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The year of 2010 has a very different feel than 2009. After a year of consolidation 2  Confidentiality Review for Foreign

and cutbacks, companies are again looking for growth opportunities and are willing Patent Filing

to invest to achieve that growth. A new era of economic recovery means that IP By Harris Gao

protection will again come to the fore, especially for high-tech companies. We 4  More Good News for Chinese Patent

hope the information in this issue will help guide your own company’s growth in Defendants Seeking to Transfer

both China and the rest of the world. Their Cases Out of the Eastern Dis-
trict of Texas

In this issue we first discuss China’s confidentiality review requirement for foreign By Michael Vella, Jason A. Crotty and

patent filing, and we are happy to report that filing directly overseas is now an J. Manena Bishop
option for some applicants. We then discuss China’s new statutory rewards and . .

. . L . . 10 Employees’ Rights to Inventions
remuneration requirements for service inventions, and recommend that companies and Rewards under the Revised
operating in China include specific provisions for rewards and remunerations for Patent Law
service inventions in their employment contracts. Lastly, we discuss some recent By Gordon Milner and Claire Robley

legal developments in the United States that make it considerably more likely for

14 Intellectual P Practice N
Chinese defendants to transfer their cases out of the Eastern District of Texas. ntellectual Property Practice News

We are also happy to report on recent rankings listing the firm among the most
active in a number of intellectual property categories and on recent victories on
behalf of our clients, including a trial victory with important ramifications for the
open-source software community.
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Confidentiality Review for Foreign Patent Filing

By Harris Gao

Before the Third Amendment to the Chi-
nese Patent Law (“Third Amendment”) took
effect on October 1, 2009, whenever a Chi-
nese entity or individual intended to file a
patent application in a foreign country for an
invention made in China, the entity or indi-
vidual was required to file an application in
China first. The Third Amendment removed
this “first filing in China” requirement, but it
also added a new requirement of confiden-
tiality review. An applicant must now submit
a request for confidentiality review by SIPO
before filing overseas. This confidentiality
review requirement applies to all inventions
made in China. Failure to comply with this
requirement would result in the loss of the
right to patent in China.

Whether it is practical to directly file patent
applications overseas depends largely on
how SIPO implements the confidentiality
review. In particular, people are interested
in knowing how long it takes SIPO to con-
duct the confidentiality review. On January
18, 2010, the State Council released the
Revised Chinese Patent Law Enforcement
Regulation (“Revised Patent Regulation”),
effective on February 1, 2010. The Revised
Patent Regulation addresses some of the
practical issues underlying the confidential-
ity review, and lays out detailed procedures
for confidentiality review.

The Confidentiality Review
Process

Under Article 8 of the Revised Patent
Regulation, an applicant must request a
confidentiality review before filing a patent
application in a foreign country for an inven-
tion made in China. This would include all
inventions in which “the substance of the
technical solution was completed in China.”
The request may be filed separately, or in
conjunction with a patent application filed

in China. If the request is filed separately,
it must include a detailed description of the
technical solution provided by the invention.

Under Article 9 of the Revised Patent Regu-
lation, upon receiving such a request, SIPO
shall “promptly” send the applicant a notice
of confidentiality review if SIPO determines
that the invention could possibly be related

to national security or the national interest
such that there might be a need to maintain
its confidentiality. If the applicant does not
receive a notice of confidentiality review
within 4 months of the request, the ap-
plicant can file the patent application over-
seas. On the other hand, if SIPO decides
to conduct a confidentiality review, it should
“promptly” notify the applicant once it com-
pletes the confidentiality review. If, within

6 months of its request, the applicant does
not receive a decision that its invention
needs to be kept confidential, the applicant
can file the patent application overseas.

Under the Revised Patent Regulation,
SIPO will conduct two types of reviews:
(1) an initial review to determine whether a
further confidentiality review is warranted
for an invention; and (2) a further review
to determine whether the invention needs
to be kept confidential, and thus is not
eligible for foreign filing. If an invention
passes the initial review, SIPO will notify
the applicant that the invention is cleared
for foreign filing. On the other hand, if an
invention fails the initial review, SIPO will
conduct the further review.

The First Three Months of Confi-
dentiality Review at SIPO

SIPO has been conducting confidentiality
reviews since the Third Amendment took
effect on October 1, 2009. According to
data provided by SIPO , the vast majority
of the inventions will pass the initial review.
During the first three months (October,
November and December of 2009), 92% of
the total requests passed the initial review,
and only 1 percent of the requests did

not pass the initial review (the rest of the
requests were deemed to be not submitted
due to formality issues).

Also according to data provided by SIPO, it
will not take very long for the vast majority
of the inventions to pass the initial review.

If the request for confidentiality review is
filed with a Chinese patent application,
SIPO will send the applicant the result of
the initial review at the same time as the of-
ficial receipt of the patent application. Dur-
ing the last three months of 2009, where
the request was filed separately or after the
filing of a Chinese patent application, it took

SIPO an average of 27 days to notify the
applicant of the result of the initial review.

Thus, for the vast majority of the inventions,
one should expect to receive an approval

for foreign filing within about a month. It will
be longer for the small minority of inventions
where a further confidentiality review is need-
ed, but in any event no more than six months.
To prevent a significant loss of priority, an ap-
plicant who received a notice of confidentiality
should consider filing a corresponding patent
application in China immediately.

Direct Foreign Filing Is an Option
in Limited Circumstances

The Third Amendment, as implemented by
the Revised Patent Regulation, does give ap-
plicants the option of filing directly overseas;
but exercising that option has its cost. During
the last three months of 2009, that cost

was generally the delay of about 1 month in
priority. For many applicants, this delay in
priority may make it inadvisable to file directly
overseas. Instead, these applicants should
consider filing a Chinese patent application
or a PCT application in China first.

On the other hand, if the applicant is only
interested in filing in the United States,
direct filing can be a viable option. The
United States is a first-to-invent system, so
it is less important to have the earliest filing
date. What is more important is to have the
earliest invention date. Since the applicant
needs to submit a detailed description

of his technical solution in the request of
confidentiality review, it should be feasible
to use the confidentiality review request to
establish an invention date that is no later
than the request date, and the delay in filing
date caused by the confidentiality review
should not have much impact on its patent-
ability in the United States.

Conclusion

The Revised Patent Regulation lays out a
fairly well-organized confidentiality review
process, and filing directly overseas now is an
option for a small number of applicants whose
primary interest is to obtain a U.S. patent. m

1 The author would like to thank Ms. Li Li of
the State Intellectual Property Office for her
kind assistance. 2
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More Good News for Chinese Patent Defendants Seeking to
Transfer Their Cases Out of the Eastern District of Texas

By Michael Vella, Jason A.
Crotty and J. Manena Bishop

In our Fall 2009 Newsletter, we reported

on some recent legal decisions regarding
transferring patent cases out of the Eastern
District of Texas to a more convenient

and favorable court. In December 2009,
the Federal Circuit Court of Appeals (the
Court responsible for all patent appeals

in the U.S.) issued two more cases, Inre
Hoffman-La Roche Inc. and In re Nintendo
Co., Ltd., which have changed the legal
landscape even more — making it consid-
erably more likely that Chinese defendants
can transfer their cases out of the Eastern
District of Texas ." Indeed, it appears that a
plaintiff's chances of successfully opposing
a transfer motion out of the Eastern District
of Texas are lower than ever before.

In recent years, the Eastern District of
Texas developed a reputation for being

a desirable forum for plaintiffs, attracting
numerous patent owners and making the
district famous for patent litigation involving
multi-million dollar verdicts. Moreover,
because motions to transfer appeared

to be routinely denied, defendants found
themselves required to litigate in the East-
ern District of Texas, even when virtually
no connection existed between the dispute
and the venue.

The Fifth Circuit's en banc decision in
Volkswagen, an auto injury case, started

a significant change in transfer law. In re
Volkswagen of America, Inc., 545 F.3d 304
(5th Cir. 2008) (en banc). In ordering the
case transferred from the Eastern District to
the Northern District of Texas, the appellate
court held that the district court could not
disregard the physical location of evidence
simply because modern technology makes
it easier to transport certain forms of
evidence. [d. at 316, 322-23. Virtually all
of the evidence in Volkswagen stemmed
from or was located in Dallas, including all
of the witnesses, documents, and physical
evidence. [d. at 316-18. Additionally, the

Northern District had absolute subpoena
power over all of the witnesses. /d. at 316.
The appellate court concluded that the
district court had erred in failing to properly
consider the actual location of evidence,
the availability of the compulsory process,
and the local venue’s interest in deciding
the case “at home.” Id. at 317-18. The
Fifth Circuit granted Volkswagen’s petition
and ordered the case transferred to the
Northern District of Texas. /d. at 319.

Soon after Volkswagen, a patent infringe-
ment defendant, TS Tech, filed a petition
in the Federal Circuit Court of Appeals,

IN RECENT YEARS, THE
EASTERN DISTRICT OF
TEXAS DEVELOPED
A REPUTATION FOR
BEING A DESIRABLE
FORUM FOR PLAINTIFFS,

ATTRACTING NUMEROUS
PATENT OWNERS AND
MAKING THE DISTRICT
FAMOUS FOR PATENT
LITIGATION INVOLVING

MULTI-MILLION DOLLAR
VERDICTS.

challenging a decision by the Eastern
District of Texas denying transfer of a case.
Inre TS Tech USA Corp., 551 F.3d 1315,
1318 (Fed. Cir. 2008). Following Fifth
Circuit law, the Federal Circuit held that the
district court clearly abused its discretion
by: (1) giving too much weight to plaintiff’s
choice of venue; (2) ignoring Fifth Circuit
precedent requiring an assessment of costs
for attendance of witnesses; (3) marginal-
izing the factor concerning the relative ease
of access to sources of proof; and (4) dis-
regarding Fifth Circuit law in analyzing the

public interest in having localized decisions
decided “at home.” Id. at 1320-21. Accord-
ingly, the Federal Circuit granted TS Tech’s
writ and ordered the district court to transfer
the case. Id. at 1322-23.

Initial district court rulings following
Volkswagen and TS Tech suggested that
more cases would be transferred from the
Eastern District of Texas, particularly when
the physical evidence and witnesses were
centralized at or near the proposed trans-
feree courts and when the alternate forum
was “clearly more convenient.” Id. at 1319
(quoting Volkswagen, 545 F.3d at 315).
However, defendants in “decentralized”
cases involving multiple defendants (i.e.,
cases in which the evidence, witnesses,
and parties were located throughout the
country or overseas) seemed to have a
more difficult time winning transfer motions.
Indeed, several cases supported the notion
that “centralized” cases, where the physical
evidence was confined to a “limited region,”
were distinguishable from “decentralized”
national cases, where no single venue
would clearly be more convenient. See,
e.g., Novartis Vaccines & Diagnostics,

Inc. v. Hoffman-La Roche Inc., No. 2:07-
CV-507, Order, slip op. at 5 (E.D. Tex. Feb.
3, 2009).

The rationale for decentralized, multi-party
cases, however, was short lived. The
Federal Circuit again exercised its power to
review district court decisions — this time
ordering the transfer of a decentralized
case out of the Eastern District of Texas.
See In re Genentech, Inc., 566 F.3d 1338
(Fed. Cir. 2009). Several months later, the
Federal Circuit issued two more transfer
decisions involving decentralized evidence,
parties, and witnesses. See Nintendo,
2009 WL 4842589, at *4-5; Hoffmann-La
Roche, 2009 WL 4281965, at *4. The Ge-
nentech, Hoffman-La Roche, and Nintendo
decisions made clear that the Federal
Circuit was willing to review and reverse
district court venue transfer rulings, even in
decentralized cases. 4
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Transfer Out
of EDTX

(Continued from Page 4)

In Genentech, Sanofi, a German phar-
maceutical firm, filed a patent infringe-
ment action against Genentech (located

in the Northern District of California) and
Biogen (located in the Southern District of
California) in the Eastern District of Texas.
Genentech, 566 F.3d at 1340-41. The
witnesses and evidence were located in
multiple geographic regions, and none were
located in Texas. Id. The district court
based its ruling on its determination that
the Eastern District of Texas was as good

a central location for a decentralized case
as any other venue. /d. at 1342. The Fed-
eral Circuit rejected this “central location
rationale” and set forth several instances in
which the district court failed to properly as-
sess the relevant factors under Fifth Circuit
law. Id. at 1342-49. After considering all of
these factors, the Federal Circuit granted
the petition and ordered the district court to
transfer the case to the Northern District of
California. Id. at 134849.

The first of the Federal Circuit’s two most
recent transfer opinions, Hoffmann-La
Roche, extended this ongoing shift in
transfer law. Hoffmann-La Roche, 2009 WL
4281965, at *4. In Hoffmann-La Roche,
Novartis Vaccines and Diagnostics, Inc.,

a company headquartered in California,
brought suit in the Eastern District of Texas
against Hoffmann-La Roche Inc., Roche
Laboratories Inc., Roche Colorado Corp.,
and Trimeris, Inc. /d. at *1. Novartis al-
leged that Fuzeon®, a commercial HIV
inhibitor drug, infringed its patent. /d.
Fuzeon® was developed at Trimeris’ labs
in North Carolina where certain documents
were maintained. /d. Roche’s manufactur-
ing and processing facilities were located
in Colorado, Michigan, and Switzerland.

Id. The company packaged the drug at its
New Jersey headquarters and marketed
Fuzeon® nationwide. /d. Only a handful
of 25 potential witnesses lived in North
Carolina. /d.

Defendants moved to transfer, contending
that there were no witnesses or evidence

within 100 miles of the Eastern District

of Texas. Id. Additionally, defendants
argued that most of the relevant evidence,
a number of Trimeris’ employee witnesses,
and four non-employee witnesses were
located in North Carolina. Id. Novartis
opposed, arguing that the case involved
multiple parties from across the country,
and that sources of proof and witnesses
were located throughout the United States.
Id. Consequently, transferring the case to
North Carolina would merely rearrange the
inconveniences. Id.

The Eastern District of Texas court agreed
with Novartis and denied the motion to
transfer, finding that: (1) four non-party wit-
nesses in North Carolina did not constitute
a substantial number of witnesses; (2) No-
vartis’ documents had been transferred

to Texas; and (3) the district court had
subpoena power over one of the witnesses
who lived in Houston. /d. at *2. The district
court concluded that “the Eastern District of
North Carolina had no more of a local inter-
est in deciding this matter than the Eastern
District of Texas” because the accused
product was offered for sale nationwide. /d.
at *4. Defendants petitioned the Federal
Circuit for a writ of mandamus. /d. at *2.

The Federal Circuit compared the case’s
connection to the Eastern District of Texas
and its connection to the Eastern District of
North Carolina and held that there was “a
stark contrast in relevance, convenience,
and fairness between the two venues.” /d.
The appellate court held that the district
court clearly abused its discretion by failing
to give proper weight to the meaningful con-
nection that the patent infringement dispute
had to North Carolina but did not have to
the Eastern District of Texas. /d. at *4. In
its decision granting the petition to transfer
the case, the Federal Circuit analyzed
relevant factors under Fifth Circuit law and
made the following conclusions:

» The “sources of proof” related to the
development and testing of the infringing
product were located in North Carolina
(the location where the accused drug
was developed). /d. at *2.

» The district court had no basis to
conclude that documents that were
electronically transferred from California
to Texas supported rejection of the

transfer motion. The law prohibits
“attempts to manipulate venue in
anticipation of litigation or a motion to
transfer.” Id. at *3.

The district court disregarded precedent
by holding that North Carolina had no
more of a local interest than Texas. On
the contrary, the “local interest in this
case remains strong because the cause
of action calls into question the work and
reputation of several individuals residing
in or near that district.” Id. at *2.

The matter had “no relevant factual
connection to the Eastern District of
Texas.” In contrast, North Carolina’s
interest in the matter was “self-evident.”
Id. at *4.

The district court overlooked the
importance of the “absolute subpoena
power,” which permits a court to compel
a witness to attend depositions and trial.
In doing so, the district court gave too
much weight to its ability to compel one
witness at trial, noting that because the
witness lived more than 100 miles away,
the district court would not be able to
compel her to attend a deposition. The
district court also failed to consider the
fact that the Eastern District of North
Carolina had absolute subpoena power
over at least four non-party witnesses,
which favored transfer. /d.

The less-congested docket of the district
court of North Carolina indicated that the
court “may be able to resolve this dispute
more quickly.” /d. at *2.

The second of the Federal Circuit’s two
recent decisions further confirmed this
ongoing shift in the law. See Nintendo,
2009 WL 4842589, at *4-5. In Nintendo,
the Eastern District of Texas had

denied Nintendo’s motion seeking to
transfer the case to the Western District
of Washington, where Nintendo was
incorporated and had its principal place
of business. /d. at *1. Motiva opposed
transfer, arguing that Eastern District of
Texas was the proper venue for such

a decentralized case. Id. The Federal
Circuit again rejected the “decentralized”
argument for maintaining a case in
Texas that lacks any connection to the
venue and reminded the district court g
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Transfer Out
of EDTX

(Continued from Page 6)

that it had “already questioned this type
of reasoning in another case involving
the Eastern District of Texas.” /d. at *4
(citing Genentech, 566 F.3d at 1344).

In holding that “the district court clearly
abused its discretion in denying transfer
from a venue with no meaningful ties to
the case,” id. (citing TS Tech, 551 F.3d at
1322-23), the Federal Circuit reached the
following conclusions:

+ Although the district court “correctly
assessed the local interest of the
Western District of Washington as high”
and “candidly observed that the Eastern
District of Texas has little relevant local
interest in the dispute,” it “gave the
plaintiff's choice of venue too much
deference.” Id. at *3-4.

 The district court also improperly failed to
give proper weight to the fact that “[a]ll of
the identified key witnesses in this case
[we]re in Washington, Japan, Ohio, and
New York” and “[n]Jo witnesses live[d] in
Texas.” Id. at *3.

» The fact that Nintendo’s products are
sold nationally did not justify keeping
the case in Texas. “The Fifth Circuit has
unequivocally rejected the argument
that citizens of the venue chosen by the
plaintiff have a ‘substantial interest’ in
adjudicating a case locally because some
allegedly infringing products found their
way into the Texas market.” /d. (citing
Volkswagen, 545 F.3d at 317-18).

« The district court “glossed over a
record without a single relevant factor
favoring the plaintiff's chosen venue”
and incorrectly “hypothesized that the
Eastern District of Texas could serve as a
centralized location” despite the fact that
neither party had evidence in Texas, and
the majority of Nintendo’s evidence was
located in Washington. /d. at *4-5.

Because all of the relevant factors favored
transfer, the Federal Circuit held that the
district court’s result was “patently errone-
ous” and ordered the case transferred to

the Western District of Washington.

These recent Federal and Fifth circuit
venue decisions indicate that the trend con-
tinues to favor parties seeking to transfer
cases out of the Eastern District of Texas.
Moreover, it appears that the Federal
Circuit is paying close attention to newly
issued district court transfer rulings and will
not hesitate to find an abuse of discretion
when lower courts fail to balance the trans-

THESE RECENT
FEDERAL AND FIFTH
CIRCUIT VENUE
DECISIONS INDICATE
THAT THE TREND

CONTINUES TO FAVOR
PARTIES SEEKING TO
TRANSFER CASES
OUT OF THE EASTERN
DISTRICT OF TEXAS.

fer factors in a manner that conforms to its
recent decisions. Genentech and Nintendo
indicate that transfer is appropriate in de-
centralized cases if there are no witnesses
in the district where the case is filed and

a significant number of witnesses would
benefit from a change of venue. Hoffman-
La Roche and Nintendo suggest that district
courts must evaluate whether the patent
dispute’s connection to a plaintiff's selected
venue is more meaningful than the connec-
tion to any one alternative local venue. All
of these cases highlight the importance of
witness convenience, location of evidence,
and a connection between the dispute and
the district. Additionally, the fact that a case
involves a product that is sold nationwide
no longer means that any venue in the
country is appropriate. Consequently, even
decentralized cases now appear to have

a high probability of being transferred if

the dispute does not have any meaningful
connection to the Eastern District of Texas
and an alternate jurisdiction with such a
connection exists.

For Chinese companies, the Federal Cir-
cuit’s recent decisions are particularly good
news. First, these decisions may cause
patent plaintiffs to rethink their strategy of
suing Chinese companies in the Eastern
District of Texas in an effort to make the
case as inconvenient and threatening as
possible. Second, if Chinese compa-

nies are sued in the district, the odds of
obtaining transfer to a forum with a more
significant connection to the case are much
better than they were just a year ago.
Finally, if a case is successfully transferred
out of Texas, the case will lose some of its
momentum, and Chinese companies will
have more leverage in settlement discus-
sions and a more favorable venue if trial
should become necessary. m

1 In re Hoffmann-La Roche Inc., --- F.3d ----,
Misc. No. 911, 2009 WL 4281965 (Fed. Cir.
Dec. 2, 2009); In re Nintendo Co., Ltd., ---
F.3d ----, Misc. No. 914, 2009 WL 4842589
(Fed. Cir. Dec. 17, 2009). The earlier deci-
sions from the Federal Circuit that we dis-
cussed in our Fall 2009 Newsletter are: In
re Genentech, Inc., 566 F.3d 1338 (Fed. Cir.
2009); Inre TS Tech USA Corp., 551 F.3d
1315 (Fed. Cir. 2008); In re Volkswagen of
America, Inc., 545 F.3d 304 (5th Cir. 2008)
(en banc).
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Employees’ Rights to Inventions and Rewards
under the Revised Patent Law

By Gordon Milner and
Claire Robley

The Implementing Regulations of the PRC
Patent Law (“Implementing Regulations”)
were recently revised to implement the
Third Amendment to the PRC Patent Law.
The revised Implementing Regulations
came into effect on 1 February 2010, and
contain new provisions with respect to the
reward regime for employee inventions,
an area of law that has been watched with
keen interest by both Chinese and foreign
companies involved in research and devel-
opment (R&D) activities in China.

In the past, many employers have tended
to disregard the general requirements
under the Patent Law for a PRC employer
to pay a financial reward to its employees
upon the grant of a patent and subsequent
licensing or transfer. However, the revised
Implementing Regulations now explicitly
extend these requirements to all employ-
ers in China and impose specific rewards
which will be payable to employees as a
default position if the relevant employment
contracts are silent. As a result, the risk of
enforcement in China is now far greater.

In practice, the default arrangements may
be somewhat un-commercial. Employers
should therefore consider overriding the
default arrangements by express alterna-
tive provisions in the relevant employment
contracts, provided that such alternative
provisions are reasonable.

The recent changes to the reward
regime in China are discussed in more
detail below.

General Provisions under the
Patent Law

Articles 6 and 16 of the Patent Law (which
are not changed by the Third Amendment)
set out the general position with regard to

ownership of patent rights and remunera-
tion of inventors in the PRC.

Article 6 of the Patent Law provides that a
“service invention” is an invention made in
the course of employment duties or mainly
using the material and technical resources
of the employer. Although the default
position under Article 6 is that the right to
apply for a patent over a service invention
belongs to the employer, whereas the right
to apply for a patent over a non-service
invention remains with the inventor or
designer, companies can expressly over-
ride the default rules and determine the
ownership of patent rights and the right to
apply for patents by contract.

Article 16 of the Patent Law provides that
a company that obtains a patent over a
service invention must, upon exploitation
of the patent, pay the inventor a reason-
able remuneration taking into account the
extent to which the patent is exploited and
the income earned from such exploitation.

New Implementing Regulations

The previous version of the Implementing
Regulations already provided for a detailed
reward payment system applicable only to
State-Owned Enterprises (SOEs), under
which employees were entitled to payment
of a lump sum upon grant of a patent and

a percentage of the annual revenue and
licensing royalties generated by the patent.
For example, the original Implementing Reg-
ulations provided the following default ar-
rangements: (1) a minimum reward of RMB
2,000 to be paid within three (3) months from
the date on which a patent is granted, and
(2) a “reasonable remuneration” upon ex-
ploitation of an employee’s invention patent
amounting to no less than 2% of the after-tax
profit generated from implementation of the
patent, or 10% of the fee generated from the
licensing of the patent.

The new Implementing Regulations con-
tain a number of amendments as follows:

*  The reward provisions now apply to all
entities in China, not just SOEs.

¢ The minimum amount of reward,
which must be paid within three (3)
months from the date on which a
patent is granted, has been increased
from RMB 2,000 to RMB 3,000 for an
invention patent and from RMB 500
to RMB 1,000 for a utility model or
design patent.

e The detailed provisions above will
only apply in the absence of specific
reward provisions in company regula-
tions or employment contracts (i.e.
employers are free to implement their
own reward system).

Although some Chinese companies
appear to have voiced concern with

the default arrangement in the original
Implementing Regulations requiring a
“reasonable remuneration” of no less than
2% of the after-tax profit generated from
implementation of the patent, or 10% of
the fee generated from the licensing of the
patent, that provision remains unchanged
in the new Implementing Regulations.
Consequently, absent an agreement to
the contrary, this default arrangement now
applies to all employers in China.

Dealing with the New
Implementing Regulations

If employers are to take advantage of the
ability to formulate and document their
own reward system in respect of employee
inventions, they must be careful to ensure
that any remuneration paid to an employee
upon exploitation of a patent is reasonable.

Not only is this reasonableness require-
ment specifically contained in Article 16

of the Patent Law (which states that the 10
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Employees’
Rewards

(Continued from Page 10)

reward must be reasonable based upon
the scope and extent of application of the
patent and the economic benefits it yields
to the employer), but it has also been em-
phasized by the State Intellectual Property
Office (SIPO) in its Explanation of the Draft
Amendments (SIPO Explanation). The
SIPO Explanation states that the detailed
provisions in the Implementing Regula-
tions (which were in draft form at the time
the SIPO Explanation was issued but have
since come into force) may still apply de-
spite an express agreement between the
employer and the employee, if that agree-
ment is held to be “unreasonable”.

Although a definitive interpretation of this
reasonableness requirement has not yet
been issued by the relevant PRC au-
thorities and/or courts, given the attention
focused upon the requirement within the
legislation itself, it is questionable whether
a scheme under which employees receive
the same level of compensation regard-
less of the value of their inventions, would
satisfy the new Implementing Regulations.
Employers should therefore consider
more sophisticated reward mechanisms to
reduce the risk of claims from dissatisfied
employees. Possibilities include:-

. Payment of different levels of reward,
for example, a certain fixed lump sum
payable for standard patents and a
larger lump sum payable in respect
of ‘blockbuster patents’ of significant
economic value; and/or

«  Payment of certain sums against cer-
tain triggering events, such as: (i) the
filing of a patent application; (ii) the
grant of a patent; (iii) the first transfer
of the patent to a party outside the
company group following its grant in
China; and (iv) the commercial exploi-
tation of the patent.

Whilst there is no guarantee that such
mechanisms would be completely immune
to challenge as each case will depend on
the specific circumstances, the risk would
be greatly reduced where employers can
demonstrate that they have specifically
addressed the issue of employee rewards
and formulated a scheme that is based
upon clear and objective criteria.

Such reward scheme should be document-
ed in a company’s employment agree-
ments and set out in the Employee Hand-
book which should expressly state that the
scheme addresses, supersedes and is in
lieu of all rights of the employee to receive
compensation under the Patent Law.

Provided that employees are satisfactorily
rewarded for their technological achieve-
ments in accordance with the Patent Law
and Implementing Regulations, it will still
be possible going forward for companies
to require employees to assign to them all
patent rights and waive any moral rights
they may have in their inventions. As a
practical measure to reinforce such assign-
ment obligation, employers should also
make sure that their employment contracts
contain clear disclosure obligations requir-
ing an employee to notify the employer of
all inventions (and other works) created
during the course of employment that (i)
are relevant to the employer’s business;
(ii) arise out of tasks or assignments

that are part of the employee’s job
responsibilities; and (iii) were created
using any of the company’s resources
(such as time, materials or space). It

may also be sensible to request a list of
inventions created by the employee prior
to his employment to avoid any disputes
over whether or not such inventions were
created during the employment.

Conclusion

Following recent developments, the PRC
Patent Law now requires all companies in
China to compensate their employees for
their inventions in accordance with specific
levels of reward. Companies should note,
however, that the statutory rewards are

applicable only in the absence of express
provisions in the employment contracts
dealing with compensation for inventions.
It is highly recommended, particularly in
light of significant intellectual property
infringement and high turn-over of staff in
China, that companies clearly document
all of the respective rights of the employer
and employees within the employment
contracts, including provisions on rewards
for employee inventions. m
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IP Practice News

Recent Awards & Accolades

Morrison & Foerster’s intellectual property group
achieved rankings in ten categories in the annual “World
IP survey” by Managing Intellectual Property. The issue,
“2010 Patent Firms Of The Year,” includes the World

IP Survey in which the firm is ranked in ten categories,
and moved higher in two categories: ITC practice and
Patent Contentious (West) for which the firm earned
the highest Tier 1 ranking. Our group also received the
Tier 1 ranking in Copyright (West). We have also been
shortlisted for Managing IP’s North America Awards
2010 in the areas of United States: National: ITC
Litigation, United States: West: Patent Prosecution, and
United States: West: Patent Contentious.

The World IP Survey is a qualitative ranking of the
leading firms in each category and reveals which

firms are rated by their peers for the strength of their
expertise and the depth of their ability to service
clients, according to the magazine. The survey, in

its 14th year of publication, is based on hundreds of
conversations with clients and practitioners worldwide.

In addition, Managing IP has named Morrison &
Foerster’'s managing partner Harold McElhinny one
of five finalists for its prestigious “IP Practitioner

of the Year” award. The nomination recognizes

Mr. McElhinny’s work as among the top five IP
practitioners in the U.S., and is based on the
exceptional feedback Managing IP’s journalists
received from clients and colleagues while
researching this year’s award finalists. =

MoFo Wins Important Open Source Jury Verdict for Novell

On March 30, 2010, a jury in federal district court in
Salt Lake City, Utah returned a decisive verdict in
favor of our client Novell in its seven-year dispute with
The SCO Group involving the copyrights for the core
UNIX computer operating system. After approximately
seven hours of deliberation, the jury found that,
contrary to SCO’s claims, the UNIX copyrights were
not transferred from Novell in a 1995 Asset Purchase
Agreement. This factual determination was fatal

to SCO’s claim that Novell was liable to SCO for
between $115 million and $200 million for Novell’s
alleged slander of SCO’s claim to ownership of the
UNIX copyrights.

The jury verdict confirms Novell’s ownership of the
UNIX copyrights and rejects SCO’s claim to damages
of hundreds of millions of dollars. In Novell’s press
release, Novell’s president and CEO says: “This
decision is good news for Novell, for Linux, and for the
open source community. We have long contended that
this effort against Linux has no foundation, and we are
pleased that the jury, in a unanimous decision, agrees.
I am proud of Novell’s role in protecting the best
interests of Linux and the open source community.”

Morrison & Foerster is proud to have represented Novell,
and the interests of the open source software industry,
throughout this seven year dispute. =

Morrison & Foerster Represents Yahoo! in Sale of HotJobs

On January 5, Yahoo! announced its sale of

the assets of Yahoo! HotJobs (a leading online
recruitment website) to Monster Worldwide, Inc.

for $225 million. A team of MoFo TTG attorneys in
the San Francisco office led negotiations on the
intellectual property and commercial aspects of the
deal. The team also led negotiations on a three-year

commercial traffic agreement in which Monster will
become Yahoo!’s provider of career and job content
on the Yahoo! homepage in the United States

and Canada. The transaction is expected to close
sometime during the third quarter of 2010, subject to
regulatory review. m
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(Continued from Page 14)

Morrison & Foerster Launches iPhone Mobile Application “MoFo02Go”

Continuing the firm’s tradition of innovation, Morrison

& Foerster has launched one of the first iPhone
applications created by a major law firm. MoFo2Go is a
multi-function app designed for on-the-go professionals
and is available for free through iTunes. To download,
go to the app store in iTunes and search “MoF02Go.”

The app’s four functional areas are “People,” “News,”
“Locations,” and “Play.” “People” allows users to view
short bios of all attorneys who are on the MoFo website
and is searchable by practice/industry, office location,

or law school. In the “News” section, users can view
our client alerts, press releases and newsletters — plus
special content from our award-winning magazine MoFo
Tech. “Locations” has important information about

our offices and includes handy guides to the nearest
transportation hubs, hotels, and restaurants. Then
there’s the “Play” function -- MoFo Maze -- a game that
challenges users to progress through four levels of
increasing difficulty. =
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