than five national patents in Europe at the moment,
or thereabouts.

#1. That is where the balance comes, does it?

(Mr Gold) Yes,

(Mr Connor) May 1 add something. Without
translation | think half of the bargain of getting a
patent is the disclosure., If the disclosure is in a
language which is not available to technologists
throughout the Union, then part of that bargain may
well have been lost.

82.  Why can they not all read English?

iMr Conporl My point entirely. A common
language would help us all,

{Mr Gold) May | come back on that. This is a very
pertinent point,my Lord Chairman. There is a lot of
pressure from European industry of the non-English
kind as well evéntually to standardise on English.
Really the point is put in a slightly different way. The
fact of the matter is that these translations are simply
not used. Even in the country sct o have the highest
usage, which is Spain, the rate of usage is, as I
understand it, 4 per cent. As one Frenchman said very
eloquently at the Commission hearing in Luxembourg,
“If 1 went to my boss and said, ‘I want to spend £100
but only £4 will be useful,” 1 know exactly what he
would say (the effect of whatever it is in French) ‘Pick
up your P45 on your way out."” That is the sad part of
the translation. One understands the cultural and
constitutional issues; the issues that nobody should be

the victim of innocent infringement without having
understood the document, etcetera, eicetera: bui the
realities of the matter are that (a) translations are not
used; and (b) that any sensible businessman would
consider in, say, Spain, talking to a patent attorney
first to ask him to do an infringement search. A patent
attomey should speak English, French, German, to do
the work for him.

83. What is your assessment of the practicalities
of getting such a deal?

{Mr Gold) The pressure from the major users at
Luxembourg was there for everybody to hear. It was
remarkable that the European industrial groupings,
with German and French spokespersons, were saying,
“We are not talking about the language of Molikre or
Goethe or Shakespeare.” We are talking about
technical and legal jargon. (if my colleapues will
forgive me), and this is not a cultural issue, this is a
technological, research and development issue, and de
Sfacto English is the language.

Lord Borrie

B4. [t is easy in this room, because we all speak
English, to veer towards saying English should be the
one language, and there would be tremendous
advantages clearly from what you said for that. 1
wonder if you could indicate any relativities if one
went down the road of instead of there being just
English, being the three languages that you have just
mentioned or, alternatively, two. I can see the cost
would be that much more, but 1 wonder whether you
could indicate how much more and then one might be
in a better place to discuss.

{Mr Gold) We, as the Chartered Institute, of
course, serve multi-national clients as well as domestic
clients. | suppose a quarter of all European patents. are
taken up by Americans and another guarter by
Japanese, Although they often select German
representatives, the working language is almost
invariably English. So even before the United
Kingdom contribution, which is about 9 or 10 per cent
of applications, we are already talking about the
majority of European applications being conducted for
people who are effectively English speaking. The cost:
all I can say to you is that in my experience, in my
practice, if [ can get my translations done by the local
patent attorney—who no doubt makes a profit on this
because this is what he is in business for—we get
charged roughly within a range of £150 to £200 per
thousand words. An average mechanical specification,
mechanical subject matter, would probably be 3,000
words, Chemical and bio-technology specifications
tend to be a bit longer because the law does require a
number of examples to be given and 5000 words
would be probably a minimum. I am sure my Lord
Chairman will have seen even longer ones. So we are
talking about pretty substantial sums. If our Spanish
friends would be content, say, with French and
English, 1 am sure the Chartered Institute would be
happy to go along with that; but these people tended
to say at this hearing that certainly in southern Earope
the knowledge of foreign languages is not great; so |
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do not quite know how to answer. We do not wish o
be seen as self-serving. We have not publicly ever
said, “English only, please,” as an institute, although
our clients would very much like thar.

Lord Goodhart

85. To what extent would it be practicable to say
that you did not have to translate? You could register
your patent in any of the languages you wanted and
then anybody else could come along and look at it, but
if they wanted a translation into their own language
they would have to pay for it

(Mr Lees) If 1 may attempt to deal with this
guestion. There have been various proposals in the last
two or three years running the rounds in Europe;
indeed, at the instigation of the European Patent Office
themselves to oy to address the high cost of
translations even within the EPC, without thinking
about the unitary patent. These can be classified into
three types. There is the package solution, which is the
favourite of the European Patent Office and certainly
of its Presideni, as we found out when we heard him
speak in Paris at a symposium last October. The
package solution is that the European Patent Office
themselves will produce an extended absiract instead
of the abstract that the applicant files, which 1s usually
no more than a paragraph perhaps. They will produce
something which we think {or hope) are a little more
like the old United Kingdom abridgements—those of
us who can remember so far back—which would have
contained rather more information. This would have to
be translated at the applicant’s expense at the time of
publication of the application, which is 18 months after
the original priority date when you file your very first
application. That would be translated in all languages
and that is all they would get. They would not then get
translations into the full specification. The problem
with that is that providing all those translations—even
of the abstract—can be quite an imposition,
particularly on an applicamt who may only want
protection in three or four countries anyway, so he is
going to provide translations of the full text into
French and German but possibly no others at all.
However, it is a solution, The second solution is the
so-called compact solution whereby, by some means,
the applicants are persuaded to reduce the length of
their specifications, How one would persvade a United
States patent attormey to reduce the length of his
specification [ do not know. We have in our office, my
Lord, received an application from America with 280
claims, and the bottom line which reads in large type:
“Do not cancel any claims.” So they were imposing
upon themselves this length. Now the problem there is
this. If on the one hand the patent office can say, “You
must delete material from your specification,” then
there are going to be arguments and as soon as there
are arguments the cost advantages disappear. On the
other hand, if you leave it to the applicant’s choice, a
prudent agent is never going to cancel any examples,
for instance, when he has to support his claims over
the full width of the claim. The third alternative, which
is the one that is favoured by the Chanered Institme—
assuming we cannot get a single language solution—

is translation on demand. The intention of this is to
meel the point about specifications gathering dust.
That you would only get a translation if you requested
it, and in the case of the Institute’s proposal you pay a
fee on request—not necessarily a very large fee—hbut
nevertheless some kind of deterrent; and that the costs
of producing the translation are bome out of the
renewal fee income, which is quite large overall and
some of which we understand is not spent within the
intellectual property system at all, although we think it
would be much better if it was.

Chairman

86. If | may ask you about the renewal fees. That
is the other part of the cost of keeping these things
going. Presumably if there was a Community patent,
there would be a single renewal fee. What would
happen to that money?

{Mr Lees) The essential proposal is that it would
go to the European Patent Office. We think it would
be reasonable for some money to be allocated from
that to the national patent offices. There are some
things which we think it is fair, as it were, to subsidise
out of that. This is because it is the essence of the
Chartered Institute’s position that we want to see the
continuance of the national pateni offices for the
foreseeable future, and the European palent system,
albeit perhaps with a unitary patent system. If one or
more of these die a natural death, so be it

(Mr Gold) May | add a small footnote to the
general philosophical point about renewal fees, which
I am sure you know but which it is perhaps worth
reiterating. I think that it is healthy to look at renewal
fees as a kind of success fee. You only pay it when
you have a patent which has been worth obtaining and
is now worth maintaining in force. Therefore, it does
not make sense to pay a renewal fee purely in hope.
You only pay it if vou think it is worthwhile, If its
administration is disproportionately cheaper than the
value of the payment, so therefore the surplus aceruing
to the patent offices is properly used, this is used for a
very worthy purpose which is to make eniry into the
system inexpensive and not truly a threat to the cost
of searching and examining patent applications. The
patent system ought, in the Instijote’s view, fo
encourage people to take the plunge and to protect
their investment into research and development. If that
can be done by keeping official fees down al an early
stage, by cross-subsidy from renewal fees, that seems
i be a worthwhile endeavour.

87. The principle of the indivisible renewal fee for
the Community patent, that is something which cannot
be compromised, can it?

(Mr Gold) No.

88. May | ask you about two slightly technical
points which both of you made. CIPA had a problem
about prior secret use. | wondered whether you could
briefly explain what the problem was there. I think 1
understand it. As the law now stands, if somebody has
a patent and it turns out that before the priority date of
that patent you were doing something which is covered
by the patent but you had not disclosed it yourself to
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anvbody, then that does not invalidate the patent but
you have a special right 1o go on doing it because they
reckon it is not fair to stop you doing something which
you were doing already. However, as | understand it,
that right is only in relation to your national territory,
1% that right?

{Mr Leex)  That is correct, my Lord Chairman, Our
position is that we think that is not comrect if one is 1o
have a unitary patent. That it should extend to all
countries of the Community—the rght 1o continue
with the use or, if | may remind my Lord, the serious
preparations for use.

£9. Of course. Thank you very much. | think that
explains that one. The other point was about parallel
imports. | am not sure 1 did follow that; en the effect
that a Community patent would have on the doctrine
of exhaustion of rights.

(Mr Cannon) [ believe this was addressed to LES.

o). Yes, it was.

{Mr Camnon) May [ frst emphasise that our
feeling is not that the introduction of a Community
patent would adversely affect the doctrine of
exhavstion of rights, but that it might. There is a risk.

91. Perhaps you might explain what the doctrine
of exhaustion is.

(Mr Camnon) 1 will try to do that, my Lord.
Exhaustion 15 a defence in a patent infringement suit
which applies to imports and, in particular, to imports
initially from other EC states and nowadays from other
EEA states. It results not from a provision in our own
Patents Act but from decisions of the EC] under the
Eome Treaty.

92. Perhaps it is easier to give an example. If you
have a British patent, that enables you 1o stop people
bringing the patented article into Britain as an import,

{Mr Cannon) Yes, it does, according to our
Patents Act.

93. On the other hand, if vou have sold the
patented article in Germany—you have sold it vourself
as the patentee—you are not allowed then to complain
that the Germans exported it to England because you
have exhausted that right by selling it in Germany, is
that right?

{Mr Canmcon)  That is absolutely so. However, the
doctrine is rather wider than that because it does also
extend to somebody who puls the goods to be
imported, onto the German market with the consent of
the patent proprietor. So it is not restricted to
marketing in Germany by the proprietor, but also when
it 15 done with his consent. The problem is, what is the
scope of the term “consent™ in this context? Clearly it
covers a case where there 15 something amounting (o
express consent—where, for example, the patent
proprictor  has given a licence to somebody 1o
manufacture in Germany and to export—but the
problem is what else does it cover? Does it cover
implied consent? In particular, what does the term
“implied” in this conlext connote? Most important—
and this is the problem that worries LES particularly—
does it cover the situation where the proprietor might
have obtained patent protection in Germany or the

other EC state of origin but did not do so? Maybe he
did not file an application in Germany. Maybe he filed
an application and he got a patent granted but decided
to let it lapse because he did not want to pay the
renewal fees. The problem is: is that, or is that not,
consent in the sense of the doctrine of exhaustion?
There are two schools of thought.

94. Does that problem arise now? Nobody would
suggest today if you did not nominate Austria as one
of your countries for a European patent, that this was
an implied consent to Austrian manufacturer
making the stuff to be imporied into England,

{Mr Cannon) With respect, my Lord. there is a
school of thought in Germany which says just such a
thing and, as | understand it, that there would be
implied consent. On the other hand, there is another
school of thought, which finds support in the United
Kingdom, which says that there would not be implied
consent.

95. You feel that needs to be cleared up?

(Mr Cannon) We do indeed. There is no ECJ
decision on it and we would like to see it cleared up.
CIPA have suggested a way of clearing it up in their
submissions to the Commission on the Green Paper.
They would like something in the legislation along the
lines of: consent by the proprietor of the patent shall
not be inferred in respect of the marketing of the
patented product by third parties in countries where
the proprictor has chosen not to obtain or maintain a
patent. LES have not considered that proposal but, 1
am sure, would whole-heartedly support it.

96. Thank you very much for that somewhat
technical point. May I move on to the border prineiple
again, the question of Convention versus Regulation,
Can you tell me briefly what vou see as the respective
advantages of doing one rather than the other?

(Mr Leex) This 15 a somewhat complex question.
At the moment, the European patent system is
administered by the Administrative Council, which is
a body set up by the Convention. It is an independent
organisation and it is very easily criticised. It is
criticised becanse of its size; all the countries are
represented on it Criticised because under normal
conditions it is one country, one vote, and that means
that a country which has a really minute contribution
in terms of patent application has the same vote as the
major countries. Criticised also because in the main,
but not entirely, the people who represent their
Member States in that organisation are heads of patent
offices, and hence are in some ways in competition
with the very organisation that they are running. One
does not want to make too much of it becavse after all
they are, generally speaking, civil servanis operating
under some overall instruction, but it does not seem 1o
be the best way of doing things. On the other hand,
we have no information, no detail, as to how an EC
Regulation would control the thing. Would it be, for
instance, a Regulation or some kind of Directive to all
the Member States to carry out certain instructions in
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the running of the European Patent Office? Whe would
be responsible then for changes in substantive law?

97. As [ understand it, if it was a Regulation, it
would just be the law.

{Mr Gold)  You put your finger on it as usual, my
Lord Chairman. The whole point about the Regulation
is that it is immediately the law of every country,
unlike a Directive which first has to be implemented.
Unless the Regulation used language which was the
same as the Patent Convention, or indeed the
Patents Act 1977, we could have a plethora, a variety
of meaning. Mr Justice Jacob in a recent decizion
commented on (in his view) the foolishness of the
Parliamentary draftsman, who did not simply adopt the
language of the Directive into the United Kingdom
Trade Marks Act 1994, but tinkered with it. 5o unless
the Regulation, the Patents Act and the European
Patent Convention, which | am sure no-one here needs
reminding is section 130, subsection (7), and which is
supposed to say that when in doubt our statute should
be interpreted in line with the Convention, broadly
speaking: unless the Regulation also reflected that, we
would have considerable difficulty in advising people
as o what was the cormect version of patent law on
some very important substantive points, Regulation
does bring with it some problems. The Chartered
Institute's position of these separate regimes
co-existing—the national system, the EPC and the
regulation—it would be preferable o try and do this
by way of a Convention and then we would all know
where we were and have a chance to achieve a result.
Regulation sounds as if it could be brought in rather

quickly and without perhaps adequate preparation.

Lard Borrie

98. One might add that if Mr Gold and others
wiould agree the advantage for the Convention, that the
Convention itself could create a Court of First
Instance; whereas, as my Lord Chairman said earlier,
the present rules do not permit another Community
institution, which would make for problems if there
was a Regulation.

(Mr Gold) | agree,

Chairman

99, Your proposal was that if there was o be a
Community patent, that should not displace national
patents except by the ordinary rules of supply and
demand. That is right, is it?

{Mr Gald) That is comect.

100. Is your view the same about the European
patent?

"In a letter of 3 Murch Mr Lees requested the following be
added o his answer to Question 9: "It 1s nol sy 1o envisage
how a Regulation could be administered by the European Patem
Organisation which is a body established by the European Patent
Convention. The Repgulntion would not apply to non-EU sttes,
Presumahly therefore, the existing European Patemt Convention
and its sdministrative Council would have to continue, The
problem disappears if' the Unitary Potent 1 introduced by a
Convention.”.

(Mr Lees) Yes indeed, my Lord, because of the
flexibility that gives.

101. Assuming there is to be a Community patent,
do you see the EPO as the right people to deal with
the applications for a Community patent?

(Mr Lees) 1 think everybody has always assumed
that would be the case mainly because, of course, it
was written into the original 1975 version and at this
date it would seem, well, rather foolish to start setting
up some totally new organisation.

102,  Quite so.

(Mr Gold) If 1 may add, my Lord Chairman,
although there are criticisms of how the EPO functions
in certain directions, certainly those criticisms are
probably somewhat muted up 1o the level of granting
patents. The facts are that the European Patent Office
has been a huge (if you like) commercial success and
fulfilled a long-felt want. MNumbers speak for
themselves and the industry and vsers have voted with
their wallets and have deserted the national systems to
a considerable degree. After grant there are creaks in
the opposition procedures and appeal procedures and
s0 on, Which perhaps 1 need not elaborate on now, but
certainly in terms of the body charged with the search
and examination of applications and processing them
lo acceptance, the EPO has been very successful,

103. Omne of the complaints made about the EPD
is that people sometimes come back and say that they
adopt rather cowboy procedures for dealing with
oppositions, and that they would prefer o have
cross-examination and the usual kind of English
apparatus. Is there any serious possibility of getting
any kind of Community organisation to adopt the
English system on that?

(Mr Gold) My feeling, my Lord Chairman, is that
as with all these things, there is a lot of horse-trading
and compromises. It would be unrealistic and the
Chartered Institute does not believe that it would ever
happen. that the Europeans would suddenly find they
are ont of step with us and fall inio line and adopt
the full panoply of discovery and full examination of
witnesses and so on. | hope there could be a process
whereby we would each realistically take the best
features of each other's procedures, and some sort of
compromise would emerge which would be the least
unhappy compromise. That is how I would put it

104, That is highly desirable.

(Mr Connor) My Lord Chairman, could I add one
point. TRIPS was added to the Uruguay Round. That
was the first time intellectual property rights had been
considered, but it now looks as if it will be an on-going
item in agendas. As the majorty of applicanis using
the national and EPO system are foreigners, there may
be pressure from that point through the equivalent of
TRIPS, in fuiure negotiations through the WTO,
make a court system to the foreigners” liking.

105,  Your reference to TRIPS really leads into the
last question I wanted to ask you about the possibility
of even wider harmonisation of patent law. There is
a reference in the CIPA submission to try to get the
Americans and the Europeans to agree as to whether it
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the United States, by far the most influential country to date in the development of biotechnology, is English.
Biotechnology-related European patent applications from Japan are prosecuted in English. English is the native
language of the country in Europe with the largest biotechnology industry, namely the UK. Many biotechnology
companies from European member states other than the UK chose 1o file and prosecute biotechnology-related
patent applications in English. Indeed, it can be said with some confidence that practically any Ewropean
biotechnology company which does not have English as its first working language will have English as its
second working language, And many European Patent Attorneys in non-English speaking countries who handle
biotechnology-related patent matters pride themselves in their ability to handle the English language.

3.2.3 A suggestion, therefore, which would be for the benefit of bioscience companies throughout Europe,
is that whatever solution to the translation problem is decided wpon, all bietechnology-related granted European
patents should be translated in full upon grane inte English if English is not the language of the prosecution
proceedings. 1If English is the language of the proceedings, then full translations of the granted patent into all
the languages of the designated states would not be needed, as in practice all bioscience companies would be
able to understand the patent. If English was not the language of the proceedings, any bioscience company
which could not readily understand the French or German text would in practice be able to understand the
English translation, whichever European country they were from.

3.2.4 If the above proposal is adopted, a variety of different solutions to the translation problem become
more acceptable. The basic difficulty with any proposal which dispenses with the necessity for translations into
the languages of the designated states (all the member states, in the case of a community patent) is that the
public are prevented from doing something by a patent which they may not be able readily to understand.
Proposals to force a patenice o provide a local language text of a patent before suing, and possibly even to
forego damages for infringement before such a text is filed, do not address the practical difficulty that a
bioscience company has when conducting an infringement clearance search pricr to development and launch of
a product. In such circumstances, a company needs to know in advance that it will not be prevented from making
and marketing its product; finding out at the beginning of a law suit will often be too late, and the question of
damages is often secondary 1o the cost of development and the ability of a product to be launched or to stay on
the market. Also, a translation prepared immediately prior to litigation may be tailored as far as possible to catch
the alleged infringement and may lack the objectivity of a translation prepared at grant,

325 It is recognised that the proposal made above may appear to be self-serving for United Kingdom
bioscience companies. However, while UK companies would indeed benefit from its implementation, so would
practically all other European {and indeed non-European) bioscience companies both from the point of view
of the intelligibility of third party patents and from the point of view of the cost savings which would flow from
not having to translate the entire text of each patent into a multitude of different languages.

3.2.6 It is emphasised that the obligatory English text proposal made above is not on its own a solution to
the translation problem. It needs to be used in conjunction with some other proposal, such as the Luxembourg
Convention Arts. 33 and 88 proposal (which provides for the translation of the claims only on grant and the full
text before suit) or the “package solution” proposal from the EPO (as Luxembourg Convention proposal, with
enhanced abstract on A-publication). Also, as it is an essentially practical proposal, based on the near ubiguity
of the use of English in biotechnology, it could only be used in technical fields which as a practical matter
opérate in one language.,

33  Patent Office Fees

3.3.1 Many of the BIA's members are small or medium enterprises (SMEs), and as such might be expected
to be wholeheantedly in favour of the introduction of a lower fee scale for SMEs. However, experience in the
United States shows that the savings that might be made are more illusory than real, principally for two reasons.
First, the cost of professional representation (and, in Europe, translations) generally means that patent office
fees are not the most significant cost in an intemnational patent application filing programme. Secondly, and
probably more significantly, many biotechnology companies either have or hope to have collaborations with
major companies on inventions which are the subject of patent applications; in the United States at least, this
effectively precludes in many cases the relatively small savings that there would be.

3.3.2  For these reasons, the BIA does not see the introduction of reduced fees for SMEs on the lines of the
US model to be particularly important or desirable. In fact, if the EPO has the money to offer reduced fees for
SMEs, the BIA would rather see that spent on recruiting and training more appropriately qualified siaff to
imprave the speed of search, examination, opposition and appeals; the same principle applies if the EPO is
considering reducing fees for applicants generally. That is to say, reducing the long period of uncertainty is
much more valuable than reduced fees.

4, Jupecial. ARRANGEMENTS

4.1 In the BIA's view, the need to harmonise the interpretation and validity of European Patents across the
Eumpcm Union (and any other contracting state of the European Patent Convention) is one of the most important
issues relating to the European patent system today. This point is illustrated by the apparent divergence of
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national views on the question of whether clinical trials of a pharmaceutical constitule patent infringement. It is
wholly unsatisfactory for a given European patent to have different effects in different jurisdictions. Not only
does the present situation mean that professional advice in relation to infringement and validity have to be
sought separately in each designated state, thereby adding to costs, but also the prospect of infringement being
found in ome state but not another, for the same patent and the same alleged infringement, is a major source of
uncertainty and a discouragement to do business in Europe and prevents the existence of a common market,

42 Simply giving national courts the power to decide on infringement and revocation throughout Europe is
not, on its own, the answer, The histonically different approaches of the different streams of junsdiction which
would supposedly mingle in the same channel are too far apart for that, even now. (The distinct approaches of
the English and German courts to the question of claim interpretation typify the differences.) What is needed is
either the establishment of a common forum of first instance for such matters (together with a suitable appellate
structure), as suggested by the Commission in the Green Paper. or the superimposition of a common appeals
court on the existing system of national courts of first instance, broadly as in the Loxembourg Treaty.

43 The BIA is thus in favour of the principle thai there should be a mechanism for centrally revoking a
Eurcpean patent after the end aof the present opposition period, but would additionally like to see a mechanism
Jor centrally determining infringement. In the BIA's view it is highly desirable for the same forum to be able 1o
determine both validity and infringement when both issues are umder consideration, in order o ensure a
consistent inferpretation of the patent in suit. The BIA alio believes it 1o be essential jor there fo be some
pan-European specialist patents court, to promote a harmonised jurisdiction. Precisely how the above principles
are to be achieved matters less than the pninciples themselves. Points to be decided include: whether there should
be a community-wide court of first instance having jurisdiction on patent matters; or whether the idea of a
community patent appeals court (CoPAC) broadly as envisaged in the Luxembourg Treaty should be revisited;
and to what exient the EOP should be imvolved in post-grant revocation proceedings.

44 Because the BIA is in principle in favour of pan-European mechanism, the BIA does not support leaving
Jurisdiction for revocation with national courts while confining the effects of their decisions to the territory of
the member state in which they are located. This is effectively the current system, and it is felt that an
improvement on it would be desirable.

7 November 1997

Memorandum by the Confederation of British Industry

Ql. What is the value of patents to United Kingdom industry?

1.1 The principle behind the patent system is the concept that, in return for an inventor disclosing his
invention to the public by means of a patent specification, (so allowing the public to have access to the invention
and, subject to the patent monopoly, to make use of that invention), the inventor, the patentee, is given a
monopoly for a limited period of time to give him an opportunity to earn a return from his invention. The basis
of the system is the principle that an inventor will be encouraged to invent and disclose his invention in return
for the monopoly. The current monopoly lasts for 20 years in Europe.

1.2 In practice the system appears to work well. Laws granting monopolies go back at least to Venice in
the late 15th century. The principles of the patent system have been adopted in most countries around the world,
including the most communist, Russia, and the most capitalist, the United States of America.

1.3 Before a patent is granted it will be examined by Patent Offices to check, so far as possible, that all the
alleged invention is new, is inventive over what has gone before (the prior art) and can be applied in industry.

1.4 The most obvious beneficiary of the patent system is the pharmaceutical industry. A chemical entity
used in a pharmaceutical medicine may cost only pence to produce. Millions of pounds may be needed to
identify a particular substance, test it and get the necessary regulatory approvals to allow it to be marketed.
Without the benefit of the patent monopoly, no pharmaceutical company would be prepared to spend the
enormous sums of money required to identify and get marketing approval for a new drug. It would too easy for
4 competitor to copy the drug as soon as it had become successfully established. The logic of this is confirmed
by the way in which generic pharmaceutical manufacturers start to supply a successful drug immediately the
patent has expired, and the subsequent, frequently very rapid, fall in price.

1.5 Whilst the pharmaceutical industry gives the clearest and strongest example of the benefits of the patent
monopoly, all industries benefit in a similar way.

1.6 Although a patentee is granted a monopoly, he cannot impose too high a price for his product. For all
save a few seminal inventions there is always an alternative available to solve the problem which the patented
invention has solved. Accordingly if the benefit which the patented invention gives to a user is insufficient to
justify the price, the user will choose an alternative route.



a0 EVIDENCE TAKEN BEFORE THE

+ March 1998] [Continued

1.7 Note that a patent does not grant a right to the patentee to do anything. It merely gives him the right o
exclude others from the claimed area of invention. Any necessary approvals from regulatory bodies, for example
the European Medicines Evaluation Agency in the case of pharmaceutical products, must still be obtained.

1.8 Patenis are taken out by the widest possible range of patenteés—from the largest pharmaceutical and
industrial companies 1o small businesses and individual inventors.

Q2. Whar purposes do the present patent systems in Europe serve for the United Kingdom?

2.1 The present patent systems in Europe allow applicants for patents, be they UK nationals or others, who
apply to national patent offices, or, more commaonly, to a central patent office, the European Patent Office (EPO)
in Munich, to obtain patent protection. Applications made in national patent offices cover only the territory of
the particular office. Applications made to the EPO will result in a number of national patents covering those
territories covered by the European Patent Convention (EPC) as are designated by the applicant. (“International™
applications can be filed through the World Intellectual Property Organisation (WIPQ), under the aegis of the
Patent Co-operation Treaty (PCT) to obtain patents in a large number of countries around the world, including
national or EPC patents in Europe).

2.2 The system leads to an examination of the patent against the prior art and, following that examination,
a dialogue between the applicant and the Patent Office to establish the appropriate scope of monopoly to which
the invention is entitfled. Third parties can challenge the scope of that monopely in Eurcpe in opposition
proceedings before the EPO or national patent offices after grant, or in proceedings in national courts,

2.3 The systems under the EPC and PCT allow applicanis to oblain patents covering designated countries
of Europe (or of the world) more economically than would be possible by single applications made to national
patent offices. Those benefits apply to world industry, not just United Kingdom industry.

Q3. What would be the main advantages and disadvantages of patemt protection covering the whole
Comumunity ?

31 As indicated above, existing patents cover individual countries. A Community patent would grant a
single patent covering all the countries of the European Community. If infringement was thought to have taken
place, or the validity of the patent was to be challenged. the court in such proceedings would decide questions
of infringement and validity for all the countries of the Community. This contrasts with the present system under
which separate proceedings must be brought in each country where infringement is alleged, and in each country
the validity of the patent is open to attack, possibly on the same or very similar grounds. At present a decision
in one jurisdiction does not have legal effect in any other junisdiction, (although it may have a practical effect
by influencing the views of the parties on their prospects of success in those other jurisdictions).

3.2 The benefit of a Community patent would be its unitary nature and the fact that decisions on validity
and infringement would be binding Community-wide.

3.3 The prospective disadvantages of a Community patent will depend upon the need for any particular
patentee to have Europe-wide protection, the costs of getting that protection, and the speed, cost and quality of
the decisions in litigation. The view of the vast majority of British industry is that if it becomes necessary 1o
iranslate patent specifications into all the Community languages there will be no commercial benefit of a
Community patent over the existing European patent system and indeed for most patentees it will be
disadvantageous.

34 Further if the litigation procedures are extremely expensive or difficult to implement, or the quality of
the judgments is poor. this too will be a disincentive 1o the use of a Community patent over the existing systems.
“The devil will be in the detail” of the litigation procedure.

35 It may well be that smaller businesses, which can include divisions of major companies as well as
SMEs, and individuals will wish to continue to obtain national patents in the future because they do not require
protection outside their own national jurisdiction or require it only in a small number of countries. The economics
of obtaining and litigating patents, and concerns about “exhaustion™ of patent rights under Community law, or
applications for licences for failure to supply in all the countries covered by the patent, may discourage such
applicants as cannot supply the whole Community from obtaining Community patents.

3.6  Accordingly we believe that the existing systems or national patents and patents granted under the EPC
must continue for those parties who wish to use them. The Commission has made it clear that it would do this.

Q4. Would the Community Patent System as devised in the Luxembourg Conveniion be used if it were fo
come inte effect (e, if all necessary ratifications were made)?

4.1 No. We consider the Luxembourg Convention has serious defects, in particular the cost of translations
into all the Community languages and the procedure for litigation.

Q5. What are the weaknesses or defects of the Luxembourg Convention? Are the mainfonly problems those
described in the Green Paper (translation costs and judicial arrangements)?



EUROPEAN COMMUNITIES COMMITTEE (SUB-COMMITTEE E) 31

4 March 1998] [Continued

Transfarions

5.1 The cost of ranslations is probably the greatest dizsadvantage to the Luxembourg Convention. Al present
an application for a patent in each of the countries covered by the EPC must currently be translated into ten
different languages. As additional countries join the Community, each will introduce a further language. If all
current interested applicants ultimately join, there would be 25 Member States of the Community necessitating
therefore potentially up to 24 translations. Even now industry. with perhaps the sole exception of the
pharmaceutical industry, does not apply for patents in all countries covered by the EPC. It selects those countries
where it believes the costs of obtaining patents are justified. As the Community expands, and the costs of
translation become ever greater, the mumber of countries in which patents are not obtained will increase.

5.2 Accordingly, if an applicant for a Community patent is to be obliged to translate his patent into all the
languages of the Community the system will be of very limited interest and is likely to fail. The only way for
a Community patent to succeed will be if the specification needs only to be translated into a small number of
languages. European industry has indicated strongly that it wishes to see the Community patent operate in
English only with no translation of the specification. They take that position on the grounds that English is
spoken by all industry in Europe; that it is the language of technology; that the majonity of any prior an which
would be relied on to attack a patent will be in English; and that it is the language in which most, probably all,
international companies conduct their activities.

5.3 The CBI would, of course, have no objection o this proposal.

54 Two possible additional languages are German and French, the other two working languages of the
EPO. However, if German and French are to be used as language for the patent specification there is no doubt
that other countries will consider that they, too, must also have specifications translated into their own language.
Accordingly the only sensible way forward is for a single language and, for the reasons above, English is the
logical choice.

Judicial Arrangemenis

5.5 The complicated judicial arrangements of the Luxembourg Convention are unacceptable to industry.
Industry would wish to see proceedings brought before an experienced patent judge in the appropriate court of
first instance. They would prefer that court to be a Community court. They would wish any appeal to go directly
to the European Court of First Instance with appeal to the European Court of Justice on points of law. We
believe that the Commission should discuss the details of Community patent infringement proceedings with the
experienced national patent judges. They have said that they would be keen 1o help.

Exhaustion of Righes

5.6 A further concern to industry is the niles on exhaustion of rights; and whether the advent of a Community
patent would have any effect on the existing rules of exhaustion of rights under national systems and the EPC.
We would wish any legislation to make it clear that the existing rules of exhaustion under the EPC were not to
be widened in favour of an infringer following the advent of a Community patent.

Other Weaknesses

5.7 Other weaknesses of the existing Luxembourg Convention are the expected high cost of renewal fees:
and problems surrounding rights of prior use and compulsory licensing which vary from state to state. We
believe that these last two should be harmonised. As to nights of prior use, we believe that a prior user should
be entitled to develop the prior use right which he has obtained within the full scope of the relevant patent and
to transfer that right of prior use to any third parties. Any narrower right stultifies the prior use nght. A prior
user would be unable to take advantage of obvious developments in the technology he has devised and an
individual or a small company would not be able to transfer the right to a larger entity which could take the
benefit of economies of scale. Each of these might enable a patentes to squeeze the prior user out of the market.

Q6. [Is there a case for further action at Community level?

6.1 We support a Community-wide patent system, as envisaged by the Luxembourg Convention, operating
throughout all (and not some only) states in the Community, including new Member States, as and when
they join. However, the existing national and European patent systems should continue, thus providing choice
for users.

6.2  Whilst the Luxembourg Convention can be used as a starting point for developing a Community-wide
patent system, the Convention itself should not be pursued further, since some of its provisions require significant
modification to make a Community patent system a viable proposition.
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6.3 A Community patent system should be administered by a dedicated and specialist court system. There
should be a specialist expert Community patent court operating as a Court of First Instance which could be
centralised but preferably should be peripatetic so that it could sit in the country of the applicant to the
proceedings.

6.4 The specialist court would set its own rules of procedure, with power to order preliminary injunctions,
to deal at first instance with infringement and revocation cases. We would suggest this court could also have
appellate jurisdiction before a different panel of judges, with appeals on points of law only to the Evropean
Court of Justice.

7. Should the Luxembourg Convention be turned into a legal instrument covered by the EC trealy (ie., a
regulation made under Article 235)7

1.1 Yes

Q8. Whar are the implications for the development of patent laws and policy at the national and wider
international level? Is further harmonisation desirable, necessary, inevitable?

8.1 Furiher harmonisation is desirable, and necessary on the nght terms, but not inevitable.

Q9. What should be the relationship between any Community instrument and the Ewropean Patent
Convention?

9.1 It is necessary 1o establish links between the two systems and it should be possible to convert a
Community patent application into a European patent application at any time up to the point of grant. Conversion
in the other direction should also be provided for, so far as appropriate, but should not allow any increase in the
scope of protection in any individual state.

9.2 There would be advantages in bringing the European Patent Office into the Community framework, but
we would want to maintain the existing European patent system. However, it is important that the European
Patent Office should, as soon as possible, become fully in control of its own finances and be able to set renewal
fees on European patents, rather than being dependent on a proportion of the national renewal fees.

October 1997

Memorandum by Trade Marks Patents and Designs Federation (TMPDF)

Q1. Whar is the value of patents to United Kingdom Industry?
We believe this question is best answered by an historical analysis.

The UK patent system is rooted in the Statute of Monopolies of 1624, which sanctioned the grant of a
monopoly for any “manner of new manufactures”. The aim of this form of words was to offer exclusive rights
which would encourage new industrial activity and thus enhance the potential for increased tax revenues whilst
preventing reestablishment of the monopolies which had been prevalent during the Tudor period. The Statute
also drew on experience in other countries, for example Venice in the previous century, where similar measures
were introduced to encourage new industrial enterprise.

To the modern ear the phrase “manner of new manufactures” is somewhat confusing. The confusion arises
because the Statule was initially aimed not so much at encouraging product innovation as it is understood in the
modem sense but at codifying a long established policy of encouraging the introduction of new industries per
se. Thus, glass blowers, weavers and white paper makers, amongst others, set up manufacturing facilities in the
UK and trained domestic crafismen as a result of such encouragement. The UK economy was largely agranan
in this period, and the promotion of product innovation would have been of little significance in the absence of
the industrial infrastructure, which the Statute aimed to generate.

However, the need for the introduction of foreign industrial techniques lessened as UK industrial activity
broadened and matured and the system then became progressively focused on new product development within
the now established domestic industries. The 1624 Statute was as a result progressively interpreted so as to
extend to the protection of product and process innovations, and in due course this because its sole function. In
this connection, it is instructive to review the Alphabetical List of Patentees and Inventors for 1617 to 1852
published by the Patent Office, which demonstrates the breadth of industrial development during this period. This
illustrates that although such activity reached its peak during the Industrial Revolation, it was as a culmination of
two centuries of technical development driven largely by the climate created by the patent system.

At the time of the Industrial Revolution a number of factors, including steam power, realisation of the potential
of coal and the development of steel, opened the floodgates of innovation by facilitating the evolution of the
old craft industries into modern industrial enterprises. Names such as James Watt, Matthew Boulton, Richard
Arkwright and Henry Fourdrinier, for example, all appear in the List as patentees whose inventions founded
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major industries. Without the protection afforded the patent system, it is extremely unlikely that they would
have felt confident in taking the financial risks necessary to undertake such developments.

The Industnal Revolation in this country became the model for similar advances in other countries, more
especially Germany, France and the United States and (more recently) Japan. All of these countries have effective
patent systems aimed at generating the confidence essential to the invesiment of the substantial sums required
to fund modemn research and development programmes. The United States especially views the vigour of its
patent system as one of the main elements which sustains its industrial momentum, and the dominant technical
position of many US companies confirms the validity of this view.

The cost of modern industrial research is a matter which justifies further comment. Arising mainly from the
complexity of modern technology, research 'and development costs are extremely high. The leading example is
the pharmaceutical industry where such costs amount typically to 10 per cent of mermover, with perhaps 1 per
cent of this being allocated to patent protection. Much of this work is by its nature highly speculative, with only
a small proportion of the investment generating commercially beneficial results. The existence of a system
capable of protecting these results is therefore critical to the justification of such levels of research expenditure.

The electronics industry also finds it necessary to make heavy investment in research because of the pace of
technical development which it experiences. The rate of change is so great and the development costs so high
that business in this field can sometimes only survive by developing a patent portfolio for use as a foundation
for co-operative agreements with others. Bul even in less fast moving fields, investment amounting to upwards
of 2 per cent of turnover is considered essential in order to remain intemationally competitive and prevent the
development of dominant positions by third parties, especially in foreign markers.

To sustain the confidence of companies in industry so that they can reserve to themselves the fruits of this
very substantial investment in research, the existence of an effective patent system, and indeed of other
intellectual properly regimes, is considered cntical. Moreover, because UK indusirial success depends heavily
on exports, effective foreign patent protection is essential to prevent piracy of the technology embodied in the
exported products. In order to fulfil our obligations under International Conventions whereby, mutatis mutancdis,
UK companies can obtain such foreign protection, the maintenance of a correspondingly effective patent system
in the UK is essential.

It is also important 1o understand that recovery of the high cost of research and development by way of sales
is essential to funding the development of the next generation of products. Industries find it impossible to recover
these cosls when lax patent regimes permit infringers to pirate inventions and thereby avoid similar development
costs, and displace the patentees goods from the market.

A country that has inadequate or ineffective patent protection will inevitably be injured by extensive
infringement. The financial losses suffered by patent owners as a result make it difficult to generate new capital
for investment in the indusirial base of the country.

The absence of an effective patent system may also inhibit the development of new manufacturing activity
by precluding the negotiation of technology transfer agreements in which the patent owner will feel his
technology will be secure. As a result employment opportunities are lost, together with the chance to develop a
technically skilled workforce. We would emphasise here that this is not merely a theoretical possibility. A
number of countries have failed 10 attract inward investment specifically because their intellectual property
regimes have been perceived as being inadequate in terms of both protection and enforcement. In this connection,
we also understand that a Chinese Patent Office delegation is visiting the UK towards the end of November
1997, They will be seeking guidance as to how the Chinese patent system might be improved. The visit is being
managed by the Comptroller of Patents from whom further details can no doubt be obtained.

Q2. What purposes do the present patent system in Europe serve for the United Kingdom?

The benefits of the current position are best understood by comparison between the operation of the
pre-existing national patent system and the options now available to patent applicants under the European Patent
convention and the Patent Co-operation Treaty.

Natienal patent svstems

Patent applications requiring protection in European countries other than their country of residence proceeded
by way of an application in each country concerned. The system of national patents is still operative, but is
generally used when protection is required only in two or three countries at the most. Wider use can lead to
many problems.

Thus, each of these “national” applications has to comply with the idiosyncrasies of the local regulations in
terms of documentation, perhaps with the need for legalisation and/or notarisation as well as an early translation
into the relevant language shortly after filing. At the date of filing, there will have been no novelty examination
in any country and the applicant is required to incur the considerable cost of filing and translation, without
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knowing whether relevant prior art will subsequently be cited which may destroy novelty and force abandonment
of the application. In this event, the initial expenditure will have been completely wasted.

But even if the invention can be distinguished over the prior art, examination procedures, the speed and form
of examination, the definitions of patentable subject matter and the acceptable formats for patent claims all vary
between countries, The result is that patents supposedly for the same invention but differing greatly in form and
scope can be granted at widely differing dates in different countries. The lack of consistency inherent in the
resulting patent coverage leads to great uncertainty and enables competitors to manipulate the commercial
situation to the detriment of the patentee’s rights.

Apart from the translation costs referred to above, an applicant proceeding by the national route is obliged to
employ a local patent attommey in each country to handle filing and prosecution at the patent office, with
significant costs being incurred in each case. Moreover, each country calls for the payment of annual renewal
fees to maintain the patent in force. Even for a moderate patent portfolio over an average rangeé of countries,
the cumulative costs can be substantial.

European Patent System

By comparison, the European system affords many attractions, especially to applicants filling in one of the
three official languages (English, French or German). In effect, once granted, a European Patent becomes a
bundle of national patents in the states designated by the applicant. An application need only be filed in one of
the three official languages, with a single set of documents. At filing stage the application is deemed to be for
protection in all of those countries which are signatories to the European Patent Convention, unless a more
limited scope is specified. Application and examination fees are paid at this stage, but neither fees nor
translations relating to the eventual protection in designated countries are called for at this time. Moreover, the
applicant needs to appoint only a single European patent Attorney to handle the case.

Technical and novelty examination of the application is then carried out by the European Patent Office, and
if the prior art which comes to light is destructive of novelty, the applications can be abandoned without incurming
further expenditure on fees or translations at the national level, If, however, the application proceeds to grant,
the application and claims will be of a standard form applicable throughout the designated states. Furthermore,
the applicant can elect to enter the national phase with the application simultaneously in all designated countries
{or indeed only in those designated countries where the cost is justified commercially at that time) appointing
local attormeys as required. This may occur a substantial time after filing, during which imedeemable “dead
money” will not have been locked into the application at the national level.

As a result, an applicant who proceeds by the European route avoids unnecessary initial expenditure on
national translation, filing and attomey costs, and eventually obtains patents of consistent scope in those countries
where protection is commercially justified at the time of grant. Finally, the renewal fees payable on a European
Patent having reasonably wide coverage, say in six countries, are also likely to be lower than the fees which in
total would be payable to maintain national patents in the same countries. From the point of view of the
patentee, the European route for patent protection is both more consistent and more financially efficient than
the national route.

The Patent Co-operation Treaty

The Patent Co-operation Treaty (PCT) has a large number of adherents on a worldwide basis, including the
United States and most Evropean Countries. It provides for a national filing, usually in the country of the
applicant, to be used as the basis for a worldwide filing using the specification from the national filing. A search
report from one of the searching offices specified under the Treaty can then be used as a basiz for examination
of national applications in countries designated by the applicant for protection. The treaty has an interrelationship
with the European Patent Convention in that those countries which can be designated for protection under the
latter Convention can also be collectively designated under the treaty by way of a European Patent Application.
Indeed, certain countries such as Belgium can only be designated under the PCT by way of a European
application.

The PCT route also affords a cost saving over the national route in obviating the requirement for searching
at the national level, Under certain circumstances it can also provide greater flexibility for applicants. But for
an applicant based in Europe, it is not as cost effective as the European route.

Q3. What would be the main advantages and disadvantages of patent protection covering the whole
Commumify *

Patent protection for the whole Community should have a number of advantages. For any company which is
trading widely in the Community, or has plans to do so, or hopes to expand, Community-wide protection will
mean that action against plagiarism can be taken everywhere in the Community, against both locally produced
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and imported copies, wherever they are produced or imported. Community-wide protection should also provide
a broader base for the recovery of research and development costs, so that generally lower prices should result.
Firms which cannot supply the whole of the market themselves can offer licences.

Protection for the whole Community also reduces the problems which can result from Community rules on
the exhaustion of rights. If products incorporating a patentable invention are put on the market in a Community
state where there is no protection, they will be sold at prices reflecting production costs only, in order to meet
competition from copyists. Research and development costs will be recovered only in those countries where
patents are held. Community exhaustion mules permit traders to exploit the resulting price differences by buying
in countries where there is no protection and reselling in countries where protection supposedly exists and where
prices are higher, thus reducing the patent owner's ability to recover his development costs.

Patent protection covering the whole community can be secured at present by applying for a separate national
patent for each Community State. This can be done state by state (thus involving separate patent attorney costs
for each state and heavy administration from the outset) but is most easily done by applying for a European
patent from the European Patent Office (EPO). A major disadvantage at present is the enormous cost, since, in
addition to the EPO’s very large fees, the patent when granted has to be transferred to the national systems,
involving heavy translation costs and sometimes large administrative fees. A separate agent has to be employed
for each state from the grant stage, adding greatly to costs. Subsequently, annual maintenance fees, which in
some states are very high, have to be paid in each state, with associated administration costs. If there is
subsequent litigation, this will proceed independently in each state concerned, with further high costs, uncertainty
and delay and the possibility that results will be inconsistent. In particular, the patent might be held invalid in
some states but not in others,

An effective Community patent system should provide the advantages of homogeneous, unitary,
Community-wide protection, indicated above. Judicial arrangements in particular should be such that the
Community right would need to be litigated only once, rather than separately in each state concerned, so that
findings on validity and infringement would apply to the whole Community. However, the high costs and other
disadvantages of the systems presently available for securing wide protection in the Community, and of the
dormant Community patent established under the 1989 Luxembourg Convention, must be avoided.

While a good Community patent system should be of considerable benefit to small and medium sized
enterprises (SMEs) which hope to expand, there will be some who do not wish 1o expose themselves to the
added complications (and possibly greater risk of attack) of a Community system. For them, the national systems
should remain available,

Q4. Would the Community patent system as devised in the Luxembourg Convention be used if it were to
come into effect (e, if all necessary ratifications were made)?

No. The system of the dormant 1989 Luxembourg Convention involves massive translation costs and an
untrustworthy legal regime, containing great potential for delay, uncertainty and unnecessary expense, which
allows the validity of a Community patent to be challenged before local courts, many of which have little if any
experience of major patent cases.

. What are the weaknesses or defects of the Luxembourg Convention? Are the mainfonly problems those
described in the Green Paper (translation costs and judicial arrangemenis)?

The main weaknesses have already been mentioned in the answer to question 4 above. The translation
reguirements alone are very onerous, involving the invalidation of the whole patent if even only one translation
is missing three months from the mention of grant in the Official Bulletin, This alone is sufficient to ensure that
the system of the 1989 Luxembourg Convention would be very little used. On judicial arangements, the
Federation is convinced that many national courts, which have the authority under the Convention to hear
infringement cases and counterclaims on validity, are completely lacking in relevant expertise. (It should be
noted that in many Community states, patent cases are not reserved for a very small number of expert courts as
in the UK. but can be heard in district courts). Moreover, in many states, courts dealing with the complex
matters take an inordinately long time. They should not be involved in decisions concerning infringement and
validity of Community patents.

Other weaknesses or risks include:

The high fee levels as currently planned, particularly the levels planned for renewal fees. It is not a reply to
say that these will be no more than the sum of the current fees in member states, since the present system
provides plenty of flexibility, to apply for and maintain patents in only those states of real interest:

Rights of prior user, compulsory licensing practice, licence of right practice and approaches to government
use differ among Community states and may cause difficulties. The Community patent should be unitary;

The existence of a Community patent should not result in an even more rigorous exhaustion regime being
applied to national patents.
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Q6. It there a case for further action ar Community level?

Since the Federation considers that it would be of considerable advantage to be able to secure a single,
reliable, high quality, patent having uniform effect throughout the whole Community, it believes that there is a
case for action at Community level.

However, the action must be aimed at providing a system with real, practical advantages. Modest adjustments
to the unacceptable 1989 Luxembourg Convention will not suffice. The Community patent must be inexpensive
to secure and maintain, it should be subject to only the minimum of procedural requirements at both the
application and grant stages and should be easily administered. Since English is the language of science and
technology, it would be sensible for all applications for Community patents (o proceed in English only and to
be valid, everywhere in the Community, without subsequent translation after grant. Litigation at first instance
should be conducted before a central Community patent court staffed by expert patent judges and having its
own rules of procedure. Procedures should be such that costs are reasonable. The court could be peripatetic.

It is essential that the ability of national patent offices to provide a full service for filing; grant and revocation
procedures; and access to patent information to national firms, particularly SMEs, should not be jeopardised.

Q7.  Should the Luvembourg Convention be furned into a legal instrument covered by the EC Treaty (ie., a
regulation made under Article 235)7

The existing 1989 Luxembourg Convention in its present form should be abandoned. A mew instrument
establishing an acceptable Community patent should be adopted as a Regulation under Article 235 EEC. A free
standing convention would be too inflexible to adjust when developments in the approach to patentable
technology call for adjustment, would probably be very difficult to get ratified and would be awkward to
accommodate in enlargement negotiations.

Q8. What are the implications for the development of patent laws and policy at the national and wider
intermational level? Is further harmonization desirable, necessary, inevirable ?

There is already a great deal of harmonisation of national intellectual property laws within the Community
and a number of regulations establishing Community as distinct from national measures, Others are under
consideration. The Community member states already work closely together on intellectual property issues. A
rezolution on the harmonisation of patent laws has, in general terms, been implemented by the member states.
The member states also work closely together in international fora, such as the World Intellectual Property
Organisation (WIPQO) and the World Trade Orgamsation (WTO), where harmomsation of intellectual property
norms is discussed. It is inevitable in a common market that intellectual property norms and standards in the
different member states move ever closer together. It is also highly desirable that they should do so, so that
innovative companies encounter similar approaches throughout the Community.

A Community patent will inevitably mean that national substantive patent law must be harmonised with it,
but as noted above, this is already largely the case. National policy will be constrained by the Community
dimension, but again this is already largely the case. Policy will have to be developed in co-operation with
Community partners.

While harmonisation of substantive matters has largely been achieved in the patent field among Community
member states (and others), further harmonisation is highly desirable at the level of procedure. At the
international level, a Patent Law Treaty is currently under negotiation in the WIPO framework, but the
Community needs to go further. If formal requirements and handling procedures for applications could be
standardised, it would be much more straightforward, and less expensive, for applicants to seek protection in
several states. Within the Community, requirements concerning representation need to be standardised and made
as flexible as possible. A single address for service, amywhere in the Community, should suffice. There are
many other such matters which should receive attention.

Q9. Whar should be the relationship between any Communiry instrument and the European Patent
Convention?

As proposed in the existing 1989 Luxembourg Convention, The European Patent Office should carry out the
examination and grant of a Community patent in accordance with the procedures of the European Patent
Convention. Substantive law on patentability should be the same in the two systems.

An application for a Community patent should be fully convertible to a European patent (designating particular
member states) to the time of grant, and thereafter if this facilitates the comection of some procedural problem.
{The obvicus problem under the currenl convention is Failure to file all translations, though this problem should
cease o exist under the Federation’s proposals for a future Community patent.) Conversion from a2 European
patent application to a Community patent application should also be possible in appropriate circumstances.

It will be worthwhile to investigate the possibility of introducing centralised litigation arrangements dealing

with the validity of European patents. If this proves to be possible, the central court for Community patents
might be able o handle it
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Disadvantages of a Community Patent:

— it does not extend to certain important countries, such as Switzerland. Non-Community countries
could be covered by designating them as adjuncts to the Community Patent application and entering
the national phase at grant in much the same way as via the EPC at present;

— the translation reguirements of the Luxembourg Convention and the associated costs will make it
100 expensive;

— it will not be used unless associated costs for obtaining and maintaining the patent are substantially
less than the cosis of obtaiming national paténts;

— potential demize of EPC and national patent systems;

— the currently proposed judicial provisions.

Q4. Would the Conmunity patend system devised in the Luxembourg Convention be used if it were 1o come
inte effect (ie., if all necessary ratifications were made)?

No, not in its present form. The associated costs would be too high and the legal provisions are unsatisfactory.

Q5. What are the weaknesses or defects of the Luxembourg Convention? Are the main/only problems those
described in the Green Paper (translarion costs and judicial arrangements)?

Excessively high costs of translation into all Community languages and the uncertainty associated with the
use of national courts with little or no experience of jurisprudence on patent maiters, and the uncertainty and
potential delay caused by separate infringement and validity proceedings are fatal weaknesses.

Q6. [Is there a case jor further action at Community level?

Yes. The Community needs a harmonized court system which is secure and reliable, which can deal efficiently
with the issues and in which the certainty of, and confidence in, the judicial process is assured. The Community
court system must therefore have consistent standards and provide expert review at first instance with the right
of appeal to a higher authority on the law and facts and further appeal to a yet higher authority on points of law.

For actions involving a Community Patent, a First Level Cournt should be established as a subsidiary court
within the ECJ and used to decide infringement and validity issues together. The First Level Court must have
effect across the Community and be able to administer pan-Community remedies. It must be governed by
common rules and procedures and be of a similar level to that of the present EPO Boards of Appeal. Preferably,
it should be staffed on a delegated basis by judges with special experience in patent law from the national
Courts. Typically, it might comprise three specialist judges, with one judge from the Member State in which the
proprictor was domiciled or from the Member State in which infringement occurred. The First Level Court
would normally be centrally based in Luxembourg, with the language of the proceedings being that of the patent.

Q7. Should the Luxembourg Convention be turned inte a legal instrument covered by the EC Treaty (i.e, a
regulation made under Article 235)7

The Luxembourg Convention in its present form is unacceptable and would not be used because the costs of
obtaining patents under it would be too high and the legal provisions are unsatisfactory.

A new Community Patent law preferably should be harmonized under a new international convention. This
could provide a workable and cost effective solution to the translations problems and allow the establishment of
a Community Patent Court. A regulation made under Article 235 would not be acceptable because it would be
resiricied to the present scope of the EUL

Q8. What are the implications for the development of patent laws and policy at the national and wider
international level? [s further harmonization desirable, necessary, inevitable?

The existing national and European patent systems have successfully served the needs of industry although
reduction in costs and improvement in legal certainty would be welcomed. If a new Community Patent system
is introduced the national and European patent systems must be retained. This will provide the flexibility required
by both large and small industries. A harmonized court system is necessary as discussed in Q6.

Further harmonisation is desirable—the USA must introduce first to file. The European Community must
have the same criteria for patentable subject matter as enjoyed by the USA and Japan. Further harmonisation of
procedures should be encouraged.

QY. What should be the relationship between any Community Instrument and the European Patent
Convention?

The EPC should be retained as part of any Community Patent system. The application process should remain
as for the EPC and at grant the proprietor has the choice of whether to elect national phase entry in a few
Member States as with the present EPC or elect a Community Patent covering all Member States. This process
will provide a single, cost effective and already well tested pre-grant procedure, which has the merit of avoiding
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carly translation costs. Once granted a Community Patent should not be convertible into a European patent, or
vice versa. The possibility of being able to extend the cover provided by a granted European patent by converting
it to a Community Patent would lead to unacceptable legal uncertainty for the public.

7 November 1997

Examination of Witnesses

Mr Rosix NotT, Confederation of British Industry, D Stertes C Svimn, Zeneca, Me F Buakesmore, Trade Marks
Patents and Designs Federation, and Mk Axorew Stearn, Biolndustry Association, called in and examined.

Chairman

106. Thank you wvery much for coming this
afternoon, Gentlemen. Thank you also very much for
the written submissions of your respective
organisations, which the Committee has found very
helpful. Would it be possible, before asking for any
opening statement, simply for the record for vou to
identify yourselves and the organisations which vou
represent?

{Dr Smith) 1 am Dr Stephen Smith and | am the
group intellectual property manager for the Féneca
group of companies.

107. Thank you. Mr Blakemore?

(Mr Blakemore) My Lord Chairman, 1 am
Frederick Blakemore and 1 represent Trade Marks
Patents and Designs Federation. My background is that
I am a vice-president of the organisation and I have in
the past spent considerable time in industry,
particularly the information technology industry.

108. Mr Nott?
. (Mr Nott) My Lord Chairman, I am Robin Nott. |
represent the CBL [ am a solicitor in private practice
in the intellectual property field and 1 am also a
patent agent.

109. And Mr Sheard?

(Mr Sheard) My Lord Chairman, | am Andrew
Sheard. 1 am a partmer in the firm of Kilbum and
Strode, a patent firm. I am here today representing the
Biolndustry Association. My background is in the
natural sciences, particularly biochemistry, and most
of my practice from day to day is with biotechnology
and pharmaceutical companies.

110. Thank you very much. Now would anyone
like 1o make an introductory statement? Mr
Blakemore, 1 gather that you wish to do so?

{Mr Blakemore) My Lord Chairman, yes. thank
vou, 1 should like to make an introductory statement,
First of all, we very much appreciate the opportunity
to give evidence to you today and we very much
welcome that. The position that the Trade Marks
Patents and Designs Federation has is in representing
industry broadly, that is to say, all sectors of indusiry,
as owners of intellectual property. We were founded
in 1920 so that we are one of the oldest such
federations in the world. We work very closely with
the CBI and, indecd, we represent the CBI on many
matters at the European level in connection with
decisions taken by European industry. In that regard,
my Lord Chairman, we would like first of all to say

that we take essentially a very practical view of the
réquirements that would be regarded as satisfactory in
any Community patent. First of all, the proposals for a
Community patent should in essence represent as far
as we are concemed something of value which will be
offered in a manner which is different from what might
be offered by any of the existing sysiems, in other
words, to make it attractive for users to apply for them.
In that regard there are a number of elements in the
proposals that we regard as particularly important, first
of all in regard to costs. We feel that the aggregate
fees which we would have 1o pay for such a patent
ought 1o be no more than three times the comesponding
national fees that might be payable for present forms
of patent. We would also expect to enjoy lower
translation costs and lower attorney fees. If one were
to accept a Community patent with a full translation
réegime it is quite apparent that the number of
translations that would be required would make it
wholly unacceptable from a cost point of view. We
also regard it as important that any such patent should
be available without any omissions in the coverage of
the patent, in other words, what is known as a patent
without holes.

111. Omissions as to countries covered?

(Mr Blakemore) As o countries covered, ves, that
is right. We also finally look to a system which would
give us legal cerfainty in connection with the
enforcement of the patent. We would not want to use
a system which we did not have confidence in when it
came to enforcement, otherwise the rsk would be far
too great in relation to the opportunity that we might
have today by obtaining national patents. We do value
the opportunity to gel patents through the current
European system and the national patent offices, so we
would not seek to have a Community patent which
displaced the opportunity for obtaining patents either
through the European Patent Office or through the
national patent offices. In a nuishell then, my Lord
Chairman, those are some of the practical requirements
that we would like to suggest as making a Community
patent attractive.

112. Thank you very much, Mr Blakemorc. The
present position is that although there is not a
Community patent one can get very large coverage
through the European Patent Office. Can you tell us to
what extent United Kingdom indusiry goes for
coverage through the European Patent Office rather
than simply relying on national patents?

{Mr Blakemare) My Lord Chairman, it vanes very
much from sector (o sector, but the average appears to
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work out at approximately three or four countries to
be covered. The important thing is that you want
coverage in those countries where your markets are
largest or where you face the strongest competition. It
may be sufficiently effective in some techmical areas
such as computer lechnology, for example, to have
coverage in only three countries because the markets
in the othér countriés are not large enough to sustain
compelition that would concern you. Also that
particular industry cross-licenses to a great degree, so
the commercial importance of a patent in the small
countries is much lower. If one were o move o
another sector such as the pharmaceutical sector, then
the coverage generally speaking is wider because
individually the patenis are more imporiant in
protecting market share,

113. So there are a number of sectors, from what
you say, which would see no particular advantage in
going for full coverage or, indeed, in some cases even
for going bevond national coverage?

iMr Blakemore) That would be true if the cost
benefit, if 1 may puot it in those terms, was not
attractive. Of course, if you are given the choice at the
same cost and with the same degree of certainty of full
Community coverage or coverage only over a small
proportion of the Community, then, of course, one
would go for the broad coverage.

114. Narrally.

(Mr Blakemore) That is right, and consequently
what we are looking for and one of the requirements
that we would have is that we would look for a greater
cost benefit to make the system work.

115. Yes, but in arder to look at both sides of the
equation we have to try to form some view about; the
extent to which the additional benefits are being able
to get a Community patent covering the whole
Community, to what extent they are sufficiently
important 1o be worth paying the additional costs on
the other side of the equation. Therefore, 1 would be
grateful to gel some idea of what you thought those
additional benefits would be. As I understand it, you
said that for certain sectors there would not be any, or
not significantly, anyway?

{Mr Blakemore) Not significantly, no,

116. In theory, obviously, there are, the more the
better?

(Mr Blakemare)

117. But not significantly. Which sectors would
significantly benefit from being able to get the larger
coverage?

{Mr  Bigkemore) 1 think the chemical and
pharmaceutical  sectors particularly. My Lord
Chairman, | think that it may be appropriate if you
were 1o direct questions on that to Zeneca in particular,

{Mr Sheard) My Lord Chairman, I can speak for
the bicindustry. Very often people applying for patents
in this sector will apply throughout Europe. The
patents are of value, as Mr Blakemore said.

118. The European Patent Office nominating
every country?

Yes, that is right.

{Mr Sheard) Mostly I would say that is the case,
my Lord Chairman, yes. The advantage that we would
see from having the thing operate as a Community
system rather than the bundle of national patents that
you get out of the European Patent Office is the
certainty of uniformity of the end product: the fact that
you have the one patent that means the same and is
enforced the same way in Germany and in the United
Kingdom.

119. Yes, 1 see. Mr Nott?

{Mr Nonr) My Lord Chairman, I think that it is fair
to say that the engineering industry will also very often
find it advantageous because it may well be possible
for competitors to come into countries where you have
no protection and you would like to be able to stop
those if you could get a patent at an economical price
and enforce it

120. Right. What about Zzneca?

(Dr Smith)  What 1 would say, my Lord Chairman,
is that people will have a perception that perhaps
Zeneca is a pharmaceutical company or, indeed, a
pharmaceutical and agrochemical company, but in fact
we are an aggregate of companies and some of our
businesses in the specialty chemicals area are actually
almost of a size which is equivalent by anybody's
definition to an SME. Now it seems to me that one of
the important things for everyone to bear in mind in
this discussion is that we are not talking abour a
replacement; we are talking about an  additional
opportumity. Indeed, if the cost were such that the
actual form of protection would be available to all
types of applicants, then it would be a system that
would be used. The real point of contention, of course,
is in the costs associated with translation. No doubt
there will be an opportunity to talk about that later, my
Lord Chairman.

Chairman] Yes, certainly, thank you. Lord Borrie?

Lard Borrie

121. 1 wonder, my Lord Chairman, whether I may
ask this. I was fascinated by the average—I think that
that was the word used by Mr Blakemore earlier on
in his points, saying that the aggregate fees for the
Community patent (and I an not sure whether these
were his actual words) ought to be no more than three
times the national fees?

{Mr Blakemore) Yes.

122. Then I related that to the various industries
and the differences between, say, chemical and
pharmaceutical on the one hand where wide coverage
was needed and the computer industry where it is less
needed, and I was just wondering whether averages are
much of a help to us in this because each industry
wanting a patent for its intellectual property is going
to be different. 1 think I will finish on that point. [
wonder whether Mr Blakemore can comment further
on that?

{Mr  Blakemore) Yes, cemainly, my Lord
Chairman. [ think that cur position on that would be
that any Community palent should be attractive to all
industries and therefore if it was only made attractive
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to those patentees who had a requirement across
Europe, then it would end up as, if you like, a very
sectoral type of patent system, which we think would
be wrong. We think that it should be seen as an
opportunity to go via a different route. It should be an
altractive, viable altenative for all industries, and on
average in the discussions that we have held internally
this figure of three times the pational seems be the
point at which most companies would recognise it as
an attractive opportunity.

Chairman

123. Just coming now to the Luxembourg
convention in order not to go over familiar ground the
two main objections which have been put to us both
by yourselves in your written submissions to us and
by other wimesses are first of all the cost of
translations, which we will come to in a moment, and
secondly, a court system under which on the basis of
the national cowrt which you first get any court
throughout the Community could revoke a Community
patent with Community wide effect. Those are the two
main objections. Are there any others which you have
to the onginal system?

{Mr Blakemore) My Lord Chairman, yes, 1 think
that there are at least two more. The Luxembourg
conveniion would not have settled any difference in
patent practice in such arcas as prior user provisions
and compulsory licence procedures, and there was and
there is still the danger of a more rigorous exhaustion
regime which is something that we feel should be dealt
with in any new instrument and certainly was not dealt
with in the Luxembourg convention.

124. When you say, a more rigorous exhaustion
regime, it was explained to us by witnesses at a
previous hearing that at any rate what they had in mind
as the problem about exhaustion was that the failure to
apply for a patent in a given country might be taken
as a consent to your product being made there, with
the result that it could then be imported in to the rest
of the Community. s that what you have in mind?

{Mr Blakemore) Wy Lord Chairman, that is what
we have in mind, and what we would like to see is an
opportunity fo  write into any new  instrument
specifically a provision which would prevent that
happenstance,

125. I am sorry, [ forgot what the other one was—
oh, yes, it was about compulsory licensing. What is
the problem there?

{Mr Blakemore) The provisions are different in
different countrics and therefore if one is trying to
administer or deal with a portfolio of patents
throughout the Community one would want to be able
to envisage a closer harmonisation in relation to such
matteérs as that.

126. Yes, thank you, and then there was a third
point, [ think?
{Mr Blakemore) We had prior user.

127. Yes, prior user, and what is the problem
there?

{Mr Blakemore) The problem is that in some
countries the circumstances under which a prior user
obtains rights under a patent would be different from
one country to another.

128. Oh, I see, you mean the provision that in this
country if you made secret use of the process before
somebody else patents it you can go on doing it in this
country but not in any other country?

{Mr Blakemore) The terms under which you can
do it would be different, my Lord Chairman. [ am not
saying that you could not do it in other countries, but
the terms would be different.

129. You would have to go to their law and find
out what it was?
{Mr Blakemore) That is right, yes.

130. And you want uniformity on that?

{Mr Blakemore) Yes, | am saying that the
Luxembourg convention failed to address these points
and we feel that if we were to have a new instrument,
then we ought to take the opportunity to deal with
them.

131. May [ just make the point here that not all
members of the Committee are lawyers and the reason
why when I spoke about prior user | was talking about
prior secret user, which sounds rather strange, was
because if it had not been secrel user it would have
invalidated the patent because it would have made
something that was already publicly known. Mr
Sheard

(Mr Sheard) My Lord Chairman, 1 wonder
whether | may just interject at that point. [ think it
would be very desirable also just to stress the point
that any right of secret prior user should have
Community wide effect rather than be judged on a
country by country basis.

132. Yes, and there has been a suggestion to us
that if that were not the case it might be regarded as
an infringement of Article 30.

(Mr Sheard) | see, yes.

{Mr Noit] My Lord Chairman, on the gquestion of
compulsory licences at the moment compulsory
licenses are granted on a national basis and are
frequently limited, certainly in this country, to the
particular nation. If compulsory licences were to be
granted on a Community basis under a Community
patent, that could effectively destroy the benefit of the
patent to a small manufacturer in a single country
becatise a major competitor in another country who
had got a compulsory licence would then be able to
sell his goods throughowt the Community. It is
equivalent to the exhaustion point which was raised
earlier.

133. Thank you. Now, having dealt with those
additional points, may we come back to the main ones
and may 1 ask, what is your favoured solution to the
translation problem? Of course, you will all say
“English".

{Mr Blakemore) My Lord Chairman, with respect,
I know that one may smile at what quite obviously is
a very attractive and convenient arrangement for us to
specify English only., We envisage a procedure
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whereby one could file a patent application in any
language of the Community, but then proceed through
the stages in English only. MNow, we are in fact
comforted by a considerable degree of support from
colleagues in other countries in regard to the use of
English. The reason why is that——

134, If I may just interrupt you for a moment, Mr
Blakemore, we have heard quite a lot about this
support, and particularly the way in which it has been
put to us is that industrial interests in other Member
States would actually prefer English.

{Mr Blakemore) Yes.

135. And that the government organisations have
not actually stood up and objected to this although they
have heard this put forward. Where can we find any
evidence of this?

(Mr Nor) My Lord Chairman, may | come in on
this?

136, Yes, of course, and we will come back to
you, Mr Blakemore, 1 am sorry for interrupting, but 1
felt 1 must nail this question of where these favourable
views are to be found.

(Mr  Blakemore)
Chairman.

137. Mr Nou?

{Mr Nott) My Lord Chairman, at the hearing in
Luxembourg in the discussions on the Community
patent, which I assume you know about, a number of
organisations, including the European Employers
Federation, the Chemical Industry Federation, the
European Pharmaceutical Industry Association, the
French CBI, the German CBI and the Evropean Crop
Protection Agency, who are the people responsible for
seed growing, were all interested in the idea of having
a patent granted in English.

138. Is there a transcript of this anywhere? Did
they put in memoranda o this effect?

{Mr Noit) 1 think, my Lord Chairman, that they
will all have put in submissions and [ could try to
see whether 1 could find copies of those and let you
have them.

Chairman] We would be grateful for that because
it is quite an important point from our point of view.

Lord Bormie] We are not actually receiving
evidence directly from those bodies.

Yes, of course, my Lord

Chairman

139. No, but it would be extremely helpful if we
could get hold of thoze.

{Mr Nont) My Lord Chairman, 1 will if I possibly
caf.

140. Thank you. Mow, Mr Blakemore, back to
you?

{Mr Biakemore) That, as | explained, my Lord
Chairman, is our preferred solution and we are
pressing strongly for that. The reason why we feel
strongly about it is that the costs of translation are so
huge that as the Community expands the number of
languages, of course, will increase substantially and
the translation costs in the end would completely

swamp the system and would make it unworkable if
one were to compromise even to a relatively small
extent.

141. When you say relatively small extent, you
mean like the European Patent Office three languages?

{Mr Blakemore) Well, my Lord Chairman, we
could possibly live with a restricted regime, but we are
not hopeful that from a pelitical point of view it would
be acceptable to limit to three because the argument
would inevitably be raised, “Why not ..."

142, ™ .. us"?

{Mr Blakemore) Indeed, *Why not us™, so there is
a logic in choosing one language and it may be
politically  acceptable  because  English  is
overwhelmingly the language of science and
technology. This is not a cultural matter. 1 was
reminded this afternoon that one area where we
already use English exclusively in Europe is in air
traffic control.

143, Certainly, yes.

(Mr Blakemore) 1 think it was the Duich judge
who came to talk to us in the United Kingdom who
cited that as an example where there is no political
problem about the use of an individual language in one
area of activity. Therefore, we feel quite strongly that
English only ought to be regarded as a sirong
candidate. We feel that it would be unwise to
compromise on that.

144. May 1 ask Zeneca their view on translation
now. How much of a proportion of the cost of the sors
of patents that you are interested in is translation costs?

{Dr Srrich) My Lord Chairman, the answer to that
is partly in this document which 1 think that you have
all seen.

145. Yes, would you like to take us through that
then, Dr Smith?

{Dr Smith) Yes, my Lord Chairman, if I may. This
is a set of estimates which has been prepared in the
context of Zeneca, and Zencca’s rates that it pays for
translations in different countries. What it actually
shows is the situation al the moment with all 17
European Patent Office states, the amount that would
be paid for translations for a specification which is 30
pages long, 80 pages long and 150, against the total
costs and the assumptions for carrying out these
estimates as shown on the second page of the
document. Basically the total costs include all of the
filing fees and the fees up to the grant of the patents,
Therefore, you can see from the final columns on the
right of the table the percentage of the overall cost that
is attributable to translations, and the current example
at the moment where we have 17 designated EPC
states, leading nltimately to 16 translations, and 90 per
cenl to 98 per cent of the total cost of getting patents
in those countries will be in producing translations.

146. When you say, geiting patents in those
countries—and it is an astonishing figure—is that a
percentage of the total cost of prosecuting the patent
altogether?

(Dr Smith) My Lord Chairman, in and through a
European patent route, yes, 5o it 15 a very large figure.
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147. It does not look as though the patent agents
are getting all that much?

{Dr Smith) It does not look as though the patent
authorities are getting very much? Well, they are not
getting——

148. Nor the patent agents either?

{Dr Smith) In the prosecution of the European
patents, of course, as I said, this is a Zeneca estimate
and Zeneca, of course, employs something like 40
European patent attormeys that do this particular work
in house, s0 that cost is actually hidden from this
calculation.

149. Oh, I see.

{Dr Smith) On the other hand when you look at
the comparable costs, which 1 think we need to bear in
mind, for Japan and the United States of America, then
the attorney costs, as you rightly point out, are in there,
However, if one looks at what is actually guite an
expensive country in translation terms like Japan, you
still have nothing like the same proportion of costs
being expended in translation.

150. MNow just hang on a second. In the varous
European ones all that you have included apart from
translation is the European Patent Office fees, is it?

(Dr Smith) 1Itis all the fees which are necessary 1o
finish up with a patent in the countries that are
actually designated.

151. And they would be patent office fees?
(Dr Smith)  Yes.

152. Anything else?
{Dr Smith) Designation fees and the grant fees. It
does not cover keeping them alive for their duration.

153. No, just getting to first base.
{Dr Smith) Yes, indeed, my Lord Chairman,
exactly.

154. But everything else is in house so is not
included?

{Dr Smich) For the European process.

155. Right, then, going to Japan, you are including
a local patent agent to prosecute the patent on your
behalf?

{Dr Smith) Yes, my Lord Chairman, and we have
factored in that there will be at least two rounds with
the patent office involving official communications
which have to be handled, which is also going to add
cost, and similarly in the United States of America,

156. Does thal not make it a bit difficult for us w
compare like with like? The disparity arises not so
much on account of the different in translation fees—
or perhaps il does to some extent—but also because
of what?

{Dr Smith) Well, my Lord Chairman, they would
have to be huge artomey fees that were being paid in
Europe actually to result in this degree of discrepancy.

157. 1 suspect that that is right. but it does not
actually leap off the page.

{Mr Sheard) May 1 contribute there, my Lord
Chairman?

158. Yes, please do, Mr Sheard?

{Mr Sheard) As a practitioner earning my living
by doing this kind of thing, largely in Europe, 1 think
I know a little about what sort of costs are involved. It
would be a surprisingly complex case if it came to
£10,000 for attorney fees. 1 would say that probably
£5,000 is a more usual figure, putting it comparably
with the United States, where the figures there are
almost entirely attomey fees because the official fees
are very low in the United States. | would say therefore
that although it does change the figures a bit
translation is still the bulk of the charge.

Lord Hacking

1539, My Lord Chairman, while I can understand
the advantage for a European patent to have a single
language and 1 can also see the advantage of the choice
of the English language, not simply because | am an
Englishman but because of the universal acceptance of
the English language, and as an example you cited air
traffic control—in fact, the whole of the aircraft
industry makes 1t obligatory in the design and safety
features of all aircraft to have that written in the
English language—I| am just wondering whether there
is any position of compromise on a European patent to
limit the number of European languages to the chosen
ane, or is that not a viable option?

(Mr Blakemore) My Lord Chairman, it would be
a viable option if we could have the confidence that it
would stop there. One of our problems is that if you
subject this to a political debate inevitably a number
of countries would say, “Why not me?. with
considerable force and the logic there would be 1o
protect the interests of the local nationals in regard to
their language and, of course, the translators who
depend on that for a living, but there is no logic in the
sense that there would be in adopting English because
English is the language of science and technology
whereas Italian i not. It 15 therefore really in an
attempt to resist that political argument that we are
suggesting the English only solution.

Lard Goodhart

160. Would it not be perfectly logical to suggest
that as the European Patent Office already operates in
English, French and German the same thréee might be
applied to the Community because one could say then
that the Spanish, since they are already outside the
system, would suffer nothing by not being included in
the new system, and the French, who are no doubt the
most likely to be the most résistant, would keep French
as one of the official patent languages?

(Mr Blakemore) Well, yes, you are quite right, of
course, we would suffer no more than we do at present,
except, of course, that the present system does require
us to translate once the case has been granted, so the
English. French and German that we are talking about
are the languages that are allowed to be used in the
granting procedure. Once the grant has taken place,
then today we face the prospect of translation into
every couniry in respect of which we have designated.
What we see here is an opportunity to change that. |
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do not think that the European Patent Office would be
under much difficulty in switching to English.
Something approaching 60 per cent of all cases are
handled in English today, All the European Patent
Office staff are trilingual, so it was really in an effort
to make the Community patents more attractive than
the European patent system is today that we are
suggesting the English only solution at the grant stage.

161.  So if you want to include Spain in the bundle
of countries to which your European patent applies,
you then have to pay for translation into Spanish under
the present system?

(Mr Blakemore) We do today, my Lord Chairman,
yes, that is correct, and we would like o change that
for a Community patent. That is the prize that we are
seeking.

Chairman

162, Mr Nott?

(Mr Nott) My Lord Chairman, if 1 may also
comment, we do seem to have an opporiunity, there
does seem to be considerable support in Europe,
particularly perhaps with the French and Germans, as
I was saving, to go to English as a single language,
and it seems to me that we ought to try to seize that
opportunity if we can, because as the Community
expands so the argument of going for a single language
or 4 limited number of languages is going to become
more and more difficult to maintain,

163. We were told by another witness that if you
take, for example, Lord Goodhart's example of
translation into Spanish, in practice these translations
serve very little purpose because even the Spaniards
prefer to do it in English. How does one establish this,
how do vou find out whether it has served any purpose
or not?

{Mr Blakemore) My Lord Chairman, there are a
number of studies that have been done, in particular
the Dutch patent office because for all the European
patent applications which designate Holland the Dutch
translations are filed at the Dutch patent office and
they apparently have done siudies, so I am informed,
to see how many times these Dutch translations are
consulted. Despite the thousands which are lying there
I understand that the figures are in the order of 50 per
year, which [ think is a pretty low usage, and that is
not at all surprising because if you want information
about patents in a timely fashion you would not want
to wait until the grant has taken place and the
translations have heen filed because you would want
to look at the case at the application stage when it was
first published. In practice therefore nearly everyone
consults patent applications in English.

164, In the language of original publication?

{Mr Blakemore) Yes, that is right, my Lord
Chairman, useally in English because there are firms
such as Derwent that take abstracts of these and
publish them all in English. It is the practice of most
patent departments to  purchase the Derwent
publications and they are all searching them in
English, so the translations are serving virtually no
purpose.

{Mr Nott) Also, my Lord Chairman, there is a
report that has been prepared by the Economic and
Social Committee of the European Parliament which
suggests from their own figures that only 1 to 3 per
cent of the translations are actually consulted. It is not
clear whether those are translations oulside the three
European Patent Office languages, but 1 assume that
that is what they mean.

(Mr Sheard) My Lord Chairman, perhaps 1 may
just pick up the point that Lord Goodhart made on the
present position with the European Patent Office and
the three languages. The European patent convention
only requires the translation of claims. It is the national
statutes  that require the translation of whole
specifications, so really the present position is not
three full translations.

Lord Hacking] My Lord Chairman, may | thank
the witnesses very much, and perhaps they would
excuse me if I leave now, though it is nothing to do
with the quality of their evidence.

Chairman] Yes, of course, Lord Hacking,
Lard Goodhart
165. My Lord Chairman, perhaps | may ask

another question on translation costs, and this is simply
as somebody who has never seen a  patent
specification. You list figures for a 30 page
specification, an 80 page specification and a 150 page
specification. What is the normal figure, what is the
median figure for certification?

{Dr Smith) How long is a piece of string, my Lord
Chairman. 1 think that it depends very much on the
sort of technology that is being protected. Typically in
a chemical or pharmaceutical invention there are a lot
of embodiments of the invention, examples of possible
ways in which the invention might work, which are
included in the document. Many of these are very
detailed technical descriptions, so as a result of that
the pharmaceutical and chemical type of specifications
tend to get fairly lengthy and, indeed, I think that that
is the same in the area of biotechnology.

(Mr Sheard) Yes, it certainly is, my Lord
Chairman.

{Dr Smith) In that area there are a lot of extra
materials that need o be put in to substantiate that
there is an invention. The 30 page specification I
suppose is perhaps a very simple single chemical
compound invention or perhaps an engineering
invention, a machine, at that sort of level. Eighty pages
is probably the norm for the main high technology
industries, I would say, and that is why we have
highlighted those in bold.

Chairman

166. Biotechnological patents seem to have pages
and pages of sirings of aminoacids which presumably
are the same in any language?

{Mr Sheard) | rather hope that the translators do
not charge ws for those, my Lord Chairman.
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167. The evidence that it was suggested we might
get from these reports and so on would be invaluable,
but they would be most useful if they could show that
there was sufficient belief in going to English language
only from especially French industry or the like such
that a French ministér who proposed that this be so did
niot take his life in his hands.

{Dr Smith)  Quite.

168. Just as a general matter—not the industries
and' so on, they might be convinced already—is this
regarded as a possibility?

{Mr Nott) My Lord Chairman, if 1 may come in
on that, certainly I know that in France specifically
a great deal of the pressure towards a single English
language has come from French industry, and [ think
that they have had a great deal of influence on
persuading people there that the English solution is a
good one. As a more practical workaday example, if
you go to a meeting in Paris unless your French is very
good you will find that the meeting is conducted in
English throughout, and the same is true whether it is
an Englishman there or probably even if it is a German
and a Frenchman meeting also and similarly in other
countries.

Baroness Elles

169, 1 was just wondering whether you could tell
me why the translation costs for 80 pages for the
European Patent Office are 76,800 and the total costs,
80,300, which is a comparatively minor difference,
about 5 or 6 per cent, | think, whereas with the cosis
for Japan the difference in costs is enormous. Is the
cost of translation for Japan very much less relatively
towards the other costs that are involved in getling
patent prolection?

(Dr Smith) My Lord Chairman, [ think that the
answer o that is, indeed, that there is the cost of
actually using the attorney firm to do the work to get
the patent that is factored into that calculation which
i5 not there in the European analysis.

170. 1 was wondering why there was such a
difference.
(Dr Smith) That is the reason, my Lord Chairman,

It is the cost of the attorney fee there. These figures are
a snapshot of Zeneca's way of operating as opposed 1o
anybody else’s.

* Chairman

171, [Itis simply because Zeneca can do it in house
in Munich but cannot do it in house in Japan?
(Dr Smith) Yes, my Lord Chairman, that is right.

Lord Goodhart

172. May I just ask what is meant by the package
solution as opposed to full translation?

(Dr Smith) My Lord Chairman, the package
solution, if I may take this one, is a proposal which
the Ewropean Patent Office and various other
organisations have tried to adopt to address the whole

issue of escalating translation charges with the existing
European system and it requires there o be a
translation into all of the languages of an enlarged
abstract of what the invention is about and again, if 1
may refer to one of my colleagues for the exact detail,
also the translation of the claims into the language of
the country.

{Mr Blakemore) Yes.

{Dr Smith) Other than that, the text is one of the
three official languages of the European Patent Office,
that is to say. English, French or German.

Chairman

173. 1 should like to move on now, if we may,
from translation. May I first just take up a small point
with Mr Sheard. In the written evidence of the
Biolndustry Association it says that whatever happens
there ought w be an English translation of a
biotechnology patent?

{Mr Sheard) Yes, my Lord Chairman—why the
special pleading?

174.  Yes, why just biotechnology?

{Mr Sheard) 1 suppose that pre-eminent among the
emerging technologies biotechnology has the claim of
being almost exclusively based in the English
language. As we put in in the written evidence, my
Lord Chairman, there are a number of reasons for that,
on¢ of which is that the United States has been a
powerhouse for the orgin of the technology. The
United Kingdom's contnbution should not  be
underestimated either. The language of the technology
has emerged in English: just simply as a maiter of fact,
that is the way that it is. However, [ think that there
are probably a couple of other considerations too,

175. Isit a practical problem, is it conceivable that
anybody could put in a biotechnology patent not in
English?

{Mr Sheard)  You do see them occasionally. They
are remarkable—"Here is one not in English”, it is
worthy of comment, 1 believe, for example, the Institut
Pasteur in France, where you see references o ADN
rather than DNA. As we said in the written evidence,
if a company that is a bioscience company is not
operating in English as its first language—which [
think would be unusual, because [ think throughout
Europe they predominantly would be—then we are
sure that it would be their second language. 1t would
be inconceivable that English was not number two if
it was not number one, However, aside from being the
fact of English pre-eminence, the high value products
of biotechnology which are often health care mean that
the hioscience industry, as | indicated earlier, tends o
apply widely throughout Euwrope, so the translation
costs do hit it. For the small companies that are
involved they are large costs and the specifications
tend to be lengthy.

176. Right, thank you very much on translations.
May we just move on to the other main problem now,
which is certainty of enforcement. and that comes
down to the judicial system. Can you tell me what your
favoured solution there is?

iMr. Blakemore) At the moment, my Lord
Chairman, the favoured solution we advocate—that is,
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the Trade Marks Patents and Designs Federation—is
to have a Community patent system. We would
suggest that patent infringement is not brought within
the purview of the national court system at all. The
reasons for that | think have already been well
rehearsed in relation to the experiences that patentees
have suffered in cerlain jurisdictions already.
Consequently, what we are looking for is a cour
system staffed by experienced judges well able to deal
with the complex matters of a patent action and also
provide uniformity of jurisprudence because it is only
in a sense by bringing everything together at
Community level that we think that it would be
possible to develop rapidly a commeon jurisprudence to
the benefit of all patentees throughout the Community
and conseguently that is the system that we would
advocate.

177. If this is going to be a Community initiative
coming from within the treaty the only way to achieve
that is for your patent court to be technically a chamber
of the court of first instance, otherwise you would need
a new treaty?

{Mr Blakemore) | believe that that is nght, my
Lord Chairman, and 1 understand that since the
European Community Council has already set up its
community court of first instance under what I believe
is Article 168a of the European Treaty there is already
a power to allow it to try patent cases. That is the
information that I have been given.

178. 1 am not certain how far the statute allows
one to do this, but o be convenient o users
presumably you would not wish for every infringement
action to have to go to Luxembourg to be prosecuted
before the court of first instance patent chamber?

(Mr Blakemore) That is correct, my
Chairman.

Lord

179, How would you manage? Would you deem
the patent chamber to be sitting in London or Paris?

(Mr Blakemore) We would, indeed, yes, my Lord
Chairman. If it were convenient to the parties we
would suggest that it did sit in a country which was
appropriate o the parties to the iigation. To the extent
that it was necessary it could be made peripatetic.

180. And rights of appeal?
(Mr Blakemore) Rights of appeal we think should

go back to the European Court system, my Lord
Chairman.

181. To the Euwropean Court of Jusiice, in other
words?

(Mr Blakeimore) Yes, my Lord Chairman.

Baroness Elles

182. My Lord Chairman, [ wonder whether I could
just ask this. Under what anticle of the treaty are you
assuming that the patent question would come if you
wanted to bring matters before the European
Community court in Luxembourg?

{Mr Blakemorej 1 am advised that it is under
Article 168a of the treaty which set up the Community
court of first instance, but there is provision already to

bring certain classes of action, proceedings by natural
or legal persons, and the European Council can
determine the composition of that court, so the
European Council would have the power to provide
for this court to try patent actions at Community level.

183. So it would depend actually on the European
Council taking these measures, would it not?
{Mr Blakemore) 1 believe that it does.

184, They would have to agree that this is
acceptable according to the quantity of work that they
have in the court?

{Mr Blakemore) That 15 as | understand it, yes.

Lord Wedderburn of Charlton

185, There is a relationship to language in this
proposal, of course, because once you get into the
Luxembourg judicial structure it is my belief that no
one has dislodged French as the dominant language
for judicial discussion outside the court, but that could
be solved?

{Mr Blakemore)
yes.

I am sure that it could be solved,

Chairmean

186. What would you say—and we are dealing
here with a European initiative—as to whether there
would be any advantages in having a convention rather
than a regulation made under the treaty whereby you
have more flexibility in the court structure?

(Mr Blakemore) My Lord Chairman, 1 think that
the problem with a convention is that it is very difficult
to get any ratification of a convenlion and as the
Community expands and more countries come in it
would be necessary to get those countries to ratify the
same convention whereas the regulation would not
suffer the same disadvantages, so we would favour a
regulation for those reasons,

Lord Goodhart

187, 1 do not think that there would be a problem
with the admission of new countries because it would
be made a term of their admission that they would
ratify the convention. However, there could be a
problem with getting existing Member States to ratify?

(Mr Blakemore) Indeed, yes.

(Mr Nett) If 1 may come in here, my Lord
Chairman, I think it is worth remembering that the
Luxembourg convention for the Community patent has
now been about for 24 years without getting anywhere.
And the difficulty | know for the European convention
is that it requireés a full diplomatic conference in order
to amend it. and there is considerable lack of
flexibility, whereas if you had a regulation it would be
much easier to amend il to lake account of changing
Circumsiances.

Chairman

188. [In order to get the proposed court structure
on its feet you would need unanimily under the article
of the treaty to which Mr Blakemore refermed?
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(Mr Blakemore) Yes, indeed, my Lord Chairman,

189. Well, there is it. Has anybody else got any
suggestions on the court structure?

{Mr Sheard) There is one point, my Lord
Chairman, if 1 may. The feeling within the bioindustry
was that it would be worth perhaps paving some
attention to the body of case law that has been drawn
up over the last 20 odd years in the European Patent
Office and somehow—though we have no fixed idea
how-—integrating that into the overall structure,

190, Would it be necessary to make any formal
provision for that? On the whole 1 think patent judges
regard it as common sense to try as far as possible not
to diverge from what other patent judges are doing in
the same area?

(Mr Sheard) Yes, my Lord Chairman, I appreciate
that. It is a question possibly of seizing the
opportunity.

191, Yes.

{Mr Sheard) Here is a chance for revisiting the
system and maybe for considering some of the ideas
that have been floating around for reform of the
European Patent Office in the way that it functions,
the constitution of the enlarged board of appeal, for
example, that Sir Robin Jacob has been floating as an
idea. This would be an ideal time to consider how the
two might integrate.

192. 1 take it that it goes without saying that
nobody is in favour of the proposal in the Green Paper
that there be a split between the jurisdictions to decide
questions of infringement and jurisdiction to decide
validity and the validity goes to the European Patent
Office?

{Mr Blakemore) You are guite right, my Lord
Chairman.

Chairman] 1 see you are unanimous.

Lord Goodhart

193. We have these two major problems that have
been identified. Assuming that one of them could be
solved and the other could not—and, of course, this
could be either way—in either case would the
Community patent be s0 unattractive thal no ong
would use it or is there a possibility that the
Community patent might be used even if one of the
two objections was not met?

{Dr Smich) My Lord Chairman, may 1 speak to
that. The issue of translation is actually less important
than the issue of legal cemainty. It is still important
obviously, as | tried to demonstrate with this rough
and ready analysis, but the key to using this system is
getting a system which will provide legal certainty. If
there is no legal certainty, the large companies
certainly will not use it, and 1 would submit that the
smaller companies will not use it either,

(Mr Sheard] 1 would echo that, my Lord
Chairman. The situation where clinical trials of a
pharmaceutical might be an infringement in one
country and not in another is unsatisfactory.

(Mr Blakemore) Perhaps | may add one other
comment, my Lord Chairman. While the present

systems stay in place, which we hope that they would,
as competitor to any Community patent system if the
cost of ranslations remains so high, then from a purely
economical point of view nobody would use it.

{Mr Nott) And certainly | think not small industry,
my Lord Chairman. It would be very, very conscious
of cost.

Chairman

194. It is contemplated that both the European
Patent Office patents and the national patent would
continue to exist side by side. Everybody seems to
agree, | think, that the European Patent Office should
deal with applications for the Community patent, they
have all the expenise and so forth. Do you see any
formal relationship between Community patents and
European Patent Office patents? Should we be able to
convert one into the other?

{Mr Blakemore) My Lord Chairman, yes, we do.
Broadly speaking we think that it should be possible
to convert from a European patent 1o a Community
patent and vice versa certainly up to and including the
grant stage and possibly even later if to convert would
correct some invalidity in a Community patent.

195. ‘Then I think that it was the CBI who said that
there was a problem about renewal fees or that there
was likely to be?

{Mr Nott) My Lord Chairman, | think that the
question of renewal fees has been discussed earlier.
They are very heavy. A large part of them is now taken
by the national offices and some of it may go into
general taxation and some of it may go back to the
European Patent Office. We feel that the fees are very
much higher than they need to be, not least because
they go to a large number of patent offices. [f there
were to be a single Community patent run from a
single Evropean Patemt Office, we would hope and
expect that the fees would be able to redoced
substantially, coming down to the sort of level that
exists in America and Japan.

196. Tt was put o us by one wiiness thai in
principle it was right that the cost of patents should be,
s0 to speak, back loaded because renewal fees were
essentially a tax on a successful patent and that you
ought to use that to cross-subsidise in order to
encourage innovation the costs of applying for a
patent. Do you see any sense in that?

{Mr Nott) [ think that that would be accepted, my
Lord Chairman, but I think that there are limits to the
level of taxation that one can properly raise, if 1 may
put it that way.

197. Mr Blakemore?

(Mr Blakemore) My Lord Chairman, as a matter
of principle | think that we would expect that the
renewal fees ought to go to paying for the running of
the patent offices and that we should not be running
large surpluses which go back into general taxation. [
think that that is the key point.

198. Yes, I did hear that complaint too. Do you
see the national patent system surviving all this with
two other competitors in the field?
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What should be the relationship between the Community instrument and the European Patent Convention ?

I am afraid I cannot give a suitable answer.

Allow me to make a final remark. I do not rule out that the Luxembourg Convention will not come into effect
in the foreseeable future. A political solution to the language problem could be a stumbling block. If this were
the case there is no impediment to improving the present situation within the framework of the European Patent
Convention, especially as far as the litigation is concerned. At the moment the interested circles are prepared—
80 il seems—to accept radical measures,

December 997

Memorandum by the Hon Messrs Justice Jacob and Justice Laddie

I. The existing arrangements for the litigation of patents and other intellectual property rights in Europe are
unsatisfactory and are becoming increasingly so. The problems are:

(a) The need for parallel suits in a number of jurisdictions with the possibilities of different (and
conflicting) results in different countries.

(b) The assertion of cross-border jurisdiction by the courts of some countries (notably Holland but also
Germany and France to a much lesser extent). This problem is described in the judgments of Laddie
J and the Court of Appeal in Fort Dodge, the judgments of Laddie J in Coin Controls Lloyd 1 in
Pearce. Copies of these judgments are annexed.’

(e} The Brussels Convention was not drafted with sufficient regard to intellectual property (and probably
other parallel nghts, e.g., in defamation) in mind:

(1) It makes no sense to draw a distinction between registered rights (such as patents) and unregistered
rights (such as copyright or design right):

(ii) Furthermore, in the case of IP rights plaintiffs are able to subvert the main provisions of the
Convention. Article 2 provides the main rule—that the plaintiff must sue the defendant in his home state.
But IP nights can be asserted against a seller—and in a common market it is nearly always possible to
find a seller in a junsdiction of the plaintffs choosing. The plaintiff sues that seller and then joins in
parties from elsewhere. 5o choice of jurisdiction is in practice given to the plaintiff.

(iii) Potential defendants are increasingly trying to forum shop themselves—by starting actions for
declarations of non-infringement and revocation suits before a plaintiff starts Dutch proceedings. They
usé Article 21 to say that the court of their choice 15 first seised of the dispute.

2. The European Patent Office has become increasingly bureaucratic and slow. Moreover its dispute
resolution procedure is increasingly the subject of criticism. It is to be hoped (and expected) that things will
improve, but the position remains that it is essentially a patent office. We do not think it should be given the
ultimate say over validity as is proposed in the Green Paper.

3. [Industry will not use the Luxembourg Convention as it stands. The reasons are two-fold: inadegquate
judicial mechanisms and costs because of translation requirements.

4.  As to translation problems, these involve cultural as well as practical problems. Even with the present
gystem of the EPO the total cost of translations is estimated to be DMB00m p.a.—with European indusiry paying
DM480m of that. Pateni costs are about ten times higher for Europe than for the USA. Many continental
European companies are concluding that one should move to a single language—English. To those who say an
individual has a basic night to know what the subject of a monopoly is in his own language, large industry at
least is saying this is impractical. Moreover since validity depends upon the prior art and that art is likely to be
in English (or some other foreign language) the position that a man can ascertain his nghts simply reading
material in his own language has long been sold. Even under the present system translations are only provided
late in the day—uyet if a patent is granted rights operate from the date of publication of the application just in
the language of the original application (French, German or English).

5. We (particularly Jacob J) have entered discussions with a number of continental judges (and Mr Leardini,
of the Commission and author of the Green paper) about a way forward. In particular Jacob J has had meetings
with the president of the Federal Patent Court of Germany and Judge Brinkhof of the court of appeal of the
Hague and both of us are in discussion with Judge Willems of the court of first instance at the Hague. In addition
Jacob J has attended a meeting in Divonne of an association of the heads of patents departments of large
Euvropean Companies. The following picture emerges:

' Nou printed in this Report.
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{a) Everyone wants the trial of validity and infringement together. Although the Germans (and one or
two other countries) do it separately they do not do so for anything othér than historical or political
reasons. So the idea of a reference to the EPO when validity is attacked is a non-starter.

Industry will not use a proposed European patent unless it has confidence in the judicial system
which backs it up. The use of inexperienced judges, or procedures which are cumbersome and slow
is unacceplable to the users. They want (as they can get now) a result within a year or so.

ic) The costs must be kept reasonably low. There remains a widespread perception that particularly UK
costs are too high—partly because we still have discovery on too large a scale for some cases. In
this connection the ability to modify procedures according to the size of the case is thought to
be useful.

6. Jacob J has drafted a paper (with which Laddie J and Judge Willems have so far indicated agreement)
which it is intended to go to the Commission. The draft (a copy of which is annexed) is currently in circulation
amongst those named at the end of the paper. In the context of using existing national judges with experience
is concerned it may be helpful to have a view of what the manpower available is. England and Wales have three
specialist patent judges (a little more if one includes Chancery judges who are not specialist by experience but
are assigned). Germany has a few more (excluding the Patent Court which is concerned solely with validity).
Sweden a couple and Holland and France a few. We are not talking about a lot of judges who deal with

(b)

infringement across Europe.

7. We believe that any solution must be radical. It may well include the formation of a European Patenis
Court dealing with infringement, validity and, probably, provisional relief. It is too complicated to eover ancillary
matters such as damages, enforcement by injunction and so on.

3 Movember (997

Examination of Witnesses

Proressor Jupoe Jan Brmenor, The How Sm Huow Lapmig, Tue Hox Sm Rosm Jacos and Tue Hos Sie NicHoLas

PusmFmey, called in and were examined.

Charrman

207. Thank you for coming along this afterncon,
gentlemen, to assist us and thank you for the written
submissions which you have given us, which we have
all read. We particularly welcome Professor Brinkhof
for having come over from the Netherlands. The other
three are all extremely well-known to me and I can
introduce them to the other Members of the
Committee: Mr Justice Pumfrey. Mr Justice Jacob and
Mr Justice Laddie. Mr Justice Pumfrey and Mr Justice
Laddie are al present judges who have been charged
with the patent list in the High Court. Mr Justice Jacob
used to be but has now given himself over to more
general judicial duties. Is there anything vou would
like to say before we get down to more general
informal discussion? 1 ask you also to bear in mind
that a number of Members of the Committee are not
lawyers and are certainly not patent lawyers——

(Sir Robin Jaceb) Perhaps 1 should say
something then.
208. — =0 il is necessary not to be too technical

about these matters,

{Sir Robin Jacob) The current position in Europe,
as is increasingly becoming clear, is unsatisfactory to
the point that it is hurting European industry. The
original view that you just had national patents and
they could be litigated, and could only be litigated, in
the country concerned, and that the European Patent
Office granted a bundle of national patents with the
same rule applying once they were granied, is
increasingly incompatible with any reasonable notion

of a common market. The judicial arrangements in
different countries mean that any patentee who wants
to put goods on the market as a whole, is likely to find
difficulties in one country or another. In the case of
some classes of goods that means he does not put them
on the market anyway. The Dutch courts decided that
one way to overcome this would be to grant
pan-European  injunctions from Holland asserting
supranational powers. 1 understand from Jodge
Brinkhof that they do that as a matter of Dutch law in
part but he can explain it better. But in any event, the
existing Treaty dealing with international litigation, the
Brussels Convention, plainly was drafted without any,
or any adequate, thought as to intellectual property
nghts. Its essential provisions are that you sue in the
country where the defendant is or where the damage
occurs. Those are the two basic opiions. What the
drafters of the Convention forgot was that goods
circulate all over a market and that under intellectual
property law the seller can be an infringer. So it has
become possible for patentees to turn the Convention
on its head, find a country where they wish to sue, find
a seller there, sue there and join in everybody else
after. At present the litigation activities have
essentially been confined to Northern Europe but one
cannot expect it to stay stable under the cument
arrangements and so | suggest that this is not just an
academic question, this is a question of increasing
urgency for the whole of Europe.

208, Could you explain the significance of your
last remark, that although at present it is confined to



EURCPEAN COMMUNITIES COMMITTEE (SUB-COMMITTEE E) 55
Proressor Jupae Jan Brinknor, Tue Hon Sie Hoos Lanme, .
R Ml | 995 Tue How Sik Rosm Jacos and The Hox Sik Nichowas Pusierey Lok
[Chairman Comid)

Northern Europe—by which 1 assume you mean
Britain, France, the Netherlands and Germany—you
cannol expect it to stay stable, and what the
consequences of instability might be?

(Sir Robin Jacob) Yes. There are a number of
different possibilities. For example, one thing which
has been described as the “ltalian Torpedo™ is that the
potential defendant decides to start proceedings in Italy
for a declaration of non-infringement—if that is
possible under Italian law or Greek law—and he would
look for a jurisdiction (Italy is suggested) which is
particularly slow. He might be able to come closer than
Italy. Belgium might be quite 2 good country these
days. On one construction ai least of the Brussels
Convention nobody else is allowed to iry the case
thereafier until this is resolved, which by and large
means until the patent has expired or everybody has
lost interest in the product. So that is one real
possibility at the moment, which is the ltalian Torpedo.
Likewise, in some cases to forestall the ltalian Torpedo
people are starting applications for revocation in
national courts and you are having a game between
patemees and potential infringers. It really very much
depends on who is best advised, the patentee or the
potential infringer. Essentially, the potential infringer
has the initiative because he knows what he plans to
do before the patentee knows he has done it. 50 the
Italian Torpedo is his first option.

210,  Perhaps following on from that [ should ask
Professor Brinkhof: the Dutch courts have started to
operate as European patent courts by granting orders
which are on the face of them effective throughout the
Community. Could you describe to the Committee the
practical economic need which has given rise to the
Dutch courts assuming that jurisdiction?

(Professor Judge Brinkhof) As you all know,
substantive patent law has been harmonised in Europe.
The next step was centralisation of the grant of patents,
the European Patent Convention, and, as Sir Robin
said before, what you get is a bundle of national
patents. Nowadays increasingly palentees  are
confronted with international infringements, by which
I mean infringements of the national patents
originating from the European grant. For instance, a
company which has a patent for a pharmaceutical and
is confronted in all countries in Europe with
infringements of his rights. Of course, he could start
proceedings in every country but that s
time-consuming, it is costly, it is complicated and so
on. 5o there is a need for a more or less centralised
procedure in order to siop the infringement all over
Europe. Some clever lawyers have invented that
maybe the Brussels Convention can be used in order
1o get pan- Eumpcan injunctions and they have started

in Holland. They based this jurisdiction
on Article 2 of the Brussels Convention, that is, the
place of the domicile of the defendant, and they asked
the judge not only to forbid, to prohibit, the
infringement of the Duich patent but also of the
parallel German patent, United Kingdom patent and so
on. According to the Dutch judges so far, they think
they have the power and the jurisdiction to give such
trans-border injunctions. That has also to do with a

decision by our Supreme Court saying that there is no
restriction on prohibiting unfair behaviour wherever i
takes place, provided that the judge has jurisdiction. 1
do not think that is a point that raises very much
difficulty but difficulties arise especially when a group
of defendants is summoned before a Dutch court. The
only binding factor is that the individual defendants
infringe national patents in various countries,

211.  Are people otherwise entirely unconnected?

(Professor Judge Brinkhof] Mo, Sometimes they
are members of a concern, mothers and daughters as
we call it in Dutch, subsidiaries. There are more links
between the defendants. The Duich Court of First
Instance have said that is enough, that link between
the defendants, so we can base our jurisdiction on
Article 6 of the Brussels Convention and when we
have jurisdiction we are able to prohibit all the
defendants from infringing the national patents in the
various countries of Europe. There is another problem
and that is the problem of Article 16 and that has to
do with the validity of patents. The validity of patents
must be decided by the national courts, so a Dutch
court cannot say that a United Kingdom patent is
invalid. Does that hinder the Dutch court or not? That
15 the question at the moment. In what we call
summary proceedings, kort geding, the Dutch courts
consider whether there is a serious chance that the
patent will be revoked. If that chance is not there they
feel that they have the power to give preliminary
decisions on infringement.

Chairman] I am sorry, we will just have to wait
a moment and suspend things until the vote has taken
place,
The Commitice suspended from 4.49 pm to 4.56 pm
for a division in the House

Chairman
212. [ am sorry about that interruption. Professor
Brinkhof?
{Professor Judge Brinkhofl It is very difficalt 1o
talk about the Brussels Convention and the meaning of
the Articles.

213. [ do not think we are so much concerned with
the techmical basis of the junsdiction. What 1 am
interested in particularly is. assuming that the Duich
courts are right in taking this junsdiction then
presumably any Community count would be able to do
so and would be able to do s0 not only in proceedings
for infringement but in proceedings for declarations of
non-infringement subject to the problem of not being
able to deal, other than summarily. with guestions of
validity. What would the effect be on the Community
patent system if everyone did what you do?

(Professor Judge Brinkhof) We would have a
solution to a real problem and the problem is the
fragmented litigation and that problem would be
solved.

Lord Borrie

214. But would not the answers be different
according to which couniry the court was siluated in7
{(Professor Judge Brinkhofl  Theoretically, no,
because when we have to judge on infringement we
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have to apply the same provisions of the European
Patent Convention. In practice there are siill
differences. There are famous examples. The Epilady
case is a famous example of it. OF course, there is a
hig problem. There is no supra-naticnal judge who can
say which judge has done it well. That is a problem
and that is the reason why we are here, | suppose,
because the Green Paper suggests that we try to find a

Judicial amangement for this problem.

Chairman

215. Perhaps we could move to that now. [ would
like to discuss what is the preferred solution for a
judicial arrangement. The original one, as | understand
it, was that the national court of any Member State
should be able to deal with validity and infringement
and that the revocation of a patent by the judge of one
Member State would operate throughout the
Community. I understand that was the 1975 proposal.
The Green Paper suggests that validity be dealt with
separately from infringement and the favoured body
for dealing with validity is the European Patent Office.
Where do you go from there?

(Professor Judge Brinkhof) We have a common
view.

{Sir Hugh Laddie) First of all, let me take the
question of whether infringement and validity should
be tried separately. | think there is nobody who has
experience and expertise in the patent field who thinks
that is a pood idea. Whether you like it or not,
questions of validity and, in particular, questions of
prior art on patents affects the scope of the patent and
therefore issues of validity and infringement almost
always become intertwined. The idea of separaling
them out mandatorily does not appeal, as far as | am
aware, to the overwhelming majority of practitioners.
So it should be possible for them both to be tried
together. Then, if that is so, there is no doubt what
would be the perfect system. You can make up a wish
list. A wish list consists of an experienced Court of
First Instance with appeals going 10 a competent
appellaie court.

216. And each  having Community-wide
jurisdiction.
{Sir Hugh Laddie) And each having

Community-wide jurisdiction. The problem, it appears
to me, is that the obvious way of achieving that would
be to have, for example, a Community-wide Court of
First Instance manned perhaps on a temporary basis by
a pan¢l of judges from the varipus national systems
who have expertise in patent matters leading to a
European Court of Appeal in patent matters. The
problems besides matters of political will are questions
of cost and logistics. Let me explain quickly why [
think that is a problem that has to be faced up to. If
there were to be a Count of First Instance with
pan-European responsibility manned by judges from
the Member States ome could expect litigation 1o be
quite expensive. Either the court would have to be
peripatetic or litiganis would have to go to the court if
it was sedentary. Either of those will, of course,
involve significant costs. If you are talking about a

court having jurisdiction over all patent disputes for
the whole of the Union you are talking about a fairly
large workload and it would mean having one or more
courts available in there as sedentary or peripatetic and
the cost burden on the party would be significant, If
that happened my worry is that it would mean that
proceedings before such a Count of First Instance
would tend to be slow, it would take time to get them
on just because of the mechanics of getting your
lawyers in the right place at the same time as the
judges and so on and so forth. What would then have
to be faced is, how do you deal with emergency
applications for injunctive relief, because if you have
te wait two years for your trial you can be pretiy
certain that in many cases the patentee will want to get
in fast to get some sort of emergency relief and an
obvious thing to do is to go back to the national courts
to ask for vour emergency relief. That would then
undermine the whole point of having a pan-European
court of first instance. That drives you, | think, towards
this logic, which is that the pan- court of first
instance would have to be available enough and cheap
enough 1o be a snitable court before whom emergency
applications had w be made and 1 just see
organisational problems in achieving that, and you
have to go all the way back so that all emergency
applications have to be made by that court, otherwise
you end up with a kert geding sont of procedure in all
national courts and you end up with precisely what we
do not want, which is lawyers vying to keep the
litigation in their courts because it is good for business,
which seems to be happening at the moment. So 1 must
say | have no doubt that the best system would be
court of first instance and court of appeal, both on a
pan-European basis. I have real problems with whether
the first is possible, and if you do not have the first
that then creates immense problems for just a
European court of appeal because you would have
national courts of first instance, so you would still have
the same sorts of problems as I see we have at the
moment, having, importantly, wvery different
procedures, very different ways of assessing evidence,
in many respecis different forms of relief about what
damages you should give and so on and so forth, all
funnelling into a single court of appeal. and I can see
that causing problems. It seems to me that if you have
a single court of appeal you must then work back from
that so that the procedures in the courts feeding into it
are more or less consistent. So one way or another if
you want to solve this you are going to have to try and
impose a regime of consistency on the couns of first
instance. Finally, 1 would say this. The real problem
with having national courts of first instance, it seems
to me, is the one that Sir Robin pointed out, which is
the sort of ltalian Torpedo type of case. The real
problem is that it is very easy to be overwhelmed in a
patent dispute if you do not understand what patents
are. In particular, the bee in my bonnet is that if you
do not know enough about patents you could work on
the assumption that they are all valid becavse they
have a stamp on them, and I am afraid to say that
patent offices end up by giving patents oul in many
cases, nol all cases, when the patent is invalid and if
you end up litigating in front of a court with no
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expertise, you will end up having unjustified
monopolies and unjustified monopolies mean that you
close down parts of European industry for no good
reason,

Lord Borrie

217. 1 enjoyed listening to that remendously and
as an idealist myself I can see tremendous advantages
in what you have said. | am tempted to ask this:
reading the memorandum by yourself and Sir Robin
Jacob, there was a very firm statement against the
European Patent Office having a significant role, for,
I am sure, very good reasons, but supposing instead of
an elaborate and. to be effective, expensive and
available at all times for injunctive relief and so on,
pan-European court of first instance, you had
something in between the European Patent Office and
that—may [ call it, for simplicity’s purposes, a
judicialised European Patent Office—which might be
temporarily or for periods of time staffed by officials
and judges attached to it for periods of time from this
country and that country and the other country, so that
you had the ideal but in a perhaps less expensive form.
Alternatively—and 1 oaly thought of this after
listening to Judge Brinkhof—why cannot the countries
agree that some country, and it naturally occurred to
me that it might be the Netherlands, should be allotied
the more or less semi-permanent task of providing the
court of first instance from its competence, from its
expertise, from which appeals would then go to the
court of appeal?

(Sir Hugh Laddie) 1 can say straightaway that the
last suggestion 1 would welcome with open arms and
I would go off fishing. Actually, Lord Bormie, | do not
see that that suggestion is any different from what 1
am putting forward. Whether you call it part of the
Patent Office, whether you call it a court, does not
matter. The problems of first instance are the problems
of making sure that it is competent enough and readily
available enough and, importantly, cheap enough,
because one of the real downsides of the patent system
is that if it can only be used by big industry what will
happen is that it will be used by big industry and it
will make everybody’s life hell. So having just a body
attached to the European Patent Office, it does not
matter whether you call it a court, it does nol malter
what the manning is, you still are faced with exactly
the same problem: is it going to be available just in
one location? If so, do people have o go there,
including for interlocutory applications, or is it
peripatetic? It is all the same argument. It is a matter of
nomenclature, it seems to me, rather than substantive
difference. The problem I have with the European
Patent Office, 1 am afraid, is that it does have a very
different attitude to us in questions of evidence. It is a
tribunal which has a more relaxed attitude to evidence
than we do. Perhaps | could tell you a linde story.
Before | went on the bench 1 was asked to go out to
the European Patent Office to hear the proceedings on
a case where 1 was instructed in England for patent
infringement proceedings. The client sent me out there
to see how the eguivalemt Euvropean Patent Office
proceedings were run. It was actually an eye opener.

The advocates on each side produced from their
pockets letters from professors. The one for the
pateniee said, “l have got a letter here from Professor
so and so who says it is very easy to do this”, to which
the lawyer on the other side got up and said, “1 have
got a letter from so and so who says it would take six
months and 15 very difficult.” When that finished the
technical board of appeal said, “Now we have got all
the evidence we will go off and decide.” I think they
needed a fair amount of education.

Lord Plamt of Highfield

218. [ am one of the non-lawyers so it is going to
be a naive question. How much of a challenge will
this actually be to get the degree of harmonisation of
proceedings and remedies that would be required to
have Courts of First Instance feeding into one Appeal
Court?

{Sir Robin Jacob) It is a colossal challenge, bat I
do not think it is impossible and I think it will be
do-able if it is thought absolutely necessary. I suspect
that it is absolutely necessary,

(Sir Nicholas Pumfrey) 1 am not so confident that
that is the case. There are real cultural problems with
assimilating in some respects very different sets of
legal procedures to each other. We know on an
ordinary basis that there are some things which are
dene in other courts which we find peculiar, but there
are also underlving principles of action which in
certain circumstances all members of the Union would
find undesirable to tum up in their own legal system,
particularly in a self-contained part of that legal system
which is what it would have to be. Patent actions often
do not stand on their own. They will often be found
mixed with copyright infringement actions, actions for
registered design, unregistered design. possibly even
in this country actions for infringement of utility
models and misuse of confidential information. They
all come together. If vou are looking to have one set
of procedures for patent litigation you will end up
requiring one set of procedures across the whole field
of what is lposely called intellectual property. 1 suspect
that although this is properly a political question, my
own view is given the difficulty with the
implementation of the 1975 version of the Convention
this would be many times more difficult.

(5ir Hugh Laddie) 1 have a different view, | know
that we are all “old dogs™ and it may take some time
to teach us new tricks. 1 have no doubt at all that there
are many well gualified lawyers and judges already in
the Union who would be able o learn a new procedure
if that was what was required. Furthermore, 1 have no
doubt that with proper consultation a system which
brought together most of the good points from the
existing systems could be arrived at. 1 agree with Sir
Micholas that there is a problem with mixed actions,
but in the end it may be that yvou will have to have a
dedicated channel for patent cases and if they are
mixed with other courses of action maybe spread them
off. It seems to me that is a refinement, but 1 have no
doubt that we could work a new system if a new
SYslem was necessary.
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Chairman What would you need in the way of judges? To some
219, T wanted to ask Judge Brinkhof for his view extent it depends on how likely they are to give

because it would be interesting to have the view of
somebody who does not operate the English system.

(Prafessor Judge Brinkhof]l Tt will be difficult, of
course, but we have seen that the judges within the
Court of Justice in Luxembourg can work together
according to the same procedural rules. The Benelux
Court of Justice is another example of a court in which
judges from Holland, Belgium and Luxembourg work
together. Judges understand each other very well and
when they are forced to work together they will find
solutions. That 15 their profession, (o find solutions
for problems.

(§ir Nicholas Pumfrey) 1 have no doubt that is
comrect as far as the judges are concermed. My
difficulty is [ am greatly doubtful about whether their
political will to promote and carry through such a
fusion would be found.

Lord Wigoder

220. You talk about Courts of First Instance and
the need to cope with emergency applications and so
forth., Could you help somebody who is very very
ignorant of these matters, Very approximately how
many Courts of First Instance sitting continually would
you need to cope with what is the proposed volume
of work?

(§ir Robin Jacol) 1 have thought about that quite
a It and 1 started by working out how many judges
actually in Europe do patenis right now under the
complicated systems that we have got. The answer is
not as many as you might think, You have got the
entire English Patent Court here. In France there are
not very many judges who do patents. In Germany,
which is the principal country where validity and
infringement are split for historical and not sensible
reasons (a5 many Germans now say) those who deal
with infringement are mainly situated in Dusseldorf
and Munich. There are really about three in each place
with some appeals. The Germans have their separate
validity court. There are quité a lot of judges there,
many of whom are technical because the German
courts operate by technical input from the court itself
in the Federal patent court. You have a few very good
omes in Sweden, How many judges do you have in the
Dutch courts?

(Prafessor Judge Brinkhof)  About six or seven.

(Sir Robin Jacob) We are not talking about more
than a double-decker lpad altogether, maybe two. That
is one of the reasons why | think it may be do-able.

(Sir Hugh Laddie) 1 am sure that Sir Robin is right
that it is do-able and it is true there are not that many.
However, there is a very interesting point which is if
you look at the throughput of the English Patent Court
and compare it with the counts in the Netherlands and
in Germany there is a relationship in the number of
cases we deal with to the cost of the litigation and the
reality is that the English proceedings are still,
notwithstanding all that we try to do, very expensive.
We get through 20 or 30 cases a year. I do not know
what happens in the Metherlands, bui I can tell you
that in Germany they get through hundreds a vear.

plaintiffs what they want and how cheap the
proceedings are and how guick they are. You can be
pretty certain that if they are cheap and quick and they
give plaintiffs what they want you will get a dramatic
rise in demand.

Lord Wedderburn of Charlion

221. My mind is going back to the thread of
argument that Mr Justice Laddie put before us a little
time ago but it also relates to what he has just said. As
I hstened to that it occurred to me that a particular
problem arose when he mentioned interlocutory
injunction. 1 appreciate that one cannot from other
periods of law remove interlocutory  infningement
altogether, First of all, is that a problem in the other
courts and, secondly, is there anything he thinks we
could do about it?

(Sir Hugh Loddie) Mo, | want to make it quite
clear that when I talk about interlocutory applications
there is a reason for that, because if there is an
availability of an interlocutory application before what
it might be thought or hoped was a friendly domestic
court, lawyers will invent reasons for making
applications to that court and that is what happens; it
is not 50 much the injunction. But secondly, we
domestically have a significant problem with
interlocutories in that, for various reasons that [ do
not need 1o go into, interlocutories now are determined
apparently on a basis which has no relationship to the
strength of the party's case, We have tried to get round
that actually in the patents courl. There are very few
real bona fide applications for interlocutory injunctions
in the high court and there is a good reason for that,
which is that anybody who comes along and asks for
an nterlocutory apphication before a patent court will
have a timetable set and will be in court for a trial
within months. So in fact the interlocutory injunction
part has secured itself to an extent in this country, but
that is not the point. Interlocutory applications will still
be made if there is the availability of going to your
friendly local judge.

{(5ir Robin Jacob) For myself | do think one thing
that ocught to be taken into account is changing
technology. 1 believe that it will be possible to operate
this court sometimes without ils ever convening
except electronically.

Lard Hacking

222, It is not new in European jurisprudence to
have a court with a single procedure because that is
exactly how the Luxembourg court operates. My Lord
Chairman, | understand the difficulties of the national
courts and the different ways that patents are assessed
in different national courts, but if the agreed or
preferred  solution is  that there should be a
starting-point of a pan-European court of patent
appeal, that in itself would have to have, would it not,
the same procedures? It would also have to receive the
patent cases on the same evidential basis, because if it
did not, it would not be able to operate. So if that is
right, what is the difficulty then of working down from
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the pan-European appeal court into the national courts
so that they also have similar, if not the same,
procedures and a similar evidential basis?

{Sir Hugh Laddie) 1 have no problem with that.
What 1 am saying is that if you have a pan-European
court of appeal, that would be a necessary consequence
of it, but it means that you have to agree that there
shall be standard procedures, standard rules of
evidence and so on throughout all the Member States
in their national courts, at least in relation to patent
cases. OF course, if you leave it just like that, with
national courts dealing with first instance cases, you
still have the problem of the ltalian Torpedo. You will
still have people who will choose a tribunal, maybe
not primarily because it will get to the right answer
quickly but maybe because it gets to the wrong answer
slowly, and that is a problem. But you are guite rnight,
of course. If you have a pan-European court of appeal,
eventually you will have to have cases fed to it which
have more or less the same sorts of rules and

procedures in them.

Chairman

223, Could I ask, if you were faced with a choice
of either having national courts doing the patent
actions for the Community as a whole, with a right of
appeal to the pan-European court of appeal, would you
rather have the present system or would that be
acceptable as second-best?

{Sir Robin Jacob) It is very difficult to predict the
answer 10 that. I suspect you might be better off with
the present system. | am not sure it would really work.
I was going to draw an analogy with what happenéd
‘with the Americans. They had nine federal circuits all
operating under the same rules and procedure, with
appeals from the judge of first instance to the federal
court of appeal of that circuit, with only very limited
appeals to the Supreme Court. They found that even
operating under nominally uniform rules people were
forum-shopping all over the place with exactly the
same sort of thing: applications for declaratory
judgments and so on in an anti-patentee federal circuit.
So they found it necessary 1o creaie a special court of
appeal, but that, of course, operates on the basis of
evidence taken by whichever federal court has taken
the court of first instance under the rules which they
all understand and know. To work a court of appeal
where the system for taking evidence in the courts
below varies so widely—some countries do not have
systems for taking evidence as we know it at all—
would be very difficult. Take validity, for example, in
some places but not others the court supplies the
expertise and decides whether the patent is valid or
not. That is basically why the European Patent Office
ignores outside evidence. So that sort of halfway house
I think is not worth going for myself.

{Sir Nicholas Pumfrey) 1 agree.

{Professor Judge Brinkhof] So vyou prefer the
actual situation?

{Sir Robin Jacob) Compared with just a federal
court of appeal.

(Sir Hugh Laddie) 1 thought the question was,
would you prefer the current system to a court of first
instance set-up.

224. No, the question was, would you prefer the
current system to giving pan-European jurisdiction to
the national courts with a right of appeal to a federal
court of appeal?

(Professor Judge Brinkhof) Do you mean the
actual  sitwation under the Munich European
Convention? Do you mean that or do you mean
Community patents?

225. No, I mean a Community patent dealt with
nationally at first instance but with a common court
of appeal.

(Professor Judge Brinkhofl Yes, and the national

courts having the jurisdiction for the whole
Community?
226. For the whole Community.” [(Professer

Jucge Brinkhafl Yes.]
(Sir Robin Jacobk) 1 do not believe indusiry would
even accept it or even be interested in il

227,  Because they would regard it as too insecure?

(Sir Robin Jacob) Yes.

(8ir Nicholas Pumfrev) The confidence of industry
is crucial in this particular issue and if there is a
possibility that there is an unreliable jurisdiction with
the ability to destroy the patent right for the entire
Union, it cannot be acceptable.

{Sir Robin Jacob) Even with an appeal.

Chairman] I thought that was your position.
Lord Hacking
228. My Lord Chairman, if 1 understood the

evidence comectly, the choice is between cammying on,
unsatisfactory though it is, in our present way or
creating a unitary system both at the appellate level
and at national court level?

{Sir Hugh Laddie) Which iz undoubtedly the best
choice, yes.

(Sir Robin Jacob) But I think in my discussions—
and [ probably have more discussions except for Jan
Brinkhof with other judges—we have all been driven
to that conclusion. There is quite a dnve amongst some
of the judges to say, “All right, we had better start
drafting the rules and procedure of this system.”

229, May I ask, if you were to have your favoured
solution, how could we integrate it into the court
structure of the European Union, because there is not
a lot of room for manoeuvre without having another
European Treaty?

(8ir Nicholas Pumfrev) As 1 understand it, if you
were 1o siep ouiside the competence of the current CFI,
a further Treaty would be necessary. That seems 0 me
to be imevitahle and the preferred route. It is the
preferred route to have another Treaty to establish a
complete jurisdiction, because if that has to be done,
if I can put it this way, it has to be done properly. The
other thing that can then properly be considered is the
question of financing, because if this becomes a large
undertaking only enterprise, the patent route as a
whaole will not be doing its entire job, The position of
SMEs in this particular area must not be ignored, and
if there are to be Community-wide patents affecting
the economic activities of SMEs, it is essential that
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SMEs can afford to litigate in the appropriate courts,
because if you do not do that then the system as a
whole becomes, to use a loose term, a means of
Oppression.

{Praofessor Judge Brinkhof) Yes, 1 agree with that.

Chairirnan

230. So you would not favour what has been
suggested, a somewhat patchwork solution of adapting
a special chamber of the court of first instance to be a
patent court?

(Sir Nicholas Pumfrey) 1 think it is, as you rightly
describe it, a patchwork. The CFI is not big enough. It
would greatly have o increase in size. It is notl an
enormous court now. It is a very satisfactory court, |
understand, within ils own competence but it would be
giving it a whole——

231, Not everyone would agree with that.

{Sir Nicholas Pumjfrey) That is why I said I
understand. It is not my task to be gratuitously abusive,
but a proper court is better than an attempt to “make
do and mend” with the present CFIL.

{Sir Hugh Laddie) Once again [ think it is simply
a matter of terminology. If you could get a separate
chamber of the CFI to do whai we want it to do, then
I do not care whether it is called the CFI or not. It is
a matter of what tune it is playing to.

232. 'That is a robust pragmatic approach.

{Sir Robin Jacob) | think there are difficulties.
This actwally is a question of European Union law
outside the general question of patent law, Is it within
the competence of the Union 1o set up separate courts?
I suspect there are difficulties. There is another
difficulty with the CFI. One has to bear in mind that
one does really need a system of first instance and
quite a number of appeals. If you use the CFI for
instance you certainly could not use the full Court of
Justice as the appropriate appeal tribunal. They would
not want it.

Lord Wedderburn of Charlton

233. And they would take a very long time to
decide they did not want it?
{Sir Robin Jacob) Yes.

Chatrman

234, Speaking of appeals, would it be satisfactory
in the structure you envisage to have a single appeal?
At the moment we have two here.

{&ir Robin Jacob) Yes, very.

iSir Hugh Laddie) Depending on how the coun of
appeal works, sometimes no appeal at all.

{Sir Robin Jacobk) There is actually provision for
appeals. It is not guite clear how far that applies but
there is, under Anicle 32 of the TRIPs, the
international treaty. a specific requirement to the effect
that there must be an appeal available in the case of
revocation. Quite what that means, whether as of right
or whether only with leave, is uncertain, as a matter of
international law.

Chairman] Is there anything else that you want
to add on the judicial structure point? No.

Lord Plant of Highfield

235, Could 1 just return to something for a
moment because again [ am not sure whether I am
confused or not seeing something obvious. It seems
clear that one could have different judicial structures
built on top of a common European patent, that the
common patent does not actually absolutely require—
and there are best and least good solutions—one
judicial framework standing around it One of the
difficulties in having the harmonisation is, as you say,
the different judicial cultures and so forth in different
countries. How far would the very fact of having a
European patent, the wvalidity of which would go
through the revamped European Patent Office and so
forth, not of itself require a good deal of harmonisation
over ideas about what counts as evidence for a patent
and so forth? How far is the diversity in judicial
interpretation of patents and their defence or
illegiimacy or whatever not going to be constrained
anyway by the wvery fact that there would be a
European patent?

(5ir Hugh Laddie) At the moment we have a
European patent system with a single granting body.
The validity of patents granted through the Evropean
Patent Office can be challenged in national courts, but
the grounds are all the same, the interpretation is
supposed 1o be the same and therefore you would have
thought we should, if we have got the same ingredients
and the same cooking instructions. all end up with the
same omeletie, but we do not.

Lord Hacking

236. The eggs are different!
(Professor Judee Brinkhofl  But not in all cases.
(5ir Robin Jacob]  There are different cooks!

Chairmian

237. Can I ask you one or two other points which
you may say are outside your expertise. Of course, a
lot of the industry wilnesses have devoted their
attention to the expense of the translations which
would be required for a Community patent and there
are a number of different solutions, the most radical of
which is that everything be done in English. Do you
have any comments on that?

(Professor Judge Bﬁnﬁﬁaj} The ]anguagc problem
is extremely sensitive in Europe. Language is not only
a cultural matter but also a political and an economic
matter. | remember once during an international
seminar in Munich | proposed to reduce the languages
within the European Patent Office 10 one language and
I did not propose the Dutch language but 1 proposed
the language of technology, of business, of trade and
my colleagues regarded that proposal as a personal
insult. I was in a provocative mood, [ have to admit.
It is very very sensitive. In my view it will be an
insurmountable stumbling block.
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238. We were told, and they said we were going
to be provided with chapter and verse, that at some
conference of the industry side interested in patents
German and French industry were in favour of
adopting English. There was silence from their
respective  governmental organisations but  not
opposition.

(§ir Robin Jaceb) That is the position | have
found. | went to a conference in Brussels and people
were asking if the French would give up French. A
very sensible French patent lawyer got up and he said,
*“Dio you think in France we do not do business ouiside
France? Do you think we do not read patents in
English? Do you think we can get away without using
English™ Everybody in that conference, but then they
were professionals, said that we have to use English.
You raise an exira question which is, is it not a basic
right that this goes to human rights levels. For myself,
although that is a very emotional point, [ think the pass
was sold a very long time ago when it was decided
that the validity of a patent. whether it is new or not,
could be judged on prior art written in any language,

Lord Borrie

239. It was most interesting to hear Judge
Brinkhof's and Sir Robin's comments about what
attitudes are taken to the English language. My Lord
Chairman raised a distinction perhaps between
businesses on the Continent and the officials of
governments. Would your answer be any different if
we were talking about not reducing the languages to
one but reducing them to either five or three?

(Professor Judge Brinkhof)  As you know, within
the European Patent Office there are three languages
and [ think that would be a good solution, but we have
to realise that it is not industry that decides but the
Parliaments. | think Parliament will say every citizen
has the right to know what he can do and not do and he
has to base his conduct on texis in his own language. A
further problem is what should be translated?
Something must be translated, but what must be
translated, the application, the file history, the claims
and the description? In that field something can be
achieved. There are some proposals in the Green Paper
for reducing the costs of translations. Something must
be translated. 1 am sure no Parliament will agree with
binding texts in a foreign language.

Lord Hacking

240, My Lord Chairman, is there a direct
connection between the single language issue and the
proposal for a unitary patent system? Which would
work better, to have multiple languages or a single
language when we move forward, if we do move
forward, to a unitary patent system?

{Professor Judge Brinkhof) A single language, of
course. It is the ideal situation. We no longer have
Latin but nowadays English is the lingua franca.

{Sir Robin Jacob) Can | just give you some
numbers? The chief patent agent of AKZO, who is a
very strong proponent of a single language, says that
currently something like DM 800 million a year is

spent on translating European patents into languages
where they are granted and so on. [ do not know where
he got his research from but it was rather solid. OF that
BOO million, 480 is spent by European industry. The
general accepted figure for the amount of these
translations that actually get read by anybody is less
than three per cenl.

241,
problem.

{Professor Judge Brinkhof)  Yes.

{Sir Hugh Laddie} If you say who suffers most, it
is not actually AKZO, it will be all the smaller
companies or individuals who want to get a
community patent because for AKZO it is an
inconvenience. I suspect al the end of the day it is an
inconvenience that they will not worry about if it
means that all those small companies cannot have any
patents at all and that is what you are talking about.

It is not just a cost problem, it is an efficacy

Chairman

242, Thank you very much. You were given notice
of one or two other rather technical points, You may
feel that you wish 1o say something about them or you
may feel that there is nothing you have got to add.

{Sir Robin Jacob) You asked about the prior use
rights. I was very surprised 1o see that being raised as
an issue. So far as this country is concerned the
defence of prior use has never worked, If I am right in
a decision I gave, I think currently under appeal, it is
very limited scope. I am only agreeing with him!

243. 1 think the complaint was thal prior use
differed. Perhaps it does work in some other countries.
You then cannot export the stuff you have made under
prioy use 10 another country and that was contrary to
the spirit of the single market. That is the way it was
put to us.

{Sir Robin Jacob) In principle, yes, but only in
principle.

244, You do not think it is a practical problem?

(Sir Robin Jacob) MNo. What 1 do think is more
important is the amendment of patents, which you did
not raise. Once a patent has been granted each country
has a different system, or in some countries no system,
for amendment of the European patent, GB or UK or
Germany and 50 on. That is deeply unsatisfactory.
Although it starts off with common scope across
Europe it may not end up that way. Amendment of
patents is really quite a common procedure.

245. So they develop along different lines?

(Sir Robin Jacob) Yes. In England, for example,
you can amend the patent in the course of litigation or
you can amend it in the Patemt Office. In some
counines you are allowed to proceed on s of the
patent. | think that is the position in Holland.

{ Professor Judge Brinkhof) Partial nullity, partial
invalidity, is possible,

{Sir Robin Jacob) Some countries do not have that
at all, 1 do not know what they do about it

(Sir Hugh Laddie) 1 had a recent case where the
patentee was applying to amend his patent in the
European  Patent Office because it was  under
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7. In order to protect an invention throughout the Community at present, a separate patent has to be obtained
in each member state, either by making individual applications to national patent offices or by obtaining a single
European patent, designating each state separately, from the European Patent Office (an organisation established
by treaty which is not an EC institution) in Munich. At the moment a European patent in effect is a bundle of
individual national patents but under a Community patent system an applicant would be able to choose that a
European patent should have autonomous, Community-wide effect. A Community patent system would also
establish Community-wide litigation procedures. Thus, with such an unitary patent system:

— the management of the granted patent rights would be facilitated since thers would be no national
phase, This would also have the effect of reducing costs, for example, associated with the use of
professional representatives;

— the need to bring infringement actions in each member state would be avoided since the plaintiff
could bring all the actions before the courts of the member state in which the defendant is
domiciled; and

— the creation of a central court competent to hand down decisions on the interpretation and validity
of Community patents would offer greater legal cenainty,

8. In its first question the Commission asks if industry would be attracted towards the Community patent
system if it came into force or does the existing system of the Buropean patent and national patents meet its
needs? In this connection the Green Paper also poses the fundamental question whether the Community patent
system should be introduced by way of a regulation under Article 235 of the EC Treaty rather than by way of
the Community Patent Convention. The Green paper cites certainty about the date of entry into force and ease
of extending the system o Austrnia, Finland, Sweden and future members of the European Union as advantages
for using a regulation rather than continuing with the present Convention.

9. The Green paper identified two aspects of the Community patent system, as devised in 1989 Agreement,
which might be seen as detracting from its usefulness. The first is the cost of translations of patent specifications
into the languages of all member states. It is estimated that on average the cost of translations would be in the
region of £8.400 for each specification. The second aspect concemns the judicial arrangements for bringing a
counterclaim for revocation before a national court in which an infringement action has been started. The
Commission reports that some potential users of the Community patent system take the view that there is too
great a risk of a patent covering a termitory as vast and economically imporant as the Community being revoked
in all member states by a judgment handed down by a single national court. The Green Paper asks if these are
indeed weaknesses of the Community patent in its present form and if there are any further disadvantages.

Translations af Conununity patents

10. The Green Paper asks for views on various solutions that have been proposed over the years. These
proposals involve:
— limiting the translation requirement to the claims of the patent specification while allowing member
states to declare that the owner of a patent could not avail himself in that state of the nghts conferred
by the patent unless it is published in full in an official language of that state;

— requiring a translation of the full specification with the consequence that failure to file this ranslation
would mean that the patent would not take effect in the member state concerned;

— a package solution offering translations of an enhanced abstract of the specification at the time or
thereabouts of publication of the application, translation of the claims only when the patent is granted
and translation of the full specification before the patentee can enforce his rights in the patent;

— establishing a system of translation on demand;

— requiring the translation of an abbreviated specification containing a summary descnption which
provides the information essential to the understanding of the invention and to the interpretation of
the claims; or

— doing away with the requirement for translations altogether or reguiring translation of the claims
only.

Judicial arrangements for the Community patent

1l. The Green Paper secks views on an ammangement whereby actions for revocation of Community patents
could fall within the exclusive jurisdiction of the European Patent Office. Appeal would be to the Court of First
Instance of the European Communities and finally on points of law only o the Court of Justice of the European
Communities. Thus, contrary to the provisions of the existing Convention, national courts would not have
jurisdiction for counterclaims for revocation for Community patents.
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Fees for Community patents

12. The Green Paper supposes that the European Patent Office should be in charge of the technical operation
of the Community patent system as is already established in the Convention. It also supposes that the procedural
fees levied for European patents will likewise apply to Community patents and that the designation fee for a
Community patent would be capped so that it would not exceed the cost of designating a limited number of
member states. Under the Community Patent Convention renewal fees to keep a Community patent in force are
paid directly to the European Patent Office which then distributes a portion of this income among the states
party to the Convention. The Green Paper indicates that if the Community patent system were to come into
force as the result of a Community Regulation, the body in charge of the Community patent system should
retain all the different fees paid by users and the amount of these fees should be such as to balance the budget
of this body. With a view to reducing the cost further 1o users, the Green Paper also suggests that the patent
owner might have the option of paying renewal fees for some member stales only and so waiving the rights in
the patent in the other member states. The Commission asks for views on these suggestions for making the
Community patent system cheaper for users,

Links between the Community patent and the European patent

13. The Green Paper recognises a continued role for the European patent, particularly as the Community
gets bigger and it becomes ever more difficult for patent applicants to assess the need for the wide geographical
coverage of a Community patent, at least at an early stage in the application process. The Commission therefore
seeks views on the necessity of a link between the Community patent and the European patent, which would
allow conversion from one to the other at any time during the application process.

Harmonization of the right based on prior use or possession

14. When the Agreement relating to Community Patents was signed in 1989 the signatory states resolved to
revise the Agreement to cater for anyone who has used or possessed an invention which is the subject of a
Community patent before the patent was applied for. To date there has been no action on this matter and the
Green Paper asks if such action is necessary.

FURTHER HARMONISATION OF PATENT LAW AT COMMUNITY LEVEL
The patentability of computer programs and software-related inventions

15. Under the European Patent Convention and the national laws of member states computer programs as
such are not patentable but the case law has developed (not wholly consistently) so that software-based
inventions that constitute technical solutions to technical problems are patentable. The Green Paper asks whether
the differences between judicial precedents in the member states are causing problems and whether the exclusion
of computer programs from patentability should be maintained.

Employees" inventions

16. The rules governing the rights of employees in the inventions they make during the course of their
employment differ widely between member states. The only common thread is that |f an invention is made in
the course of the employee’s normal duties under his employment contract, any resulting patent belongs to the
employer. The Green Paper asks if the differences that exist are such as to justify harmonisation.

FormaLrmes

17. The Green Paper recognises that the different formal requirements such as regards forms to be filled in,
time limits to be observed and the format of documents to be supplied, require a detailed knowledge of each
national system. However, the Paper acknowledges the aim of the World Intellectual Property Organisation (o
harmonise requirements of this sort and questions the need for Community action in this area.

USE OF PATENT AGENTS

18. Presently applicants or their representatives are not usually allowed to deal direct from their home
member state with the patent office of another member state without having an address for service in that
member state. Thus, a single representative domiciled in one member state cannot act for his client in all matters
directly with the patent offices of other member states. In some but not all circumstances this is in accord with
mcﬁndmnmmwmimiphcnhﬁmdﬂmmpmﬁdesm&eﬁm&nﬂmhpuuhwhﬂhr
clarification is necessary.
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Examination of Witnesses

Mg Paur Harmiack, Me Grasas Jivkms and Me Seax Dexseney, the Patent Office, called in and examined.

Chairman

251. Mr Hartnack, welcome to you and your
colleagues, Thank you very much for your written
submissions and for coming along to see us this
afternoon. Do you want to make an opening statement
yourself, or would wou rather that 1 simply
questioned you?

{Mr Hartmack) 1 think it is probably easiest, my
Lord Chairman, if you move straight to guestions. You
have seen our explanatory memorandum.

252. What we have here, as il appears. is a
proposition  which ideally everyone would wani—
namely, a patent which is wvalid throughout the
Community. The question is, will it work sufficiently
well to be taken up by industry or in relation to the
existing patents in your office or national patents
granted through Munich? Will it remain a white
elephant which no one will want, principally on
grounds of expense and problems about
enforceability? Those seem to be the issues. Perhaps
by way of preliminary you might sketch for us why it
15 that ideally people want this kind of patent?

iMr Harinack) 1 think it follows as the night the
day that people would like burcaucratic systems which
are simple, cheap and easy to enforce, The difficulty
in patents and in other aspects of international property
is that effectively the state is giving a monopoly right
to applicants. That in its very nature, certainly in this
country, means that Ministers have concluded
throughout this century, and under different
administrations, that there has to be a proper search
and a proper examination of the claims of the
applicant. That, in the nature of things, means it is a
fairly long drawn-out and bureaucratic procedure. By
extension, people would like at least the efforts which
we have made in Brtain to make our procedures as
unbureaucratic as possible to be replicated in Europe.
However, that again is a problem because, of course,
we have different traditions in terms of the way in
which patemt applications are handled across Europe,
and we have a language problem and cultral
differences between our various countries, which make
it an objective which is perhaps more sought after than
likely to be achieved in the short run, | suspect that is
why our Standing Advisory Committee on Industrial
Property took the position in relation to this proposal
that whilst it was enthusiastic about the idea of a
Community patent which was hopefully going to be
cheap and easily enforceable, it wanied boih the
national Patent Office and the European Palent
Office’s existing bundle of patents to be retained uniil
such time as the Community patent had proved itself.

253, 5o the Community patent would have to
compete in the market with those two other routes?
{Mr Harinack) 1 believe so.

254, What view did you get from the Standing
Committee as to the hkelihood of its being able to
do 507

(Mr Harmack) The Community patent has been
around as a concept for 25 years. It has so far stalled
on the two problems which you identified: language
and the issue of enforcement, There have been other
issues around the margin, so that, for example, one or
two countries have been concerned about the extent
to which it would facilitate non-European companies
enforcing additional monopoly rights in Europe, but
that has not been the general view. The main problem
has been language and enforceability, and that remains
the main problem.

255. What was the original reason why the 1975
Convention failed to achieve ratification?

{Mr Harmack) As 1 say, the concept was that there
would be a unitary patent, but that it would have to be
translated into all the European languages, which
meant that some of the smaller markets in Europe,
which in several cases have relatively uncommon
languages, would have added expense by comparison
with the @ la carte system which i1s available from
the European Patent Office under the European Patent
Convention. So there was an additional problem of
expense. However, 1 believe that the view of the
Standing Advisory Committee under the original
proposal was that that was noi the main problem, the
main problem was the amangement for enforcement
which was envisaged, and that is why the current ideas
which have been floated in response to the Green
Paper are interesting.

256. While we are on that subject, do you have a
favoured system among those ideas, which you would
recommend o us?

(Mr Hartnack) 1 think 1 should preface any
remarks by saying that these are policy matters for the
Lord Chancellor rather than for the head of the Patent
Office.

257. Perhaps | could put the question slightly
differently. You are obviously very much in touch with
industry and vou have your Standing Advisory
Committee and so forth. Do you have any ideas on
what you think is most likely to be acceptable?

(Mr Harimack) Clearly the Standing Advisory
Committee would prefer a route of appeal to a single
European court. That implies, [ think, a court which
sits within the Eurcpean Union rather than within the
national Member States, though the idea of cours
within the national Member States having this
Community competence has been floated. There are a
number of interesting ideas on possible intermediate
steps one of which, for example, has been canvassed
by the patent judges in this country. It is that the
enlarged boards of appeal of the European Patent
Office might include experienced national judges such
as, for example, Sir Robin Jacob or Sir Hugh Laddie
from this country. The hope is that this would produce
Jurisprudence which European judges in general would
tend to follow, and one would get harmonisation—if [
might put it this way—by the back door. So that may
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be an intermediate step and one which is more easily
achievable than setting up a major new institution.

258, If one did that, then those patent judges
sitting on the Board of Appeal in Munich would still
be dealing only with opposition proceadings, in effect,
would they not?

{Mr Hartnack) Exactly so, yes.

259. You would still have problems as to where
you dealt with the validity of European patents?

(Mr Harmack) Yes. The view of our Standing
Advisory Commiltee is that it is important, if we can
achieve it, that both validity and infringement are dealt
with in the same forum,

260. Therefore .....

(Mr Hartnack) Quite 50. These things take time,
though, my Lord Chairman, and as 1 said at the very
beginning, it has been 25 years that Europe has been
discussing a Community patent. We have had these
two fundamental difficulties. Therefore, 1 suppose the
response I am giving you is that if in the next, say,
five years we can make some progress in an almost
informal way in this area, it will be helpful to
European industry.

Baroness Elles

261. | think you said that language was one of the
two problems which arose with regard to setting up a
Community patent system. [ think we have had quite
a lot of evidence that English is now believed to be
the possible language which will be acceptable right
across the board. Is that comect, and do you see that
as a possibility for at least dealing with that particular
problem?

{Mr Hartnack) The position is that about 70 per
cent of all patent apphications made in Europe are filed
in the English language, and 1 believe that about 20
per cent are filed in German and 10 per cent are filed
in French. It was certainly the position at the
Luxembourg hearing on the Community patent, which
was held last November, that representatives of
European industry suggested 1o the Commission—
including representatives of French indusiry—that they
would be prepared to accept English as a common
language for patenting in Europe, certainly as far as
the procedures are concemed. So the idea was that
people might file in their own language, but thereafter
all the procedures would be in English, and this would
save a lot of money. The difficulty is that that view
on the part of European industry was not shared by
governmeni representatives at the conference, and it is
my view that it remains a major obstacle.

Chairman

262, Various proposals have been put to us that if
we cannot have one language can we have three
languages, like the proceedings in the Patent Office, or
can we have only bits which have to be translated—
say, the claims rather than the whole specification—or
can we delay translation until a later stage. Do any of
those seem to you to be feasible?

{Mr Harmack) | think | would like to preface my
remarks by saying that of course it would be nice if
people could accept the inevitable logic of English!

Baroness Elles

263, It does not seem Lo be inevitable, though.

fMr Hartnack) ‘The situation is that a number of
states in Europe take the position that there is a
constitutional objection—not just patent law bui a
constitutional objection—to anything other than an
absolute and complete translation of the terms of a
monopoly granted in one’s country. Other states take
a less fundamentalist view and argue that there is a
problem in particular for small firms who might
unwittingly find themselves hauled into court for
infringing a patent for which they only had perhaps an
enhanced abstract. As far as the United Kingdom i1s
concerned, [ think we would be very happy if English
were the sole language. 1 think we would be
profoundly unhappy if English were not the sole
language and it were another one of the various
Evropean languages.

Charirmian

264.  ['was just trying to imagine what some of our
newspapers would say if some English manufacturer
were brought into court for infringement of a patent
which was available only in German.

{Mr Hartnack) Quite so. This is the difficulty. As
far as the enhanced abstract is concerned, this is an
idea which the European Patent Officer put forward.
From the point of view of patent professionals, that
would probably be sufficient. We already work with
online searches of databases which give us, for
example, abstracts of Japanese patents in English.
They are considered sufficient for us as professionals
io do our work on search and examination. The
difficulty is for small firms. 50 one has this spectrum
of constitutional objections and almost philosophical
objections in terms of the role of small firms in the
innovation  process to anything other than full
translation. If I can pick up your point, it might be that
the first step towards reducing costs would be 1o revert
to the position which existed when the Euwropean
Patent Convention was signed in 1973, which was a
three-language solution.

Lord Wigoder

265. My Lond Chairman, 1 ought to know the
answer and I do not. Would unanimity be essential for
a decision on these issues?

(Mr Hartmack) For a regulation o harmonise on
the translation issue or the legal issue, unanimity

would be required in the European Union.

266. Do you see the slightest prospect of that, in
view of what you have said?

{Mr Harmack) | think it may take quite a long
time, my Lord. There are all sorts of possibilities
which have been floated in this area, and they are all
with their different difficulties. For example, my Swiss
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colleague suggested that perhaps one might have a
club of European Patent Convention Member States
who would take, in effect, a self-denying ordinance in
one area or another. The difficulty with that, though,
is that one creates, if one is not very. very careful,
greater confusion rather than greater certainty, with
different regimes on things like translations in the
different markets in Europe. So [ believe this will take
time, Perhaps the main agent for change will in fact be
markel forces, becanse over the next ten years a lot of
new countries are going to join the European Union in
all probability, and almost all of them have a different
language. When that happens—if it happens—ithe
administrations of those countries are going lo have to
make quite a hard choice, which is whether they want
patenis in their countries which will facilitate
technology transfer nto them from abroad and
whether. if they want those patents, they will insist on
having them translated into their native tongue. If the
costs of that are going to be very high, perhaps people
will not designate the Czech Republic, the Slovak
Republic, Poland and so on. 5o European patenis will
perhaps not designate those countries, they will not
generate  renewal fees from the patems  being
enforced—which is a not inconsiderable issue as far as
national treasuries are concemed—and they will not
have the benefit of transferred technology. So it could
well be that in relation to the less common languages
in Europe—that is, not English, French and German—
there will be market pressure to go for some sort of
compromise on the language issue, but 1 am just
speculating, of course.

Chatrman

267. Is there not political pressure tw go for
something at present, as of now?

(Mr Hartnack]) Not really. The pressure is from
industry, to fry to reduce costs, 1 think the main
pressure which | have encountered over the last vear
or two has in fact been from across the Atlantic rather
than from European indusiry which obviously would
like reduced costs but has not been quite 5o vociferous,

268. What would be unfortunale is if, as a result
of the views of governments prevailing on guestions
like ftranslation, a regulation were o be passed
requiring quile expensive translation, setbiing up a
system of courts which was not regarded as altogether
satisfactory but which was a sort of compromise, and
then fresh premises were taken in Munich, they waited
for business and nobody came.

(Mr Harmmack) As 1 believe | have intimated, |
think the Commission is very much alive to the fact
that after 25 years of debate about the Community
patent mark 1, effectively the market will decide. 1
think it is seized, following the hearings in
Luxembourg, of the fact that the market wants these
things to be cheap, easily enforceable and so on. As
far as setting up a system actually to administer it is
concemned, in theory the Community system could be
administered by a new body, or indeed it could be
administered by national patent offices within a
harmonising Regulation. As a matier of practicality, 1

think we should assume it will be administered by the
European Patent Office but 1 would not expect the
additional costs 10 be incurred by the European Patent
Office to be enormous. As a member of the EPO
Administrative Council 1 would look with a very
jaundiced eye on any suggestion that there was
massive new expenditure required, because these
would be the same people who administer the patents
currently applied for under the Patent Co-operation
Treaty and under the European Patent Convention.

Lard Wedderburn of Charlton

269, [t 1s interesting looking at the idea of the
pressures that will come from new markets and states
which enter the European Union, but in the same five
o ten years oné  perhaps  should give some
consideration to other much larger markets. The
obvious examples are China and the like. Does the
imagination stretch that far in considering what we
ought to do about not just language but the whole
structure?

{Mr Hartnack) In relation to this particular
Regulation, this is very much a Community issue, and
[ referred to the couniries of Central Europe simply
because they are an important group, The Regulation
would not run to the rest of the world, The issues there
are in connection with the Patent Co-operation Treaty
where translation is required, and the only thing on the
horizon in that area is a draft Patent Law Treaty which
again 1 would not expect—subject o what Graham
Jenkins says—to have anything to say on the issue of
translation.

(Mr Jenking) My Lord Chairman, certainly there is
a Patent Law Treaty being discussed before the World
Intellectual Property Organisation. This essentially
looks at formalities and is seeking to reduce the
burdens across the world by seiting a maximum ceiling
on the formal reguirements which patent offices across
the world may require of their applicants. There has
been some discussion—as yet it is at the beginning of
discussions—as to  whether things like priority
documents should, as a matter of course, always be
translated by members of the Patent Law Treaty. As 1
say, these discussions are at a very early stage and it
would, I think, be folly at the moment to speculate as
to whether any reduction in translations would emerge
from these discussions of ideas,

Chairman

270, Following up Lord Wedderburn's question, is
there any case for a more inclusive Convention than in
the European Union?

(Mr Harmack) The position iz that discussions
take place on a regular basis between the European
Patent Office, the United States Patent and Trademark
Office and the Japanese Patent Office, under a
so-called trilateral. These are aimed more at
harmonising the formalities and the procedures of
patent offices than in dealing with these semi-political
issues. So that while they may have effects and
impacts on costs by, for example, the possibility of
mutual recognition of search results, I would not
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expect them to address issues such as translation
because they are essentially matters of national
competence.

271. Does anybody else want to take up the
question of translations any further? If not, 1 want 1o
go back to the judicial arrangements point which we
were talking about earlier. Really we had only got as
far, in our earlier discussions, as the notion of sending
Laddie and Jacob to Europe to breathe some fresh air
into the EPO, but obviously we are going to need more
than that. You said—and 1 think everybody is
unanimous—that we want a system in  which
infringement and validity are tried in the same counts,
Those courts therefore are going to be either national
courts or supranational EU counts, | understand—and
you will tell me if I am wrong about this—that one
of the points upon which the original 1975 proposals
foundered was the notion of having a national court
able to revoke a European Union-wide patent. Is it
right therefore to say that having national courts
having that power is a non-starter?

{Mr Hartnack) N depends on the amangements
for appeal.

272, You think that would be sufficient; that if one
had a common court of appeal which was held in
sufficient respect, that would allay the fears of—I do
not want to name a particular country—some national
court, which was perhaps less experienced in dealing
with patent law than another, disastrously revoking
somebody's patent?

{Mr Hartmack) My experience, my Lord
Chairman, is that that is not 50 much the risk as the
reluctance of one or two national courts in Europe o
declare that one of their nationals has infringed. That
is perhaps the area in which some form of appeal to a
supranational body is desirable. | have to say again
that really these are matters which are outwith the
competence of the Patent Office and are for the Lord
Chancellor. All I can comment on is our general
experience which, as I say, has been that there have
been problems with the enforcement of patents in one
or two European countries.

273. 'The point which has been raised with us has
been not merely the guality and, as you hinted a
moment ago, the integrity of the decision, but also the
speed of the decision. It is notorious that there are
some national systems which are not so fast, and that
if you are an infringer wanting to put off the evil day
you go to a country which is not so fast and seek a
declaration of non-intent.

{Mr Harmack) That is right. One is in the area of
Brussels where again | have heard this does not work
terribly well. One is in the area of the Duich attempts
to provide supranational injunctions. I would simply
say, in terms of the area of my competence, which s
the European Patent Office and the way in which it
works, that while major new  supranational
organisations would no doubt be an improvement on
what is available at the moment, simply injecting some
British nous into the way in which they operate and
encouraging judges from elsewhere around Europe to
participate so that there is, in effect, an enlarged club,

might have as much practical impact as something
much more fundamental.

Chairman] Thank you very much. Does anvhody
else wish to pursue the guestion of courts?

Lord Wigoder

274. If there were national couns with the right of
appeal, would the appeals be by way of re-hearing, or
would the appellant have to prove that there was some
sort of fundamental error as a matter of law before
there could be an appeal?

{Mr Harinack) After being, with apologies and
regreis, a litile unhelpful, perhaps | could say that Sean
Dennehey, who 15 the Director within our Patenis
Branch is responsible for legal matters, has tried o
analyse the various options in this area and perhaps
could talk a linle about the vanous options which ane
available in terms of whether they are appeals on
points of law or re-hearings.

{Mr Dennehey) My Lord Chairman, please stop
me if yvou feel | am going off the point or if | am going
into areas which are too detailed for the Committee.
What we have been trying to do is simply to think
about what situation might exist post a Regulation or
Convention. One does not know at this stage what
mechanism might be developed. The focus of the
Green Paper seems to be on Community patents and
the arrangements for litigating those. It is easy 1o
overlook the fact that if the views among interested
circles were to be respected, then national patents and
European patents themselves would also remain after
this Community patent watershed, and the need to
mainfain consistency would have to spread not only
across the playing field of the Community patent but
alzo Ewropean patents and national patents as well,
since obviously an applicamt could, in different
countries, have patents covering similar items. The
desiderata seem to be consistency, predictability and
speed. If 1 may pick up yvour earlier point, my Lord
Chairman, putting all one’s eggs in one basket,
whether it is a supranational court or a supranational
patent office, does not always lead to speed in these
matters. One question which one would need to bear
in mind is the ability of a supranational cournt to deal
swifily and effectively with what would be presumably
a very heavy workload if the hearings of first-instance
actions or appeals were to be directed to its doors,
particularly if it were going to be a first-instance court
which would therefore be taking the bulk of the work
from our patents courts and, of course, the
commesponding courts across Europe. The guestions of
cost and simplicity of procedure are also very
important. We have become very familiar in this
country with the proposals following Lord Woolf's
report Access fo Justice, but trying to amalgamate
within a central body within Europe the traditions of
this country and the continental traditions and the
different approaches which they bring to the hearing
of cases may present a problem which is just as great
as the one of translations.
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Chairrman

275. The European Court of Justice 15 always held
out to us as an example where they have done that,

{Mr Dennehey) Indeed, and it 15 a forum within
which judgments are produced very efficiently. It is,
on the other hand, one in which—how shall 1 put
this—it may not be most appropriately suited to the
intricacies and the arcane areas of patent cases which
can perhaps sometimes revolve around areas which are
more specific and therefore may call for a very
different approach if they are o be effectively
resolved, as compared with the greater generality of
cases which are heard by the European Court of
Justice. There is also the question, reverting to the
point which was originally asked, of whether a central
European court on appeal would admit fresh evidence,
would deal with points of fact as well as law. It has to
be a question to be considered carefully as to whether
the appeal mechanism would be effective if it were
restricted only to matters of law, since in patent actions
the two can be very closely linked. The guestion of
proportionality is one which one might want to bring
to bear also, the idea thet within the European
framework actions which were of less value—and 1
will not attempt to define what [ mean by “less
value"—should perhaps have some cut-down route by
which they were decided on the papers, as a shorthand,
with a less involved procedure, so as to reach an
outcome more cheaply and more efficiently. That is
also an area which one would need to consider, Then
moving from that, there are all sorts of points—rules
of procedure almost—which one might want to give
thought to in terms of cross-examination, evidence and
s0 forth. I do not think | need to go into the details
there. | think it would be desirable, our users would
tell us, for the court to be accessible in the same way
that the patents courts have become accessible and
judges are accessible and carry a high profile. With
that one gets down to such practical things as whether
the court would have a fixed location, be peripatetic,
prepared to hear actions in different places, if one were
locking at a central single court rather than national
courts. 1 am happy to elaborate, but [ think perhaps 1
have said enough.

276. Thank you very much, that has been useful.
A number of witnesses whom we have had have said
that they feel there is scope for further harmonisation
in patent law. Do you have any views on that?

(Mr Harmack) [t is obviously in the interests of
the unser, particularly the large user, that all the
pettifogging, bureancratic details are the same across
the whole of the world. 1 think there is a role, in the
context of the Community patent and the European
patent, for some work, for something to be done about
this, but as Graham Jenking said in answer o a
previous question, we tend to feel that it is best to
leave that to the World Intellectual Property
Organisation so that any harmonisation is truly global
as far as the detailed requirements are concerned.

277. Thank you. There was a reference to whether
it was going to be a Convention or a Regulation. On
the whole, the assumption seems to be that it would
be a Regulation if it were going to be a Community

patent. Would there be any advantage 1o doing it by
a Convention?

{Mr Hartmack) You would not need to have
everybody in it from day one. On the other hand,
though, if you do not have everybody in it from day
one, then you do not have a single-market action
covering the whole of the European Community, So it
is certainly better, we think and our Standing Advisory
Committee thinks, to stant with the idea of a
Regulation so that things come into force on a certain
day in all countnies of the European Union, and it is
very much a second best if it has to be done by way
of a Convention,

278. The European Patent Office at present, of
course, functions under a Convention and has members
who are not members of the Community. That is going
to run in parallel with the Community patent, is it not?

(Mr Hartrack) That is certainly the preference of
our users—that they should be able to choose bundles
of national patents issued by the European Patent
Dffice under the Convention, or unitary Community
patents if they come in as a Regulation or a separate
Convention, or patents 1ssoed by the EPO under the
Patent Co-operation Treaty, or indeed individual
patents taken out in individual national patent offices.

279. |[s there any mileage in having procedures
whereby you can swap from one to the other without
having to go back to square one?

(Mr Harmack) It is centainly the view of our users
again that they would like the opportunity to do that.
There may be some difficulty in the sense that, by way
of example, if someone were to choose a European
patent designating only Germany and France and then
decided at some later stage that they wanted a
Community patent covering Britain, consumers in this
country would be in a state of relative uncertainty. So
this idea would have to be examined with some care as
to what precise arrangements were made for switching.

Lord Plant of Highfield

280. Counld I follow on from that, but with a
slightly different point. 1 realise your answer to it is
going to have to be speculative, bul 1 would be
interested in your speculation. As | understand it, part
of the history of pressure for a Community patent is
perhaps a feeling that the European Patent Office itself
15 not the most efficient body in the world, in the sense
that it is time-consuming and so forth to get patents
under the existing Ewropean patent. [t does seem
shightly implausible to ask an orgamsation, which 15
itself already not efficient in terms of the time
consumed in granting patents, to operate a more
complex system under which it is granting both
Evropean patents and Community patents. It seems
rather implausible to suggest that this is going to be an
increase in efficiency. Could you say why the users
think it is going to be more efficient for the European
Patent Office to do something more complex more
efficiently than it is currently doing less efficiently?

(Mr Hartnack) This is a highly political issue. my
Lord Chairman. There are effectively two camps in
Europe and they are divided basically between those
countries which have a patents system which involves



EUROPEAN COMMUNITIES COMMITTEE (SUB-COMMITTEE E) 75

1§ April 1998]

Mg Pavt Harmiack, Mr Granast JENKING
and Mr Sean Denseney

I Continued

[Lord Plant of Highfield Conrd]

searching and examining and those countries which do
not. The countries which have a searching and
examining system are essentially the United Kingdom,
the Nordic countries, Austria and Germany and very
recently Spain. All other countries essentially have a
system which either searches but does not examine or
simply registers. The reason for the difference is
perhaps the relative difference in the cost of litigation
in the respective countries, because our common-law
tradition tends to mean that patent litigation is more
expensive in this country than it is in. say, France. The
reason why this becomes political is that those
countries which do not search or which do not examine
believe that countries like the United Kingdom should
stop maintaining national patent offices and should
send all patents to Munich and be—to use the word—
communautaire, That, as I have indicaled, poses a
practical problem for applicants, because patents in the
United Kingdom are cheap if you want a national
patent and European patents are expensive. Where this
leads one to in trying to answer your question in a
direct sense is that il is unlikely that the Community
patent, at least initially, will be amtractive to small
firms; essentially it will be attractive to larger
companics who wish to cover the whole of the
European Union—15 countries rising to perhaps 30—
in a single application. They will want to do it, perhaps
despite the language translation problems, because
they are looking for greater certainty in the
enforceability of their patents. That means they will be
prepared 1o pay. I believe it is almost inevitahle that
patents  will be expensive, because
otherwise people would never get them., People would
apply for them in such large numbers that the
European Patent Office, with the best will in the world,
would never get round to searching and examining
them because of its backlogs. 1 am just speculating, of
course, but that is the way things are at present in
relation to some of the more difficult technologies.

Chairman

281, You are on the Administrative Council. We
all know that there is a lot of complaint about delay in
the European Patent Office, particularly with
opposition procedures which seem to go on forever.
Do you know whether anything is likely to happen to
improve that?

{Mr Harinack) The position is that the European
Patent Office works in three lanzuages—English,
French and German. Ii recruits engineers who are
trilingual. There is a limited supply of such people,
particularly from the United Kingdom. The procedures
it operates are the same regardless of the technology,
so that in the most difficult technologies—electronics
and biotechnology—the EPO still insists on trilingual
cng;m and scientists. What the Eoropean Patent
Dffice is seeking to do, by a project called BEST
[Bnng;ngnnunﬂlmandScthugﬂhdﬁmto
integrate its search and examination facilities, which at
the moment are separated in The Hague and in
Munich, by allowing online electronic interrogation of
its various databases. Frankly, this is not going to be a
long-term solution if there is a massive increase in

demand. What 1 suspect may happen is that people will
switch from the existing rovtes—the European Patent
route and the Patent Co-operation Treaty roule—into
the Community patent because of their search for legal
certainty, and the net increase involved may not be that
great. If it is, then we may have a problem, and it will
be a political problem because of this division in
Europe between those who say everything should be
centralised and those who say there is no problem in
having national patent offices.

282. Is there any administrative aliernative 1o
giving the job of searching and examining the
European patent to the EPOT

iMr Hartmack) The alternative is to subcontract,

283. To you?

{Mr Hartnack) 1 would not want any subcontract
work at the moment, because our demand has risen in
the last three months and my examining colleagues are
saying that our targets are 100 draconian, But there are
offices in Europe which would be glad of subcontract
work, such as, for example, the Danes and the
Ausinans, where they have lost work as a result of the
switch of their demand to the European Patent Office.
To repeat myself, there is a major political problem in
persuading the rest of Europe to give them the work.

Lord Wedderburn of Charlton

284. Presumably they lost work because they were
inefficient in the market?

(Mr Hartaack) No, my Lord, it does not work that
way. Essenfially each patent is a national night. What
we have done by setting up the European Patent Office
is, in effect, to pool the work done previously by each
national office in Europe in considering whether
people should have patents. There are 183 Member
States of the European Patent Convention. including
all of the European Union, plus Switzerland,
Liechtenstein and Monaco. The EPO can therefore
afford to be less efficient than any national patent
office and still attract demand if applicants want to
patent their inventions in a number of Member States.

Lord Wedderburn of Charlton] That is very
interesting.

Lard Nathan

285. 1 have a related question really in two parts.
Assume that there 15 some form of Community patent,
Who will determine what is patentable? That might
divide itself under two heads. There is, for instance,
the small question as to whether an item is patentable
on ethical groands, that sort of point. The other is the
guestion of whether, for instance, the claim is (oo wide
or something of that kind, like the case which we are
concerned with, and we heard about that sort of point,
Who would make that decision? It would have to be
applicable obviously Community-wide. The second
thing which occurs 10 me is whether there is any
possibility of a difference. on that ground or in relation
to junisdiction on any other matter. between the
people—I will put it neuirally—determining these
maiters in the comtext of the Community patent and the
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people deciding it in relation to the European patent. Is
there any possibility of conflict between those two,
even though they be perhaps the same people who are
going to determine it? That seemed to me to have a
certain relationship to the guestion of whether the
Community pateni was to be created by Convention,
which would not be a part of Commumity law wself, or
by Regulation, in which case it would be. 1 am afraid
these are rather complicated questions, but they did
OCCUr 10 me.

(Mr Hartnack) As far as broad claims are
concerned, the step which | and Sir Robin Jacob and
Sir Hugh Laddie have tried to pursue, of bringing
naticnal patent judges with experience of these matters
onio the boards of appeal. should result in decisions
being harmomsed across Europe so that broad claims
should be less of a problem than they are at present.
Hopefully if one can achieve that first step in, say, the
next five years, then by the time one gets a Regulation
in this area—and in the nature of things I think one is
looking at a timescale of rather longer than five
years—then a certain amount of case law will have
been established. That is a very superficial answer to
the first part of your question, I am afraid, but 1 really
cannot see any other way of conceiving it beyond pure
crystal gazing. As far as ethics are concerned, as |
think I mentioned in another place, my Lord Chairman,
we have a problem with animals. The Biotechnology
Directive in draft as it is now and the views of the
European Patent Office’s boards of appeal as they
currently stand is that patent examiners should
somehow form a judgment on the relative benefits to
mankind of particular Conventions and the relative
suffering of, for the sake of argument, animals. That is
a very difficult job for a patent examiner to take on, it
seems to me. My own view, as someons viewing it in
the British Patent Office, is that what our office should
do is to give the applicant the benefit of any doubt and
then allow either the applicant, or those who on ethical
grounds oppose the idea of his or her being granted a
patent, to argee in front of the courts. If Parliament
then is unhappy with what the counts decide, it is for
Parliament to change the law, whereupon our
examiners would follow what Parliament said in the
new context. So hopefully one would have a fairly
circular amrangement. | can see the same situation in
relation to a Commumnity instrument in this area, in the
sense that if the Evropean Patent Office 15 taking too
broad a view on morality or 100 namow a view on
morality, then the couris, be they supranational or a
national court, would form a view on that, and
Brussels would have to produce a new draft Regulation
o rectify the situation if it was not content.

Lord Goodhari

286. Could I raise anothér question on the subject
of Convention against Regulation. We have been told
by some witnesses that the principal problem with the
Regulation is that vou cannot by Regulation set up a
free-standing Community patent court, and that that
would need either a Treaty or a Convention. [s that
correct, in your view?

{Mr Harmack) 1 have heard an eminent patent
judge take an opposite view, my Lord. Frankly, it is
such a difficult issue in terms of Community law that
it 15 something which only the Lord Chancellor’s
Department can answer, and then after a great deal of
siudy because, as I say, I have heard opposite views. 1
have heard on the one hand that it can be done and the
Regulation would allow it, and on the other hand that
it is contrary to the Treaty of Rome.

Chairman

287. If there were to be a Regulation, would that
mean that the Community would become, so to speak,
an independent wnit in  intemational  patent
negotiations?

(Mr Harmack) There is an issue of compelence
here. That again is something which Ministers will
have o look at in deciding what they prefer.

288. Can I ask you lastly about the guestion of
renewal fees. As | understand it, the EPO runs on
renewal fees, is that nght?

{Mr Hartmack) 1 have brought some figures with
me, my Lord Chairman. The position is that the
European Patent Office effectively started operating in
1978779, It grew from effectively zero to arcund
70,000 applications a vear by 1990. Demand then
stabilised for about five years. Since then it has started
growing again and demand is currently running at
about 100,000 applications a year. The EPO meceives
50 per cent of the renewal fees paid on patents granted
which are valid in whichever Member Stales are
designated. In the nature of things, since patents last
typically for about ten or 11 years, for most of its life
it has been receiving less in renewal fees than it would
have received if it had been a steady state, because it
has been growing. The effect of this is that about 30
per cent of 1ts costs are covered by renewal fees and
the rest are covered by procedural fees. The converse
1s true for national patent offices where their demand
has tended to decline over the last 20 years, though
there has been a stabilising over the last five, but they
are effectively eaming money based on patents granted
ten years ago rather than five, and they are also making
more money  because the EPOQ s increasingly
generating renewal money. So one has a very complex
situation. If I may anticipate a possible question, there
has been argument, as 1 said in answer to a previous
question, about the cost of the European system.
People have said in relation to the Community patent
that it should be no more expensive than the United
States” patent. It may be of interest to you, my Lord
Chairman, that the average cost of a European patent
until grant, | was told this afternoon by a colleague in
Munich, is 8,500 deutschmarks, which is a little less
than £3,000. This is up 1o grant which might be five
or six years downstream from the initial application.
The actual procedural cost of a United States® patent—
these are all at today's rate of exchange—for basic
filing is £470, for grant £79 and a maintenance or
renewil fee is charged at year three and a half of £629.
Comparing like with like, a US patent costs aboul
£1,900 up to grant and an average European patent






18 WRITTEN EVIDENCE SUBMITTED TO THE

WRITTEN EVIDENCE

Memorandum by The Right Hon Sir William Aldous

I am conscious that people in industry and those who actively apply for, prosecule and litigate patents are
more qualified than [ am to give guidance upon most of the specific matters raised in the Green Paper.
However there are a number of matters of general importance that 1 believe should be drawn to the attention
of the Sub-Commitles.

. The Green Paper never mentions nor considers the rights of the public as individuals.

(a) Patentlees have a number of organisations which provide advice to States and the European
Community. The public are not as well represented and I believe that care must be taken to make
sure that the public are protected.

(b) Patents are monopolies granted by the State'Community created Patent Office which are only
justifiable if they promote research etc and the dissemination of knowledge. They can restrict
competition with resulting increase in cost to the public. The Green Paper considers reform, but any
reform must be consistent with the right of the individual to carry on his business without State
granted restriction unless it be justifiable in the public interest.

{c) The Green Paper pays considerable attention to the cost of translations. Any cut back in translation
must be weighed against the need and right of the individual to know what he is prevented from
doing by a monopoly granted by the State/Community created Patent Office. Surely a person must
have the right to read in his own language what he may not do. If so, at least the abstract and claims
need to be translated.

2, The Green Paper directs its attention to the position of the Community. Industiry is concerned with
Europe and the world.

(a) The Green Paper states (page 1) “We are now wilnessing the globalization of our economies™. That
15 true and 1t will continue to happen. Despite that, the Green Paper looks at the Community rather
than how the Community can achieve the ultimate goal of global harmonisation. For example, a
Company which secks global protection has to pay at least for the Patent Offices in Europe, Japan
and the United States {0 examine the same application. 1t is expensive and requires a number of
scientists in those countries to carry out the same work. Thus acceptance of examination in one of
those countries, with registration in the others, would lead to considerable reduction in cost and
open up the possibility of further patenting by industry. This may not be achievable today, but it
and other steps to harmomsation should be on the agenda,

{b) Steps have been taken to harmonise patent law in Europe. European patent judges and officials meet
regularly to exchange ideas 5o as to improve the service given to those using the European system.
To refocus upon a Community patent system would appear to be a retrograde step.

3. Ifa solution is good for the Community, must it also be good for and applicable to Europe?

I believe the answer is yes. If so, the better solution is for members of the Community to push forward
reform of the European system. Introduction of the Community patent would produce two systems which
could diverge rather than move together.

4. Paragraph 3.1 of the Green Paper looks to the need for a unitary patent system. If that need exists in
the Community, it also exists throughout Europe.

{a) The problem of translations 15 a worldwide problem. The solution needs to be worked out by users,
bt the rights of the individual must be protected. If that requires cost, the savings must be produced
elsewhere in the system.

(b) The difficulty produced by different national courts considering the same patent is not in practice as
great as it seems in theory. The solution advocated by judges in Europe is a Evropean Supreme
Court of Appeal. This might create constitutional problems. That could be overcome by a “Supreme
Advisory Panel” which national courts could/have to consult when there is a conflict. It would be
able to deal with questions of mixed fact and law and would be staffed by the patent judges of the
national courts appointed as appropriate.

The Court of First Instance would not be a suitable vehicle as it could only deal with questions of law to
overcome potential conflict between MNational Courts. Neither is the European patent office. It has as its
primary function the granting of patents. Its legal Boards appear to be inward looking and their legal
representatives do not have the necessary qualifications to stalfl a European Court, In any case, there is need
for a body Lo be able to review certain decisions of the European Patent Office.

{c) There is a need to avoid what has been termed “The Italian Torpedo™, EIPR Vol 19, 7 July 1997—
copy attached.'

I Mot printed in this Report.
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—  As far as the promotion of innovation is concerned, is it not the case that some aspects of the share-
out system have adverse effects, particularly where the bulk of the resources is paid straight into the
general government budget and is not earmarked for activities directly linked to innovation?

— Yes,

5.2.3 Translations

Do you regard the “package solution” developed by the European Patent Office with a view to reducing
trans_latu_-::u costs as appropnate and effective? If not, why not? Can you imagine other realistic solutions,
bearing in mind that, if they were to be put into effect and to prove effective, they would have to be adopted
unanimously or by an overwhelming majority of member States?

The package solution is a step in the right direction for the EPC, but the triple solution we have proposed
above could well render the issue moot,

Memorandum by British Retail Consortium

I am pleased to submit some comments on the Green Paper. The British Retail Consortium represents 90
per cent of retailing in the United Kingdom; virtually all major retailers are members.

Retailers are not major users of the patent system. BRC does not wish therefore to respond to all the
detailed questions posed by the Green Paper, and which will be addressed by specialists, but wishes to
comment on points of particular relevance.

1. The patent system must continue to provide a flexible and cost effective system for all including SMEs
and others who do not require Community-wide patent protection. Any Community patent must co-exist
with national offices and the EPO.

2. The cost of translations proposed in the 1989 Luxembourg Convention is a major deterrent. Since the
Green paper was issued it has been seriously suggested there should be one language, English. We would
support this. Alternatively, the EPO solution of English, French and German could be used.

3. Owners of patents are unlikely to be prepared to take the risk of having them found invalid throughout
the EU because of litigation brought in a Member State with little experience of patent litigation. The
achievement of harmonisation of litigation will require:

1. A central appeal court.
2. Specialist patent courts/judges in Member States.
3. Reduction of delays 1o reduce uncertainty.

BRC notes that no substantive change to patent law, already harmonised by the EPC, is being proposed.
Retailers who stock goods which are the subject of a patent dispute may find its merits difficult to judge. They
would not wish to see any changes in:

l. The treatment of secondary infringement as a lesser offence.
2. The threats provisions as a protection for those stocking goods.

25 November 1997

Letter from Michael Burnside

I enclose some personal comments on the questions raised in your letter of 28 July 1997, Some of these
comments are not direct answers to guestions that you pose as there are submissions on behalf of professional
bodies and on behalf of individual companies which deal directly with certain questions in such a way that
my own personal view would be of no particular importance, However 1 have been familiar with the
development of the European Patent Office and the proposals for the Community Patent Convention since
their earliest beginnings and it is fair comment to say that some of the issues that were discussed with great
intensity of fecling in the early 1970s have not been considered for some time. Indeed the last serious
consideration of the Community Patent Convention was at the short Diplomatic Conference held in Lisbon
at the beginning of May 1992 and there was no very extensive consideration of the issues at that Conference.
The original of the Community Patent Convention was signed in 1975, There was extensive discussion at a
further conference in Luxembourg in 1985 and the “text” of the CPC that has been generally considered in
recent years is that which was effectively established in 1985, Many experienced practitioners have little
knowledge of the violent debate that took place in the early 1970s because this is 25 years ago.

When it was announced about a vear ago that there was going to be a Green Paper on the Community
Patent Regulation I thought that the issues that would be discussed might very much be a repeat of the issues
that were discussed in the various attempts to have the CPC adopted but I now note some very significant
changes. If one looks back a number of years it was assumed by everyone thai translations into all the
languages used by the CPC would be necessary and this represented a significant stumbling block when
individuals began to work out the cost of having a Community Patent. Equally it was thought that very high
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rencwal fees would be a difficult hurdle. Looking at some of the submissions made with respect to the Green
Paper it does seem that there have been changes in these two important issues in that we may be able to have
a Community Patent with one language only for the specification and the cost of renewal fees may not be
exorbitantly high. Thus a major stumbling block on the question of costs may be removed if a Regulation
is adopted.

One of the problems that was discussed in great length some 20 years ago was that of implied consent. The
present state of this problem as regards the European Patent is concerned is that the ECJ has recognised that
a failure to file a patent in one Common Market country is not an implied consent to the manufacture of those
goods in that country and their circulation throughout the Common Market (i.e. to other countries where
patents have been taken out), This used to be the “holes in the basket™ problem and the Commission used to
“threaten™ that if companies did not take out patents thronghout the European Union then the end result
might be that goods would flow freely from an unpatented country to a patented country. Of course, the form
of the Communily Patent Regulation has not even been proposed but I am sure it will provide for possible
conversion to independent patents at the grant stage. It has to be made elear that any new Regulation does
not provide that such an act does not mean there is any implied consent to the manufacture of goods in a
country where no patent was taken out.

In the early 1970s there was much discussion on the permissibility of granting an exclusive licence for part
of the Common Market. It was generally considered that the Maize Seed case made it clear that the European
Court of Justice thought that partial exclusive licensing was possible.

Article 42 of the 1989 version of CPC states that a Community patent may be licensed in whole or in part
and that a licence may be exclusive or non-exclusive, It corresponds to Article 43(1) of the original 1975 CPC.,
It might be thought strange that a CPC should include such an Article as in 1992, it was a statement of the
obvious as indeed it is for the patent laws of most countries. However the situation in 1975 was very different
and the EC Commission was so disturbed that the Fifth Report on Competition Policy included the
following passage:

“A Community patent may be licensed in whole or in part for the whole or part of the territories in
which 1t 15 effective. A licence may be exclusive or non-gxclusive”, Article 43(2) continues; “The
rights conferred by the Community patent may be invoked against a licensee who contravenes any
restriction in his licence which is covered by paragraph 1.”

In the course of the deliberations on the Convention, the Commission stated that the grant of an
exclusive licence may fall within the scope of Article 85(3). The Commission was not able to give its
approval to Article 43(2).

A clause in a contract prohibiting a licensee from supplying the territory of another licensee may
be taken to be within the prohibition in Article 85(1), and qualify for exemption only if the tests of
Acrticle 85(3) are satisfied, and then only for a limited period.

The Commission has recently expressed its view in its decision of 2 December 1975, in ACQIFP v
Beyrard. 1t will be for the Court of Justice of the European Communities to resolve this difficulty
in the final instance.

It seems now clear that a series of patents granted under the European Patent Convention (that is national
patents) can be licensed in an exclusive way for parts of the Common Market.

It should be made clear that in any Community Patent Regulation that a partial exclusive manufacturing
heence 1s possible, Of course there 15 a significant legal difference in saying that a Community patent may be
licensed for part of the Common Market and a contractual agreement where different national patents in the
Member States are licensed to different parties. 1 do not propose 1o deal in this personal letter with the subject
of “exhaustion of rights” at any great length. [ am sure that this has been dealt with separately in submissions
made on behall of different organisations. However as the doctinne of exhaustion of rights is not more than
25 years old in Community law some observations may be helpful. In the early cases from the European Court
of Justice it was assumed that their decisions dealing with exhaustion of rights in respect of one form of
intellectual property would apply equally to other forms of intellectual property. The later cases draw
distinctions and it is now very clear that exhaustion of rights with respect to trade marks and patents present
different legal problems. The case law of the European Court of Justice makes it clear that “European” law
does not recognise international exhaustion as applied to goods entering the Common Market. As discussions
of international exhaustion are becoming increasingly common it should be made clear in any Community
Patent Regulation that there has been no change in Community law, Of course, ifl there should be
developments within the case law in the next few years that mean that international exhaustion is recognized.
this last observation will no longer be true.

3 February 1998
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Memorandum by Professor WR Cornish, University of Cambridge
Q:1: What is the value of patents to UK industry?

UK industry is widely considered inventive. It may be less good at turning its ideas into successful
commercial products. The patent system exists to encourage industry, and its academic and other
collaborators, to undertake the tasks of initial research and subsequent development. The UK patent system
can only offer them encouragement in its own territory and often the prospect of foreign patents is more
important.

Itis difficult to show any simple correlation between the patents which UK industry obtains and the profits

earned from innovative products. Many other factors are at work. Nonetheless patenting plays a significant
role, particularly in three ways:

(i) Patents offer the lucky few a lottery-like chance to make very substantial monopoly profits, This
happens when the patented invention replaces all previous alternatives on the market. More
frequently a patent gives more limited protection against imitative products and processes which
embody the invention. This in its turn can be of considerable value in gaining a market share.

ii) Patn;nts give a reasonably certain legal basis for the transfer of novel technology to licensees, around
which the contractual conditions for an acceptable collaboration can be organized. More and more,
enterprises are being valued by reference to their patent and other IP portfolios.

(1i1) Patents provide the relevant industry with early information about new developments, and indicate
where further information about inventions and associated know-how can be obtained.

The patent system can appear cxpensive, distracting and hard on those who do not win the research race,
However, industry worldwide regards it on balance as a good thing (provided it is kept within cautious
confines) and uses it increasingly. It is a useful rertium quid, operating between the extremes of looking to
Fmgd:lmt for inmovation support and allowing unfettered borrowing of technological information by

ree-riders.

The value of the patent system in the UK is not just to those British companies who take advantage of it.
Patents operate in a given country as a stimulus not to researching there but to marketing there. If there is a
valid UK patent, an innovator may provide his product or process to the British user or consumer (albeit at
a price) where otherwise he might confine himself to countries where he has adequate protection. It is
important to evaluate the patent system with this consumer perspective in mind.

0Q.2: What purposes do the present patent sysiems in Europe serve for the UK?

The imtroduction of the EPO granting procedure in 1978 created machinery for gaining patents which
works in competition with the national patent offices. The EPO has been successful in attracting business,
and UK enterprizes are regular users of its services. From a single application, they may acquire standard-
form patents in up to 18 jurisdictions, of which Switzerland is now the only major territory outside the EU.
This success has much to do with the convenience of the system for non-EC industry, particularly that of the
US and Japan. Successful it may be, but it is much meore expensive, in terms of official fees, than the patent
systems of those countries, and significantly fewer patents are granted by the EPO.

The national offices continue with reduced business, partly to satisfy small-scale inventors whose
expectations are confined to their home markets, and partly as preliminary staging-posts for EPO
applications. Their official fees are each lower than in the EPO, but that factor does not make a crucial
difference. Most inventors who want coverage in more than one or two European states may well spend less
on professional advice if they use the EPO route and may benefit considerably from deferring the costs of
translation.

It must be questioned whether there is sufficient justification for continuing the British and other national
patent systems after another decade or so. The answer, however, will depend in part on how efficient and fair
the European system can become. At present, the EPO system attracts many complaints about its slowness,
costliness (despite the recent fee reductions) and legal complexity. The last objection arises from the lack of
any judicial hierarchy bringing together the EPO tribunals and the courts of the Member States. This is a
fundamental defect which must be remedied in any new deal for European paténting.

Q.3: What would be the main advantages and disadvantages of patent protection covering the whole
Commumnity?

Within a common market, the major intellectual property rights should be granted for the whole territory
on a common legal basis. An industry can then know what innovative ideas it may and may not initiate and
build upon. Federations such as the US and Australia, which operate as free trading units, grant patents for
the whole country. It ought to be the ultimate aim of the EU to establish a Community patent system under
which unitary patents for the entire Union are the only form of this protection.

The UK should share this vision, while recognising that at the moment it looks a long-lerm prospect and
one which can only be reached in stages. Others close to daily practice before patent offices are better placed
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than | am to emphasise the need for speed and efficiency in the granting of Community patents. They are also
better able to judge which of the solutions to contentious issue of translation costs should be adapted.

I would stress four crucial elements in any future system:

(1} The present requirement of pre-grant examination should remain an essential element of the scheme,
Europe should not be smothered in patents of dubious validity. The early history of our system
demonstrated how serious their nuisance value can be. There should be no introduction either of
deferred examinations or of a “second tier”, short-term right (be it a petty patent, a utility model
or whatever) at either the EU or the national level, which would allow grant without prior
examination. Such rights exist in various forms in other EU states and are proposed for the whole
territory as an aid particularly for SMEs, Their chief danger is that they will be used by the
sophisticates of industry to obtain grants under the petty patent with wide, but untested, claims.
This will screen the invention from imitation until a full patent can be oblained, should that be
warranted by commercial success.

(ii) The juridical scheme for the granting of Community patents and the determination of infringement
and validity after grant must be brought together in a hierarchy of tribunals. The judicial pyramid
should also cover European patents for individual states, so long as they continue to be granted
under the present system. The structure must have at its head a court of final appeal with power to
settle issues of law in a definitive manner.

Tribunals dealing with patent disputes are difficult to establish in a way which commands respect.
The centrality of technological issues requires judgment either by experts in the particular field or
persons with considerable experience of technology more generally. Equally, the patent system
depends upon an elaborate balance between courts which apply the law on infringement and
validity after grant and examiners who handle applications in the light of interpretations of the law.
Between them is a symbiotic relationship which requires experience to appreciate.

Accordingly it seems desirable that the ultimate tribunal should be composed of judges who have
considerable legal, administrative and (as far as practicable) technical experience of patenting’.
Since such judges are difficult to find, there may have to be a period in which the tribunal has a pool
of part-time members drawn from national judiciaries.” That would allow for a degree of
experiment, and it would have some of the flexibility associated with chambers of arbitration. In the
longer term, however, it must be doubted whether such a body would be cohesive enough to
establish an acceptable reputation.

(iii) It should not become part of any Community patent judicature that the determination of patent
validity in the post-grant phase should be reserved for an extended Opposition-cum-Revocation
Division of the EPO (and the Appeal Boards above that Division) while questions of infringement
should be tried in national courts. The German preference for such a division of functions is not
universally shared even in that country and has in some degree been modified by case-law there.
Apart from delays, the questions raised by novelty and obviousness in the light of the prior art are
mirrored by questions of infringement in the light of the patent. It is vital that a single court should
be able to consider the parallel issues side-by-side in order to reach a balanced judgment of the
merits overall,

(iv) The Community patent should not be introduced on any partial basis which would undermine its
unitary effect througout the whole EU territory. Intellectual property rights are a complex and
arcane subject for people in industrial, commercial and financial life. If the ELl cannot move
towards clarification by introducing unified rights and seeking to displace the alternative of patents
granted by national offices it should not intervene at all. Territorial divisions within the EC would
only make for further complications. This would equally be true if renewal fees could be paid only
for certamm Member states.

Qs. 4-10: Would the Luxembourg Convention system be used? What are its weaknesses or defects? Should there
be further Commumity action, including conversion of the CPC into an Article 235 Regulation? Whar
implicarions would there be for national patents, at the international level and in relation to the EPC?

If some seltlement of the translation issue can be found which does not impose heavy financial obligations
on those holding Community patents, there would probably be substantial use of the CPC. This would
obviously be greater, if the grant from the EPO were to lead only to a Community Patent; if, in other words,
Member States surrendered the option (under CPC Article £1) of receiving national patents in designated
Member States from an EPO grant.

¥ This in turn implies that neither the Court of First Instance nor the Full European Court of Justice ane suited 1o hearing patent
appeals regularly. The possibility of making the patents appeal court a special chamber of the Court of First Instance should
certainly be kept alive.

! The proposal of Sir Robin Jacob that national judges should be included among the legal members of the EPO Enlarged Board
of Appeal is an attractive short term measure, and one which can be achieved without new Iegislation. It would also try out the
possthility of a mixed panel in advance of more radical changes in the system as a whole.
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As to languages, there is an evident case for adopting English as the one language for European patents,
at least until litigation is imminent. Equally there seems no way in which the British can press the case for it
without inflaming national susceptibilities.

Proceeding thus far, however, would leave the EU in the grip of unsatisfactory half-measures, making it
difficult to progress towards the goal of a single, unified patent system for the whole territory. The national
systems would remain. Although they offer an alternative to the EPO granting system, it is only on the basis
of a skewed competition. This is the result in particular of the division of renewal fees between the EPO and
EPC States. Yet this subsidisation is unlikely to disappear as long as the Administrative Council of the
European Patent Organisation is constituted in its present form. Under the Luxembourg Convention as it
currently stands (Article 20) a similar support system is envisaged through a national EPO division of renewal
fees from a Community Patent. This equally is undesirable.

The case for placing the European patent scheme, operated through the EPO, under the EC Treaty through
an Article 235 Regulation seems constitutionally justified in the light of the ECJ's decisions in Opinion 1/94
and Case C-350/92 (Spain v Council). As the means for altering authority over the future European patent
system, and for placing it under an acceptable management structure, such a Regulation seems the only
sensible way forward. One consequence would be a simplification in Europe’s dealings in patent matters with
the rest of the world, whether this consists in the negotiation of treaties at the international level, or the
conduct of discussions with major trading countries, such as the US and Japan.

It would, however, be a root-and-branch reform of patenting in the EU, and it should therefore be
undertaken only as part of a plan to secure a single, unified Community patent, operating with a properly
structured judicial hierarchy. Lesser measures, which do not accept this objective, may as well be tacked into
the present patchwork arrangements. While the questions of detailed law raised in the Green Paper
(patentability of computer software, employees’ inventions law, etc) would be tackled in an orderly way once
a new Regulation was in place, further discussion of them does not depend on such a fundamental change.
In any case such issues are not of front rank urgency for the system as a whole, and they are mostly
contentious. They, like many other things, can be looked at as 1ssues for the harmonisation of national laws,
or possibly for revision of the EPC (or both). They should certainly not be allowed to become a distraction
to the present essential debate.

A proposal to place the EU patent system entirely in the hands of Community institutions will add
substantially to those institutions as a whole. As so often, what scems appropriate at the particular level, is
likely to raise large controversies over the political future of the Union in general. In the end a balance has
to be struck pragmatically. It has been my purpose Lo stress the benefits of a unified approach to patenting
throughout the European Community. Patents are intended to operate at the heart of productive industry
and so are part of the economic lifeblood of that Community. They represent a policy choice, now much
affected by the understandings of the world trading system. about how to stimulate inventiveness and
investment in innovation. That choice having been made, the operating scheme should be as efficient, cost-
effective, and clear to industry as a whole, as can be attained. The present admixture is too complex and legally
insecure; and in parts it is slow and expensive. The moment for radical change is now.

Memorandum by Mr T L Johason of Edward Evans & Co

1. SUMMARY/COMMENTS

(i) Itis to be noted and applauded, that entry costs into the European Patent applications under the EPC
have been lowered by the EPO, and some have been deferred, (Decision of the Administrative Council,
entered into force 1 July 1997).

(ii) It should also be borne in mind that at present there are various routes for protecting innovation in
Europe:

{a) by National patents, granted by National Patent Offices;

(b) by a European patent, by way of the European Patent Convention (EPC), gra_nlod by the European
Patent Office (EPO). This procedure provides for a central application procedure which on grant leads 1o a
bundle of National patents. These patents have an identical description and claims of identical scope;

{c) Petty patents or Utility Models, available currently in some Member States, and the subject of a
Directive being drafted by the Commission;

(d) the Community Patent Convention (CPC) (Luxembourg Convention), which wuu]d provide a single
unitary patent throughout the Community. It is not yet in force, for reasons set out clearly in the Green Paper
under response, namely the requirement to provide translations of the patent in all languages of the
Community, and the risk of revocation, Community-wide, by a Mational court unskilled in patent law;

() Tam and always have been an advocate of flexibility in any system connected with intellectual property
rights, not least the patent system. Consistent with this view, I am a strong supporter of the need for the
continued existence of strong National Patent Offices, to fulfil the needs of single or lone inventors, small
business and 1o cater for the fact that economically, it is often the case that industry, whether big or small in
economic terms, often requires protection in only certain territories. Indeed, it is my experience in serving the
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needs of my clients, who in size extend over the whole spectrum of economic size, that industry seeks
protection in particular countries because protection is required in those countries. If a particular country
does not have a sound manufacturing base, or if there is no need for a product in a particular country (eg two
snow chains for automobiles in Greece) protection will not be sought there for a particular invention.
Licensing or technology transfer considerations will not in such a case enter into a business decision of a
particular client, saving that the expense of an application will be saved in that country. It is the lack of a
commercial need (in a particular country) which results in a failure to patent there, and not the reverse,
namely that no patent resulls in a lack of commercial need (or technology base) in the particular country;

(1) lalso advocate, i addition to flexibility in a patent system, the accessibility of such systems to all classes
of users, as rapid a grant as possible, and certainly of protection, which in my view would need harmonisation
of interpretation of patent law through harmonisation of judicial procedures in Europe;

(g) One way to encourage transfer of technology, and to reduce costs for SME's would be to simplify
transfer of IPRs. 1 would urge on the Commission the benefits to SME's of streamlining procedures on
recording transfer of IPR’s and elimination of Stamp Duty. The cost and administrative burden thereby
removed would enhanee the competitiveness and innovative ability of SME’s and accordingly would urge the
Commission to study easing of these regulations.

2. With the above general comments in mind, I have the following general comments on the Green Paper.

{(a) The main topic of the Green Paper is the possible introduction of a Community Patent System. I believe
that a Community Patent System with appropriate provisions would be of benefit to certain sectors of
industry, provided that its use were not made mandatory within the Community, that it would coexist with
the existing Wational and European patent systems to allow users the maximum of flexibility, particularly
SME’s, and that it is a truly independent instrument which is not merely an “amended™ EPC.

(b) It must first be established what is meant by a Community patent. A Community patent in my view
must be granted for the whole Community, give the same protection throughout the whole Community and
remain valid over the whole Community. This would rule out proposals in which, for example, an applicant
could decide not to bring the patent into force in certain Communitly States or bring the patent into force
later in certain Community States than in others. Further, 1 am of the view that the existing European and
National patent systems (possibly refined and improved) are more appropriate to applicants who do not
require protection throughout the whole Community,

(¢} Furthermore, I think that there should be maximum flexibility in permitting the transfer of applications
and patents between the National and European patent systems, and any future Community patent system.

Thus, if an applicant for a Community patent were to decide that he no longer required protection in all
Community States he should have the opportunity of converting the Community patent application to a
European patent application, though a time limit for such conversion might be needed, say two or three years
from grani. Likewise, if during the prosecution of a Communily patent application or even afier grant of a
Community patent an item of prior art were discovered which affected the validity of the claims in only a part
of the Community, $0 that a unitary Community patent could no longer remain valid, the applicant or patent
proprietor should have the right to convert the Community application or Community patent to a European
application or bundle of National patents respectively for the remaining states. Similarly, if, as a result of
such prior art, it would be possible for claims of differing scopes to be valid in different Community countries,
the applicant should have the option of converting the Community application or patent respectively to a
European application or bundle of National patents having claims of differing scopes rather than being forced
to adopt the narrower claims throughout the Community as would be the case if he chose to maintain the
Community application or patént.

In the case of pending applications a similar right of conversion should be provided from the Community
Patent System to the National Patent Systems. Ideally, the EPC would be amended to permit conversion from
a European patent application to a bundle of National patent applications which would then be prosecuted
through National Patent Offices.

(d) The translation problem is one of the main reasons that the Luxembourg Convention has never been
brought into force.

Whilst the situation remains that no common language is an official language of the whole Community, 1
believe that a full translation of the whole text of a granted patent into an official language of each state in
which the patent is to be brought into force will remain essential. It is also important that the same translation
provisions apply to the European patent system and to a future Community patent system. Thus, in the case
of a Community patent, it is essential that the whole text be translated into an official language of each
Community Member State.

It is observed for example that the disclosure requirements in the United States are more onerous than
elsewhere, resulting in the drafting of specifications which are more detailed than necessary to meet the
requirements of other patent systems, and which are therefore more expensive to translate.

It must be remembered that an applicant for a patent is seeking to establish a legal right which will curtail
the activities of third parties. [ believe that such applicant has an obligation to inform at his own expense all
those who will be affected by that right in a language which they can understand. Without a full translation
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of the specification, required for interpretation of the claims, this obligation will not be fulfilled. Moreover,
Just as the aqplmam must be ultimately responsible for the drafting of this specification and claims, so must
he also remain responsible for the preparation of the translations.

{!:‘,I‘ Asa funl‘r_tr cost-saving measure relating to translations, it seems to me that the EPC requirement to
pra_m.-:lc translations of the granted claims into the other two official languages for incorporation into the
printed patent specification should be dropped. These translations of the claims have no legal effect and there
is therefore no sanction on an applicant who provides a poor-quality or misleading translation.

(f) The provisions for the legal enforcement and revocation of Community patents have proved to be a
further stumbling block to the ratification of the Luxembourg Convention.

I would make a proposal, as follows:

1. National Courts in the Community Member States should be the Courts of first instance, both for
infringement and for revocation. These National Courts should however be specialised Courts, skilled in
patent law, preferably with Judges with a technical background, as in the UK. Infringement and revocation
proceedings should also take place together, where the defendant in an infringement action counterclaims
that the patent is invalid. A decision on revocation should apply throughout the whole Community unless
the patent proprietor opts at that stage to convert his Community patent to a bundle of National patents (cf
“conversion™ under the Community Trade Mark Regulation where a prior National right in one Member
State permits “conversions” in the others to National trade marks). In order to be broadly acceptable this
proposal would require harmonisation of National court procedures. The Plaintiff would have the prima facie
right to take action in a National court of any country in which infringement has taken place. This would
give Plaintiffs a reasonable amount of flexibility in choosing a court of first instance. The Defendant could
possibly be given the right to apply to have the case transferred to another court of the same country.

2. The court of second instance would be a Community Patent Appeal Court. This would deal with both
infringement and validity issues. It would rapidly establish a body of law which would be binding on the
courts of first instance, so lending to harmonisation.

3. The court of final instance or Supreme Court would be the European Court of Justice. It would hear
appeals on matters of law only.

4. Patent attorneys should have rights of audience in a Community Patent Appeal Court, and in the
European Court of Justice, either alone or accompanied by a lawyer,

5. All courts should be empowered to grant an injunction over the entire Community, take an account of
profits over the entire Community and also be empowered to grant damages at a realistic level i.e. at a level
sufficient to deter patent infringement.

6. | am strongly of the view that issues of infringement and validity should be heard in the same tribunal.
1 do not see the need to establish a new Revocation Directorate in the EPO to be the first instance for all
revocation actions. Firstly, there is the question of delay. In a high proportion of actions for infringement,
the Defendant counterclaims for revocation of the patent. In such a case an action for infringement before
one of the National courts would need to be stayed until the question of vahdity had been settled by the
Revocation Division of the EPO and possibly also any appeal from that decision. An EPO opposition and
the subsequent appeal often take more than five years and there is no reason to believe that a future
Revocation Division could handle matters more quickly. This would impose a wholly unacceptable delay on
the determination of actions for infringement.

If on the other hand no infringement is at issue, then revocation could be decided in a National Court, with
Community-wide effect.

7. Some users of the system have doubts about the impartiality of EPO appeal boards. The same doubts
would apply to any system whereby earlier decisions of the EPO are reviewed internally. There is also a doubt
as to whether the EPO (including the Boards of Appeal) are sufficiently versed in assessing evidence. For these
reasons, and so that the enforcement and revocation procedures of a future Community patent system should
achieve the high reputation that they will require, linked questions of validity and enforcement should be
wholly removed from the granting authority. Moreover, any system that would encourage an obviously-
highly desirable and relatively rapid unification harmonisation of National court procedures which would
lead to harmonisation of jurisprudence in Europe, thus leading to certainty for business of all sizes.

8. I now set out to provide answers to specific questions raised in the Green Paper, reference being made
to the specific headings used in the Green Paper, and with the page number of questions appearing in brackets
e.g. (6) refers to the questions on page 6.

(i) 3.1 The need for a Community patent (6).

Costs?

The advantage of reduced costs on designation (only one), renewal (oniy one), and management (only one
patent as opposed to a “bundle”). (However, I take the view from my experience that actual administrative
or managemeni costs do not figure highly in a patentee’s budget—and decisions to abandon by failure to reply
to an Official Action or by non-renewal are taken on the basis of commercial expediency).
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Geagraphic Coverage?

Patent coverage in the whole EU, which could expand in geographical terms as more countries join the EU,
by way of a single patent has advantages and I would favour a unitary patent for this reason, provided it is
valid and enforceable throughout the whale EU, and does not lead to the demise of the EPC or National
Patent System, which have the advantage of much greater flexibility for industry. Thus a disadvantage of a
unitary system is its “monolithic” nature which would impose on a user a protective right over a vast area
which it might not need or desire.

The problem of distortion of competition?

Competition being essentially due to commercial activities, the existence of a Commumity patent would not
appear to be of any particular advantage to industry from this standpoint, distortion being determined by
the ECJ under the Treaty of Rome. It could also be a disadvantage to have 1o assign a Community patent
for the whole EU, which might not be in the interests of the parties congerned, or the Community.

The free movement of goods?

The principle of exhaustion is well establizhed, by decisions of the ECJ, which has essentially handed down
its decisions in cases where there are patent rights in some countries but not in others. Basically, where there
is a country with no patent, the market is “open”, which leads to competition in the EU. The existence of a
Community-wide patent could have the disadvantage of reducing competition, because of the unitary nature
of the right. A competitor might not risk infringement.

Legal certainty?

Providing infringement and validity are heard together, in the same court of first instance, and providing
there is a Common Appeal Court, then the advantage of legal certainty should follow. Also, as the right would
be unitary, and thus transparent for the whole EU, competitors would only need to assess one right, as
opposed to “a bundle™,

The monitoring of infringements?

There is no particular advantage or disadvantage in having an EU-wide patent. Industry will monitor its
own market place, and will do so whether there is an EU-wide patent or a bundle of National patents in
existence. In fact, there could be a disadvantage for industry if there was an EU-wide patent, since it might
feel compelled to monitor the whole of the territory of the EU, rather than just as now concentrating on its
preferred markets, and this could well stretch the resources of any industry. The corollary is that if there is
an infringement in a far-flung part of the EU, and no action is taken, then the patentee mught be estopped
from taking action later, if the infringement becomes critical in the preferred territories, owing to the legal
concepl of acquiescence.

Translation requiremenis?

The cost of translations under the EPC is one of the main catalysts behind the re-opening of the question
of the provision of an EU-wide unitary patent, bearing in mind that the language regime of the CPC is one
of the two main reasons for that convention notl coming into effect. The problem stems from the not
unreasonable desire for a Mational in a Member State to be able to read a patent document, which is a legal
right which might be enforced against him, in his own language. In addition, if technology transfer is to be
undertaken, it is not unreasonable that a party to sucha transfer should be able to read and understand what
the transferred right actually is. An agreement will usually be in the languages of both parties (assuming there
are two) 50 why should not the subject of the agreement, the patent document to be translated too. To that
extent, current transliation requirements are advantageous.

As long as translation requirements are maintained it is essential that the requirements are the same for the
normil European patents covering less than all EU Member States and the Community patent. The reason
for this is quite simple, since with the introduction of a Community patent, such unitary patents will exist in
the Member States side by side with National patent rights granted by the National Office or in the form of
validated European patents. If a different language requirement was to be made for the Community patent,
such as translation of the claims only, whereas existing full translation requirements were maintained for
European patents, there would in any country be patent rights which were different with respect to the extent
of the translation. Would they be given the same validity and scope of protection? Many users of the patent
system would feel a severe uncertainty about that, since the claims can only be construed with full knowledge
of the description and any drawings.
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4.3 Employee’s Inventions ( 18)

In my experience there are not so many disputes between patentees and employees. It is my view that while
any harmonisation in this area is likely to seek 1o provide employee protection, employers’ and employees’
federations are the best bodies 10 comment on this guestion,

4.4 Formalities, patent agents ete { 20)

Harmonisation of formalities should in my view be left to the harmonisation discussions under the PLT
being chaired by WIPO.

With regard to patent attorneys, etc. notwithstanding any freedom of movement of patent attorney’s
services across borders, the requirement of an address for service in the different countries is still a necessity
since National Patent Offices and Courts peed a local address to serve papers in order to start the running of
terms. This does not in itself preclude anyone from sending statements or documents in the language of the
procedure directly to the Patent Offices or Courts or to make payments directly.

As far as the patent attorney’s profession is established by law in a given country, Directive 77/249 EEC
for the freedom of services of lawyers should apply also to the services of patent attorneys of other countries in
which such a profession is likewise established and to the extent to which the two professions are comparable.

However, in countries having no such profession established, the freedom of services would not be
restricted. The freedom of services is restricted according to Art. 60 Rome Treaty to only occasional or
passing services and does not extend to the regular provision of services into a given country. Such a service—
regular legal advice in the law of another country or similar actions—needs national qualification through
an adaption period or an aptitude test,

As a side-note, it should be said that the EPO examination unfortunately does not contain the full legal
breadth of Mational patent attorneys qualification (not even in patent law far less in general law applicable
to patents) and thus would not suffice for the application of freedom of services under Directive 77/249 EEC
since EPO representatives cannol generally be equated to gualified National patent attorneys (see later more
substantive reasoning). It is, however, to be desired that in Community patent infringement and revocation
procedures the qualified european representative as also qualifed Mational patent attorneys should be
allowed to represent patentees and defendants provided that his qualification is supplemented by an
examination of the pertinent material and procedural law, As far as such a Court (first instance) is however
subject to National rules, only those patent attomeys could represent who have acquired the respective
National qualifications in countries where a qualified profession is established—likewise without restriction
due to nationality or domicile.

The wish 1o have “a single representative, domiciled in one Member State, acting for his client vis-d-vis the
Patent Offices of other Member States™ can in fact only become reality without restrictions for those Member
States in which everyone can call himsell patent agent or patent attorney without any qualification and
without any licence to represent thirds professionally before Patent Offices and Courts. In the other countries
where the profession has a high National qualification and is regulated, the profession of patent attorney has
to be treated as a legal profession akin to lawyers, There are twelve such countries, and the respective titles are:

Austria Patentanwalt

Belgium Mandataire Agréé&/Erkend Gemachtigde
Finland Patenttiasiamies

France Consetl en brevets d’invention
Germany Patentanwalt

Great Britain Patent Attorneys

Ireland Patent Agent

Italy Consulente in Propriété Industriale
Luxembourg Conseil en Propriété Industrielle
Metherlands Octrooigemachtigde

Portugal Consultore em Propriedade Industrial
Spain Agente de la Proprieded Industrial

4.4.3 Professional Qualifications

I have no information that the aptitude tests as laid down by the Diploma Recognition Directive
89/48/EEC in the above mentioned countries is in practice not meeting these requirements or that those
examinations are not in accordance with the Gebhard case (ECJ 30 November, 1995
C-55/94 [1995]).

As concerns the European Qualifying Examination, this does not fulfil the necessary requirements in the
mentioned countries although it leads to a certain reduction of the fields of national examinations. First of
all, the European Qualifying Examination does not cover all fields of industrial property like designs, utility
models, trade and service marks, copyright (especially software and databank protection), plant variety
rights, parts of unfair competition law etc. It also does not cover all parts of general laws applicable to patents
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or different typical activities with patents like sales and licensing of patents, contract law, law on pledges and
security, patents in bankruptcy, rights and coniests of inventorship, national and EC cartel laws and for
procedures: nullity, compulsory licences, infringement procedures, court expertise, declaratory action,
disentitlement to a patent etc.

A good and therefore much higher qualification as provided for by the European Qualifying Examination
is needed for the protection of consumers (not only applicants but everyone whose interests are touched by
the patent system). In view of the Community’s constant pledge for higher qualifications of people and
contlinuing education, it cannot be an aim to lower the existing high national qualifications of professionals
in the field of patents but everyone fulfilling the basic requirements should be given the opportunity to acquire
such high qualification so as to be able to give full and really competent advice in all patent matters, not merely
in how to apply for a patent or achicve grant.

Answers of Questions

There is no need 1o cover the use of patent attorneys in any instrument except to acknowledge that patent
attorneys in the regulated countries would be treated akin to lawyers. The existing Diploma Recognition
Directive 89/48 EEC and the Articles of the Rome Treaty, amplified by the use of the Service Directive for
Lawyers 77/249 EEC, would suffice. Mere European representatives without an enhanced gqualification
cannot be treated as equal. Domicile should not be required. Countries should be free to require a mere
address for service to facilitate official communications.

If felt necessary to cover the above poinis, a recommendation would suffice.

4.5 Additional Measure (21)

I believe that SME's would benefit from a reduction in fees akin to the “small entity status” fees reduction
available to applicants in the USA and Canada. Such a scheme would need to be tuned to European
requirements, so the principle, not the form of the US and Canadian schemes is supported. Otherwise, the
proposals I have made previously, “low entry™ fees, quickness, efficiency of attainment and enforcement of
protection, harmonisation of formalities and transparency should all benefit industry, particularly SME's.

As regards legal costs insurance, this is for business to decide—the premiums are an added burden (one
small company of which T am aware pays £14,500 pa in premiums) and the underwnting of itigation by the
insurer can be problematic.

There are schemes in existence in Europe now. 1 do not feel that additional harmomsation need be taken
at the Community level—industry and the insurance industry will find their own “level”.

5.1 The European Patent (21)

Current structure of the EPO does not entail disadvantages for users .7

It is stated in paragraph 2 of 5.1 that fees" reduction has been settled. | would hope that the recent fee
reduction at the EPO would be a step on the way to further reductions—for example abolishing designation
fees altogether—rather than be a final definitive reduction.

In answer 1o the question, to oblaining Community-wide protection, a user has to pay 15 designation fees
and establish the granted patent | 5 times. Before that, he has to translate the claims into the other two official
languages, which seems gratuitous as such translations have no legal effect.

I do not share the view that the current structure does not entail disadvantages for users.

Any disadvantages relating to Community law should be addressed by Community measures.

3.2 Fees (22)

Dresignation fees, excess claims fees, opposition fees, appeal fees.
Yes, see above—I would support the introduciton of a “small entity fee” for SME’s.

5.2.2 Distribution af Revenue from Renewal Fees (23)

Yes, revenue from renewal fees should be partly used to finance National patent systems.
Yes.

Provision of information, data bases, National protection for those users who only require that, national
registers.

Yes—I am firmly of the view that fees received by National offices from European renewals should be “ring-
fenced” for the National Patent Offices and should not go to the general exchequer of the country concerned.
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5.2.3 Translations {24)
I have advocated a reduction in the cost of translations.

In conclusion, 1 would advocate the setting up of a true Community-wide system, having the features set
out above, and which is not a “cobbling together” of the current EPC and National systems. Such a svstem
!Arould for credibility be a separate instrument, though EPC and National systems should continue to exist
independently (even if the EPO is the actual body charged with granting of an EU-wide instrument).

Also, the present arrangements for obtaining patent protection in the Community (by the National and
the EPC routes) are extremely flexible. They enable European businesses, including SME’s to obtain
protection where it is wanted without incurring anything approaching the level of expense required to obtain
a Community patent as envisaged in the 1989 Convention and without currently a serious risk of extension
of the exhaustion doctrine as developed by the ECJ to the “gap in the protection” situation,

A Community patent as envisaged by the 1989 Convention, and probably any realistically available
Community patent, is beyond the needs and the reach of SME's and its introduction would, it is submitted,
be likely further to erode the protection they need and can afford.

The ECJ has so far looked for real consent in applying the exhaustion doctrine. Implied consent {e.g.
omitting to obtain corresponding protection in the Community State from which the infringing goods are
imported) has not so far been equated with such real consent by the ECJ; an illustration is the EJ case of
Keurkoop v. Nancy Keen Gifts case reported e.g. at 1983 FSR 381. Introduction of a Community patent
should not change the present exhaustion doctrine requiring real consent.

The intmdpc‘tian :Jf any Community patent must not undermine either of the existing patent systems in
the Community. If it were introduced, the ECJ needs explicit instruction not to apply exhaustion in the
present heavy handed manner to implied consent situations e.g. where a patentee leaves a gap in his protection
or allows his protection in any Community country to lapse.

29 October 1997

Memorandum by the [P Bar Association

THE IP BAR ASSOCIATION

1. This is an association of barristers practising wholly or predominantly in the field of intellectual
property law in the Uniled Kingdom. The barristers, both Queen’s Counsel and Juniors, appear frequently
before the Patents Court in London and in the appellate courts but also have extensive practices before the
European Patent Office. particularly before the Boards of Appeal.

2. The barristers are engaged by solicitors or patent attorneys on a case by case basis to represent many
different clients ranging from international companies through to individual patentees. These observations
have been prepared after consultation with members of the association. We answer at the end (Paragraphs
39 et seq) the specific questions posed by the Sub-Committee but trust it will be helpful first to outline our
thoughts and concerns in general terms.

THE NEEDS OF PATENT USERS

3. As a result of our invelvement in patent litigation both on a national basis and before the European
Patent Office, we are entirely in agreement with the introduction to the Green Paper which identifies
accurately the needs of patent users. The primary need is for certainty at the earliest possible date. Properly
used, the patent system encourages innovation and rewards both innovators and distorts competition only
to the extent necessary to achieve this aim.

4. If however the system is allowed to develop so as to introduce unnecessary delays or uncertainties, the
system can restrain the proper development both of technology and of competition. There are numerous
examples of companies properly benefiting from the exploitation of an invention. Equally there are examples
of companies that have failed because they have been served badly by the patent system either by being refused
the grant of a patent for a good invention or by being the subject of an injunction in respect of a patent which
subsequently proves to be invalid or even by continued uncertainty as to the validity of a patent over
MANY Years.

5. One of the primary objectives of any patent system must therefore be io achieve certainty

6. Equally we agree whole-heartedly with the observations in the Introduction to the Green Paper that the
patent system must not be bedevilled with political considerations.

THE FOCUS OF THESE ORSERYATIONS

7. As practising barristers we are not involved in the day to day prosecution of patents 1o grant nor are
we familiar with the fee structure of the European Patent Office. We therefore do not propose to comment
on those aspects of the Green Paper. There are two aspects upon which we have extensive experience
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(a) Litigation of granted patents.

(b) Opposition to patents granted by the European Patent Office in the European Patent Office and
appeals therefrom.

LIMGATION OF PATENTS GRANTED UNDER THE EUROPEAN PATENT CONVENTION

8. At present, under the European Patent Convention, a bundle of national patents is granted and
thereafter (subject to the opposition procedure before the EPO) litigation is carried out on a national scale.
Plainly this has considerable disadvantages both as regards cost and uncertainty due lo inconsistencies.
Attempts have been made (particularly by the Dutch court through the Kort Geding procedure) to achieve
a measure of pan-european relief but we think it is fair to say that this has caused even more uncertainties,

9. There is therefore a pressing need for litigation on a pan-european scale to be introduced. By this route
a granted patent would be susceptible to htigation in one forum which could act with speed and achieve
certainty.

10. The ambit of patent protection is fundamental. The first task of any adviser (and of any court in
litigation) is to construe the claims of the patent in question o ascertain the ambit of the monopoly. Once
this is done the question of whether or not a product infringes can be determined as can the issue of validity
in the light of the prior art.

11. As matters stand, as a result of a diplomatic compromise, the scope of any claim in a European Patent
is to be determined in accordance with Article 69 of the European Patent Convention and the protocol
thereto. The combined result of these two provisions is that the claim must be interpreted in the light of the
description and any drawings of the specification and is not to be interpreted literally but purposively so as
to achieve a fair balance between legitimate production of the patentee and reasonable certainty for third
parties.

12: Whilst these provisions remain in foree, interpretation of a patent must have a subjective element which
iz unfortunate and can only be reached once the entire specification has been read.

13. We shall revert to Article 69 and the protocol when considering the question of translations below but
for present purposes this consideration highlights the necessity of having a single court which deals both with
infringement and with validity. In order to achieve certainty it i1s essential that all courts must adopt the same
construction. Many of uncertainties that arise at present are due to the fact that courts in different countries
do interpret the claims differently.

THE PROPOSALS IN THE GREEN PAPER ON LITIGATION

14. The fundamental proposal of the Green Paper is that questions of infringement, wherever they are to
be decided, should awail a decision on validity. Validity decisions should be made by a pan-european court
and it is suggested that the pan-european court should be an extension of the European Patent Office.

15. Two Poinis:

{a) First, we believe that it is wholly undesirable that questions of infringement and validity should be
decided by separate courts

{b) Secondly, we believe that the European Patent Office is an entirely inappropriate organ lo be the
final arbitrator on validity.

We shall deal with each of these points in turn.

VALIDITY AND INFRINGEMENT BE TRIED TOGETHER

16. As indicated above both aspects require the claim 1o be construed. Once the claim has been construed
then the questions of validity and infringement can generally be decided relatively easily. Often there is a
squeeze between infringement and validity in that a patentee will contend for a wide construction of the claim
so as to render the alleged infringing product an infringement but will wish to have a narrow construction of
the claim when seeking to distinguish a particular piece of prior art. Having a different court determine the
issues of validity and infringement increases the scope for abuses of this nature. In contrast, having the same
Court determine both these issues restricts the possibility of such abuse.

17. Equally, if infringement proceedings are to be staved pending determination of validity, this
unnecessarily prolongs the uncertainty. Even after the validity court has reached a conclusion (assuming it
is a conclusion of validity) there will still have to be proceedings before the infringement court in order to
determine the question of infringement. We understand it is envisaged that both courts would have an
appellate procedure so that the guestion of validity will be appealed (apparently to a third tier court) and
thereafter infringement will be debated before an equal number of tribunals. This can only introduce wholly
unacceplable delay and uncertainty.

18. Experience before the German courts where validity and infringement has historically been determined
separately has led, as we understand it, to the infringement courts taking a view on validity at an carly stage
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in order to minimise uncertainty. We can only envisage that if there were to be a separate validity determining
tribunal, the infringement courts would have to take a view on validity on an interlocutory application in
order to minimise uncertainty and achieve justice. This is wholly undesirable.

19. Our experience therefore leads us to recommend very strongly that whatever is established, it should
be a pan-curopean court with the power to determine both validity and infringement. By this route there will
be only one series of appeals and certainty on an individual case will be achieved without delay. It will also
have the advantage that over a period of time the attitude of the court to questions of construction,
infringement and validity will become plain so that practitioners will be able to advise their clients with a
greater degree of certainty and hopefully thereby avoid excessive litigation.

Tue EUROPEAN PATENT OFFICE AS A VALIDITY DETERMINING TRIBUNAL

20. We have read with considerable surprise the comments in paragraph 5.1 of the Green Paper concerning
the perceived effectiveness of the European Patent Office. The European Patent Office has not in our
experience proved itself to be effective in achieving speed or certainty. Individual cases can be cited to show
the way in which the administration of the European Patent Office has served to delay the grant of patents
or the determination of oppositions to grant and has granted patents which are manifestly invalid and have
thereafier been found invalid by National Courts. The primary complaint however is over delay. A secondary
complaint relates to problems over fact finding.

21. As to delay, these observations do not comment on the delays prior to grant since our experience is
not such that we can do this. It must be in the interests of the industrial community that patents are properly
examined before grant and this must necessarily take time. It does however seem to us that the present delays
between application and grant {around five years) are far longer than 15 necessary to achieve this aim.

22, Our primary involvement in the European Patent Office is in the opposition procedure. Within nine
months of grant, an opposition can be lodged in the European Patent Office which, if successful, results in
the revocation of the patent in all national states. In simple terms an opposition now takes less than two and
often three or four years. There is an absolute right of appeal to the Technical Boards of Appeal and this
procedure takes at least two further years and often four or more. There 15 thus a period after grant of at least
five vears and sometimes as much as 10 years during which the validity of the patent is in doubt. Accordingly
for at least half the life of the patent the development of technology and industrial production has to be carried
on under a guise of uncertainty. This is wholly unacceptable.

23, So far as concerns fact finding, the European Patent Office does not have the mechanism to act as a
fact finding tribunal. This is particularly important where the validity of a patent is put in issue on the ground
of prior-use which can occur on a worldwide basis. Complex assertions as to dates places and events can, and
frequently do, arise. The European Patent Office has not been able to grapple adequately with this aspect of
the law.

24. We accept that some of the difficulties faced by the European Patent Office are difficulties of language
in that there must be delays attendant upon obtaining the necessary transalations but we do not believe that
this is in any way a contributory factor to a very large proportion of the inefficiency and delay.

25, The stark truth is that the European Patent Office is failing to serve the needs of the patent community
by not reaching consistent and respected decisions in a short period of time. Any suggestion that the European
Patent Office as presently constituted should have any responsibility for determining finally the validity of a
pan-european patent must be regarded with the utmost concern. We cannot emphasise forcefully enough our
grave concern at the suggestion made in the Green Paper that this body should be entrusted with this
responsibility,

Tue Way FoRwWARD

26. We would strongly support the establishment of a pan-european Patents Court staffed by Judges with
experience both in the ficld of patent litigation and with a technical background either in a judicial capacity
or as practitioners. This court should adjudicate both upon the validity and infringement of a pan-curopean
patent. There must be provision for appeal from this body and again we would urge that if the appeal board
15 1o be part of the Court of First Instance of the ECJ, provision is made for the co-opting of some of the
respected judges of or practitioners in the national Courts of the EC who have extensive experience of

paient work.

27. Plainly it is a matter of importance both to Patentees (whether they be members of the community or
international organisations from outside) and to infringers (whether their base be in one of the memlp-cr slates
or whether they are manufacturers abroad who are importing into the community) that the court is able to
determine a dispute in a convenient forum. This may well require that the court does not have a single location
and that Judges of particular nationalitics should be entitled to sit in cases where the interests of the case so
demand. These are matters of form which can be dealt with, What is vital is to ensure that a single respected

court 15 established.
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THE ProOBLEM OF TRANSLATIONS

28. This is a fundamental political problem. Where, as at present, there is a requirement that in order to
construe the claims of the patent regard should be had to the description and drawings and thereafter a
subjective conclusion be reached as to the correct balance between fair protection to the patentee and
reasonable certainty to the third parties, il is necessary for anybody advising a chient to have access 1o an
authoritative translation of the whole specification in a given language. Without this certainty cannot be
achieved and inherent in translation is a degree of uncertainty anyway.

29. Whilst writing these observations, we have considered Professor Dr Joseph Straus’ publication entitled
“The Present State of the Patent System in the European Union™, We have great sympathy with the views
expressed in that document concerning the need to reduce the amount and cost of translations but do not
believe that requiring a translation only of the abstract of an invention and leaving all matters of translation
to be determined only when a dispute arises is an acceptable solution.

30. Merely having a translation of the abstract cannot give a full flavour of the description and must lead
to uncertainty as to whether the abstract is a fair synthesis of invention. Equally any interested rival of the
patentee must oblain a full translation before deciding a course of action and it is inherently likely that that
translation will not coincide with any subsequent official translation obtained by the patentee and again
uneertainty will result. Further the scope for dispute as to an accurate translation once the Patentee is aware
of the alleged infringement is obvious.

31. We have considered extensively whether there is a rational route forward which can accommodate a
multilingual patent system and yel achieve a fair degree of eertainty. We have concluded that there is not and
that the political aspect of translations must be faced up to.

32, If there is to be a successful European Patent System which enjoys the respect of its users and is not
an impediment on the proper development both of innovation and competition, this can only be achieved if
the syster operates in a minimum number of languages, preferably one. Certainly the EPO system of having
only three languages is a step in the right direction.

33, We appreciate this is a political problem but believe it must be faced. If there is another diplomatic
compromise the system will not succeed.

With these observations, we turn to answer the questions posed in the Green Paper so far as we believe this
organisation has the experience to do so,

RESPONSES TO THE QUESTIONS ASKED IN THE GREEN PAPER

34. Paragraph 3.1

(i) We are wholly in favour of patent protection covering the entire community which, iff properly
implemented, must give greater legal certainty and avoid distortion of competition.

(i} If such a system is to function effectively, it must both grant patents and resolve conflicts on
infringement and validity speedily. This cannot be done by separating the forum in which validity
and mfringement 15 determined and 15 going considerably to be impaired unless the question of
translations is faced up to.

(1ii) We would be greatly in favour of the Community Patent coming into effect subject to the concerns
expressed above.

35. Paragraph 3.2

It will be apparent from our comments above that we do regard translational difficultics as being a
weakness of the system and that the current arrangements for considering the validity of the grant of patents
at the EPO and for resolving guestions of infringement in individual national courts are not acceptable.

36. Paragraph 3.3

We have dealt above with the question of translations. The matters canvassed in the Green Paper and
indeed those considered by Professor Straus in his paper are considering possible ways of reducing the cost
burden of translations. For the reasons given above we do not believe that there is a simple route to obtaining
a fair balance between the cost of translations and the necessary degree of certainty where different
unauthonsed translations may be available. We urge that the questions of translation be considered afresh
to see whether the political desire for a system working in a multiplicity of languages is indeed paramount.

37. Paragraph 3.4

(i) We are opposed to the European Patent Office having extended powers with regard 1o revocation. It
has not proved itself sufficiently competent in carrying out its present responsibilities to justify
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giving it any further responsibility. In our view this would lead to the Community Patent being
brought into disrepute.

(ii) We are against the Court of First Instance of the European communities being the first Court of
Appeal unless there is provision for co-opting Judges with patent experience. Experience has shown
that the presence of Judges experienced both in the law and in technology is a benefit to the patent
using community.

(iii) We are against the national courts having any national jurisdiction. If there is to be a Community
Patent, it should be a community wide patent with a single court for determining both infringement
and validity so that consistency and hence certainty can be achieved.

38, Paragraph 5.1 .

Owr views on the current structure of the European Patent Office have been set out above. We regret that
we do not find it a satisfactory tribunal.

RESPONSE TO THE QUESTIONS SPECIFICALLY ASKED IN THE COMMITTEE'S LETTER OF 28 JuLy 1997

39. What is the value of patents to UK industry?—The general comments in the Green Paper are accepted.

40. What purposes do the present patent systems in Europe serve for the United Kingdom? At present it
is possible to obtain a basket full of national patents by a single application lodged in Munich or by virtue
of individual applications at the national Patent Offices. Once granted these patents have effect as national
patents are enforced nationally. Plainly, in any international business, this leads to duplication of effort in
the individual national courts and can lead to inconsistent decisions. Whilst therefore it is a benefit to indusiry
to have available the opportunity of obtaining protection in a limited number of countries, the disadvantages
are readily apparent.

41. What would be the main advantages and disadvantages of patent protection covering the whole
Community?—the advaniages of obtaining protection on a community wide basis by a single application
providing just one patent which is enforceable (or revocable) in one set of proceedings, hardly need stating.
However we believe that such advantages will be lost if validity and infringement are not determined in the
same court. Regard must also be had Lo expense, particularly to small and medium sized enterprises who are
not interested in community wide trade. We would therefore be in favour of retaining the present system in
parallel with any Community Patent for a period of time in order to be satisfied that the Community Patent
was meeting all the commercial needs.

42. Would the community patent system as devised in the Luxembourg Convention be used?—Whether
such a system would be used would depend very much on cost and in the perceived efficacy of the court(s)
responsible for determining validity and infringement.

43. What are the weaknesses or defects of the Luxembourg Convention? Are the main/only problems those
described in the Green Paper (translation costs and judicial arrangements)? Our views on these issues are
expressed in detail above.

44. Is there a case for further action at community level? We presume this is a reference to utility models
or second tier patents. This is discussed at pages 21-22 of the Green Paper. The assertion that such a system
is “well suited to the needs of many SME's” ignores the question; who uses utility models? Such evidence as
we have suggests it is the big companies who find such rights useful and there is a considerable fear that the
introduction of a “soft option™ patent would help big businesses much more than SME’s and that such a right
could be a further instrument of oppression and hence an inhibition on innovation and research. We are not
in favour of second tier protection.

435. Should the Luxembourg Convention be turned into a legal instrument covered by the EC treaty? The
use of a Convention to introduce a Community Patent has so far been proved by events to be extremely slow
as compared with the use of a Council Regulation under Article 235 and, (as The Green Paper points out at
pages 3-4) will lead to greater difficultics as the Community is enlarged. A Regulation would also have the
advantage of flexibility if changes needed to be made as an amending Regulation can generally be adopted
more quickly than an amendment to a Convention. However we accept that the establishment of a special
European Patents Court could not be achieved by a Regulation. We would therefore advocate a middle route,
using a Regulation for the substantive law and procedure and a Convention to establish the necessary judicial

drrangements.

46. What are the implications for the development of patent laws and policy at the national and wider
international level? Is further harmonisation desirable, necessary, inevitable? Harmonisation can best be
introduced through uniformity of judicial decisions across the EU. For the reasons given above, we believe
this can only be obtained by ensuring that there is a single court responsible for considering questions of
validity and infringement together. Equally this will ensure procedural harmonisation which should limit the
cost and expense of proceedings.

47. What should be the relationship between any Community instrument and European Patent
Convention? We believe that some kind of linkage between the EPC and the Community Patent is desirable,
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possibly along the lines discussed in paragraph 3.6 of the Green Paper. A similar link is already under
discussion as between the Community Trade Mark and the Madrid Protocol and reference to this may be of
s0Mme assistance.

31 October 1997

Memorandum by Intellectual Property Lawyers Association

What is the value of patents to UK industry?

Patents are not only of considerable value, but are extremely important, to UK industry (especially higher-
tech based industry such as pharmaceuticals and biotechnology). Patent systems have existed for well over a
century in most industrialised countries. The availability of patents encourages innovation and disclosure of
innovation. The absence of a satisfactory patent system would mean seriously inadequate protection for
innovation and would be a disincentive to innovate and for investment in technology-based industry (whether
from the UK or abroad). With the prospect of vigorous competition from the emerging, and lower wage,
economies, it is as important as ever for the UK (like the rest of Europe), to have a patent system that is
effective in encouraging and protecting innovation.

For a patent system 1o be effective, a balance has to be struck between strong protection for real innovation
(i.e. a proper contribution to the state of technical knowledge), and the refusal or revocation of patents whose
subject matter is not innovative and which would otherwise unfairly stifle competition. For this reason, we
as lawyers operating in post-grant contentious matters, strongly advocate the system where both infringement
and validity are addressed in the same proceedings, and not bifurcated. Similarly, any Court system which
may reasonably be said to be disposed in favour of, or agamnst, patentees is not best serving the interests of
mdustry as a whole.

Whar purposes do the present patent systems in Ewrape serve for the United Kingdom?

The present systems provide users with two alternatives for securing national patents in various countries
in Europe—a basket of national patents by single application filed at the EPO or national filings in each
national Patent Office. The number of countries in which protection is sought can be tailored to the nature
of the industry and the pocket of the applicant. The EPC system can offer costs savings over separate national
filings when patent protection is sought for several European countries. It also provides an opportunity for
parties to oppose the grant of patents, if the opposition is launched within nine months of grant. Opposition
proceedings in the EPO have been the subject of severe criticism, largely on the grounds of the lengthy delays.

When it comes to enforcement, presently parties have (o choose in which country or countries 1o litigate
these national rights. The United Kingdom is one such country, and is at present one of the jurisdictions of
choice in which to litigate patents in Europe. In a pan-European dispute, companies are faced with the
praspect of htigating the same or substantially the same 1ssues over again in different member states (although
there is presently disagreement between the Courts of different states as to the extent to which they can, if at
all, gramt injunctions and other relief in respect of infringement occurring in other member states).

What would be the main advantages and disadvantages of protection conferring the whole conmmunity?

The main advantages of unitary protection on a Community wide basis by a single patent would be that
a party would not have to face the prospect of relitigating the same, or substantially the same, issues
repeatedly to achieve pan-European enforcement or revocation. However, given the proposals in the Green
Paper, we cannol emphasise 1oo strongly our belief that infringement and validity must be determined by the
same court at the same time.

A Community system alone may not however suit every user, at least in the short term. The present system
will therefore have to be retained in parallel with the proposed Community system, at least for a period.

Would the Community patent system as devised in the Luxembourg Convention be used?

We do not believe that such a system would be used, especially given the costs of translation. Few users of
the patent system in fact need protection in every single country in Europe, and a Community system, whilst
clearly desirable, must recognise this in striking a balance as to cost if'it is to attract business away from those
based on securing national rights.

What are the weaknesses and defects of the Luxembourg Convention. Are the main/only. problems those
described in the Green Paper (translation costs and fudicial arrangements?)

We consider the main weakness of the Luxembourg Convention to be that of cost, attributable to the
translation issue. There is also concern about the so-called judicial arrangements in enforcement proceedings,
We consider such concerns may be exaggerated given the check of a Community Patents Court of Appeal—
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in fact in practice the less sophisticated local jurisdictions are likely, in our experience, to be more favourable
to the plaintiff patentee on the question of validity than are those that are less impressed by the mere fact that
a patent has been prosecuted to grant.

The proposal for a revocation division of the EPO contained in the Luxembourg Convention should be
seriously reconsidered in the light of experience gained in recent years. We are against the proposal. There
are other points of detail (such as the prohibition on putting validity in issue in an action for a declaration
of non-infringement—Art 15(4)) that could also usefully be re-examined.

Is there a case for further action at Comnumity level?

There is a case for further action as presently a party to a pan-European dispute is faced with the prospect
of the same or substantially the same issues having to be relitigated in different member states to achieve
enforcement of patent rights, or their revocation. Altempting to achieve unitary protection by convention
has not been successful (see next answer).

Should the Luxembourg Convention be turned into a legal instrument covered by the EEC Treaty?

The attempt to use a Convention to introduce the Community Patent has failed. The EC Treaty has in
contrast enabled the Community Trade Mark to be established. The use of the EC Treaty also permits
flexibility, as already seen with the Community Trade Mark Regulation. We consider that it ought to be
possible to establish a special European Patents Court or Courts (if really necessary, given for example the
precedent of the Community Trade Mark and the use of the European Court of Justice and the Court of First
Instance) in the context of EC Treaty modification—events of recent years show that the Treaty is, after all,
nol written in stone,

The Luxembourg Convention should not be turned into a legal instrument in its present form. It requires
modification in the light of experience gained in recent years. For instance, the proposed role of the EPO in
revocation proceedings should be seriously reconsidered.

What are the implications for the development of patent laws and policy at the national and wider international
fevel? Is further harmonisation desirable, necessary, inevitable?

We are sorry but it is not clear to what this question is directed, given that the Sub-Commitiee apparently
does not propose to look in detail at the matters contained in part 4 of the Green Paper. Part 4 does raise a
number of issues of considerable importance to UK industry and we would be happy to give our views on
these should the Sub-Committee decide to look at this aspect in more detail. In the meantime we attach a
copy of our recent submissions to the European Committee on the Green Paper (Not printed).

Further harmonisation in both substantive patent law (such as in relation to “special defences™ to
infringement, and available relief) and procedure (where we strongly advocale cross-examination) would at
least be desirable, and may be necessary, if a truly effective unitary patent system is to be achieved.

What should be the relationship berween any Community instruments and the European Patent Convention?

Some degree of linkage between national systems, the EPC and the Community Patent will be essential for
50 long as there are national rights which could conflict with the Community right in certain countries only
and hence prevent a Community right being obtained. In those cases there will be a need to convert into an
application, either via the EPO or nationaily, which can produce patents having national effect in the other
countries not affected by the conflict. The discussion in the Green Paper at 3.6 applies to applications only.
Consideration ought also to be given to the situation with granted Community Patents and conflicting
national applications.

Depending on the precise form of the Community system, an option to convert a Community patent into
separate national patents in a limited number of states may give rise to a cost advantage to a patentee. The
detail of the inter-relation between a regulation and the EPC (where three signatories are not member states
of the ELJ) will of course have to be worked out.

14 November 1997

Letter from The Law Society

1. THE vALUE oF PaTENTS TO UK INDUSTRY

1.1 Patents are of fundamental importance to some industries, such as the pharmaceutical, but are
probably of limited importance to others such as the public utilitics. In general terms, the patent system
encourages investment in rescarch and the development of improved technologies, which, in return for a
20-year monopoly, are disclosed to the public on publication of the patent specifications describing them.
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1.2 In the case of the UK pharmaceutical industry, its success over the past 50 years can be relaied closely
Lo the patented products discovered, developed and then sold by it, for example:

(a) Beecham Group's development of semi-synthetic penicillin derivatives, most nolably ampicillin and
amoxycilling

(b) The cephalosporins were first discovered in the 1950s by scientists at Oxford University, patented
by the Mational Research Development Corporation and licensed to Glaxo. Glaxo’s success with
these and later patented products, most recently Zantac (ramitiding), led to Glaxo’s having become
one of the most successful pharmaceutical companies in the world;

(¢) Fisons' Intal (sodium cromoglyeate)—the later demise of the company on expiry of its patents was
probably due to its failure to discover any significant successor products.

1.3 Obviously, during a pharmaceutical company's 20-year patent monopoly period, it is able to sell the
patented pharmaceutical at a premium price. The proceeds of sale are used:

(a) to finance research and development;

(b) to fund clinical trials and maintain an exiensive sales force to inform doctors about the
pharmaceutical;

{c) to expand the business; and
{d) to provide a return to shareholders.

Once the patent on a major pharmaceutical product expires, so called “generic” (i.e. non-branded)
equivalents come onto the market. Since the product 15 ex hyporhesi of recognised importance by the time the
patent expires. the generic supplier (who has no need to spend money on (a) or (b) above) can afford to sell
at a fraction of the patentee’s prices. The patentee must then either follow suit (thereby losing profitability)
or maintain his prices (thereby rapidly losing market share).

1.4 For a small to medium size enterprise (SME), a patent can be of great importance in enabling a
company to grow rapidly and secure a substantial market share. For example, the revolutionary construction
of the Dyson vacuum cleaner (protected by patents) has enabled its manufacturer to secure over 50 per cent
of the UK market in some four years.

2. PurposEs sERVED FOR THE UK BY THE PRESENT PATENT SYSTEMS IN EUROPE

2.1 The common feature of the present systems is that an inventor ends up with one or more national
patents. The effect of each national patent is the same, irrespective of the system under which the patent
was granted.

2.2 Currently, an inventor can choose beiween three systems:
{a) Filing a patent application at any one or more of the national patent offices (the national route).
(b) Filing a single patent application at the World Intellectual Property Organisation (WIPO) in Geneva

under the provisions of the Patent Co-operation Treaty (PCT), designating one or more European
couniries where it wishes to be granted a patent (the PCT route).

{c) Filing a single patent application at the European Patent Office (EFO) in Munich under the
European Patent Convention, designating any of the 17 current Member States where it wishes to
be granted a patent (the EPO route).

2.3 The main benefit for UK patentees of having three systems, all leading to the grant of national patents,
is flexibility. Thus:

(a) Using the national route for more than & handful of countries becomes increasingly expensive
compared with PTC or EPC routes. On the other hand, if it is important to the applicant to obtain
a patent quickly, the national filing route (at least in the UK) is greatly to be preferred.

(b} The main benefit of selecting the PCT route is that significantly more countries (including notably
the USA and Japan) are signatories of the PCT, so that a single patent application can potentially
lead to protection in all the important industrialised countries. This is particularly useful as a means

for enabling major patent filing and prosecution costs 1o be postponegd while the commercial value
of the invention is assessed or licensees are found to finance those costs.

ic) Filing directly by the EPO route can speed up the process of patent prosecution as compared with
the PCT route, but significant costs must be incurred sooner,

3. ADVANTAGESDISADVANTAGES OF COMMUNITY PATENT

3.1 For the patentee

The potential advantages are:

(a) Lower cost as compared with European patents. However, this potential advantage will only be
achieved if translation costs and renewal fees are sufficiently low.
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(b) Ability to secure a Community-wide injunction in a single infringement action.

The main disadvantage would be the “all eggs in one basket” problem, i.e. the potential loss of the entire
Community patent as a result of a counterclaim for revocation having been filed in a national court with little
patent expenence.

3.2 Far third parties

The prim:ipgl advantage would seem to be that of greater legal certainty. Win or lose, a single national court
would determine the position of a defendant for the whole of the Community.

4. WouLp THE LUXEMBOURG CONVENTION MODEL OF COMMUNITY PATENT BE USED?

We believe that industry would nor use the Community Patent system as devised in the Luxembourg
Convenlion because:

(1) The cost would be as much as that of securing a European patent in each of the 15 Community
Member States of EPC. As much of industry is currently satisfied with European patents in only
some 5 or 6 Member States, we anticipate that industry would prefer the European system.

{2) The possibility of court in a Member State where there is little experience of patent law revoking the
patent for the whole of the Community is a risk that is said to be unacceptable.

5, WEAKNESSES/DEFECTS OF LUXEMBOURG CONVENTION

5.1 The Green Paper identifies the cost problems, but does not place any emphasis on the fact that
European industry already faces mmuch higher costs in securing patent protection in its home market (the
Community} than do its American and Japanese competitors in theirs,

5.2 The Paper quite rightly touches on the cost of renewal fees, as well as translation costs. These are a
heavy burden compared with the USA, where no renewal fees at all are charged (the need for translation
obviously does not arise).

5.3 In relation to litigation, the Paper identifies the concern of potential users that, under the Protocol on
Litigation, a patentee faces the loss of his Community Patent for the whole community if a defendant (in any
national court) successfully counterclaims for revocation of the patent. This is said to be unacceplable,
particularly where the national court is relatively inexperienced in patent cases. To this concern there scem
to us to be two answers:

{a) Itis unlikely that there would be any significant volume of patent infringement actions for a decade
after the first Community patent application 1s filed. surely a sufficient period i which to provide
training leading to well-gualified judges.

(b} A good Community Patent Appeal Court should minimisc the risks in the longer term at least.

5.4 We are strongly opposed to the possible solutions to this alleged problem which are suggested in the
Green Paper:

{a) That the EPO Revocation Division should have exclusive jurisdiction over issues of validity.

This proposal would provide no opportunity for national courts to have an influence on jurisprudence
concerning validity questions. Instead, the “mind set™ of the EPO would be applied:
(1) during prosecution;
(i) in opposition proceedings; and
(iii) in revocation proceedings.

The only counterbalance proposed in the Paper, namely that of the CFI, would be unlikely to be effective
on issues of substantive patent law,

(k) That national courts should have restricted powers of revocation.

It is implicit in this suggestion that national courts cannot be relied on to decide issues of validity for the
whole European Community, while they can in relation to issues of infringement. This is illogical.
To restrict the effect of a finding of invalidity to the Member State of the national court could lead
io a bizarre situation. Presumably, the patentee suing in Member State A would be secking an
injunction to restrain infringement throughout the Community (otherwise the unitary advantage of

the Community Patent would be lost). Would a national court order revocation of the Community
Patent in member State A, while granting an injunction elsewhere in the Community?

6. A CASE FOR FURTHER ACTION AT COMMUNITY LEVEL?

6.1 Clearly, the Luxembourg Convention is unlikely to be ratified by all Member States in its present form.
For an acceptable Community Patent system to be developed in the near future, concerted action on the part
of the Commission will be necessary.
























