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1. Introduction

In this article, we introduce a recent Japanese judgement rendered by the Intellectual Property High
Court (the “IP High Court”) affirming that the three-dimensional (“3D”) shape of Godzilla 4th form
which appeared in the movie “Shin Godzilla” has acquired distinctiveness (the ability to identify and
distinguish the relevant goods) (the “Judgement”).

In this case, the main issue is whether a 3D shape that designates a figure as designated goods has
acquired distinctiveness. Under the Trademark Act, a “trademark consisting solely of a mark
indicating, in a common manner, the ... shape ... of goods” cannot be registered because of a lack
of distinctiveness (Article 3(1)(iii) of the Trademark Act). However, a trademark that has acquired
distinctiveness as a result of use can be registered (Article 3(2) of the Trademark Act).

In another case, the IP High Court ruled that, “In considering whether a trademark consisting of a 3D
shape of goods has acquired distinctiveness through a person’s use, it is necessary to
comprehensively take into account various factors such as the shape of the trademark or the goods,
the time of commencement of use and the period of use, the area of use, the sales quantity of the
goods, the period, area and scale of the advertising, and the existence of other goods similar to its
shape” (the IP High Court of June 27, 2007 (2006 (Gyo-Ke) No. 10555, Maglite Case)).

This Judgement affirmed that the 3D shape of Godzilla 4th form appearing in “Shin Godzilla” has
acquired distinctiveness, and can be said to be a reference in trying to register the shape of a figure
of afamous character as a 3D trademark.

2. Complaint No. 2021-111555

The Plaintiff applied for a 3D trademark of “Shin Godzilla” for Class 28, i.e., “stuffed toys, action
figures, dolls and other toys” (the “Trademark in the Application”). However, they received a notice
of reasons for rejection on the grounds of Article 3(1)(iii) of the Trademark Act that it was “simply
indicating the quality and shape of the product in a common manner”. Although the Plaintiff
requested an appeal trial against the examiner's decision of refusal, the Japan Patent Office (the
“JPO”) rendered a decision of refusal (the “Trial Decision”), indicating that the Trademark in the
Application falls under Article 3(1)(iii) of the Trademark Act and denying the application of Article
3(2) of the Trademark Act for the following reasons in general.

(1) The sales period of the figures of Godzilla 4th form (the “Figures”) was about seven years in length,
which means it was not “a long term”;

(2) The Plaintiff’s sales results cannot be ascertained because the results it provided includes sales
by licensees;

(3) Given the market scale (i.e., FY 2020: JPY 824.4 billion, and FY 2021: JPY 890 billion), the Figures
“do not account for a significant share of the market”;

(4) The Trademark in the Application is not used in various advertising media in such a way as to give
the impression that it is the trademark of the Plaintiff by emphasizing the 3D shape of the present
trademark, and no evidence of past records, such as the advertising period, size, and advertising



cost, has been submitted;

(5) As a result of a questionnaire conducted by the Plaintiff, “Although it can be inferred that the 3D
shape of the present trademark is recognized to a certain degree” by general consumers, it is not
possible to judge the degree of recognition by consumers of the relationship between the 3D shape
of the Trademark at the Application and the Plaintiff; and

(6) Therefore, the 3D shape of the Trademark at the Application has not acquired distinctiveness.
3. Judgement of the IP High Court

The IP High Court affirmed the judgement in the Trial Decision that the Trademark in the Application
falls under Article 3(1)(iii) of the Trademark Act. However, it reversed the Trial Decision stating that it
mistakenly denied applying Article 3(2) of the Trademark Act with the following reasons in general.

(1) Since the 3D shape of Shin Godzilla differs in overall proportion and color from that of the
previous Godezillas, the court should consider “use” with respect to the 3D shape of Shin Godzilla
under Article 3(2) of the Trademark Act. However, in considering the shape has acquired
distinctiveness as a result of “use”, “It is not precluded that the impact that the entire ‘Godzilla’ film
series, which is linked to ‘Shin Godzilla’, would have on consumers’ recognition is taken into account,
but rather it is necessary to do so”.

(2) Taken together with the following facts, the Trademark in the Application has acquired
distinctiveness as a result of use with respect to the designated goods:

® The Figures have recorded the sales volume of JPY 1.02 million and the sales amount of
approximately JPY 2.65 billion.

® Shin Godzilla largely follows the basic shape of the previous Godzilla, and its basic shape
was “widely recognized as the shape of the character provided by the Plaintiff” by general
consumers.

® Thetrademark ofthe letters “ 15" (Godzillain Japanese script) is well known as the name
of the monster in Godzilla movies, and throughout the series, the name “Godzilla” is used
consistently for the monster characters.

® |n the Plaintiff’s questionnaire, when questionees were shown a picture of the 3D shape of
the Trademark in the Application, in an open-ended response to the question of “What do
you think the figure is modeled after?”, 64.6% of them answered “Godzilla” or “Shin Godzilla”.

(3) Article 3(2) of the Trademark Act does not require “use” to have occurred over “a long term”, and
“It is necessary to take into account not only the period of use but also the sales quantity of the
goods, the scale of the advertising, its topicality, etc.”

(4) “In this case, there is a special fact that before the use of the Trademark in the Application, the
goods of Godzilla characters, of which the Plaintiff is the main entity of commercialization, have
widely and deeply penetrated the awareness of consumers, and the 3D shape of the Trademark in
the Application has retained continuity of these goods™.

(5) Any use by licensees “should also be included in ‘use’ under Article 3(2) of Trademark Act if the



manner of use of the trademark is properly controlled by the applicant and the consumer can
recognize it as the applicant's goods”.

(6) The Defendant “complained about every single one of the Plaintiff’s assertions, being a trivial
matter before the massive recognition of the Godzilla character”.

4. Remarks

Itis not necessarily easy to register a 3D trademark of a character with respect to figures in Class 28.
Recently, for the trademark application No. 2022-066787 concerning the 3D shape of “Pikachu”, the
JPO issued a notice of grounds for rejection, with respect to “toys, stuffed toys, dolls, Christmas tree
ornaments, pet toys, portable toys with telecommunications” in Class 28, because of Article 3(1)(iii)
of the Trademark Act. The applicant’s agent subsequently submitted data and materials concerning
the usage, sales volume, and advertising, etc., asserting that the 3D shape naturally has
distinctiveness or has acquired distinctiveness through its use. At the time of writing this article, it
appears that the final decision of the JPO has not been made. The development of this case is of
interest.

Trademark rights can be maintained semi-permanently by repeating the renewal thereof, unlike
copyrights and designrights. On the one hand, there is the view that caution should be takenin giving
a certain person a semi-permanent monopoly on the shape of a certain product, however, on the
other hand, a 3D shape of a famous character may be protected by the Unfair Competition
Prevention Act while it indicates a famous product, in which case, it seems acceptable to register
the 3D shape of such character as a trademark in Class 28.

In considering the shape has acquired distinctiveness as aresult of “use” under Article 3(1)(iii) of the
Trademark Act, this Judgement appears to allow the taking into account of the prominence of the
character itself as showed in the line, “It is not precluded that the impact that the entire ‘Godzilla’
film series, which is linked to ‘Shin Godzilla’, would have on consumers’ recognition is taken into
account, but rather it is necessary to do so”. The Godazilla series is 70 years old this year (i.e., 2024),
and as the Judgement states that the Defendant's counterarguments are “a trivial matter before the
massive recognition of the Godzilla character”, this Judgement appears based on the considerable
prominence of the character itself. Accordingly, every 3D shape of the character cannot necessarily
be registered with respect to figures in Class 28. It is, however, considered to be a useful reference
when considering the registration of 3D shapes of characters in Class 28 in the future.
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1. Introduction

In this article, we introduce a Japanese IP High Court judgment rendered on July 4, 2024 (2023 (Ne)
10053; this “Judgment”), which addressed the applicability of Article 102, paragraph (2) of the Patent
Act.

Article 102 of the Patent Act provides for the following three types of presumptions regarding the
value of damages resulting from patent infringements.

® Paragraph (1): Calculation based on the profit per unit of the right holder’s product and the
quantity of infringing products transferred

® Paragraph (2): Calculation based on the infringer’s profits
® Paragraph (3): Calculation based on the amount equivalent to the royalty

Among these three provisions, paragraph (2) stipulates as follows.

If a patentee or exclusive licensee files a claim for compensation for damage that the patentee or
licensee personally incurs due to infringement against a person that intentionally or due to
negligence, infringes the patent right or violates the exclusive license, and the infringer has
profited from the infringement, the amount of that profit is presumed to be the value of damages

incurred by the patentee or exclusive licensee.

Prior to this Judgment, the IP High Court ruled in the Grand Panel Case on February 1, 2013 (2012
(Ne) 10015; the “2013 Grand PanelJudgment”) that “(t)aking into account that Article 102, paragraph
(2) of the Patent Act was provided for the purpose of reducing the difficulty in proving the amount of
damages as mentioned above and that the effect thereof is merely presumptive, there are no
reasonable grounds for making the requirements for the application of said paragraph particularly
strict;” “it should be construed that the application of Article 102, paragraph (2) of the Patent Act
should be allowed when there are any circumstances suggesting that the patentee could gain profits
if no patent infringement had been made by the infringer;” and “the application of Article 102,
paragraph (2) of the Patent Act does not require the patentee to work the patented invention.” The
2013 Grand Panel Judgment affirmed the application of Article 102, paragraph (2) of the Patent Act
to the plaintiff, who manufactured products related to the patented invention outside Japan and sold
(exported) them to dealers in Japan.

Based on the 2013 Grand Panel Judgment, this Judgment shows the types of facts that are required
to be found to constitute “circumstances suggesting that the patentee could gain profits if no patent
infringement had been made by the infringer,” and it includes some suggestive content when
examining the applicability of Article 102, paragraph (2) of the Patent Act. This article focuses on the
decision regarding the applicability of the said paragraph, although the defense of patent
invalidation was also asserted and there were many points of contention in this case.

2. Summary of the Facts

The litigants and the interested party in this case and the basic facts concerning each of them are

11



as follows.

Litigants and .
Basic Facts
Interested Party
® The patentee of Patent No. 6154978 relating to a financial instruments
transaction management apparatus (the “Patent,” and the right
Plaintiff pertaining to the Patent, the “Patent Right”).
® Notregistered as afinancial instruments business operator, and did not

engage in FX transaction business.

® Provided services relating to FX transactions (the “Defendant’s
Defendant Services”) from a server operated by the Defendant (the “Defendant’s
Server”) to customers through the Internet lines.

Lo A wholly owned subsidiary of the Plaintiff.
Plaintiff’s

o ® Registered as a financial instruments business operator, and provided
Subsidiary

services relating to FX transactions (the “Plaintiff’s Services”).

The Plaintiff sought damages based on tort, claiming that the Defendant’s Server falls within the
technical scope of the invention claimed in claim 1 of the Patent (the “Invention”) and that the use
of the Defendant’s Server constitutes the working of the invention. The Plaintiff also claimed the
amount of damages based on the calculation pursuant to Article 102, paragraph (1), (2), or (3) of the
Patent Act.

The original judgment denied the application of Article 102, paragraphs (1) and (2) of the Patent Act
and awarded damages pursuant to paragraph (3) of the said Article, stating that “the Plaintiff and the
Plaintiff’s Subsidiary are separate legal entities to the fullest extent.” In response, the Plaintiff and
the Defendant appealed.

3. Judgement of the IP High Court

The IP High Court affirmed the application of Article 102, paragraph (2) of the Patent Act and
modified the original judgment, finding that the Plaintiff was in “circumstances suggesting that the
patentee could gain profits if no patent infringement had been made by the infringer.” In leading to
the application of the said paragraph, the IP High Court stated as follows.

(i) The Plaintiff’s Services compete with the Defendant’s Services.

(i) The Plaintiffis a so-called pure holding company where the Plaintiff owns 100% of the shares
of the Plaintiff’s Subsidiary, the purpose and main business of the company is to control and
manage its subsidiaries, and the source of its profits is dependent on the business activities
of the subsidiaries (the Plaintiff and the Plaintiff’s Subsidiary are collectively referred to as
the “Plaintiff’s Group”).

(iii) The Plaintiff’s Subsidiary is working the Invention, and the Plaintiff’s Group as a whole
performs the business using the Patent Right under the management and instructions of the
Plaintiff that is a holding company.

(iv) In the Plaintiff’s Group, the Plaintiff engages in the management and exercise of the Patent

Right for the group and is in the position where the Plaintiff can exercise the right
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independently. The Plaintiff engages in the exercise of the Patent Right from the standpoint
of pursuing profits for the group.

(v) There is no actor that exercises the rights related to the Patent Right in the Plaintiff’s Group
other than the Plaintiff.

(vi) It is reasonable to consider issues arising from individual circumstances, such as the
absence of profits that the Plaintiff could gain due to the Plaintiff’s lack of ability to work, as
a matter of rebuttal of the presumption.
(In this regard, in examining the rebuttal of the presumption, the IP High Court stated that the
fact that the Plaintiff was not registered as a financial instruments business operator and
could not engage in FX transactions as a business was not regarded as grounds for rebuttal
of the presumption, since it could be evaluated that the Plaintiff’s Group as a whole
performed the business using the Patent Right under the management and instructions of
the Plaintiff.)

It should be noted that the IP High Court denied damages pursuant to Article 102, paragraph (1) of
the Patent Act, stating that no damages in excess of the amount of damages pursuant to paragraph
(2) of the said Article had been established, and did not make a decision on the applicability itself of
paragraph (1) of the said Article.

4. Remarks

This Judgment is instructive in that it recognized that Article 102, paragraph (2) of the Patent Act may
be applied to a patentee who does not work the patented invention, when the patented invention is
worked by a group company. On the other hand, this Judgment, in leading to the application of the
said paragraph, recognized several specific facts in detail, and it is not clear whether the said
paragraph could be applied or not even if some of these facts are missing. It should be noted that
there is an IP High Court judgment rendered on April 20, 2022 (2021 (Ne) 10091) in which the said
paragraph was applied based on the working of the patented invention by a group company of the
patentee, like this case, and this Judgment can be said to be in line with the previous decision.

With regard to the presumption of the amount of damages under the Patent Act, after the 2013 Grand
Panel Judgment, there have been a series of judgments that have provided important guidelines for
practice, including the IP High Court Grand Panel Judgment rendered on June 7, 2019 (2018 (Ne)
10063), the IP High Court Grand Panel Judgment rendered on February 28, 2020 (2019 (Ne) 10003),
and the IP High Court Grand Panel Judgment rendered on October 20, 2022 (2020 (Ne) 10024), and
the revised Patent Act came into effect on April 1, 2020. The presumption of the amount of damages
is considered as an important means of proof for patentees, and further accumulation of court
decisions that provide more stable and concrete guidelines will be closely watched.
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We introduce a judgment rendered by the Intellectual Property High Court on March 18, 2024 (2022
(Gyo-Ke) 10127, 10128, 10129, 10130, 2023 (Gyo-Ke) 10027) in which the applicability of a product-
by-process claim and the clarity requirements were disputed.

1. Summary of the case

OnJune 11,2004, the Defendant received a registration for Patent No. 3563036 for an invention titled
celecoxib compositions (the “Patent”). On September 30, 2016, the Plaintiff (in this case, there are
multiple plaintiffs, but they are collectively referred to as the “Plaintiff” without distinction) filed a
request for an invalidation trial with the Japan Patent Office (the “JPO”). Then the Defendant filed a
request for correction of the scope of the claims of the Patent. The JPO granted the request for
correction and issued a first trial decision that the request for trial was not valid. Afterwards, the
Plaintiff filed a suit for the revocation of the first trial decision with the Intellectual Property High
Court which found that the support requirement had been violated and ruled to revoke the first trial
decision (the “Previous Judgment”). When the case was again heard at the JPO as a result of the
Previous Judgment, the Defendant filed a request for correction to amend the scope of the claims
of the Patent (the “Correction”). As a result of the Correction, the invention of the Patent of claim 1
was amended to “[a] pharmaceutical composition containing 10 mg to 1000 mg of fine particles of
celecoxib intimately mixed with one or more pharmaceutically acceptable excipients, and
containing one or more individual solid dosage units for oral delivery, wherein the celecoxib particles
are ground in an impact mill such as a pin mill, and containing a particle size distribution in which
the D90 of the celecoxib particles is 30 um at the maximum length of the particles and containing a
humectant containing sodium lauryl sulfate” (the “Corrected Invention”). The JPO accepted the
correction and made a trial decision that the request for invalidation of the Patent was not valid (the
“Trial Decision”). The Plaintiff seeks the revocation of the Trial Decision.

2. Summary of the dispute

In this case, the issue was whether there were errors in the Trial Decision. The following is a summary
of the court’s judgment, focusing on the clarity requirement.

The clarity requirement is intended to ensure that the invention for which a patent is sought is clear,
because if the invention described in the scope of the claims is not clear, then the interests of third
parties can be unduly harmed, such as by depriving them of predictability regarding the scope of the
exclusive rights of the right holder. In addition, in order for a so-called product-by-process claim (a
“PBP claim”) to satisfy the clarity requirement, it is necessary that, at the time of application, it is
impossible or impractical to directly specify the product by its structure or characteristics (the
“impossible or impractical circumstances”) are necessary (Supreme Court Decision, 2012 (Ju) No.
1204, June 5, 2015, Second Petty Bench, Min-shu, Vol. 69, No. 4, p. 700).

In this case, based on the corrected patent claim, which states that “the celecoxib particles are
ground in an impact mill such as a pin mill” (the “Pin Mill Configuration”), the parties disputed the
claim interpretation, including whether the corrected invention is a PBP claim, whether “such as a
pin mill” is simply an example of an impact mill or whether it is a structure that is limited to a part of
an impact mill, as well as the suitability of the clarity requirement.
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3. The Court’s judgment

(1) Whether the Pin Mill Configuration falls under a PBP claim

® The Pin Mill Configuration falls under a PBP claim.

® |[tisclearthatthe description of the Pin Mill Configuration in the specification for the Patent (the
“Specification”) discloses a manufacturing process and method for grinding celecoxib
particles, and the Pin Mill Configuration, which has been made into an invention-specific
matter in the scope of the Patent claim by the Correction, is also understood to be an attempt
to specify the structure or characteristics of an object using a manufacturing method of being
“ground in an impact mill such as a pin mill” (whether or not this attempt is successful).

® |nthe manufacture of pharmaceutical compositions, specifying all of the multiple processes is
not a necessary condition for constituting a PBP claim.

(2) Whether the Pin Mill Configuration is limited to a pin mill

® The Pin Mill Configuration is not limited to a pin mill.

® When considering the language of the Patent claim of “an impact mill such as a pin mill”, there
is room for interpretation in either (i) understanding that a pin mill is just an example and refers
to an impact millin general, or (ii) understanding that a pin mill refers to an impact mill that has
similar or equivalent characteristics to a pin mill, and it is not possible to determine this
definitively from the Patent claim alone.

® Wheninterpreting in reference to the description in the Specification, the Pin Mill Configuration
specifies that the celecoxib particles included in the pharmaceutical composition of the
Corrected Invention are transformed from long needle-like shapes to more uniform crystal
shapes, similar to those seen in celecoxib particles ground in a pin mill, and that it has a
structure and properties with reduced cohesion and improved blend uniformity. Therefore, itis
reasonable to understand that “an impact mill such as a pin mill” is not limited to a pin mill, and
that an impact mill that produces celecoxib particles with the above-mentioned structure and
properties can be included in this category.

(3) Whether the Corrected Invention meets the clarity requirement

® |t does not meet the clarity requirement.

® |t is not likely that a person skilled in the art who has read this Specification will be able to
understand what kind of impact crusher can be used to produce celecoxib particles that have
a structure and properties transformed from long needle-like shapes to more uniform crystal
shapes, have reduced cohesion, and have improved blend uniformity, similar to those seen in
celecoxib particles ground in a pin mill.

® Generally, even if the manufacturing method is not described in detail in a specification, it is
understood thatin many cases, if the person skilled in the art refers to technical common sense
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in the disclosure of the specification, they can recognize the meaning of the manufacturing
method. However, in this case, the Specification does not describe how the pin mill achieves
the reduced cohesion of “celecoxib particles ground in a pin mill” and the improved blend
uniformity, and thus it is not clear whether they are achieved by impact mills in general, or only
by impact mills with some of the same characteristics as pin mills. For this reason, even if we
try to apply technical common sense, we have no idea what characteristics to focus on to
determine whether a certain impact mill falls under the category of “an impact mill such as a
pin mill” as referred to in the Pin Mill Configuration.

Even when considering the technical common knowledge at the time of the decision on the
clarity requirement in addition to the Specification, etc., the scope of “an impact mill such as a
pin mill” is not clear, and the manufacturing method of celecoxib particles “ground in an impact
mill such as a pin mill” is not described in the Specification in a way that a person skilled in the
art can understand, and thus the Corrected Invention is not clear.

(4) Impossible or impractical circumstances

Instead of directly specifying the structure or characteristics of the object itself, a PBP claim
describes the manufacturing method of the object, and in order for such a patent claim to
satisfy the clarity requirement, the existence of impossible or impractical circumstances is
required, however in this case, even before examining the existence of impossible or
impractical circumstances, the manufacturing method itself described in the Patent claim
lacks clarity.

The Trial Decision states that “it is clear that an impact mill such as a pin mill is a so-called
impact mill, and that the powder produced by them has a different particle size distribution to
that produced by fluid mills (air flow mills) such as jet mills”. This is understood to be a
certification that gives the meaning that “an impact mill such as a pin mill” is a device that can
produce powders with a particle size distribution different from those of fluid mills (air flow
mills) grinding machines such as jet mills among “a so-called impact mill”. These certifications
are considered to have been derived from the description in the Specification of the difference
in the cohesion of the crushed material between the pin mill and other types of mills such as
the air jet mill, and the recognition of technical common sense that the particle size distribution
of the particles will differ if the crushing mechanism of the crushing device differs.

However, the Specification does not state or suggest that the difference in cohesion is due to
the difference in particle size distribution resulting from the difference in grinding equipment. It
is also conceivable that the difference in grinding equipment may lead to particle
characteristics other than the difference in particle size distribution (it is not recognized that
there is technical common sense that denies this). Therefore, even when considering the
description in the Specification, etc., and technical common sense, the interpretation of the
Trial Decision is unreasonable.

Even without examining impossible or impractical circumstances, the description of corrected
claim 1 after the Correction violates the clarity requirement.
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4. Remarks

In examining the clarity requirement for a PBP claim, two examinations are required when
considering the clarity requirement: (i) whether identifying the manufacturing method itself is clear,
and (ii) whether it satisfies the impossible or impractical circumstances requirement. In this case,
the court found that the Pin Mill Structure constituted a PBP claim, but it did not examine the
impossible or impractical circumstances since it held that the manufacturing method itself
described in the scope of the patent claim lacked clarity. In this case, the court showed its decision-
making process regarding whether the claim falls under a PBP claim and whether it meets the clarity
requirement, and thus this case is considered useful for examining the descriptions of the claims
and specifications in similar cases.
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In this article, we present the details of the IP High Court judgment rendered on April 25, 2024 (2021
(Ne) 10086; the "IP High Court Judgment"), which ruled on the scope of establishment of prior user
rights under Article 79 of the Patent Act concerning parameter inventions for lamps and lighting
devices, along with an overview of historical judicial trends regarding the scope of establishment of
prior user rights.

Giventhat the legalissues discussed in this article pertain to Article 79 of the Patent Act, the relevant
statutory text is reproduced below for reference.

Article 79. A person who has independently made an identical invention without knowing the details
of the invention claimed in a patent application or has learned of the invention from a person who
hasindependently made the identical invention without knowing the details of the invention claimed
in the patent application, and who is actually engaging in or preparing to engage in a business that
practices the invention in Japan at the time the patent application was filed, shall have a non-
exclusive license to the patent right with respect to the invention claimed in the patent application
within the scope of the invention and the purpose of the business being practiced or prepared.

1. Case Summary

The parties in the present matter and the relevant facts are as follows:’

Plaintiff ® The patentee of Patent No. 5658831 (the "Patent"), concerning
ainti

parameter inventions related to lamps and lighting devices (the
(Appellant) .

"Invention").
Defendant ® The Defendant has engaged in the manufacture, sale, and offer for sale
(Appellee) of products (the "Defendant's Products") to its customers.

In this matter, the Plaintiff, who is the holder of the Patent, sought injunctive relief against the
manufacture and sale of the Defendant's products and claimed damages, alleging that the
Defendant’s Products fell within the technical scope of the Invention.

The court of first instance (Osaka District Court Judgment rendered on September 16, 2021 (2017
(Wa) 1390)) recognized the establishment of the defense of prior use with respect to the claims
based on the Patent and dismissed the Plaintiff's claims, and the Plaintiff, dissatisfied with the
judgment, filed an appeal.

While the issues in the Appellate proceedings are manifold, this article will primarily focus on the
rulings pertaining to the claims arising from the Patent on: (i) the requirements for establishing prior
user rights under Article 79 of the Patent Act, and (ii) the scope of prior user rights under Article 79
of the Patent Act.

" In this case, claims have been made based on multiple patent rights, including the Patent. However, this article will

focus exclusively on the aspects related to the Patent.
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2. Legal Precedents

In relation to the requirements for the establishment of prior user rights under Article 79 of the Patent
Act, the Supreme Court provided a ruling (Supreme Court decision of October 3, 1986, Minshu
Vol.40, No.6, p.1068), in which the interpretation of the requirements for the prior user rights, inter
alia, "preparing to engage in a business", was a subject of dispute. Regarding the interpretation of
"preparing to engage in a business", the court held that "[it] is reasonable to interpret 'preparing to
engage in a business' as prescribed [in Article 79 of the Patent Act] to mean that a person who has
independently made an invention identical to the invention claimed in a patent application without
knowledge of its details, or a person who has learned of the invention from such an inventor,
although not yet at the stage of engaging in a business, has an intention forimmediate engagement,
and that such intention for immediate engagement is expressed in a manner and to an extent thatis
objectively recognizable." In other words, the court clarified that a party is deemed to be "preparing
to engage in a business" when (a) the subjective requirement of having an intention for immediate
engagement and (b) the objective requirement of such intention being expressed in a manner and to
an extent objectively recognizable, are both satisfied.

Furthermore, in this judgment, regarding the interpretation of "within the scope of the invention [...]
being practiced or prepared", the Supreme Court indicated that this scope is not limited to the
specific form of practice which the prior user was actually practicing or preparing to practice in
Japan at the time of the patent application (the date of priority claim) for a patented invention, but
has a meaning of the scope of the technical idea (i.e. the invention) embodied in such form of
practice; and therefore, it is appropriate to interpret that the effect of prior user rights extends not
only to the exact form of practice which the prior user was actually practicing or preparing to practice
at the time of the patent application (the date of priority claim), but also to the modified form of
practice insofar as it maintains the identity of the invention as embodied in the form of practice,
thereupon clarifying that the effect of prior user rights is recognized within such a scope.

Following the Supreme Court judgment, the establishment of prior user rights has been
continuously disputed in lower courts, with a key point of contention being whether "preparing to
engage in a business" is recognized. Meanwhile, a IP High Court decision (IP High Court Judgment
rendered on April 4, 2018 (2017 (Ne) 10090)), which ruled on the establishment of prior user rights,
provided a framework for decision that the technical idea embodied in the prototypes manufactured
by the defendant prior to the patent application must be identical to the plaintiff's patented
invention in order for the defendant's prior user rights to be recognized. The court then ruled that the
defendant's prototypes are not deemed to embody the identical "technical idea" to the plaintiff's
patented invention although the defendant's prototypes may satisfy all the constituent elements of
the plaintiff's patented invention (i.e. falling within the technical scope of the plaintiff's patented
invention). The court examined the identity between the "technical idea" embodied in the
defendant's prototypes and the plaintiff's patented invention, and denied the establishment of prior
user rights on the grounds that such identity could not be recognized. This framework for decision
appeared to differ from the earlier Supreme Court decision and previous lower court rulings, and
was considered to raise the bar for asserting and proving prior user rights in practice. As a result, it
generated significant interest in further developments in subsequent court decisions.

25



3. IP High Court Judgment

(1) Requirements for establishing prior user rights under Article 79 of the Patent Act

The IP High Courtissued aruling and stated that the lack of recognition of the parameters at the time
of prior use should not deny the establishment of prior user rights, provided that the relevant issues
were already well known to persons skilled in the art.

® The issue of reducing dots in LED lighting, which is addressed by each of Inventions No.1,

was already known by persons skilled in the art before to the date of the Priority Claim, it is

fair to say that the persons skilled in the art were producing dot-less lighting devices through

their own trial and error without using the Parameters.

® Given this technological background, it is possible that, in cases where mathematical
formulae are used as specific elements to identify a "physical-object" invention, products
that has been either under practice or preparation prior to the date of patent application (the
date of priority claim) could fall within the technical scope defined by the mathematical
formulae that identify the later applied, patented invention. Thus, the fact that the Appellee

was unaware of the Parameters should not be a reason to deny the establishment of prior
user rights.

(2) Scope of prior user rights under Article 79 of the Patent Act

The IP Hight Court also proposed an interpretation on the scope of prior user rights as follows and
stated, by referring to the Supreme Court decision mentioned above, that prior user rights "[extend]
not only to the exact form of practice which the prior user was actually practicing or preparing to
practice at the time of the patent application (the date of priority claim), but also to the modified
form of practice insofar as it maintains the identity of the invention as embodied in the form of
practice", and determined that, after considering various factors such as related products, the
technological standards of the time, and common technical knowledge, not only the parameter
range identified by the prior user product but also its adjacent parameter range which constitutes a
modified form of practice that maintains the identity of the invention as embodied in the prior user
right product. As aresult, the IP High Court affirmed the establishment of the right of prior use in this
matter.

® Prior users are considered to have a non-exclusive license to the patent rights "within the
scope of the invention and the purpose of the business being practiced or prepared", but
here, "within the scope of the invention and the purpose of the business being practiced or
prepared" means not only the specific form of practice which the prior user was actually
practicing or preparing to practice in Japan at the time of the patent application (the date of
priority claim) for a patented invention, but means the scope of the technical idea (i.e. the
invention) embodied therein. In other words, it is appropriate to interpret that the effect of

prior user rights extends not only to the exact form of practice which the prior user was

actually practicing or preparing to practice at the time of the patent application (the date of

priority claim), but also to the modified form of practice insofar as it maintains the identity of

the invention as embodied in the form of practice (see decision of the Second Petty Bench of
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the Supreme Court on October 3, 1986, Case (O) No.454 of 1986, Minshu Vol.40, No.6,
p.1068).

® Since the purpose of the prior user rights system primarily lies in ensuring fairness between
patent holders and prior users, it is unreasonable and unfair not to allow prior users to modify
at all the form of practice that the prior users had actually been practicing or preparing to
practice at the time of the patent application (the date of priority claim), and it alighs with the
textual interpretation of the Article to recognize prior user rights within the scope of the
invention that had been under the control of the prior users as their own (see the Supreme
Court decision mentioned above). Accordingly, when recognizing an invention embodied in

the form of practice, it is appropriate to make a judgment based not only on the specific

technical details of the invention, but also on the specific process that led to the invention,

along with the technical standards and common technical knowledge in the technical field

at the time of the patent application (at the time of the priority claim) for the patented
invention.

4. Remarks

This IP High Court Judgment can be a valuable reference when examining the elements in the scope
of establishment of prior user rights, and it offers significant insights from the perspective of patent
practice as it (i) handed down a ruling that can be understood as accepting a more lenient
recognition of prior user rights compared to the IP High Court's judgment rendered on April 4, 2018
(2017 (Ne) 10090), by stating that in cases where mathematical formulae are used as specific
elements to identify a "physical-object" invention, the fact that the Appellee was unaware of the
Parameters should not be a reason to deny the establishment of prior user rights; and (ii) recognized,
in light of related products, the technological standards of the time, and common technical
knowledge, that not only the parameter range identified by the prior user product but also its
adjacent parameter range which constitutes a modified form of practice that maintains the identity
of the invention as embodied in the prior user right product.

In conclusion, further developments in court decisions that offer more stable and specific
guidelines are expected, as the establishment requirements for the scope of prior user rights play a
pivotal role in shaping each company's intellectual property strategies, including whether to
maintain proprietary technologies as trade secrets or pursue patent protection through applications.
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