S

F o The %
; Fatent BL 0/189/04
Office =
A 16™ June 2004
PATENTSACT 1977
BETWEEN

(1) Roger Michael Elliott Claimants
(2) BSP International Foundations Limited

and
Defendant

Expotech Limited

PROCEEDINGS

Application under section 13 of the Patents Act 1977, and
reference under section 37, in respect of patent GB 2,351,111

HEARING OFFICER P Hayward

DECISION

This decision was given orally. Itisan interimdecision, and is not the Hearing Officer’ s final
decision on the form of order. The attached isthe transcript of the decision as approved by the
hearing officer.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

THE PATENT OFFI CE
Tri bunal Room 1
Har mswort h House
13-15 Bouverie Street
London EC4Y 8DP
Wednesday, 16th June 2004

Bef or e:

THE DI VI SI ONAL DI RECTOR
(M. P. Hayward)
(Sitting for the Conptroller-General of Patents, etc.)

In the Matter of the Patents Act 1997
- and-

In the Matter of Patent No. 2,351,111 in the nanme of
EXPOTECH LI M TED

- and-

In the Matter of Applications under sections 13 and 37
in respect thereof

(Transcript of the Shorthand Notes of Marten Wal sh Cherer Ltd.
M dway House, 27/29 Cursitor Street, London EC4A 1LT.)
Tel ephone No: 020 7405 5010. Fax No: 020 7405 5026.)

MR. M CHAEL HI CKS (instructed by Messrs Jensen & Son) appeared as
Counsel on behalf of the Expotech Linited.

DR. PETER COLLEY (instructed by Messrs Dumett Copp) appeared as
counsel on behalf of BSP International Foundations Ltd.

DECI SI ON
As Approved by the Hearing O ficer
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THE HEARI NG OFFI CER:  The hearing today is a followup to the

decision | issued on 1 April in which I nmade findings on
where certain elenments disclosed in the patent had cone from
The decision | am about to give nowis concerned with howto
give effect to those findings.

The findings | made in ny previous decision were that
the patent involves two inventive concepts: one of themis
the idea of using a fixed bottom gripper and two side
grippers. | found this had been invented by M. Hart on the
Expot ech side and that this invention bel onged to Expotech.

It is essentially what is in claim1 of the patent.

I found that the second idea, using direct acting
hydraulic cylinders, came fromM. Elliott and that this concept
in principle belonged to BSP. Although there was a little
qui bbl'i ng about the extent of the second idea in one of today’s
skel eton argunents, | think it has been accepted this norning
that this idea is essentially claims 2 to 6. Further
as claim?7 involves absolutely everything that is shown, it nust
necessarily involve claim7 too. | also found that the
inventors were M. Hart and M. Elliott and not M. MHattie

| gave the parties an opportunity to try and agree
a solution to the situation we then found ourselves in, but
they could not do so. Expotech canme up with the proposal that

t hey
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shoul d have sol e ownership of the patent; that BSP should
have a free non-transferable licence for the clainms to direct
acting hydraulic cylinders (that is clains 2 to 6/2 to 7),
but they would have to take a |icence under claim1 which
woul d have to be negotiated with Expotech. They also felt
that BSP shoul d pay half the patent prosecution and patent
mai nt enance costs.

BSP on the other hand wanted to go for joint ownership
of the patent and, indeed, offered a draft order that would
achieve this. They proposed to relying on the co-ownership
provi sions of section 36 to settle what each side could do, and
agreed this norning they would pay half the nmintenance costs.
That is the background to today’s hearing.

I will say a brief word about the law. | need to say
very little because | think both sides agreed this norning
that under section 37(1) | have a wider discretion to do what
best gives effect to nmy findings. Both sides were also
agreed that if | were to order joint ownership | would stil
have flexibility to inpose conditions and constraints
notw t hstanding what is in section 36

We | ooked at a nunmber of precedents. It mght be
hel pful if | run through themvery quickly to provide a backdrop
to what | will say later. One of themwas Henry Brothers
(Magherafelt) Ltd v the Mnistry of Defence [1997] RPC 693 and
on appeal [1999] RPC 442. In that case the inventive idea |ay
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i n conbi ning a nunber of elenents, not in any of the individua
elements. M. Justice Jacob (as he then was) said that the
i nventor nust be the person who thought of the conbination, not
the persons who put in the different bits. | do not see that as
relevant to the present case as it is not a conmbination |like
this.

In Andrew Webb v Sandra McGiskin (three decisions:
Q' 410/ 00 6 Novenber 2000, O 135/00 13 April 2000 and O’ 036/00 3
February 2000) the situation was somewhat sinmilar to the present
one in that one party invented claim1l and the other party was
held to have invented features of the subordinate clainms. The
hearing officer ordered joint ownership with a right to
sub-1license, though later that was varied because one side did
not actually conply with the original order.

Goddi n and Rennie's Application [1996] RPC 141 was again
a situation sonewhat simlar to the present case. The Court
of Session found the respondent was entitled to an elliptica
frame feature of two subordinate clains. It ordered that the
appel l ant should own the patent and be responsible for its
mei nt enance, but granted the respondent an exclusive |icence for
the two subordinate clains, subject to a royalty.
Mar kem Corporation v Zipher Ltd (No 1) [2004] RPC 10, (No 2)
[2004] RPC 11 and the unpublished Order of 20 May 2004 is a
conpl ex case where we do not have the full facts because we do
not have transcripts of all the judge s rulings. Severa
patents and patent applications are involved, but it is somewhat

simlar to the present case in that there were nmain clains to
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whi ch one party was entitled and subordinate clainms to which
anot her party was entitled. The issues there have not been
fully resolved yet, but it is interesting to see that Hi s Honour
Judge Fysh (sitting as a judge of the Hi gh Court) has ordered
non-excl usive royalty bearing cross |licences in respect of sone
of the anticipated patents that are going to be split out.

In Evode Ltd and others v M nnesota M ning & Manufacturing
Conpany (decisions O 452/00 4 Decenber 2000 & O 237/00 10 July
2000) — “3M - the hearing officer found that, while 3M had the
idea in claiml, they did not really have a workable invention
until the other party canme up with the specific material that
made it workable. In other words, it was an invention where you
needed a conbination of idea and a nethod of realisation to
to achi eve anyt hing.

I think counsel nore or |less agreed this norning that
Viziball Ltd s Application [1988] RPC 213 was not terribly
relevant, if only because in that case there was joint
i nventorship of almpst all of the clains, and there was only one
of the clainms whose inventorship could be attributed to just one
party.

Finally, although Collag Corporation v. Merck & Co Inc.
[2003] FSR 16 was nentioned in the skel eton argunents, counsel
did not say nuch about it this norning. In this case one side
had contributed the idea of using granules and the other
contributed the idea of using |actose filler in those granules

several nmonths later. It is a nessy case because the clains
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were all over the place, although it was agreed that the core
invention was the granules with the |actose filler.
M. Justice Punfrey held the lactose filled granul es
i nvol ved a contribution fromboth parties as the one side would
never have arrived at the lactose filler wi thout the concept of
granules in the first place.

| have summari sed the case | aw because it will forma
background to what | am about to say. What is noticeable
is that the approaches and solutions are quite varied and
reflect the individual circunstances of each case. This
hi ghlights the fact that there is a considerabl e degree of
flexibility in sorting out such issues.

I nowturn to the question of what factors | ought to
be taking into account when deciding what to do in the present
case. It seens to ne the overriding factor is: what is going
to give the fairest balance in all the circunstances? As a part
of that | think |I should take account of the relative
contributions of the two sides. | should al so take account
of the relative abilities of the parties to exploit. That is
a relevant factor because Expotech argue that in practice they
can only exploit by licensing. Dr. Colley has suggested this
shoul d not be a factor because they can change their business
structure, but | do not agree that it can be dism ssed so easily

because it is unrealistic to suppose that a business can



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

create the necessary manufacturing ability just like that. One
further consideration is the need to minimse future problens
gi ven the poor relations between the parties.

Wth that | will turn to the question of assessing the
relative contribution of the two parties. The first thing
I will say is that, for the purposes of these proceedings, | do
not consider nyself to be in the business of assessing the |evel
of inventiveness. One of the skeleton argunents
appeared to suggest that mght be a factor, but Judge Fysh in
Markem made it quite clear that is not. Thus | am not going
to make any judgnent as to whether claiml1l or claim2 is the
nore inventive

Expot ech have argued their contribution is the greater
because they not only contributed claim1, but they were
co-contributors to claims 2 to 7 in the sense that their
inventor (M Hart) was a causal link in the inventions of those
clainms. In other words, BSP would not have had the idea of
using hydraulic rams if M Hart had not conme up with the idea of
using the fixed bottomjaw in the first place. As M. Hicks put
it, if Expotech had not applied for a patent thenselves, BSP
coul d not have applied for a patent for claim2 on their own
because it would have involved a contribution from Expotech
This sort of argument is akin to the position in Collag, which |
di scussed earlier

BSP on the other hand assert that they not only invented
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clains 2-7 but contributed to claim 1l because the idea of claim

1 onits owmn was not enough wi thout the neans of realisation
If it was, they argue, why did not Expotech apply for a patent
for claim1l nuch earlier, when it had first come up with the
idea? This is, of course, akin to the position in 3M They
al so point out that claim2 is worded as it is - incorporating
the invention of claim1l- because Expotech wote it, not BSP

In my view both of those argunents have sone force, but
they pull in different directions. To resolve this, | need to
stand back and taking a broader view, |ooking at the driving
force behind the inventions - the causation of the inventions,
if youlike. In ny viewthere can be little doubt that the
driving force behind both inventions was solving the
reliability problems with the Movax machi ne. Further, the
evi dence taken as a whol e suggests to nme that the parties
contributions on that were fairly balanced. Both these
features were inportant in coning up with a robust machine.

On that basis, | have cone to the conclusion that the parties
shoul d get roughly equal treatnment, and the order | make
needs to reflect that.

Agai nst, that background | have to say that neither of
the parties' proposals are satisfactory. BSP's proposal will
effectively give Expotech nothing (unless they can work the
i nvention without |icensing) because they would only be able

to license if BSP gave them perm ssion to do so, and given the
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poor rel ationships between them that is unlikely to happen

Expot ech's proposal on the other hand would give BSP
nothing in practice, because it would be dependent on
negotiating a licence between parties who are barely speaking to
one another. Again, it is unrealistic to suppose that would
ever happen. Thus | do not regard either of these proposals as
sati sfactory.

We did this norning tal k about what should have
happened in an ideal world. Expotech would have applied for
a patent for the side and bottom grippers and then BSP woul d
have applied for a patent for the use of ranms as an inprovenent.
Thus they woul d have had separate patents; one for claim1 and
one for claim2. As we discussed this norning, section 48(a)
of the Act would then have kicked in to force cross-1licensing
between the parties if they could not agree a |licence between
t hensel ves.

It strikes nme that this is a pointer to the solution in
the present case, because it gets a fair bal ance between the
parties, given their contributions, and as long as the cross
licences are royalty-bearing, it also accomnmpdates the
inequality in the parties' abilities to exploit. It was also,

I note, a solution adopted in Markem though | treat that with
some care because we do not have the full background.

Accordingly I amgoing to try to achieve the sane result,

but given the very poor relations between the parties, | am
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going to try to do so in a way that mininises future disputes
and m nim ses the need for further negotiations between the
parties. G ven the overriding objective of the Civi
Procedure Rules, | amalso going to try to do so in a way
that minimses potential future |legal costs.

So how do | do that? Let us start with the question of
ownership of the patent. | could achieve the required end
result by putting ownership either in one name or in both nanes,
so long as | tie it up with enough other conditions. G ven the
|l ack of trust between the parties, | have decided that |
will go for joint ownership because it will give a better
bal ance between the parties in the event of problens such as a
validity challenge froma third party. However, | wll inpose
extra conditions to try to mnimse the problens that
co-owner shi p otherw se causes.

Next, | am going to inpose a cross-licensing
arrangenent because | think this will be a good way of
getting a fair balance between the two sides. Each side
will have to pay royalties to the other on anything they sell

There is a question as to whether the royalty rates
shoul d be equal in both directions. Follow ng ny finding

that the parties' contributions are fairly bal anced, | am

10



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

DR.

going to make the royalty rates equal. | will cone back |ater
to the question of how we resolve the royalty rate.

So much for the general nature of the order I would like
to make. What | now propose to do is to go through in a little
nmore detail, indicating the tenor of the provisions that | think
need to appear in the order. | wll include one or two routine
provi sions on which neither side has actually made subm ssions
yet, but which | foresee as being necessary to reduce the risk
of disputes |ater. I will then ask you, on a tinetable to
be agreed, to go away and actually draft sonething between
you that gives effect to that. | will say nowthat if in
drafting it becones apparent that what | have indicated has
some gaps or sone bugs - in other words it could have sone
uni ntended or unfair consequences that | have not thought of -

I will be happy to receive subm ssions on that. That is not
an open invitation to revisit everything, but it is highly
possible there will be scenarios that | have not thought of
that it would be wise to protect against. | am not

ruling out subm ssions, hopefully jointly agreed subni ssions,
in that situation. |[If you really cannot agree a text, then
you will have to put up with what | draft.

COLLEY: Could I just interject for a nonent. | have had
this difficulty, not in the context of licensing, but in

relation to directions in procedural matters in the High

11



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

THE

Court, and one resolution is to tender an order which says
effectively tick box A or box B for this provision. It is a
way of saving you the submi ssions. The other side think it
shoul d be one formof words, | think it is another and you
sel ect the one which you think does the best justice to the job.
That may actually take a step out of the cycle, if that is
hel pful .
HEARI NG OFFI CER: That is fine. What | would hope would
happen is there will not be too nany. | do not want every
single clause having two alternatives. There may well be
some details on which you have different forms of wording.
If there are, yes, | amquite happy to take it that way.
Returning to ny decision. Wat does this order need to
contain? Let us deal with declarations first. | have heard
t he submi ssions on whether there should or should not be
el aborate declarations this norning. | amnot going to nake
any decl arations on ownership of copyright or design rights,
nor any declarations on delivering up, because | do not consider
I have the jurisdiction to do so.
If there are declarations, and I am happy to include
decl arations, they should be limted to giving effect to ny
findings. |n other words, they should be the sort of orders
I woul d have made anyway to give effect to those findings. That
i ncl udes an order that the register be altered to show BSP as

co-proprietor, an order that the register be altered to show

12
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M. Hart and M. Elliott as co-inventors and to delete

M. MHattie as an inventor, and an order under Rule 14(5) that

an addendum slip be prepared to show the change of inventor.
Those are the sort of orders | would normally nake.

Whet her they are presented as decl arations or not,

amnot terribly fussed. Any declarations beyond that,

would like tinme to look at, so if there is di sagreenment
between you on that | will deal with that when | cone to nake
the final order.

The order should make clear that both sides have a
right to work all the clainms, including claim7. | am
putting that in partly in order to nmake clear that
assertions of copyright or design rights should not be
all owed to underm ne what the order is trying to achieve. |
hope that deals with that point adequately.

The order will require BSP to pay Expotech a royalty of
X (whatever we decide X night be) for every machine it sells
and Expotech to pay BSP a royalty of the sane anopunt for
every machine it "sells". | have put the word "sells" in
inverted commas because, of course, that needs to be
expanded, as in all licences, to sell, dispose of, and al
the ot her standard terns.

COLLEY: Can | just ask you to clarify, sir, that is in

relation to the UK only?

THE HEARI NG OFFI CER: The patent only covers the WK
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THE

COLLEY: No, if you say "every machine it sells" that would
necessarily include machi nes which are not sold in the UK
for exanple.
HEARI NG OFFI CER: Whi ch are nmade outside the UK and sold
outside the UK? The order clearly cannot extend to that. |If
they are made in the UK and then exported, clearly it nust
cover it. As | amonly indicating the general tenor of the
order, | am conscious of the fact that these words need
fleshing out, but this is fairly standard |icensing
term nology and I do not anticipate any problens with that.

Both sides will have the right, w thout perm ssion, to
license third parties, but subject to prior notification to
the other side. |In the event of such licensing, obviously
the royalty provisions and the accounting provisions, which
will come to later, must be carried forward so that they bite
on the licensee as well as on the party.

I have put this in to ensure that there is a fair
bal ance to both sides, in particular to Expotech. | do not
think that either side is unduly harmed because they both
end up getting royalty whatever happens.

There is also the question of whether the parties should

be allowed to assign their rights in the invention. They should

be allowed to do so, without the other side’'s perm ssion, as
part of an assignnent of the whole or a substantial part of
their total business. Oherw se, they can only do so with the

agreenent of the other side.
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There will need to be the usual accounting provisions.

I amnot quite sure how nmany of these nachines are being sold,
but | woul d suggest that statenents should probably

be exchanged quarterly and then the net ampunt due paid within
a certain tine, perhaps six weeks. Obviously if both sides
have sol d the same number of machines, there will be nothing
due. There will need to be the usual provisions for
record-keeping and for an independent audit with
confidentiality of each side's custoners preserved -

all the usual provisions there - and the usual provisions

for interest on | ate payments.

Pat ent mai ntenance costs shoul d be shared, but | am aware
of the problens that arose in McGiskin, partly because one side
did not pay up, and partly because the Patent O fice's
accounting systenms have difficulty in coping with one fee being
paid in two halves Accordingly I amgoing to say that Expotech
is to be responsible for paying the renewal fees to the
Patent Office. They nust pay before the due date and they
must copy Patent O fice receipts pronptly to BSP. For their
part, BSP nust pay their 50% share of the patent renewal
fees to Expotech before the due date.

The cost of patent enforcenent, by which | nmean the costs
of fighting any infringer or dealing with any challenge to
validity, should be shared, though the right of either side to

apply, which I will cone to later, may becone relevant if there
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Surrender nust al so be considered, because we could
reach the position where one party loses interest in the
patent but the other does not. | propose that either
side may surrender its rights in the patent to the other, in
whi ch case they cease to be responsible for any future costs,
but equally cease to be entitled to any royalties. | think
they should probably retain a personal right to work the
i nventions on paynent of royalties to the other.

The right to receive royalty will ternmnate on the
cessation of the patent, whether that is by mutual agreenent
or otherwi se, and on nmaterial breach provided a reasonable
opportunity to rectify has been given. Again, those are
fairly standard terms in |icences.

Ei t her side should have the right to apply to the

Conptroller for a variation of the order if there is a materi al

change of circunstance which m ght reasonably be considered to
call for a variation and the parties are unable to reach
agreenent thensel ves. For the avoi dance of doubt,

"a material change of circunstance” includes the possibility
that one or nore clainms might later be found to be, or
conceded to be, invalid. | put that in because | am

conscious that there have been odd murnmurings about validity
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during the course of these proceedings.

If the parties want to put in a clause on dispute
resolution, that is fine as long as it is not inconsistent
with any of the other clauses.

The final point will be dealing with costs, including
patent prosecution costs. | amdeferring that for the nonent
because | want to think about the subm ssions | have received,
but I will be including sonething in the final order.

That is an outline of what | think needs to appear in
the order. | hope it waps up npst points bar one, and that
one is the difficult one, the royalty level. [If | could have
arrived at a fair solution that did not involve us setting a
royalty | would have done so, but | canme to the conclusion
that it just was not possible. A cross-royalty is
necessary to be fair to both sides. | amnot going to nmake a
ruling on that now | will stop there with ny decision so that
we can discuss mechanisns for arriving at a royalty rate. A
tiny bit of optimismin me says that since the royalties are
bal anced each way, the parties might be able to agree because
they both stand to lose if they are stupid on royalty |evels,

but that nay be unduly optimstic.
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Counsel then nmade further subm ssions and suggestions (see
separate transcript of the proceedings), during which the
Hearing Officer nmade the follow ng clarifications and
addi ti onal rulings:

The cross royalty provisions should apply even if one party
made machines that fell within claim1 but outside clainms 2 to
7

The parties should consider whether it nmight be preferable to
have a royalty of £X per machine, with inflation proofing,
rather than a percentage royalty.

Subj ect to any further subnmissions the parties nmight want to
make after further reflection, the licences should date back
to the date of publication of the application. That means
there would al so need to be appropriate provisions for dealing
wi th back royalties.

I f sub-assenblies or spare parts were likely to be sold, the
licence would need to deal with that as well.

G ven the overriding objective now enshrined in the Civi
Procedure Rules to deal with the case in ways which are
proportionate, it would be undesirable to settle the royalty
rate by full-blown Iicence settlenent proceedings, as these
could take years and involve large quantities of evidence. |In
the present situation, it was appropriate to order a “quick
and dirty” approach. Accordingly:

a) By 30 June the parties should see whether they could
agree a royalty, and if not, whether they could at |east
agree a sinple nechanismfor settling the royalty.

[ Subsequently, on 1 July, the Hearing O ficer extended
this deadline to 14 July.]

b) If they could agree neither a royalty nor a nmechani sm
then the follow ng default nechani smwould conme into
pl ay: both sides should make a short witten subm ssion
— not expected to exceed 20 pages, apart from any
attachnent such as a licence — by 31 July; the Hearing
O ficer would then consider the submi ssions, with no
further hearing, and make a ruling on what the royalty
rate should be. [Subsequently, on 1 July, this deadline
was extended to 16 August.]

By 31 July [now extended to 16 August] the parties should
supply to the Hearing Oficer an agreed a text for the licence
(with a blank for the royalty rate to be inserted) enbodying
the provisions he had specified. Insofar as they could not
agree on the wording of any clauses, they should supply their
respective suggestions and the Hearing O ficer would then

deci de between t hem

Hearing O ficer 18



