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* But first an additional comment regarding
choice of law.....



Article 5 of the Rome Convention

Article 5 - Certain consumer contracts [more on choice of law]

1. This Article applies to a contract the object of which is the supply of goods or services to a

person ("the consumer") for a purpose which can be regarded as being outside his trade or
profession, or a contract for the provision of credit for that object.

2. Notwithstanding the provisions of Article 3, a choice of law made by the parties shall not
have the result of depriving the consumer of the protection afforded to him by the
mandatory rules of the law of the country in which he has his habitual residence:

— if in that country the conclusion of the contract was preceded by a specific invitation
addressed to him or by advertising, and he had taken in that country all the steps
necessary on his part for the conclusion of the contract, or

— if the other party or his agent received the consumer's order in that country, or

— if the contract is for the sale of goods and the consumer travelled from that country to
another country and there gave his order, provided that the consumer's journey was
arranged by the seller for the purpose of inducing the consumer to buy.

5. Notwithstanding the provisions of Article 4, a contract to which this Article applies shall, in
the absence of choice in accordance with Article 3, be governed by the law of the country

in which the consumer has his habitual residence if it is entered into in the circumstances
described in paragraph 2 of this Article.



PATENTS



Patents

Used to protect and encourage inventions and innovation.

No one else can use or profit from another’s patented technology during
the life of the patent without permission of the patentee.

Granted based on national/domestic law.
Represents territorial grants of exclusive rights.

Almost all jurisdictions have some form of patent law.

”

Some nations use the “first to invent” standard, some use the “first to file
standard.

Some countries use a registration system (in which the validity of a patent
is assessed only when defending an alleged infringement) and others use
an examination system.



Patent Regimes in Different Countries

Whether or not something is patentable depends on
domestic standard. Therefore, simply because something is
(not) patentable in one country doesn’t mean that it is (not)
patentable in another. (For example, many developing
countries do not grant patents on pharmaceuticals.)

The length of a patent is different in different countries.

Enforcement in some countries may be erratic or non-
existent.

Relief for patent infringement in some countries may be
ineffective.

In some countries it is expensive to obtain patent
protection.

Some countries require that the patented invention be
commercially applied (“worked”) or revalidated periodically
(“use it or lose it”).



US Patent Law

A federal system.

An examination system — to get a patent, the applicant must
demonstrate that the invention is “novel, useful and non-obvious.”

Patents are enforceable for 20 years.
Goes to the first to invent (not the first to file).

Obtaining a patent does not necessarily mean that a court will
uphold its enforceability; courts may hold a patent to be invalid.

Infringement can result in injunctive and/or damage (monetary)
relief.

Mechanisms are in place to prevent goods which violated a US
patent from being imported. (Exclusion Orders, ordered by the
International Trade Commission).

Foreign nationals receive approximately one half of the patents
granted in the US each year.



Country Area Based on the Proportion
of All Patents Granted in 2002
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Over 300,000 patents were granted in 2002. There were no patents granted in
approximately one quarter of the world’s countries.

Source: http://www.worldmapper.org/display.php?selected=167



Country Size based on Proportion of Royalties
and Licensing Fees Received in 2002

In 2002, USS 80 billion were received worldwide in IP royalties and licensing fees.

Source: http://www.worldmapper.org/display.php?selected=168



Country Area Based on Per Capita Net
Exports of IP Licensing Rights
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Source: http://www.sasi.group.shef.ac.uk/worldmapper/display.php?selected=994.
Data source: United Nations Conference on Trade and Development, 2002.



Country Area Based on Per Capital Net
Imports of IP Licensing Rights

Source: http://www.worldmapper.org/display.php?selected=100



Country Area Based on Population

Source: http://www.worldmapper.org/display.php?selected=2



Convention of the Union of Paris
(Paris Convention)

An old convention (1883). (Amended several times since then.)
The basic agreement for international patent protection.

173 countries, including the US.

Administered by WIPO.

Basic rule is the right of national treatment; countries must grant the same rights
to foreigners who hold national patents as they do to their citizens who hold
national patents; countries can’t discriminate against foreigners who hold domestic
patents.

Foreigners who apply for a patent in their home countries have certain rights in a
foreign country provided they apply for a patent in that foreign country within 12
months of filing at home.

Patent success in one country (e.g. the home country) is not relevant in
determining patentability in another.

Also deals with trademarks, service marks, trade names, industrial design and
unfair competition.

What it does not do:

— Does not try to harmonize national patent rules and criteria.
— Does not try to eliminate the need to file in each country where patent protection is sought.



Patent Cooperation Treaty (PCT)

141 countries, including the US.
1970

The patent offices of Japan, Sweden, Russia and the US, and the European
Patent Office (Munich and The Hague) are designated “International
Searching Authorities” (ISA).

Application is made at one of the ISAs (or the patent office of any member
country) which then transmits the application to the patent offices of each
nation where patent protection is sought.

Applicant may also arrange for an international preliminary examination
which would opine about whether or not the invention is novel, non-
obvious and industrially applicable. ISAs conduct the preliminary
examinations. Such an opinion is not binding on a nation, but for countries
without sophisticated search facilities, the report may be determinative.

What it does not do:

— Does not explicitly attempt to harmonize the national patent rules and criteria
(although the preliminary examination does contribute to a natural
harmonization between many countries).



World Intellectual Property Organization
(WIPO)

A specialized agency of the UN.
Headquarter in Geneva, Switzerland.

Dedicated to developing a balanced and accessible
international IP system, which “rewards creativity,
stimulates innovation and contributes to economic
development while safeguarding the public interest.

7

www.wipo.int is a very informative and easy to use
website.



European International Patent Treaties

* European Patent Convention

— Designed to allow a single office (with branches in
Munich and The Hague) to issue patents of all
countries which are parties to the treaty.

* European Union Patent Convention

— Designed to create a single patent valid
throughout the EU



KNOWHOW



Knowhow

Defined as commercially valuable knowledge, or “the information,
practical knowledge, techniques and skill required to achieve some
practical end, especially in industry or technology.”

Knowhow may or may not qualify as a trade secret; knowhow is broader
than trade secrets.

Knowhow may or may not be patentable. Can be technical but may also
be based on skill, e.g. marketing skill or management skill.

Knowhow protection is domestically based and is often limited.

You cannot obtain exclusive rights to any piece of knowhow — once your
knowhow is known or discovered by others, it can be used by them.



Knowhow (cont.)

So a business which wants to keep its knowhow to itself must establish mechanisms for
maintaining it secret. And as long as a business can keep its knowhow secret, it can profit
from it, others cannot use it (unless they independently discover/learn it themselves).

Methods:
— Ensure that only those who need to know of knowhow learn it.
— Have employees sign confidentiality agreements.

Protection is largely a function of contract, tort and trade secrets law and a few jurisdictions
have criminal codes protecting knowhow.

Often entities will chose not to patent patentable knowhow because the patent process
requires that the patented technology/innovation is made public — so patent violations may
occur — and the patent has a limited life span. If a company can keep the knowhow secret, it
can use it for economic gain indefinitely (e.g., formula for Coca-Cola, chemical processes).

For article describing the theft of Coca-Colas secret formula and law enforcements response,
see, news.bbc.co.uk/2/hi/5152740.stm



TRADEMARKS
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Trademark Protection

Trademark rights derive from the use of distinctive/distinguishing marks
on goods in commerce.

Virtually all countries provide some legal protection to trademarks.
Sometime this entails registration, sometimes not.

One seeking trademark protection historically has had to register in each
country where protection was sought.

Generally trademark can be renewed continuously.

Infringement may be counterfeiting, or trying to pass off an establishment
as being different than what it is. e.g., a false franchise.

Comparison of country rules

— Some countries requires that trademarks be used before being registered,
others do not.

— Some countries provide enforcement, others do not.

— Some countries differentiate “trademarks” from “service marks” from
“collective marks” from “certificate marks” — simply categories of use.



US Trademark Law

Trademark protection is a function of common law and
federal registration; US has a federal trademark office.

Principal US trademark Law is the Lanhan Act of 1946.

Trademarks must be used before being registered (with

limited exceptions based on bona fide intent to use
them).

Injunctions, damage awards and seizures may follow
trademark infringement.



Paris Convention (again)

National treatment rules.

Mitigates the national requirement that foreigners seeking trademark registration
prove a pre-existing valid and continuing home registration. (This makes it easier
to get a foreign registration, to get a locally adapted trademark and to avoid having
a lapsed trademark at home invalidate foreign registrations.)

If a trademark is registered in a signatory country, the holder of that mark has the
right to a trademark in all signatory countries, even in countries (like the US) which
otherwise require that a mark be used before it can be registered.

Provides holders of well-known (or “famous marks”) trademarks priority
registration rights over others who may try to squat on the marks in foreign
countries or use marks similar to the well known mark. So famous marks have
domestic rights even without domestic registration.



Arrangement of Nice

e 83 Countries, including the US
e 1957

e Adopts a single classification system for goods
and services which are marked with
trademarks. This enable registrants to more
easily classify their products in each country.



Other International Treaties

e Madrid System
— Comprised of the Madrid Agreement and the Madrid Protocol.

— 56 countries are parties to the Agreement (not the US).
— 79 countries are parties to the Protocol (including the US).

— Creates a mechanism for obtaining trademark protection registration in a
number of separate jurisdictions through a central administrative office.

— Administered by the WIPO.

* Vienna Trademark Registration Treaty
— 27 countries, not the US
— 1973
— Not in effect.

— Contemplates an international application and examination scheme like the
PCT does for patents.



COPYRIGHT



Copyright Protection

*  Protection of authors’ works, original expressions

* Scope of protection varies by country

*  Things which may be subject to copyright protection:

— books

— articles

— music recordings

— compositions

— movies

— photographs

— screenplays

— graphic designs

— computer programs
— choreography

*  The fair use doctrine allows others, in certain circumstances to used copyrighted material without
the permission of the author. In other countries the fair use doctrine is often expansively construed

*  Problem: piracy of books, music, movies, satellite signal poaching



US Copyright law

Basic statute is the Copyright Act of 1976

Protects all original expression fixed in a tangible medium including literary works, musical word, dramatic
works, choreographic works, graphic works, audiovisual works, sound recordings and computer programs

There is no need to publish the work or to register the work to receive copyright protection.
The work need only be original and fixed in a tangible medium of expression.

To retain the copyright, the author must give formal notice of a reservation of rights when publishing the
work, otherwise the work is freely available for the public to use.

Protection lasts for 70 years after the death of the author.
Author controls derivative work (e.g., movies based on the authors book).

Protection means that only the author (or others with the author’s permission) may copy, display, perform
and sell the work.

However registration with the US Copyright Office makes federal copyright infringement remedies
available

Infringers may be subject to injunctive orders, monetary damages and criminal penalties.
Fair use doctrine allows the works to be used for review and scholarship.

Various federal laws make it a crime to infringe on copyright (even without a financial gain) and to tamper
with or circumvent copyright encryption devices.



Berne Convention

1886 (apparently developed at the instigation of Victor Hugo)
164 countries, including the US.

Authors from member states need not register their works to get
copyright protection in each member state.

Protection lasts 50 years after the death of the author.

National treatment is granted to all authors, domestic and foreign,
within a member country.

Authors have exclusive translation rights.
Provides that “moral rights” are retained by authors. Moral rights
include

— the right of attribution (which ensures acknowledgement of the
author); and

— the right of integrity (which bars the work from being altered,
distorted or mutilated without the author’s permission).



Universal Copyright Convention (UCC)

1952, in response to the US refusal to sign onto the Berne
Convention.

US is a member.

Foreigners do not need to register their works so long as
notice of a claim of copyright is given (e.g., the use of ©).

Minimum term for copyright protection is 25 years after
publication, registration or the death of the author.

Developing states have the right to use copyrighted works
for educational purposes.

Nearly obsolete as a result of the wide membership in the
Berne Convention, but there are several countries which
are members of the UCC but not the Berne Convention.



TRIPs



Agreement on Trade-Related
Intellectual Property Rights (TRIPs)

Introduced in 1995 with the advent of the WTO.

Introduced intellectual property law into the international trading
system for the first time.

In order to be a member of the WTO, a country must ratify TRIPs.
Currently there are 153 members of the WTO.

Covers patent, knowhow, trademarks and copyright, and covers
each of these broadly. Also covers industrial design and geographic
indicators of alcoholic beverages.

Many consider TRIPs to be the most comprehensive international
agreement on intellectual property to date.



TRIPs (cont.)

Requires that nations adhere to most of the terms of the Paris
Convention (patent and trademark) and the Berne Convention

(copyright).

Requires that nations accord foreigners the same IP rights as
they accord their own citizens.

Requires that nations treat all other nations as they treat their
most-favored nation.

Requires that patents be protected for at least 20 years.

Broadly defines what may be patented (e.g., includes
computer programs and pharmaceuticals) .



TRIPs (cont.)

Requires that nations provide copyright protection to
copyrightable works without the author having to
register or validate his or her work.

Requires that copyright protection extend 50 years after
the death of the author. (Less for films and photographs)

Contains an enforcement and dispute resolution
mechanism using existing WTO structures.

Addresses remedies for misuse of intellectual property.



TRIPs (cont.)

When being negotiated and since, TRIPs has garnered a lot of criticism
from the developing world, which perceives it as overly protective of
economic opportunities for developed nations, as hindering the
technological of developing nations and as restricting access to medicines,
especially AIDS medication.

Article 8 and the Declaration on the TRIPs Agreement and Public Health
stress the importance of developing countries to be able to promote
technological development and public health, including access to medicine

Some of this was clarified in the Medicines Agreement, which declared,
among other things, that developing nations are allowed to import generic
copies of patented medicines which are needed to address public health
problems. (“Compulsory licensing”)



FRANCHISING



Definitions

Franchise

— “a package of industrial or intellectual property rights relating to
trademarks, trade names, signs, utility models, designs, copyrights,
know-how or patents exploited for the resale of goods or the provision
of services to customers.” (Commission of the European Community Regulation 4087/88)

— “the sole right granted by the owner of a trademark or tradename to
engage in business or to sell a good or service in certain area.” (Blacks)

— that area itself.

Franchise Agreement — the agreement by which the franchise is
granted

Master (or “Area”) Franchise Agreement — a franchise agreement
in which a large franchise area is established within which the
franchisee may sub-franchise to several additional third party
franchisees



Colonel Chicken Exercise

1. What else does the Franchisor need to consider?

2. What needs to be changed or considered in order to
work internationally ?

3. What might the foreign franchisee like to change?



Some — and only some — Possible Issues

What are the tax implications to the Franchisor — in the host nation and in the US?
Who pays for the inspection? (Article VI.G)
Working hours may not be culturally appropriate or legally allowed. (Article VI.E)

Are there any laws governing franchise agreements and the process of franchising? If so,
what are they?

Should the Franchisor take steps prior to entering into this agreement to protect its
intellectual property (trademarks, patents and copyright) in the foreign country? If so,
what does this entail? (Process, cost, likelihood of success)

Should the franchisor consider simultaneously protecting its IP in other jurisdictions as
well, perhaps with the use of one of the handful of centrally administered application
systems.

Are any anti-trust considerations raised?



10.

11.

12.

13.

14.

Some — and only some — Possible Issues

Audit procedures should be detailed in order to account for possible different auditing
standards or corporate law of the host nation.

Given potential accounting differences, is it appropriate to determine royalties, etc. based
“gross sales” figures?

An area grant (Master Franchise Agreement) may be more appropriate. If so, over what
area?

Marketing strategies ordinarily used by the Franchisor may not be culturally appropriate.
Use of specific foods may be difficult in the face of local content requirements.

The currency of the various payments needs to be determined. Are dollars even available
to the Franchisee? If not, can countertrade be an option?

Are there any foreign exchange controls which might affect the ability of the Franchisee to
pay the Franchisor?



15.

16.

17.

18.

19.

20.

21.

Some — and only some — Possible Issues

What about local building restrictions or building material restrictions?
Who pays for training?

Are there any special products (equipment or food) that might be needed or avoided in the
foreign nation?

Are there regulations restricting the size of the royalty payments?
Is the franchise agreement subject to governmental registration or approval?

How is Company going to advertise and promote in the foreign country? Will it be in the
national language(s)? Should it have this obligation or should this role be taken on by the
Franchisee? If so, is the advertising and sales promotion contribution reduced?

Are there any legal restrictions on advertising or the language of advertising? Any
commercial censorship?



22.

23.

24.

25.

26.

27.

Some — and only some — Possible Issues

Will it cost more to conduct the grand opening advertising in this foreign country for the
first time?

Should the slogan/logo be translated into local language? Should a new slogan and/or logo
be developed, one more appropriate to the local customs? If so, who arranges this and
who pays for it?

Will there be any cultural backlash against this American restaurant in the foreign nation
(Think McDonalds in France). If so, who bears the risks of potential (economic or physical)
damage? Can the Company indemnify the Franchisee?

Can the required equipment be obtained locally? If not, who pays for the extra shipping
charges? The same questions should be asked with regard to replacement equipment?

Can the required ingredients be obtained locally? If not, who pays for the extra shipping?
Or can local substitutes which do not exactly match the Franchisor's specifications be used?

With regard to the equipment and food which needs to be imported, can they be
imported? What are the customs regulations?



28.

29.

30.

31.

32.
33.

34.

Some — and only some — Possible Issues

What language will the menu(s) be in?

Is it important to refer to menu items in their original English names or not? (e.g.
“Quarter Pounder w/Cheese” vs. “Royale with Cheese”).

Are there any special requirements with regard to the menu (e.g., calorie
information)? If so, who pays for obtaining that?

What standards apply to the inspection, franchisor’s standards or local standards?
Do we need this much insurance in this nation?

How will the Franchisor protect its property rights if a disagreement arises? Is the
Franchisor protected?

Is really acceptable to use the American Arbitration Association to resolve
disputes, especially smaller ones as provided in XIll.2.B.



35.

36.

37.

38.

Some — and only some — Possible Issues

What is local agency law and how likely is it that the Franchisee will be deemed an agent for
the Franchisor under local law? The degree of control may matter? What, then, is the
liability risk the Franchisor is undertaking? Would the Franchisee be willing to indemnify the
Franchisor for this any damages in such a case and what is the extent the local law would
honor a pledge of indemnification? If the Franchisor needs to exert less control in order to
minimize the risk that the Franchisee will be deemed its agent, can the franchiser relinquish
such control and still expect that the franchisee will be successful or that it will not have
been deemed to have abandoned its trademarks?

How will the Franchisor find satisfactory local counsel?

Should the franchisor require that the Franchisee cooperate with the Franchisor in enforcing
its IP rights against third parties?

Is the Franchisor asking too much of the Franchisee, bargaining too hard, especially with
regard to the monthly fees (7% of gross sales). After all, it might want the Franchisee to be
successful, enthusiastic and happy with the deal in the hopes that future local expansion is
likely.



Some — and only some — Possible Issues

39. Are franchises agreement heavily litigated in this nation? If so, should the Franchisor
reconsider entering this nation.

40. Who will write the first draft of the agreement?



