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Message from the Chair

As I write this just a couple
of days before the vernal equinox
and the official end of winter (if
not the actual end of winter; the
current forecast calls for yet more
snow), we can appreciate how
the best laid plans remain subject
to the whim of nature. Take, for
example, our Section’s Annual
Meeting program, scheduled for
January 27, which just hap-
pened to coincide this year with
the first of what would eventually be a number of major
snow storms punctuating (!) this winter season.

Charles Weigell

We all recall how the storm led New York City to
shut down preemptively on the evening of January 26.
That night I attended the NYSBA Diversity Reception at
the New York Hilton along with a fraction of the nor-
mal number of attendees. Afterwards, walking back to
my hotel, the scene was almost surreal. Sixth Avenue in
Midtown Manhattan was entirely deserted—there were
almost no cars, very few people, and a light snow falling
and adding to a white frosted landscape (which would
soon change from white to gray and then to black in only
a day or two).

Apart from giving the city a winter postcard feel, the
storm also forced the cancellation of our Annual Meet-
ing. The program was rescheduled for February 9, giving
us only a short time to coordinate the various presenta-
tions and the schedules of the presenters, some of whom
had traveled long distances to take part. We also were
concerned that attendance would suffer because of the
rescheduling.

Happily, and largely due to the efforts of NYSBA
personnel as well as program co-chairs Ashford Tucker,
Danielle Gorman, and Alexandra Goldstein, all of whom
were chairing a large meeting for the first time, we pulled

everything together, and the rescheduled meeting was

a great success. Despite frigid temperatures and more
snow that morning, we had few cancellations, and nearly
all of the original program speakers participated. Topics
covered included patent post-grant review, advertising
and social media compliance, the ethical rules appli-
cable to inadvertent disclosures, international trademark
registration strategies, and Supreme Court intellectual
property cases. The program was highly informative,
engaging, and very well received.

Rescheduling the Annual Meeting program was a
test we passed with hard work and dedication. The same
hard work and dedication is also going into organizing
our schedule of programs for this year. The Section is
presenting more programs and thereby engaging more
of our membership than in previous years. In fact, the
Section held three programs in March: On March 4 we
held a four-hour workshop on professional development,
with a networking reception afterwards, that attracted
more than sixty attendees. This event was organized
through the Diversity Committee; Committee Co-Chairs
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Deborah Robinson and Joyce Creidy did a fantastic job
putting the program together. We also want to thank
Viacom for hosting the event and reception in a beautiful
conference space overlooking Times Square.

On March 12, the Advertising Law Committee held
a panel discussion at Davis & Gilbert LLP, organized
by Brooke Singer, co-chair of the Committee, on native
advertising. Finally, on March 25, the International Intel-
lectual Property Law Committee held an engaging and
topical program on trademark protections in Cuba.

As the weather continues to improve, and the snows
of the past winter recede into memory, the Section is
committed to planning new events and programs. We
co-sponsored programs in April on intellectual property
issues in the auto industry (especially issues arising

Bright Ideas

from electronic content and platforms in cars) and on the
basics of trademark law (the latter in partnership with the
NYSBA CLE Section). We are planning a program in early
May on trademark enforcement in China and one on June
16 on trade secrets. Stay tuned also for our annual Women
in IP event in June and for the launch of our IP Law Sec-
tion on-line communities page (through nysba.org) within
the next couple of months.

Undaunted by rain, sleet, snow, or preemptive clo-
sures related thereto, the Section keeps moving ahead. If
there are ways we can better connect with you as a mem-
ber, or if there are program topics you would like to see
more of, let us know. Or better yet, contact us and become
involved.

Charles Weigell
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Best Practices in Sharing Trade Secrets With Other
Organizations and Their Employees

By Victoria A. Cundiff

1. Introduction

Many news accounts about trade secrets focus on
threats from outside—hacking, spying, espionage—or on
the risks which can result when key employees or groups
move to competitors. Business and legal blogs are filled
with stories detailing suits filed when competitors rang-
ing from Bimbo Bakeries to IBM to Apple to Amazon.com
to Texas Instruments to Medtronics to Motorola to talent
agency IMG have asserted that by moving to competitors,
key employees have diverted trade secrets, or at the least
threaten to do so.

But true outsiders and former employees are not the
only possible vectors for transmitting trade secrets. Busi-
ness relationships with other businesses—joint ventures,
suppliers, and even customers—and with prospective
business partners, while facilitating the commercializa-
tion of ideas protected as trade secrets, can also put trade
secrets at risk. Trade secrets law provides a remedy to the
trade secrets owner against misappropriation by such
“arms length insiders.” As Professor Mark Lemley has ob-
served in his oft-cited article The Surprising Virtues of Treat-
ing Trade Secrets as IP Rights, 61 Stan. L. Rev. 311, 335 (2008),
one of the primary reasons to enforce trade secrets law
is that by giving certain rights to the holder of the secret,
trade secrets law allows him to disclose information he
would otherwise have been unwilling to share and there-
fore permits business negotiations that can lead to com-
mercialization of the invention or sale of the idea, serving
both the disclosure and incentive functions of IP law.

An analysis of trade secrets litigation in federal courts
suggests that 31% of the trade secrets claims filed in 2008
were directed to former business partners, with an even
higher percentage from 1950-2007.!

Some of the largest recent damages claims and awards
for trade secrets claims arose where a party that received
trade secrets in the course of exploring or conducting a
business relationship continued to retain and use the trade
secrets after the relationship came to an end. Frequently
the same individuals who had learned the trade secrets
under a non-disclosure agreement (NDA) went on to
build competing products after the relationship came to
an end—the same issue that parties who lose key employ-
ees focus on when enforcing non-compete agreements or
asserting that misappropriation is “threatened” or even
“inevitable.” Recent findings of liability, damages awards,
and injunctions underscore that businesses that are parties
to NDAs must take their obligations seriously once the
reasons for sharing the information have ended.?

Misuse of trade secrets following the demise of a busi-
ness relationship also can lead to enterprise-threatening
equitable relief. In Airvana Network Solutions, Inc. v. Erics-

son, Inc.,® for example, Airvana supplied Ericsson with
hardware and software to run large wireless data networks.
Over time, Ericsson’s predecessor, Nortel, took over sup-
plying the hardware on condition that it would continue to
use Airvana’s software and pay royalties on any hardware
built “based on” Airvana’s confidential designs. Ericsson
eventually discontinued using Airvana’s software and
paying royalties to Airvana. At the preliminary injunction
hearing, Airvana offered evidence that the new Ericsson
hardware was based on confidential Airvana design docu-
ments subject to Airvana’s non-disclosure agreement with
Ericsson.

While Ericsson asserted that the new hardware had
been “independently” developed, the court found that
in fact the starting point for the new hardware had been
Airvana’s drawings, even though the new hardware over
time came to differ from the original Airvana hardware.
Accordingly, the court found that Airvana was likely to
prove its breach of contract claims (for which Airvana
sought $330 million in damages) and entered a preliminary
injunction prohibiting Ericsson from using hardware al-
legedly based on Airvana’s confidential designs unless the
hardware was executing software licensed from Airvana. In
support of its claim of irreparable harm, Airvana asserted
that absent the injunction and the resulting royalty pay-
ments from Ericsson, Airvana would default on its bank
covenants and go out of business. After subsequent motion
practice over whether Ericsson was continuing to use the
hardware in violation of the injunction, prompting Erics-
son’s assertion that it could lose its own $3 billion contract
with Sprint if it were held to be in contempt rather than
found to be using its own designs, the matter settled on un-
disclosed terms.

Installing and following robust non-disclosure agree-
ments is serious business when sharing business informa-
tion. The prevalence of such post-breakup claims of misap-
propriation shows that businesses need to bring the same
attention to guarding against unauthorized use of trade
secrets when they enter into and unwind business relation-
ships that they do when key employment relationships
end.

Il. Rule Number One for the Disclosing Party:
Know Who Will Be Receiving Your Trade
Secrets and Disclose Them No More Broadly
Than You Intend

The owner of the purported secret must take reason-
able precautions not to disclose the secret more widely
than necessary for its own business purposes. There may
be many legitimate reasons for a company to disclose in-
formation it views as secret: it may need to reveal some in-
formation to lenders or financial partners in order to satisfy
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them that the investment makes sense, for example, and
that the so-called innovation is not simply the equivalent
of an unworkable perpetual motion machine. It may need
to reveal some technical information (and receive recip-
rocal information) to a prospective joint venture partner
to see whether the two technologies are compatible. It
may choose to exploit its trade secret through licensing it
to others. It may need to reveal design information to a
prospective customer so that both parties can determine
whether the proposed approach will satisfy their needs.

Before making any disclosures, however, the trade
secrets owner should develop and follow a plan for con-
trolling those disclosures. The process should begin by
evaluating the company, and perhaps even the specific
individuals, to whom disclosure is proposed to be made.
Due diligence may reveal information suggesting whether
the prospective recipient is a trustworthy counterparty.
Does it have a history of entering into non-disclosure
agreements with many industry players but never enter-
ing into an actual business arrangement? Does it announce
“alliances” that never seem to progress? This history may
suggest that a receiving party’s interest is not so much in
evaluating a potential transaction as in conducting com-
petitive intelligence.

Has the prospective receiving party or its principals
been sued, or sued others, for trade secrets misappropria-
tion or for other forms of intellectual property misappro-
priation? What procedures does the receiving party have
in place to safeguard its own confidential information?
How scrupulously does it appear to follow these proce-
dures? Detailed references to other third-party information
during initial discussions may offer a clue that the receiv-
ing party does not always respect the agreements to which
it is bound.

What non-disclosure agreements does the receiving
party use for its own business? What other safeguards
does it use?

The same issues that arise when key employees of the
company leave to work for competitors are equally im-
portant in business-to-business disclosures, except that in
many cases the employee receiving the trade secret in dis-
cussions already works for a competitor and will continue
working for that competitor if joint activities break down.
In light of that fact, the disclosing party should devote par-
ticular attention to considering what team does the receiv-
ing party propose to allow to access the information it will
be receiving? Does the proposed team make sense in light
of the disclosing party’s business objectives? What other
kind of work do these team members do? Does every team
member need to have access to all of the trade secrets that
are being disclosed? What restrictions are in place prohib-
iting team members from moving to a competitor? What
restrictions may need to be put into place to prevent re-
ceiving team members from competing with the disclosing
party, at least in a way that compromises the disclosing
party’s confidential information?

The concerns underlying the “inevitable disclosure”
doctrine are not confined to concerns that the trade secret
owners’ own employees will necessarily call upon con-
fidential information in a subsequent job. They should
include the concern that outside recipients of trade secrets
may be engaged in simultaneous or subsequent activities
for the receiving party that could be improved through use
of the trade secrets or that they will continue to pursue the
objectives of the business arrangement under consideration
in competition with the disclosing party if a final deal is
not concluded.

In some cases, the disclosing party may want to require
each recipient to enter into a non-disclosure agreement. At
the least it will likely want the receiving party to maintain
a list of the names and addresses of each recipient, and ob-
tain confirmation that each recipient has been instructed as
to the obligation to keep the information secret and to use
it only for the specified purpose. The disclosing party may
want to establish a plan for reaching out to recipients if the
business relationship comes to an end to remind them of
their ongoing obligations and to retrieve information that
was provided under the NDA. The disclosing party may
also want to negotiate a requirement that the recipients
advise the disclosing party of any new employment during
a specified period or even, where highly sensitive informa-
tion is disclosed, an agreement that specific recipients of
particular trade secret information will not engage in com-
peting activity for a limited period.

Business recipients of confidential information need to
keep these same concerns in mind. Regardless of the con-
tractual obligations, thoughtlessly (or intentionally) assign-
ing “tainted” employees to perform work that compromis-
es trade secrets or continuing to refer to documents pro-
tected by an NDA once the business arrangement comes to
an end can subject the receiving company to litigation and,
ultimately, liability for trade secrets misappropriation, put-
ting in jeopardy even independent work that winds up be-
ing commingled with the disclosing party’s trade secrets.

lll. Disclose Trade Secrets for a Reason and
Document the Reason

Business discussions often proceed in stages. Limited
information may be disclosed initially so that the parties
can determine whether it makes sense to form an ongoing
relationship. As time goes on, the parties may decide to
proceed to establish a joint venture, or supplier, or custom-
er relationship. More information is disclosed. Eventually
the parties—or one of them—may “feel” that they have a
new form of business relationship, but the original docu-
mentation remains in place. That documentation, though,
may have expired or may no longer fit the relationship.
The initial documentation, for example, may have imposed
a time limit on non-use/non-disclosure obligations. Such
a limitation may have made sense if only limited informa-
tion having a short time value was disclosed. But as further
disclosures are made, it makes sense to determine whether
later disclosures should be subject to the same rules as the
earlier disclosures.
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Conversely, the disclosing party may intend that even
as more information is disclosed, it should be used by the
receiving party solely for the original limited purpose of
deciding whether to enter into a more formal relationship.
If that is the case, the disclosing party should first deter-
mine whether it makes sense to continue to disclose addi-
tional detailed confidential information while the potential
relationship is still simply under evaluation. Second, the
disclosing party must periodically underscore that the only
use to which the information may be put is for evaluation.
The receiving party may have concluded that the relation-
ship has already reached a new level, permitting greater
use of the information. Finally, if the disclosing party is
in fact aware that the information is being used for other
purposes, it needs to change the situation, either contractu-
ally or in fact. Otherwise, the receiving party may be able
to make a showing that the trade secret owner acquiesced
in the use.

IV. Keep Track of What Information Is Disclosed
and Received

Often if a relationship never progresses, or if it unrav-
els, the disclosing party will claim that it provided a vast
array of confidential information subject to a non-disclo-
sure agreement and that the information is at risk unless
some form of injunction is entered. There may be a dispute
about what was actually disclosed. As discussed below, it
will be incumbent upon the trade secrets owner to identify
in any litigation what trade secrets are alleged to be at risk,
but the process of identifying what information is actually
being shared, and what information is to be treated as a
trade secret, is also critical at the contracting and disclosure
stage, not simply in a lawsuit.

Depending on the reasons and scope of the disclo-
sures, it may be feasible to clearly document and restrict
the disclosures. For example, if an electronic “virtual data
room” was established so that potential bidders could
evaluate a company, the disclosing party can keep a copy
not only of the universe of documents that was made
available for review but also of the requests the receiving
party made for information. Depending on the techni-
cal details of the data room, it may be possible to confirm
what user code was used to access each particular piece of
information, for how long and on how many occasions.

If the interaction unfolds over a longer period and is
more interactive, the disclosing party still can use elec-
tronic measures to record many disclosures. Thus, for
example, the disclosing party may consider establishing a
secure “intranet” to which it controls access; this intranet
will likely be able to generate and retain activity logs
showing what information was provided and accessed. If
disclosures took place over an extended period and in oral
discussions as well as through documents, it may be ap-
propriate for the disclosing party to prepare brief minutes
of those discussions that can be used in the future to iden-
tify the information that was disclosed. Depending on the
context of the discussions, it may make sense to circulate
the minutes and get signoff to prevent future disputes. It

should be noted, however, in the documents that the min-
utes are simply that—Dbrief notes, not verbatim accounts of
each disclosure. These “minutes,” of course, should also
be designated as confidential information to be protected
under the agreements.

If the parties are going to engage in actual discussions,
rather than simply an exchange of documents, they should
realize that formalistic requirements, such as the common-
ly suggested but rarely implemented provision that every
trade secret disclosed orally must be identified as such in
a subsequent writing, can be difficult, if not impossible, to
follow. Such provisions are in practice often unworkable
and may put the disclosing party at risk in a subsequent
dispute. Instead, both the disclosing and the receiving
party should try to keep and periodically share records that
indicate the subject matter of the disclosures and listing
documents provided, recognizing that they will not be en-
tirely complete. If the contract between the parties requires
specific formalities, however, those formalities should be
scrupulously honored or amended. Otherwise, a disclosing
party may be found to have waived its right to protection.*

The receiving party, of course, should have the same
interest in documenting what it has received, and when, as
the disclosing party. Whether contractually obliged to do
so or not, it will be well-served by keeping records show-
ing who within the organization has had access to what
specific information. If the receiving party is considering
a number of potential business partners, it should scru-
pulously segregate the information received from each
disclosing party and should consider whether it is feasible
to have different teams review the details of each party’s
disclosure rather than having a handful of employees gain
trade secrets from multiple parties, increasing the likeli-
hood that they will inadvertently use trade secrets of one
or more disclosing parties once the discussions end. The
use of consultants or retired or retiring internal experts
who will not have ongoing responsibility for similar proj-
ects may make sense.

If it is clear that a more elaborate relationship is not
going to be reached, the receiving party will want to insure
that all confidential information it has received is returned
or destroyed—even if the governing contract does not
expressly require this step. It may be appropriate to pro-
tect both parties to request that the disclosing party keep
a copy of all such material that is returned in the event of
any disputes.

V. Be Sure To Identify What Information Is
Supposed To Be Protected as a Trade Secret

A. Litigation Considerations

The threshold issue in any trade secrets dispute is
“what'’s the secret”? “In order to obtain an injunction
prohibiting disclosure of an alleged trade secret, the plain-
tiff’s first hurdle is to show that the information it seeks
to protect is indeed a trade secret.”> The requirement that
the claimant identify its trade secret with specificity exists
so that the defendant knows what constitutes the trade
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secret so that it will not encroach upon that secret; so that
the defendant can defend itself at any trial; and so that the
court can make appropriate decisions about the scope of
discovery and the contours of any injunction it may order.®
Stanford’s Professor Mark Lemley observes that in trade
secrets litigation, “plaintiff should be required to ‘clearly
define [] what it claims to own, rather than (as happens

all too often in practice), falling back on vague hand wav-
ing.””” Recent caselaw from throughout the country has
emphasized the critical importance of requiring the claim-
ant to identify the trade secret at issue with particularity at
an early stage of the lawsuit.3

B. Identifying Information To Be Treated as a Trade
Secret During Business Discussions

As critical as it is to identify trade secrets with par-
ticularity during litigation, it is at least equally important
to identify information as a trade secret when it is being
shared with third parties. Doing so can help prevent dis-
putes from occurring at all. As the court explained in Big
Vision:

The legal point here is not complicated. In
order to avail itself of trade secret protec-
tion, Big Vision must have, at the absolute
minimum, notified DuPont of its trade
secret. It need not have said the words
“trade secret” or put forth the same de-
gree of detail as would be appropriate

in litigation, but it must have done some-
thing. Big Vision indisputably made no
such disclosure at the First Trial [its dem-
onstration to DuPont]. It did not inform
anyone orally or in writing of its alleged
trade secret; it did not mark the [various
documents it shared] as confidential; and
it did not designate anything that hap-
pened at any [subsequent demonstration]
as Confidential under the NDAs.... Its
disclosure was so “vague and indefinite”
that, as a matter of law, DuPont could not
have been on notice of Big Vision’s al-
leged trade secret (emphasis in original).’

To prevent such doubts, business parties who will be
disclosing trade secrets to one another during the course
of the relationship often agree on specific procedures for
identifying what is to be treated as confidential. These
measures can range from establishing virtual “storage
rooms” containing the specific information at issue, with
access to be controlled by the party owning the informa-
tion and terminated at the conclusion of the business
relationship, to setting forth legending and confirmation
requirements, to setting up advisory alerts or committees
to address issues as they may arise during the disclosure
process, to holding periodic meetings to provide more
specific guidance concerning what particular information
is intended to be confidential. Some agreed approaches
place the burden on the receiving party to challenge
confidentiality designations within a specified time. For
example, an NDA could require the receiving party to tell

the disclosing party within [x] days of receiving informa-
tion legended as confidential that the information is in fact
already known to the receiving party and could establish
procedures for verifying such a claim early on.

The procedures to identify information as confiden-
tial during the course of the business relationship need to
match the purposes of the relationship, the sophistication
of the parties, the nature of the information being dis-
closed, the reputation of the receiving party, and the practi-
cal willingness and ability of the parties to comply with the
designation requirements. These issues should be carefully
considered before the disclosures with both business people
and lawyers. “One size fits all” usually doesn’t.

Thus, as the court observed in Big Vision, had the plain-
tiff disclosed information about the chemical composition
of its recyclable banners to a stranger who had no technol-
ogy or background of its own in the field, a designation,
whether in a written contract or orally at time of disclosure,
that “everything related to recyclable banners is confiden-
tial” might have been appropriate. Since the disclosure
was actually being made, however, to a party that had
developed advertising banners for decades, held numer-
ous patents in the field, and had at least two divisions in
North America alone that were developing and testing the
products, far greater specificity was required. In this cir-
cumstance, the court concluded, the disclosing party was
required to do more than make a “unilateral declaration
of confidentiality relating to an entire commercial field” to
put a sophisticated, knowledgeable company like DuPont
on notice of the limits of Big Vision’s confidential informa-
tion. Relying on Composite Marine Propellers, Inc. v. Van Der
Woude, ' the court found that much greater specificity of
the information to be held in confidence is required when
the receiving party already holds a patent in the field, lest
the scope of the patent be unfairly diminished. Had spe-
cific information been identified to DuPont as confidential,
the court suggested, DuPont either could have challenged
the designation or known how to comply; as it was, the
failure to identify the specific information to be protected
constituted a failure to protect it. Allowing a party to “be-
latedly and unilaterally declare that ‘everything we do is
confidential”” would be absurd and would create a “per-
verse incentive” not to engage in collaborative sharing of
information.™!

The need to specify the contours of the information
claimed to be confidential is of crucial importance when-
ever trade secrets are shared, whether with employees or
third-party businesses. A non-disclosure agreement with
an employee who may work in an organization over an
extended period of years will likely be less prescient and
specific about each type of confidential information the em-
ployee will receive than may be the case with an agreement
to share information with another business for a time-limit-
ed, focused purpose. But the need to ensure that each per-
son who receives trade secrets understands the full reach of
the obligation to hold information in confidence is vitally
important in both contexts. As to both employees and long
term business partners, training programs throughout the

6
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relationship illustrating what information falls within the
“confidential information” category, appropriate legend-
ing, and thoughtful exit or wind-down procedures should
help avoid doubt.

VI. Guidance for the Receiving Party: Benchmark
the Knowledge Base on Hand and Document
Independent Development

The receiving party already may have developed or
otherwise learned substantial information relating to the
subject matter of the discussions long before receiving a
single disclosure under a non-disclosure agreement. If
discussions fall apart, however, absent adequate records
of the information that was already on hand, the receiv-
ing party may not be able to rebut claims that it has
misappropriated the same information provided under
a non-disclosure agreement. While many non-disclosure
agreements include a provision exempting information
that was already known to the recipient, the recipient will
need to establish what information it already knew. A so-
phisticated recipient therefore might consider placing into
escrow even before it receives a single disclosure a “snap-
shot” of the information it has independently gathered or
developed. It should be mindful never to commingle the
information received subject to a non-disclosure agreement
with this escrowed information.

If the receiving party determines early on that the in-
formation it is receiving is information it already knew;, it
may decide that to prevent further misunderstandings it
is prudent to so advise the disclosing party at once and to
offer proof—even if the NDA does not require that it do
so. Conversely, the disclosing party may want to include
a provision in the non-disclosure agreement requiring
the receiving party to notify it and provide proof within a
specified period if it claims that it already knew or had de-
veloped the information prior to the disclosure.

Many non-disclosure agreements also provide a carve-
out for information that is independently developed or re-
ceived from others having no duty of confidentiality to the
disclosing party. The receiving party must recognize that
the price of receiving information under a confidentiality
agreement is the practical need to document the source of
information received or developed outside the agreement
that relates to the subject matter of information actually
received. The burden typically will be on the receiving
party to prove that particular information falls within a
contractual carve-out.

Finally, to the extent that the receiving party engages
in independent development work after receiving disclo-
sures pursuant to a non-disclosure agreement, it should
maintain documentation showing who did the indepen-
dent development and how, relying on what resources.
Whether or not the non-disclosure agreement requires it,
the receiving party should strongly consider excluding
from the independent development process individuals
who have received confidential information that might as-
sist that development process. Otherwise it may face the

claim, and worse, the reality, of actual misappropriation of
trade secrets.

VIl. Reduce Risks From Multiple Disclosures: Be
Wary of Fixed Durations on Non-Disclosure
Obligations

Sometimes a trade secrets owner might be simultane-
ously considering different potential business relationships
and may, therefore, be making multiple simultaneous dis-
closures of the same information. That fact itself, of course,
can place the information at practical risk. It can also in-
crease legal risk. The trade secrets owner should appreciate
that the initial agreements with unrelated parties may have
an impact on its ability to protect its trade secrets later on
even after it has entered into a final contract with one of the
receiving parties. If, for example, it has entered into agree-
ments with prospects a, b, and ¢ providing that particular
information is to be held in confidence for a one-year pe-
riod, they will likely be free to use the information after one
year even if prospect d ultimately enters into a long-term
relationship and agrees to protect it for a longer period. A
court may well conclude that by limiting the period that a,
b, and c are to hold the information in confidence, the trade
secrets owner cannot ask the court to treat the information
as a trade secret beyond that period.

It may be more workable to specify that the infor-
mation is to be held in confidence until such time as it
becomes generally known as confirmed by the disclos-
ing party upon request or to provide that that it must be
returned and cannot be used or disclosed without further
permission after the receiving or disclosing party advises
in writing that the discussions are over.

VIIl. Revise and Verify Compliance With Non-
Disclosure Agreements as the Discussion
Progresses: Avoiding Common Pitfalls

In many cases, of course, the initial discussions lead
the parties to enter into a more formal relationship: a joint
development agreement; a joint venture; a purchase or a
sale; a license agreement; a strategic alliance. In drafting
the new agreement reflecting the formal relationship, the
parties should consider how best to implement and inte-
grate the confidentiality obligations that may appear in
multiple agreements.

Some drafters make the potentially disastrous, or at the
least confusing, mistake of drafting an integration clause
in a new agreement (e.g., a formal license agreement or
operating agreement) that eviscerates earlier protections.
Thus, the new agreement may contain a confidentiality
provision but may further provide that it supersedes all
prior agreements on the same subject matter or that it does
not apply to information that was previously lawfully in
the possession of the receiving party—that is, information
that was previously disclosed only subject to a confiden-
tiality agreement. If the new agreement is not carefully
drafted to define confidential information to include all
information that was already disclosed under a prior confi-
dentiality agreements as well as under the new agreement,
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the upshot may be a document that on its face makes the
confidential information previously disclosed available for
use. While the disclosing party may be able to persuade a
court to take a commonsense approach to interpreting the
obligations and to view them as cumulative rather than
conflicting, careful drafting can prevent the need for mo-
tion practice or parole evidence on the subject.

Where multiple agreements address the protection of
confidential information, it is also prudent to consider is-
sues such as whether any of the agreements along the way
include a fixed time limit on non-use/non-disclosure that
should be addressed in the final agreement. For example,
if an earlier agreement said that particular information
should not be used or disclosed for two years post-disclo-
sure, a joint venture agreement entered into during that
two-year time period might state that notwithstanding
any prior agreements, all confidential information previ-
ously provided by A to B shall be treated in accordance
with the joint venture agreement, which would presum-
ably extend the non-use/non-disclosure provision. An
alternative approach that may make sense in some cases if
the original restrictions were addressed to specific catego-
ries of information (e.g., financial information, technical
information) is for the final agreement to state that speci-
fied agreements remain in effect.

When a final agreement is entered into, some disclos-
ing parties go to considerable lengths to specify in detail
the particular safeguards the receiving party must use to
protect their information. Such precautions may be en-
tirely appropriate, particularly if the receiving entity has
not previously had to protect similar types of information.
But the disclosing party must consider whether the receiv-
ing party is actually likely to implement the proposed
safeguards. The “nuts and bolts” of protection need to be
worked through together and most likely need to be the
subject of continuing communications and policies.

Some companies engaging in business-to-business
disclosures opt for efficiency by requiring the receiving
party to treat the confidential information being disclosed
under the NDA “in the same manner that it treats its own
most sensitive information.” Before agreeing to such a
provision, it makes sense for the disclosing party to find
out what those procedures are and how they may have
changed and been enforced since the initial due diligence
into the business partner. Agreeing that inadequate pro-
cedures will be followed as to new disclosures as well as
to the recipient’s own information simply reinforces inad-
equate measures.

If the final agreement includes a non-competition pro-
vision with the receiving entity as a means for protecting
the trade secrets, the disclosing party should consider—
and should evaluate against the patchwork of conflict state
and international laws governing non-compete agree-
ments—whether to also require that the employees of the
disclosing party who will have the most intimate access
to the disclosing party’s trade secrets enter into non-com-
petition agreements as a condition to gaining access to the
information. The discussion may, at the very least, lead to

an agreement by the receiving party to narrow the number
and functions of its employees who will be given access to
the disclosing party’s trade secrets. If the parties do agree
to the use of post-disclosure restraints as to receiving em-
ployees, they will want to discuss and negotiate who has
the right to enforce any such agreement.

IX. Precautions in Disclosing Trade Secrets in
International Transactions

The precautions outlined above are equally important,
if not more important, when dealing with business part-
ners outside the United States. While non-disclosure agree-
ments are a reasonable tool to be used in protecting trade
secrets in the United States, they are not strictly required
by law, and it is possible to establish a confidential relation-
ship without entering into a contractual non-disclosure
arrangement as a prerequisite. Many non-U.S. jurisdictions,
however, place particular emphasis on the importance of
using non-disclosure agreements to claim trade secrets
rights. Further, many international business arrangements
require that U.S. companies that engage individuals out-
side the United States to perform services for them contract
with businesses—basically hiring parties—rather than
directly with employees. The U.S. company may not have
a direct relationship with the individual receiving access
to the trade secrets. This means the disclosing party must
put substantial care into negotiating agreements with any
intermediary, including learning who has had access to the
information and demanding return of information at the
termination of the relationship. These written obligations
can be particularly important when contracting abroad
in order to enforce rights abroad or to enlist the aid of the
International Trade Commission in enforcing trade secrets
obligations.

While Congress continues to focus on whether to enact
a Federal civil statute affording a private right of action
for trade secrets misappropriation, the International Trade
Commission has determined that Section 337 of the Tariff
At of 1930, 19 U.S.C. § 1337, authorizes the International
Trade Commission to investigate and remedy trade secret
misappropriation that occurs in whole or in part in a for-
eign country where the complaint alleges that the products
developed or manufactured through the misappropriation
are being imported into the United States and threaten a
domestic industry.!? This determination was affirmed by
the Federal Circuit in TianRui Group Company Limited v. In-
ternational Trade Commission.’ In TianRui the ITC found that
the complainant had entered into non-disclosure agree-
ments with the Chinese entity employing Chinese workers
to exploit the intellectual property and had required the
Chinese organization to bind the workers to these obliga-
tions. A competitor hired away the employees and used
them to learn the complainant’s trade secrets. After a 10-
day evidentiary hearing, the Administrative Law Judge
found “overwhelming direct and circumstantial evidence
that TianRui obtained its manufacturing process for cast
steel railway wheel[s] through the misappropriation of
[Amsted’s] ABC Trade Secrets,” primarily through induc-
ing the employees retained in China to violate their non-
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disclosure agreements. The ITC found that this constituted
trade secrets misappropriation and thus unfair competition
under the Tariff Act and entered a limited exclusion order
barring importation of goods made using trade secrets

that had been disclosed in violation of the non-disclosure
agreements.

The case has paved the way for additional investiga-
tions of trade secret misappropriation occurring outside
the United States.!# In each case, the information had
passed because employees of third-party Chinese orga-
nizations with which the trade secret owner had entered
into non-disclosure agreements had breached their non-
disclosure obligations.

Recently the ITC affirmed a ruling in Certain Rub-
ber Resins and Processes for Manufacturing Same, Inv. No.
337-TA-849 (ITC), that third-party contractors had mis-
appropriated the complaining party’s trade secrets even
though it was hotly contested factually and legally in the
ITC and in a parallel proceeding in China. Complainant
SI Group Inc. (“SIG”) alleged that competitor Sino Legend
(Zhangjiagang) Chemical Col. Ltd. had acquired its secrets
by poaching an employee from SIG’s Shanghai office to
steal SIG’s trade secrets, enabling Sino Legend to replicate
in short order a portfolio of rubber resins it had taken SIG
over 25 years to develop. The employee was subject to a
non-disclosure agreement between a Chinese organiza-
tion under contract to Complainant. SIG first filed suit
in China, but the employee denied he was employed by
Sino Legend, and, SIG complained, the Chinese courts
did little to help SIG in its investigations to sort through a
veritable maze of Chinese companies. In the ITC, the AL]J
determined that misappropriation had occurred, entering
its decision the same day as a ruling by the Shanghai No. 2
Intermediate People’s Court that much of the information
at issue was not a trade secret and that misappropriation
had not occurred.

The ITC affirmed the AL]J’s determination as to some,
but not all, of the accused products, accepting the finding
that “this is classic misappropriation of trade secrets, with
copying down to the thousandth decimal place.” While
respondent argued that the products it currently sold were
different from the products as to which information had
allegedly been misappropriated, the ITC found that the
current products were largely derived from the misap-
propriated information and concluded that “it is our view
that the overall combination of elements is protectable
since it incorporates several valid trade secrets and has
been misappropriated.” The Commission followed Tian
Rui’s holding that it is an act of unfair competition under
the Tariff Act for a party to ship goods into the United
States made through trade secrets misappropriation as
defined by Federal common law. After opening the matter
to public comment as to an appropriate remedy, the full
commission entered a ten-year limited exclusion order on
January 16, 2014, rejecting respondent’s argument that it
would have taken only six months to develop the informa-
tion at issue legitimately. “In fact, respondents were not
successful in reverse-engineering most of Complainant’s

process and resorted to hiring Complainant’s employees
in order to copy Complainant’s processes.” Each side has
subsequently declared victory.'> Of critical importance,
had the complainant not ensured that contracts were in
place with the Chinese company employing the individu-
als who were privy to its trade secrets, it might not have
been unable to prevail. While some relationships seem to
be employment relationships, they need to be carefully
scrutinized as business-to-business relationships as well,
and the disclosing party must work to ensure that all nec-
essary non-disclosure agreements and procedures are fully
in place at each link in the chain of disclosure, not simply
on paper but in fact.

X. Conclusion

Parties who disclose trade secrets in the course of busi-
ness relationships need to be aware of, guide, limit, and
investigate the flow of trade secret information for reasons
outside the scope of the business relationship. “Inevitable
disclosure” and “threatened misappropriation” concerns
can be as important in the business context as in the em-
ployment context. When an employee who was authorized
to receive information under a business-to-business non-
disclosure agreement subsequently continues work for the
receiving organization in which the information received
under NDA could be useful or is actually used, all par-
ties are potentially placed at risk. Disentangling from a
business-to-business relationship poses the same risks and
requires the same care at each step of the way as disengag-
ing from any employment relationship.
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Federal Circuit Provides Guidance on Jury Instructions on
Apportionment of Patent Damages

By Kimberly J. Schenk and John G. Plumpe

l. Introduction

The recent decision by the Federal Circuit in Ericsson
v. D-Link! provided guidance on several issues relevant
to the calculation of patent damages. Much attention has
been drawn to the fact that this decision was the first
from the Federal Circuit to deal with the determination
of reasonable and non-discriminatory (“RAND”) royalty
rates for standard essential patents (“SEPs”). However,
the opinion also provides meaningful guidance on the
issues of profit apportionment and the application of
the Georgia-Pacific factors that can be applied to patent
infringement cases not involving SEPs.

This article focuses on the court’s guidance in Erics-
son on properly instructing the jury on the entire market
value rule (“EMVR”) and profit apportionment. We begin
by reviewing three notable prior cases in which the courts
were faced with this issue. We then describe the Federal
Circuit’s ruling in Ericsson as it relates to apportion-
ment and its suggestion that parties look to the Supreme
Court’s 1884 decision in Garretson v. Clark? when crafting
jury instructions related to apportionment. We then re-
view the relevant language in Garretson and conclude by
offering practical advice for trial counsel when proposing
jury instructions in cases that involve EMVR and/or ap-
portionment issues.

Il. Seymour v. McCormick (1854)

More than 150 years ago, the U.S. Supreme Court
recognized the need to properly instruct the jury on
issues of apportionment when calculating patent dam-
ages. In the 1854 case Seymour v. McCormick, the patents
at issue related to “certain new and useful improvements
in the machine for reaping all kinds of small grain” and
“certain improvements upon the aforesaid patented reap-
ing machine.”3 The trial court’s charge (i.e., jury instruc-
tions) contained the following direction for calculating
damages:

It has been suggested by the counsel for
the defendants, that inasmuch as the
claims of the plaintiff in question here are
simply for improvements upon his old
reaping machine and not for an entire
machine and every part of it, the damag-
es should be limited in proportion to the
value of the improvements thus made,
and that therefore a distinction exists, in
regard to the rule of damages, between
an infringement of an entire machine

and an infringement of a mere improve-
ment on a machine. I do not assent to this

distinction. According to my view of the
law regulating the measure of damages
in cases of this kind, the rule which is to
govern is the same whether the patent
covers an entire machine or an improve-
ment on a machine. Those who choose to
use the old machine have a right to use

it without incurring any responsibility;
but if they engraft on it the improve-
ment secured to the patentee, and use the
machine with that improvement, they
have deprived the patentee of the fruits
of his invention, the same as if he had
invented the entire machine; because it is
his improvement that gives value to the
machine on account of the public demand
forit.4

On appeal, the defendant argued that “these rules with
regard to damages, as thus laid down by the court, are
incorrect, and have produced a verdict for most ruin-

ous damages, far beyond any thing [sic] justified by the
facts of the case.” The Supreme Court agreed, being “of
opinion that the plaintiffs in error have just reason of com-
plaint as regards these instructions and their consequent
result.”® It explained:

[T]he jury were instructed that the mea-
sure of damages for infringing a patented
improvement on a machine in public

use is the same as if the defendant had
pirated the whole machine and every
improvement on it previously made, and
as a consequence that the plaintiff below
had a right to recover as great damages
for the infringement of the patent in his
second count as if he had proceeded

on both counts of his declaration and
shown the infringement of all the patents
claimed, and that in consequence of these
instructions they have been amerced

in damages to the enormous sum of
$17,306.66, and with costs to nearly the
round sum of $20,000.°

We think...that it is a very grave error

to instruct a jury “that as to the measure
of damages the same rule is to govern,
whether the patent covers an entire ma-
chine or an improvement on a machine.””

The Supreme Court thus reversed the trial court’s judgment.?
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lll. Lucentv. Gateway (2009)

In this case, Lucent alleged that Microsoft infringed
one of its patents through the sales and use of Microsoft
Money, Microsoft Outlook, and Windows Mobile, based
on the inclusion of a “date picker” feature in these prod-
ucts.” At trial, Lucent’s theory of damages was based on
eight percent of sales revenue for the accused software
products, and it asked the jury to award $561.9 million
based on Microsoft’s infringing sales.'? Microsoft coun-
tered that a lump-sum payment of $6.5 million would
have been the correct amount for licensing the protected
technology.!! The jury awarded Lucent damages of
$357.7 million.!? On appeal to the Federal Circuit, Micro-
soft argued, among other things, that the jury should not
have applied the entire market value rule to the value of
its three software products.'

Amicus briefs were filed by a number of parties,
including one by a group of ten technology-based com-
panies that included SAP America, Inc., Bank of America
Corporation, Coverity, Inc., Intel Corporation, Micron
Technology, Inc., Palm, Inc., Regulatory DataCorp, Inc.,
Symantec Corp., Trimble Navigation Limited, and Yahoo!
Inc.!# The brief stated:

The Supreme Court has historically
policed the law of patent damages care-
fully to insure that patentees are not
overcompensated or undercompensated.
That Court has repeatedly admonished
trial courts to provide legally coherent
guidance to factfinders in cases involv-
ing complex patent damages. Amici here
now ask this Court to reinvigorate this
tradition. In particular, we ask the Court
to require trial courts to act as vigorous
gatekeepers when it comes to the intro-
duction of damages evidence, and the
instruction of juries on damages issues,
in patent infringement cases.!®

The amici made two main arguments: (1) the EMVR has
no appropriate place in reasonable royalty calculations,
and (2) portfolio licenses covering thousands of patents
provide no basis for measuring damages for infringe-
ment of a single patent.!® The brief recommended that
juries be guided by the following instruction:

Where a party’s reasonable royalty cal-
culation purports to be based on existing
licensing norms that are expressed as a
customary percentage times a customary
royalty base, the party introducing such
evidence must at a minimum show by a
preponderance of the evidence that, as
compared to the hypothetical license for
the patent in suit, the licenses introduced
as evidence show (i) a similar royalty
base and (ii) a similar royalty percent-
age that has previously been used in (iii)

a similar license covering (iv) a similar
patent.!”

The amici argued that such an instruction was

essential to help juries make sense of and
properly apply the amorphous list of
Georgia-Pacific factors. Such an instruc-
tion would serve two functions. First, it
would screen tendered evidence for legal
salience, eliminating from jury consid-
eration licenses that bear no reasonable
relationship to the hypothetical license at
issue in a particular reasonable royalty
case. Second, it would help frame the
evidence presented, calling the jury’s
attention to the importance of compa-
rability, out of the welter of sometimes
confusing information permitted under
Georgia-Pacific.'8

Although the Federal Circuit called the amicus brief
“informative,” it concluded that it “need not address its
assertion regarding jury instructions given or not given,
for the simple reason that neither party at trial challenged
any damages instruction that was given nor proposed an
instruction and objected when it was not given.”!® The
court agreed with Microsoft’s argument that substantial
evidence did not support the jury’s verdict, finding that
to the extent the jury relied on an entire market value cal-
culation to arrive at the damages amount, the award was
not supported by substantial evidence and was against
the clear weight of the evidence.?’ Accordingly, the court
vacated the award and remanded for a new trial on dam-
ages.?!

IV. VirnetX v. Cisco (2014)

In VirnetX, the Federal Circuit addressed the proper
way to instruct the jury on the entire market value rule.
This case involved four patents related to technology for
providing security over networks such as the Internet.??
VirnetX’s expert presented damages figures based on the
application of several methodologies, including one that
involved applying a one percent royalty rate to a royalty
base consisting of the lowest sale price of each model of
the accused devices containing the accused features.?
This approach resulted in claimed damages of up to $708
million.? At trial, the jury found that Apple infringed all
four of the patents-in-suit and that none of the infringed
claims were invalid.?> It awarded reasonable royalty dam-
ages totaling $368.2 million.?¢

On appeal, Apple argued that the district court’s jury
instructions misstated the law on the EMVR. The district
court had instructed the jury as follows:

In determining a royalty base, you should
not use the value of the entire apparatus
or product unless either: (1) the patented
feature creates the basis for the custom-
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ers’ demand for the product, or the
patented feature substantially creates the
value of the other component parts of
the product; or (2) the product in ques-
tion constitutes the smallest saleable unit
containing the patented feature.”

The Federal Circuit “agree[d] with Apple that the district
court’s instruction misstates our law.”28 It explained:

To be sure, we have previously permit-
ted patentees to base royalties on the
“smallest salable patent-practicing unit.”
However, the instruction mistakenly
suggests that when the smallest salable
unit is used as the royalty base, there

is necessarily no further constraint on
the selection of the base. That is wrong.
For one thing, the fundamental concern
about skewing the damages horizon—of
using a base that misleadingly suggests
an inappropriate range—does not disap-
pear simply because the smallest salable
unit is used.

Moreover, the smallest salable unit ap-
proach was intended to produce a roy-
alty base much more closely tied to the
claimed invention than the entire market
value of the accused products. Indeed,
that language first arose in the Cornell
case, where the district court noted that,
rather than pursuing a “royalty base
claim encompassing a product with
significant non-infringing components,”
the patentee should have based its dam-
ages on “the smallest salable infringing
unit with close relation to the claimed
invention.” In other words, the require-
ment that a patentee identify damages
associated with the smallest salable
patent-practicing unit is simply a step
toward meeting the requirement of ap-
portionment. Where the smallest salable
unit is, in fact, a multi-component prod-
uct containing several non-infringing
features with no relation to the patented
feature (as VirnetX claims it was here),
the patentee must do more to estimate
what portion of the value of that product
is attributable to the patented technol-
ogy. To hold otherwise would permit the
entire market value exception to swallow
the rule of apportionment.?

Thus, the court concluded:

[T]he district court’s jury instruction
regarding the entire market value rule
was legally erroneous. Moreover, that
error cannot be considered harmless, as

VirnetX’s expert relied on the entire value
of the iOS devices as the “smallest salable
units,” without attempting to apportion
the value attributable to the VPN On
Demand and FaceTime features. Thus, it
is clear that the jury’s verdict was tainted
by the erroneous jury instruction.?

For this reason and others, the court vacated the damages
award and remanded for further proceedings.3!

V. Ericsson v. D-Link (2014)

Ericsson was a suit for infringement of three of Erics-
son’s patents generally related to Wi-Fi technology em-
ployed by electronic devices for accessing the Internet.??
Ericsson’s damages expert relied on previous Ericsson
Wi-Fi licenses to determine a per-unit royalty for each
licensed product.®® The expert then applied his per-unit
royalty to the accused products to calculate a reasonable
royalty.3* Before trial, D-Link moved to exclude certain
portions of the expert’s testimony, arguing that it violated
the EMVR.* Specifically, D-Link argued that because the
damages calculations were based in part on licenses that
were themselves tied to the entire value of the licensed
products, even though the technology being licensed
related to only a component of those products, the testi-
mony was impermissible as a matter of law.* In denying
that motion, the district court explained that the expert’s
reference to the prior licenses was not improper because
the expert properly apportioned any damages calcula-
tions based on those licenses to account for the value of
the patents at issue.?”

D-Link had also proposed the following jury instruc-
tion regarding the EMVR:

Under the “entire market value” rule, a
patent owner may recover a reasonable
royalty based on the value of an entire
apparatus or product containing several
features, even though only one feature is
patented. However, the “entire market
value” rule only applies where the pat-
ent owner establishes that the patented
feature creates the basis for customer
demand or substantially creates the value
of the component parts.®

Ericsson objected to this instruction on the ground that
the court had already held that the entire market value
rule was not implicated in this case,* and the court’s final
jury instructions did not contain an EMVR instruction.’

At trial, the jury found D-Link infringed the asserted
claims of the three patents and awarded roughly $10 mil-
lion in damages—approximately fifteen cents per infring-
ing device.*! After post-trial motions, the district court
upheld the jury’s infringement and validity findings and
refused to grant a new trial based on an alleged violation
of the EMVR and/or allegedly deficient jury instructions

NYSBA Bright Ideas | Spring/Summer 2015 | Vol. 24 | No. 1

13



regarding the standard-setting context and Ericsson’s
RAND licensing obligations derived from that context.*?

On appeal, D-Link argued that the district court
prejudicially erred by not excluding Ericsson’s damages
expert’s testimony on the challenged licenses.*? Ericsson
responded that the jury award was consistent with com-
parable Ericsson licenses and that the Federal Circuit had
found comparable licenses to be the best evidence of a
reasonable royalty rate.** Ericsson further argued that the
jury award was consistent with “industry norms” and in
accord with its damages expert’s testimony.*> According
to Ericsson, its expert conducted a rigorous analysis that
separated the value of the patents at issue from any other
patents covered by the licenses he referenced.* Because
of this apportionment, Ericsson asserted that neither its
damages calculation nor its expert’s reference to actual
industry licenses was improper under the EMVR or
otherwise.?

The Federal Circuit concluded that the district court
had “properly admitted evidence of the licenses to which
D-Link objects,”*® but it went on to state that

when licenses based on the value of a
multi-component product are admitted,
or even referenced in expert testimony,
the court should give a cautionary in-
struction regarding the limited purposes
for which such testimony is proffered

if the accused infringer requests the
instruction. The court should also ensure
that the instructions fully explain the
need to apportion the ultimate roy-

alty award to the incremental value of
the patented feature from the overall
product.*

The court acknowledged that the Georgia-Pacific factors,
on which the jury was instructed, do include some refer-
ence to apportionment. But it observed:

[W]hile the court told the jury about the
Georgia-Pacific factors—which do take the
concepts of apportionment into account
to some extent—it did not separately
caution the jury about the importance of
apportionment.... While factors 9 and
13 of the Georgia-Pacific factors allude to
apportionment concepts, we believe a
separate instruction culled from [Gar-
retson v. Clark] would be preferable in
future cases.”

Elsewhere in the decision, the court referred to
Garretson as “precedent which covers apportionment of
damages in situations” in which the patents “claim only
small portions of multicomponent products.”>! It also
cited Garretson for the proposition that “where multi-
component products are involved, the governing rule is
that the ultimate combination of royalty base and royalty

rate must reflect the value attributable to the infringing
features of the product, and no more”>? and that “a jury
must ultimately ‘apportion the defendant’s profits and
the patentee’s damages between the patented feature
and the unpatented features’ using ‘reliable and tangible’
evidence.”>

In Garretson, the Supreme Court explained the re-
quirements of apportionment as follows:

When a patent is for an improvement,
and not for an entirely new machine or
contrivance, the patentee must show in
what particulars his improvement has
added to the usefulness of the machine or
contrivance. He must separate its results
distinctly from those of the other parts,

so that the benefits derived from it may
be distinctly seen and appreciated. The
rule on this head is aptly stated by Mr.
Justice Blatchford in the court below:
“The patentee,” he says, “must in every
case give evidence tending to separate or
apportion the defendant’s profits and the
patentee’s damages between the patented
feature and the unpatented features,

and such evidence must be reliable and
tangible, and not conjectural or specula-
tive; or he must show, by equally reliable
and satisfactory evidence, that the profits
and damages are to be calculated on the
whole machine, for the reason that the
entire value of the whole machine, as a
marketable article, is properly and legally
attributable to the patented feature.”>*

The patent at issue in Garretson involved an improve-
ment in the method of moving and securing in place the
movable jaw or clamp of a mop-head.>® The plaintiff had
produced no evidence to apportion the profits or dam-
ages between the improvement constituting the patented
feature and the other features of the mop, instead pro-
viding evidence of only the cost of the whole mop and
the price at which it was sold.> The trial court held that
Garretson was entitled to only nominal damages, and the
Supreme Court affirmed, noting that “of course it could
not be pretended that the entire value of the mop-head
was attributable to the feature patented.”>”

VI. Discussion

Reasonable royalty damages cases often involve
issues related to the application of the EMVR and appor-
tionment. The Federal Circuit has made it clear that when
trying a case where one or both of these issues is impli-
cated, the jury must be provided with proper instructions
on these complex topics.

Ericsson provides useful guidance for cases in which
a patent holder relies on prior license agreements that
include a royalty based on a percent of sales of a multi-
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component product where the patented technology does
not comprise the basis of the demand for the product. In
such cases, the alleged infringer should request a caution-
ary instruction regarding the limited usefulness of these
license agreements. Ericsson also provides guidance on
how to instruct the jury on apportionment, in particular
by modeling the instruction after the language the Su-
preme Court used in Garretson.

It can be expected that district courts, taking guid-
ance from the Federal Circuit, will be more inclined
to include specific jury instructions on the EMVR and
apportionment in the future rather than relying on more
generic instructions based on the Georgia-Pacific factors.
Parties on both sides of cases should keep this in mind
throughout the entire litigation process, particularly
during the discovery phase. Collecting the evidence
necessary to present a detailed case on EMVR and/or
apportionment issues may require devoting additional
resources to discovery, but it ultimately will help counsel
present its damages case in a manner consistent with the
charge given to the jury.
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When Worlds Collide: The Intellectual Property and
Public Health Implications of Combating Counterfeit

Pharmaceuticals
By Amy Deroo

Introduction

In early 2012, counterfeit versions of the cancer drug
Avastin infiltrated U.S. supply chains.! Marketed in 120
countries for the treatment of colon, lung, kidney, and
brain cancers, Avastin was Roche Holding AG’s sec-
ond best-selling drug that year.? As a result, the scandal
spread quickly. By February of 2013, the U.S. Food and
Drug Administration (“FDA”) reported that 134 U.S. doc-
tors in 28 states had been hit with counterfeit versions of
the lifesaving drug.® By then, many unsuspecting cancer
patients had already consumed the fakes, likely shaving
months off their lives.

Meanwhile, another counterfeit drug scandal was
brewing on the other side of the world. On May 13, 2013,
Ranbaxy, a multinational generic pharmaceutical compa-
ny, agreed to pay an unprecedented $500 million in crimi-
nal and civil penalties to the FDA—the largest fine of its
kind in history—after admitting that it sold adulterated
drugs and falsified data for drug applications.” The charg-
es against Ranbaxy described systemic criminal practices
at two of its largest manufacturing plants in India and in-
volved an assortment of drugs, including antibiotics, acne
medications, and drugs used to treat epilepsy and nerve
pain.6 A little over a year later in November of 2014, yet
another scandal broke when at least twelve women died
at sterilization camps in central India.” The likely culprit:
“clearly spurious” antibiotics and painkillers given to the
women after surgery.®

As these episodes demonstrate, the problem of
counterfeit medicine is not confined to poorly regulated
markets in developing countries, nor is it limited to small-
time criminals in cottage industries.? The global market
for counterfeit pharmaceuticals generates upwards of
$75 billion each year, and the World Health Organiza-
tion (“WHO”) estimates that more than ten percent of all
pharmaceuticals sold worldwide are counterfeit.!? Still,
the worst may be yet to come. As the Ebola virus rips
through Western Africa and beyond, so does the risk of
counterfeit medicine. In times of pandemic, medicine
supply is low, demand is high, and the opportunity for
criminals to profit from putting fake drugs into the global
supply chain is even higher.!!

Despite the high stakes, not much has been done to
solve the problem. Because counterfeit medicine im-
plicates public health and intellectual property issues,
stakeholders remain deadlocked over how to reconcile
issues of drug quality and access to affordable medicines
with enforcement of intellectual property rights. Unfortu-
nately, an unintended consequence of this battle has been

to facilitate the production and distribution of counterfeit
medicine. Accordingly, this article suggests steps that can
be taken to combat counterfeit medicine. Part I begins by
classifying the various types of counterfeit medicines. Part
IT attempts to explain why international lawmakers have
been unable to devise a universal definition of counterfeit
medicine and the consequences of this for implementing
a legal framework to tackle the problem. Part III explores
additional challenges posed by counterfeit medicine
worldwide. Finally, Part IV proposes potential new terms
for a multilateral treaty designed to combat counterfeit
medicine and discusses new ways to engage the pharma-
ceutical industry in the fight against counterfeits.

I.  What Is Counterfeit Medicine?

Counterfeit medicine comes in a variety of forms. The
most common forms include medicines containing no
active ingredients, those with the wrong quantity of active
ingredients, those containing different, often toxic, ingre-
dients than the genuine product, and those that are exact
copies of the genuine product.!? Other common forms of
counterfeit medicine involve fake packaging.'® For exam-
ple, counterfeiters frequently repackage expired genu-
ine medication to reflect a legitimate expiration date.!*
Similarly, so-called “hybrid counterfeits,” or medicines
made with recycled genuine ingredients, also have been
identified as a frequently occurring type of counterfeit
medicine.’

Because counterfeiters have not limited their activities
to any one category of drug, the risks posed by counterfeit
medicines are widespread. Counterfeit drugs not only
cost pharmaceutical companies approximately $35 billion
per year, but also expose drug manufacturers to liability
and threaten brand integrity.'® Likewise, the public health
risks range from the relatively innocuous—as in instances
of counterfeit “lifestyle drugs” such as sleeping pills or
weight loss supplements, where the patient simply experi-
ences no relief from symptoms—to serious illness and
death, at times on a massive scale.l” For example, cough
syrup has been a popular target for counterfeiters who are
able to easily replace the glycerin used in legitimate syrup
with diethylene glycol, a cheaper, sweet-tasting industrial
solvent used in antifreeze.!® This toxic syrup was respon-
sible for 365 deaths in Panama between 2006 and 2007.%
Similarly, at least 84 children died in Nigeria in 2009 after
being given teething syrup poisoned with diethylene
glycol.? Yet another risk arises where counterfeit drugs—
notably, antibiotics and antimalarials—contain the correct
active pharmaceutical ingredients (“APIs”) as the genuine
product but in too low of a dose, thereby causing patients
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to build up resistance to the drug and rendering future
treatment ineffective.?! Finally, while counterfeits have
surfaced in an assortment of medicines, the drugs hard-
est hit tend to be low in supply but high in demand. This
point was illustrated in Kenya in 2011 when nearly 3,000
HIV/AIDS patients were affected by a fake, moldy batch
of antiretroviral drugs.??

Il. Defining the Problem

Despite the serious threats to public health and intel-
lectual property rights posed by counterfeit medicine,
it remains unclear what legally constitutes counterfeit
medicine. Currently, there is no universally agreed-upon
definition of the term and, consequently, no coherent legal
framework to properly address the problem.? As a start-
ing point, the term “counterfeit medicine” is somewhat of
a misnomer. Traditionally, the word counterfeit has been
used in an intellectual property context and primarily in
relation to trademark infringement.?* Trademark infringe-
ment, in turn, applies to situations where a product ap-
pears too similar, either in brand name or appearance, to
an existing product from the rightsholder’s perspective.?
Under international law, for example, the Agreement on
Trade-Related Aspects of Intellectual Property Rights
(“TRIPS”) defines counterfeit trademark goods, including
counterfeit medicine, as:

Any goods, including packaging, bear-
ing without authorization a trademark
which is identical to the trademark val-
idly registered in respect of such goods,
or which cannot be distinguished in its
essential aspects from such a trademark,
and which thereby infringes the rights
of the owner of the trademark in ques-
tion under the law of the country of
importation.?®

As noted above, however, a variety of defective
medicines have been dubbed counterfeit. These deficien-
cies fall roughly into two categories: (1) substandard
medicines and (2) fake medicines. According to the WHO,
substandard medicines are “genuine medicines produced
by manufacturers authorized by the NMRA (National
Medical Regulatory Authority) which do not meet qual-
ity specifications set for them by national standards.”?’
Substandard medicines may depart from quality stan-
dards in various ways, often as a result of negligence or
human error—whether from contamination, poor pack-
aging or storage protocols, or containing too little of an
active ingredient.”® Fake medicines, on the other hand, are
deliberately and fraudulently mislabeled as to identity
and source.?’ These medicines frequently contain no ac-
tive ingredients and/or have been adulterated with toxic
substances as part of a malicious criminal endeavor to
imitate the genuine product at a cheaper price.*’ This un-
derstanding of the term fake medicine is consistent with
the WHO's definition of counterfeit medicine:

One which is deliberately and fraudu-
lently mislabeled with respect to identity
and/or source. Counterfeiting can apply
to both branded and generic products
and counterfeit products may include
products with the correct ingredients or
with the wrong ingredients, without ac-
tive ingredients, with insufficient active
ingredient or with fake packaging.’!

Although counterfeiting in the purely intellectual
property sense of trademark infringement can occur
simultaneously with what is now known as counterfeiting
in the public health sense of unsafe medicine, the issues
are conceptually distinct and need to be treated as such
for two reasons. First, unlike the average dispute over
counterfeit goods, which generally is confined to remedy-
ing private economic losses to the rightsholder, counter-
feit medicine involves danger to public health.3? From
a public health perspective, the issue of drug quality is
paramount, and, contrary to popular legal definitions, not
all instances of counterfeit medicine involve trademark
infringement.3®> Most notably, generic medicines, which
by definition have no association with trademarks, are a
popular target for counterfeiters.3* Second, in the case of
the typical trademark infringement dispute, the burden
is on the rightsholder to pursue civil action in the event
of infringement.35 With counterfeit medicine, however,
criminal measures are needed to properly deter people
from engaging in malicious behavior that poses a threat to
public health.3

Nevertheless, these fundamental differences have not
been accurately reflected in legal nomenclature. The main
problem is that current legal definitions of counterfeit
medicine are often overly broad—specifically, in failing to
differentiate private, civil trademark infringement from
deliberate, criminal counterfeiting.” For example, the
Council of Europe’s Medicrime Convention, a proposed
treaty to criminalize the manufacture and trade of coun-
terfeit drugs, framed the issue of counterfeit medicine so
that “the term counterfeit shall mean a false representa-
tion as regards identity and/or source.”* Problemati-
cally, using such sweeping terms allows civil trademark
infringement to be treated the same as criminal counter-
feiting in the eyes of the law, which has in the past caused
confusion for law enforcement relying on similarly broad
legal definitions of counterfeit medicine.?

The consequences of conflating these issues played
out in the European Union in 2008 and 2009 when EU
customs officials detained at least nineteen separate ship-
ments of legitimate generic drugs in transit from India
to Latin America, Oceania, and Africa.*’ The shipments
contained drugs used to treat HIV, heart disease, and
other serious illnesses—none of which were patented in
India or any of the other destination countries; the drugs
therefore were legitimate generics lawfully in transit.*!
Nevertheless, EU officials seized the shipments pursuant
to European Council Regulation 1383 /2003, which defines
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counterfeit goods as “goods, including packaging, bear-
ing without authorization a trademark identical to the
trademark validly registered in respect of the same type
of goods, or which cannot be distinguished in its essen-
tial aspects from such a trademark, and which thereby
infringes the trademark-holder’s rights.”42 Under this
catchall definition, EU officials claimed that the gener-
ics were counterfeits since the drugs were still under
patent in the EU.#® Ultimately, this example illustrates a
key concern for policymakers: that access to affordable,
legitimate generic drugs for developing countries will be
hampered by placing an intellectual property label on a
public health problem.**

Perhaps the most troubling example of an over-
inclusive definition of counterfeit medicine surfaced in
Kenya's 2008 Anti-Counterfeit Act, Section 2 of the Act
defined counterfeiting as:

Taking the following actions without the
authority of the owner of any intellec-
tual property right subsisting in Kenya
or elsewhere in respect of protected
goods—(a) the manufacture, production,
packaging, re-packaging, labeling or
making, whether in Kenya or elsewhere,
of any goods whereby those protected
goods are imitated in such manner and
to such a degree that those other goods
are identical or substantially similar cop-
ies of the protected goods.*

By defining counterfeit in expansive terms such as
“substantially similar copies of the protected goods,” the
Act left legally manufactured generic versions of medi-
cines patented in Kenya vulnerable to being classified
as counterfeit and blocked from importation.*® Given
that generics make up an estimated ninety percent of all
medicines consumed in Kenya, the bulk of which are cur-
rently used to treat diseases such as HIV/AIDS, tubercu-
losis, and malaria,*” the threat to public health in this case
was particularly grave. Worse yet, despite its objective
to “prohibit trade in counterfeit goods,”#® the Act had
the opposite effect: by interfering with the availability of
quality, affordable generic medicines, people were forced
to turn to underground channels for relief.’ In 2012, the
High Court in Kenya finally responded to the controver-
sy, ruling that the Act was “vague and could undermine
access to affordable generic medicines,” since it failed to
clearly distinguish between counterfeit and generic medi-
cines.”® Accordingly, the Court struck down the law,
calling upon the legislature to “remove ambiguities that
could result in arbitrary seizures of generic medicines
under the pretext of fighting counterfeit drugs.”>!

The degree to which national definitions of counter-
feit medicine vary adds another dimension to the prob-
lem. Consider the discrepancies in national standards
for counterfeit medicine in bordering nations such as
India and Pakistan. At one end of the spectrum, India has

distinguished the problem of fake drugs from substan-
dard drugs, labeling the former “spurious” and including
numerous types of illegitimate drugs in its definition.>?
According to India’s Drug and Cosmetics Act:

[A] drug shall be deemed to be spurious:
(a) if it is imported under a name which
belongs to another drug; or (b) if it is an
imitation of, or a substitute for, another
drug or resembles another drug in a
manner likely to deceive or bears upon

it or upon its label or container the name
of another drug unless it is plainly and
conspicuously marked so as to reveal its
true character and its lack of identity with
such other drug; or (c) if the label or the
container bears the name of an individual
or company purporting to be the manu-
facturer of the drug, which individual or
company is fictitious or does not exist;

or (d) if it has been substituted wholly

or in part by another drug or substance;
or (e) if it purports to be the product of

a manufacturer of whom it is not truly a
product.>

At the other end of the spectrum, Pakistan defines
counterfeit drugs in intellectual property terms as “a
drug, the label or outer packing of which is an imita-
tion of, resembles or so resembles as to be calculated to
deceive, the label or outer packing of a drug manufac-
turer.”>* Given the global nature of counterfeit medicine,
counterfeiters have been able to exploit variations in con-
flicting national legislation, carrying on their enterprise
in nations whose laws do not cover such activities.>® As
such, harmonization is needed at the international level to
ensure that counterfeit drugs do not slip through cracks in
national legislation.

While there is no doubt about the need for a univer-
sal definition of counterfeit medicine that separates the
intellectual property concept of trademark infringement
from the public health issue of medicine quality, attempts
by international lawmakers to craft such a definition have
been largely unsuccessful. For example the WHO has
not been able to gain worldwide support for its previous
definitions of counterfeit medicine primarily because of
the competing interests of stakeholders that make up the
WHO'’s governance structure.>® As of 2012, the WHO'’s
answer to this problem has been to merge the various
concepts of counterfeit medicine into one: substandard/
spurious/falsely-labelled /falsified / counterfeit medicines
(“SSFFC”).5” However, such an all-encompassing label is
problematic because categorizing these distinct concepts
together once again blurs the issue of intellectual property
rights with safety and quality-control measures. While
this label has not garnered much support, it remains the
WHO's last word on the definition of counterfeit medi-
cine.”® Accordingly, lack of consensus on a clear defini-
tion of counterfeit medicine remains the initial barrier to
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mobilizing a unified international approach to combating
counterfeit medicine.

lll. Contributing Factors and Challenges To
Combating Counterfeit Medicine

To the counterfeiter, counterfeit medicine is the
perfect crime: the profit margins are high, since active
ingredients can be replaced by cheap ingredients, and
the risk of getting caught is low because counterfeiting is
difficult for the consumer to detect without sophisticated
chemical analysis. The low barriers to entry on the supply
side and corresponding rise in counterfeit medicine in
recent years can be attributed to a number of factors. This
section examines three of the most prominent ones: the
complexity of the global supply chain, the Internet, and
weak regulatory and enforcement regimes.

A. Complexity of the Global Supply Chain

In purely illicit distribution channels, counterfeiters
often reach consumers directly in street markets. While
these underground channels are problematic, they do not
even begin to compare to the problems posed by infiltra-
tion of legal supply chains. Worth an estimated $800 to
$900 billion a year, the legitimate pharmaceutical industry
is far more lucrative and, consequently, a far more attrac-
tive target for counterfeiters.> Moreover, globalization of
supply chains has made access to legitimate pharmaceuti-
cal supply chains much easier for counterfeiters. Because
labor is cheap overseas, and, consequently, so are the
drugs and APIs produced there, many pharmaceutical
supply chains are outsourced abroad.®® For example, in
the United States approximately forty percent of prescrip-
tion drugs are made elsewhere in the world.®! Likewise,
around eighty percent of the sites that manufacture APIs
used in drugs made in the United States are located out-
side U.S. borders.®?

But even cheap labor and cheap supplies come with a
price: exports from overseas are not subjected to the same
rigorous inspection protocol as medicines made and sold
domestically.%® As a result, eighty percent of all counter-
feit drugs in the United States come from overseas,® and
production of counterfeits is disproportionately high in
countries where labor is cheap, with the world’s largest
shares of counterfeit medicines detected in China, India,
and elsewhere in Southeast Asia.®® India—the world’s
third largest pharmaceutical industry in terms of vol-
ume—exports more than half of its total pharmaceutical
production.®® Even though these exports are a substantial
component of the Indian economy, export controls in In-
dia are lax compared to the scrutiny Indian officials give
to products made for domestic use.” Likewise, although
India is the second-largest exporter of over-the-counter
and prescription drugs to the United States, many facili-
ties that manufacture India’s pharmaceutical exports
do not comply with United States standards for quality
control, inspection, and maintenance.®® Accordingly, India

has become a major hub for counterfeit medicine, and an
estimated one in five drugs made in India is fake.®

In addition, counterfeiters have been able to oper-
ate undetected easily due to the intricacies of the global
supply chain, which make it difficult to pinpoint where
breaches occur. For example, the average global supply
chain has many different links, including suppliers of raw
materials and packaging, manufacturers, warehousers,
distributors, wholesalers, secondary wholesalers, pharma-
cies, retailers, hospitals, and so on.”% Counterfeit drugs
are introduced at various points through freight compa-
nies, importers, diverters, wholesalers, and individual
purchasers.”! Typically, in the standard legitimate U.S.
supply chain, medicines are sold directly by pharmaceuti-
cal companies to major authorized distributors.”? These
distributors then supply the medicines to hospitals and
pharmacies, where they are then distributed to patients.”
Medicines also may move sideways from authorized
distributors to secondary wholesalers.” As a result, hun-
dreds of secondary wholesalers have access to prescrip-
tion drugs before they reach the consumer.”” Compound-
ing the problem, drug supplies are often mixed in the
exchange back and forth between secondary wholesalers
and major wholesalers, making counterfeit drugs indistin-
guishable from their legitimate counterparts.” Given the
complexity of the global pharmaceutical supply chain and
the involvement of many different players in many dif-
ferent locations, counterfeiters are often long gone before
their crimes are even discovered.

B. The Internet

The Internet poses an enormous threat to the legitima-
cy of medicines. The convenience of e-commerce coupled
with the high cost of prescription drugs has driven con-
sumers to seek cheaper alternatives online. According to
the WHO, over half of the medicines sold online in 2008
were counterfeit.”” And the problem continues to worsen;
in 2012, the National Association of Boards of Pharmacy
reported that a staggering 96.61 percent of the 9,677 online
pharmacies in the United States were illegitimate.”®

In the United States, the hallmarks of illegitimate
online pharmacies include deep discounts; the ability to
purchase medicines without a prescription; the absence
of licensing by a state pharmacy board as well as of a
licensed pharmacist on hand to answer questions; the
absence of a physical address; and location outside the
United States.” Specifically, as to location outside the
United States, many rogue online pharmacies have infil-
trated the market posing as “Canadian pharmacies” while
actually operating from other countries.®’ This model
has been especially attractive to counterfeiters due to the
anonymity of the Internet and the ease with which web-
sites can be created and destroyed.®! Moreover, because
the machinery used to duplicate medicines easily can be
purchased online, additional barriers to entry have been
eliminated by the Internet.®? Ultimately, since the Internet
is both pervasive and without territorial borders, more
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concerted international efforts must be made in this area
to curb counterfeit medicine.

C. Weak Regulatory and Enforcement Mechanisms

Because counterfeiting is opportunistic, it thrives
where weak regulation and enforcement allow it to go
unnoticed. According to WHO, of its 191 member states,
only twenty percent are known to have well-developed
drug regulations, while thirty percent either have no
drug regulations or regulatory authorities have such
limited capacity as to be effectively non-functioning.83
Such patchwork regulation throughout the international
community facilitates counterfeiting where counterfeit-
ers are able to work their way into well-regulated coun-
tries via their poorly regulated counterparts. The United
States illustrates this problem on a national level. In the
United States, the FDA regulates drug approval and
manufacturing exclusively, but it has allowed states to
implement their own laws regarding drug distribution,
repackaging, and dispensing.?* This has been problematic
for implementing effective anti-counterfeiting technol-
ogy where, for example, only slightly more than half of
the states require drug distributors to maintain pedigree
systems that “track and trace” transaction histories of
drugs they sell.®> The purpose of such technology is
defeated when counterfeit drugs are able to infiltrate
legitimate distribution chains in states with no “track and
trace” requirements.® Accordingly, minimizing regula-
tion inconsistencies among the states—and, analogously,
among countries at the international level—through a
comprehensive, uniform approach is essential to combat-
ing counterfeit medicine.

Moreover, even in countries with developed regula-
tory oversight, enforcement efforts remain primitive.
Often this is because the criminal penalties imposed are
not strict enough to deter medicine counterfeiting. In the
United States, for example, under the Food, Drug, and
Cosmetic Act (FDCA), penalties for counterfeiting medi-
cine (including adulteration and misbranding) are limited
to: a misdemeanor violation carrying a maximum of one
year in prison, a $1,000 fine, or both; or a felony viola-
tion carrying a maximum three-year prison sentence, a
fine not to exceed $10,000, or both.%” While counterfeit
medicine may be subject to penalties carrying a maxi-
mum of ten years imprisonment under trademark law,
prosecution under the FDCA is far more common.? Weak
penalty schemes likewise have been a problem in the
EU. For example, Allen Valentine, the leader of a British
counterfeit drug ring that at one point was responsible
for generating 500,000 fake tablets daily, was convicted
on multiple charges of medical fraud but received only a
meager five-and-a-half-year prison sentence.”

Furthermore, enforcement measures are only as good
as the people enforcing them. In China, where penal-
ties for producing adulterated drugs are rather draco-
nian—including the death penalty—rampant corruption
precludes them from being meaningful deterrents.”!

For example, from 2003 through 2005, Zheng Xiaoyu,
the director of China’s State Food and Drug Administra-
tion at the time, was discovered to have accepted more
than $850,000 worth of bribes from eight pharmaceutical
companies seeking expedited approval of new medi-
cines and Good Manufacturing Practices certification.”?
Although Zheng was subsequently executed for accept-
ing bribes, his execution has been criticized as a political
move by China to save its stature as the world’s largest
exporter of consumer goods rather than a sincere effort
to clean up manufacturing practices.”> Consequently, a
number of counterfeit medicine outbreaks and associated
fatalities continue to stem from China, proving that even
the strictest regulations are nothing without meaningful
enforcement.”

IV. Proposed Solutions

A. Treaty Legislation

Given the scope of the problem, there is no question
that a treaty is needed to establish a set of harmonized
international standards. Absent international agreement,
it remains difficult to conduct cooperative cross-border
investigations, extradite perpetrators from one country to
another, and prosecute individuals and organizations in
proportion to the global nature of their crimes. Of course,
the starting point for enacting an effective agreement is
to develop a more accurate definition of the problem—
specifically, a definition that pertains to public health (or
more precisely, drug quality) as distinct from trademark
infringement.

Due to the friction between intellectual property
rights enforcement and public health, the word “coun-
terfeit” should not be associated with fake or substan-
dard medicine. In this respect, the newly transposed EU
Directive 2011/62, whereby “the term ‘falsified’ is used to
distinguish infringement to intellectual property rights,
so-called ‘counterfeits’” is instructive and could serve as a
model for multilateral treaty terms.” This directive went
into effect in January of 2013 and defines falsified medi-
cines as:

Fake medicines that pass themselves off
as real, authorized medicines. Falsified
medicines might contain ingredients,
including active ingredients, which are of
bad quality or in the wrong dose—either
too high or too low. As they have not been
properly evaluated to check their quality,
safety and efficacy—as required by strict
EU authorization procedures....%

This is a step in the right direction and serves as a
good baseline definition because it is less vague and
speaks to the issue of drug quality as wholly distinct from
intellectual property. However, a few crucial elements are
missing from this definition—notably, a provision govern-
ing substandard medicines. A more constructive definition
would further qualify falsified medicines as deliberate
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and willful acts that—crucial to achieving proper deter-
rence levels—carry significant criminal penalties. More-
over, to avoid criminalizing unintentional mistakes by
manufacturers, the term “substandard medicine” should
be confined to unintentional or negligent errors, consis-
tent with the WHO's current definition of substandard
medicine.”

This alternative offers a number of benefits to both in-
tellectual property rights enforcement and public health.
First, in separating criminal behavior from civil trade-
mark infringement, the definition allocates the proper
levels of deterrence needed to combat counterfeit drug
crimes commensurate to the public health harm caused.
Crucially, defining counterfeit medicine distinct from
trademark infringement would merely add a criminal
violation but would not eliminate separate claims for civil
enforcement of intellectual property rights in instances
where trademark infringement actually occurs. This
not only has the advantage of eliminating the threat to
legitimate generic medicines caused by sweeping lan-
guage in current definitions, but also allows intellectual
property rightsholders to benefit from the added level of
deterrence from enhanced criminal sanctions while still
maintaining claims for trademark infringement. Second,
implementing an international standard would help
compensate for the problem of patchwork regulation and
gaps among nations, thereby reducing the opportunity
for counterfeiters to seek out poorly regulated nations as
havens for counterfeit activity. Finally, from a pragmatic
standpoint, adopting the EU terms as a baseline would
likely garner political support from major players in EU
member states.

Nevertheless, the political and ideological divide
across public health and intellectual property lines con-
tinues to be a major hurdle to even initiating talks of an
international agreement, let alone reaching one. As such,
it is critical that stakeholders learn from the shortcomings
of recent global initiatives to combat counterfeit medicine
before coming to the bargaining table. In this respect, a
reoccurring issue has been lack of transparency.”® For
example, the Anti-Counterfeiting Trade Agreement
(ACTA), a multinational treaty creating global intel-
lectual property enforcement mechanisms, was written
and negotiated behind closed doors from 2007 through
2010 by the United States, the EU, Switzerland, Canada,
Australia, New Zealand, Mexico, Singapore, Morocco,
Japan, and South Korea.”” Although only a small number
of countries participated in drafting the ACTA, its impact
was intended to be global, with parties taking on stricter
standards and enforcement obligations.!? As a result, the
ACTA has been heavily criticized by the public and de-
veloping countries alike.!?! These stakeholders argue that
key terms such as “counterfeit” are never clearly defined,
thus threatening access to generic medicines.!?> More
generally, the ACTA’s critics claim that the treaty caters
to industrial groups with aggressive intellectual property

rights agendas without regard for public input.'®® Accord-
ingly, currently only Japan has ratified the ACTA.104

Moreover, even where multinational bodies such as
the WHO have led efforts to form an international agree-
ment, talks have broken down largely due to a perceived
lack of neutrality on the issues. For example, in 2006 the
WHO formed the International Medical Products Anti-
Counterfeiting Taskforce (IMPACT) as an international
partnership between public and private sector actors with
the goal of building “coordinated networks across and
between countries in order to halt the production, trad-
ing and selling of fake medicines.”'% However, many
member states criticized IMPACT, arguing that as a public
health agency, the WHO should not be engaged in intel-
lectual property enforcement measures.' IMPACT has
since lost the WHO support and participation.!?” Overall,
a takeaway from these recent examples is that future
treaty talks must be held in a more transparent and demo-
cratic forum (such as the WHO) and must be representa-
tive of all the issues at stake in order to gain universal
support.

B. Engage the Private Sector

Because the legitimate pharmaceutical supply chain
is such a popular target for counterfeiters, engaging the
private sector in the fight against counterfeit medicine
is imperative and something that can be done with or
without a treaty. Beyond anti-counterfeiting technology,
which can be costly, complex, and time-consuming to roll
out,'% there also are inexpensive and more immediate
avenues for the private sector to pursue. Public awareness
campaigns using social media, for example, are cost-
effective and quick.!” Given the amount of money spent
by the pharmaceutical industry on direct-to-consumer
advertising yearly, these campaigns also provide com-
panies yet another platform to interact with consumers
and bolster brand integrity.!'? Notably, Pfizer employed
such a strategy in its ‘Counterfeiters Are Smart. You Can
Be Smarter’ campaign, which features a video series on
YouTube devoted to informing consumers about counter-
feit medicine and its detection.!!! In this respect, it would
behoove policymakers and regulators to team up with the
private sector to help raise awareness to consumers; such
measures not only would help protect public health but
also would help protect intellectual property rights.

Above all, the pharmaceutical industry must make
more of an effort to secure supply chains. Pharmaceutical
companies may be influenced to do this through the tort
system. Previously, manufacturers could avoid liability
for harm caused by counterfeit medicine by arguing that
criminal counterfeiting was an unforeseeable intervening
criminal act."'? However, the 2011 case of Johansen v. Bax-
ter Healthcare Corp.1'3 has signaled a change in the stan-
dard of care pharmaceutical companies must take with
respect to their supply chains. Johansen stemmed from the
2007 contamination of Baxter’s blood thinner, heparin.!4
Specifically, in 2007, after receiving multiple reports of
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patients suffering allergic reactions after taking hepa-

rin, scientists discovered that heparin’s API had been
contaminated with oversulfated chrondroitin sulfate, a
synthetic compound with anticoagulant properties that
mimic heparin.!!® Baxter had obtained these ingredients
from Chinese suppliers, and its previous quality tests had
not detected the contaminant.!'®

As such, Baxter claimed that an unidentified third
party intentionally introduced the sulfate into Baxter’s
heparin supply chain in China, thereby relieving Baxter
of liability.!'” However, the plaintiff argued that Baxter
could have both foreseen the contamination given the
prevalence of counterfeiting in China and prevented it by
using better quality-control processes, impurity identifi-
cation procedures, and supervision of its supply chain.!!8
Ultimately, the plaintiff prevailed on this theory and
received a jury award of $625,000 in damages.'* Accord-
ingly, the tort system has the potential to deter counterfeit
medicine and all the intellectual-property and public-
health problems that come along with it by inducing
pharmaceutical companies to employ higher standards of
care in their global supply chains.!?

V. Conclusion

Touching both the developed and developing worlds,
brand names and generics, lifesaving and lifestyle drugs,
and so on, the problems caused by counterfeit medicine
are far-reaching. At the heart of the matter, efforts to en-
sure the quality and safety of medicine are pitted against
concerns over enforcing intellectual property rights. Un-
derstanding that these conflicting interests likely won't be
resolved overnight, this article set out to analyze past and
current legal and policy issues associated with counterfeit
medicine in hopes of learning from prior mistakes and
aligning the interests of various stakeholders. Among the
findings, there is little doubt that an international agree-
ment is needed to tackle what has become an enormous
transnational issue. Such an agreement must begin by
defining counterfeit medicine in terms separate from
trademark infringement. Supplementing a new defini-
tion with provisions addressing the challenges discussed
in this article—complex global supply chains, the Inter-
net, and enforcement measures and regulatory author-
ity—also will be vital to an international agreement on
counterfeit medicine. Ultimately, while an international
treaty is desirable in the long run, other more immediate
options exist, including engaging the private sector in the
global fight against counterfeit medicine.
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Second Circuit Deconstructs Architectural Works

Copyrights

By Michael A. Oropallo

1. Introduction

In Zalewski v. Cicero Builder Dev. Inc.,! the Second Cir-
cuit recently explored the limits of copyright protection
for architectural works. Architectural works are a rela-
tively new category of intellectual property, first afforded
copyright protection in the United States by the 1990
Architectural Works Protection Act, an amendment to the
Copyright Act of 1976 made to comply with U.S. obliga-
tions under the Berne Convention. As such, there is a
fairly limited body of cases construing the scope of copy-
right protection for architectural works. Zalewski helps to
illuminate the scope of protection for architectural works
and technical drawings; how traditional copyright prin-
ciples apply to this new form of intellectual property; and
how infringement of such works should be analyzed—an
issue on which the Second Circuit expressly parted ways
with the Eleventh Circuit.

Il. The Facts and District Court Proceedings

James Zalewski, a self-employed architect doing
business under the name Draftics, Ltd., claimed to have
created copyrighted designs for colonial-style buildings
in the Capital Region of New York State that he licensed
to several construction companies. Zalewski claimed
the construction companies breached their licenses and
infringed his copyrights by allowing other architects to
modify his copyrighted architectural works and draw-
ings and to use portions of his plans to design custom
homes. Upon discovering these claimed transgressions,
Zalewski filed a lawsuit in the Northern District of
New York against the architects, the builders, and a vari-
ety of related parties, including those who marketed the
properties at issue, other builders, engineers, architects,
real estate agents, and owners of the purportedly infring-
ing homes. Zalewski subsequently voluntarily dismissed
his claims against several of the defendants and filed an
amended complaint limited to the defendants who were
involved in either the modification of his plans and draw-
ings or who used them to construct homes.

Zalewski alleged that the remaining defendants
infringed his copyrights by customizing his designs
without permission and by constructing homes from the
pirated plans. Among other things, Zalewski claimed the
defendants “copied the overall size, shape, and silhou-
ette of his designs, as well as the placement of rooms,
windows, doors, closets, stairs, and other architectural
features.”? Zalewski also asserted a cause of action under
section 1202(b) of the Digital Millennium Copyright Act

(DMCA) for removing his copyright notice. The district
court dismissed the amended complaint but granted
Zalewski leave to amend. The defendants then moved

to dismiss the second amended complaint and, in the
alternative, for summary judgment, arguing, among other
things, that their designs did not infringe because they
were not substantially similar to Zalewski’s designs. The
court granted summary judgment for the defendants

on Zalewski’s copyright infringement claims. The court
granted Zalewski permission to file an amended com-
plaint specifying the basis for his DMCA claim, but he
failed to do so, and final judgment was entered in July
2012. Several of the defendants then moved for an award
of costs and attorneys’ fees, which the court granted.
Zalewski appealed.

lll. The Appeal

The Second Circuit, in an opinion by Judge Richard C.
Wesley, joined by Chief Judge Robert A. Katzmann and
Judge Raymond J. Lohier, Jr., affirmed. The court began
by reviewing the genesis of copyright protection for ar-
chitectural works. It noted that the Copyright Act of 1976
provided protection for “original works of authorship”
for certain artistic works, including literary works, sound
recordings, and pictorial, graphic, and sculptural works,?
but not including architectural works. Certain architec-
tural plans and drawings were given protection as “picto-
rial works,” but there was no prohibition against using
them to construct a building or protection for buildings.
After the United States acceded to the Berne Convention
in 1988, however, Congress crafted legislation to protect
architectural works.

The Architectural Works Protection Act,* which took
effect on December 1, 1990, amended the Copyright Act
to include protection for architectural works. An “archi-
tectural work” was defined as “the design of a building
as embodied in any tangible medium of expression, in-
cluding a building, architectural plans, or drawings.”” It
includes “the overall form as well as the arrangement and
composition of spaces and elements in the design, but
does not include individual standard features.”® “[S]tan-
dard configurations of spaces and individual standard fea-
tures, such as windows, doors, and other staple building
components, as well as functional elements whose design
and placement is dictated by utilitarian concerns” are not
protected.”

Copyright protection for architectural works prohib-
its copying the building or structure. The protection for
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“technical drawings,” on the other hand, extends only to
the drawings themselves.® The copyright owner “cannot
prevent a third party from using [the technical] drawing
to construct an actual building” because “the copyright
in a work that portrays a useful article does not give the
owner of that work the right to control ‘the making, dis-
tribution, or display of the useful article.”””

The Second Circuit explained that the elements
of a copyright infringement cause of action are (1) the
work is protected by a valid copyright; (2) the defendant
copied the work; and (3) the copying was wrongful.!?
The court noted, however, that the second and third
elements—copying and wrongful copying—"are often
confused.”!! Copying of the unprotectible elements of a
work, the court pointed out, “is not wrongful, and thus
not all copying is wrongful.”!? To illustrate this distinc-
tion, Judge Wesley noted that someone could indepen-
dently compose a paragraph, which, by coincidence, was
very similar with or identical to a law review article by
one of his law clerks. This not copying.!® Similarly, quot-
ing at length from a court opinion is not infringement
(wrongful copying) because the opinion is in the public
domain.' Although the similarity of an accused work
to, or identity of an accused work with, the copyrighted
work as a whole leads one to reasonably believe the for-
mer was copied from the latter, “[w]hen an original work
contains many unprotected elements...a close similar-
ity between it and a copy may prove only copying, not
wrongful copying.”1>

With this background, the court stated that “sub-
stantial similarity” refers only to similarity between “the
protected elements of a work and another work.”1® By
contrast, the term “probative similarity,” used for similar-
ities that relate only to unprotectible elements, is probative
only of copying, not of wrongful copying.l” Applying this
principle, the court held that any copying of Zalewski’s
plans was not wrongful because there was no copying of
protectible elements of his works.!®

In reaching this conclusion, the court looked to the
“ordinary observer” test, which considers whether an
ordinary observer, unless he set out to detect the dispari-
ties between the original work and the copy, would be
disposed to overlook them.!? Because of the tendency of
courts and juries to focus on both the protectible and un-
protectible elements of a work when evaluating substan-
tial similarity, the Second Circuit has recognized the need
to be “more discerning” than the traditional ordinary ob-
server test by filtering out unprotectible elements of the
plaintiff’s work from the analysis.?’ Because copyright
only protects “original works of authorship,” non-origi-
nal elements of a work, such as “the history it describes,
the facts it mentions, and the ideas it embraces,” are “in
the public domain free for others to draw upon.”?!

[A]ny author may draw upon the history
of English-speaking peoples, but no one

may copy from A History of the English-
Speaking Peoples. Any artist may portray
the Spanish Civil War, but no one may
paint another Guernica. And anyone may
draw a cartoon mouse, but there can only
be one Mickey.?2

The court discussed the various copyright doctrines
that distinguish the protectible from the unprotectible
elements of a work. Under the “scénes-a-faire” doctrine,
for instance, stock characters and story elements are not
protectible. Cowboys, bank robbers, and gun fights in the
Wild West are all standard features that authors of West-
erns are free to use.” Similarly, under the merger doc-
trine, if an idea can only be expressed in one or a limited
number of ways, the expression “merges” with the idea
and is not protectible.?* Otherwise, protecting the expres-
sion would give the author a monopoly over the idea.

Turning to architectural works, the court likened their
use of ideas and public-domain elements to compilations,
citing the Supreme Court’s decision in Feist Publications,
Inc. v. Rural Telephone Service Co.? Feist involved a com-
pilation of uncopyrightable facts—names and telephone
numbers—Ilisted alphabetically in a telephone book. The
Supreme Court recognized that compilations can use un-
protectible elements in a protectible manner as a result of
the author’s original selection and arrangement of those
elements.?® But the Supreme Court held that the time,
effort, and money expended in creating the compilation
was not a basis for copyright protection, rejecting the
“sweat of the brow” doctrine.?” Instead, as provided in
the Copyright Act, a protectible compilation consists of
“preexisting materials or...data that are selected, coordi-
nated, or arranged in such a way that the resulting work
as a whole constitutes an original work of authorship.”?8

The Second Circuit took issue, however, with the
Eleventh Circuit’s treatment of architectural works as
compilations. In Intervest Constr., Inc. v. Canterbury Estate
Homes, Inc.,” the Eleventh Circuit addressed the question
of whether the allegedly copied features of the plaintift’s
architectural works were unprotectible “standard” fea-
tures or protectable expression. The court stated that all
copyrightable works fall into three categories—(1) “cre-
ative” for original works; (2) “derivative” for variations
on the original; and (3) “compiled” for compilations of
unoriginal material.*® The court held that architectural
works fall into the third category and are thus only are
entitled to the “thin” protection attributable to the origi-
nal “selection, coordination, or arrangement” of architec-
tural elements.3! Ultimately, the Intervest court held that
any copying of the plaintiff’s house designs involved only
standard features arranged in standard ways and thus
was not wrongful.

While agreeing with the ultimate conclusion reached
by the Eleventh Circuit, the Second Circuit disagreed with
the categorization of architectural works as compilations

26

NYSBA Bright Ideas | Spring/Summer 2015 | Vol. 24 | No. 1



(as defined in the Copyright Act), noting that “[e]very
kind of work at some level is a compilation, an arrange-
ment of uncopyrightable ‘common elements.””%? In ex-
plaining its reasoning, the Second Circuit observed:

No individual word is copyrightable,
but the arrangement of words into a
book is. No color is copyrightable, but
the arrangement of colors on canvas

is. Likewise, doors and walls are not
copyrightable, but their arrangement in
a building is. Some architectural designs,
like a single-room log cabin, will consist
solely of standard features arranged in
standard ways; others, like the Gug-
genheim, will include standard features,
but also present something entirely new.
Architecture, in this regard, is like every
art form.®

Having concluded that courts should treat architec-
tural works no differently than other types of works, the
court looked to its prior decisions involving architectural
works?* and to cases involving other functional forms of
creative expression® for guidance as to assessing in-
fringement. The court determined that under the “more
discerning” ordinary observer test, it was appropriate to
filter the unprotectible elements of Zalewski’s designs
out of the substantial similarity comparison.?® Doing
so, the court found that the defendants had copied only
unprotected elements of the designs.?” First, many of
the similarities were “a function of consumer expecta-
tions and standard house design generally.”* Second,
“the overall footprint of the house and size of the rooms’
were ““design parameters’ dictated by consumer prefer-
ences and the lot the house will occupy, not the archi-
tect.”% Finally, most of the similarities were “features of
all colonial homes, or houses generally”; in seeking to
design a colonial house, Zalewski “was bound by certain
conventions.”40

4

The court noted that there are “only so many ways
to arrange four bedrooms upstairs and a kitchen, din-
ing room, living room, and study downstairs” and that
Zalewski had made “no attempt to distinguish those as-
pects of his designs that were original to him from those
dictated by the form in which he worked.”*! The court
concluded that the parties’ respective layouts were in fact
“different in many ways,” including “exact placement
and sizes of doors, closets, and countertops” and the ar-
rangements of rooms.*? Because Zalewski “adhered to a
pre-existing style,” his original contribution was “slight’
and his copyright “very thin,” such that only “very close
copying would have taken whatever actually belonged”
to Zalewski.”#® Finding no such copying—"Defendants’
houses shared Plaintiff’s general style, but took nothing
from his original expression”—the court affirmed the
district court’s finding of no infringement.

Finally, the court affirmed the dismissal of the DMCA
claim and remanded the award of attorneys’ fees.

IV. Conclusion

Zalewski provides guidance on the scope of copyright
protection for architectural works, specifically, how to
determine what constitutes wrongful copying of such
works. Notably, the court disagreed with the Eleventh
Circuit’s treatment of architectural works as compilations
and thus allowed for potentially broader protection of
such works. But Zalewski leaves a number of questions
unanswered. When does an architectural design cross
the line between an unprotectible “standard” design in
a particular architectural style and protectible original
expression? What consumer expectations make a feature
“standard”? How are protectible elements distinguished
from unprotectible ones in determining whether copy-
ing is wrongful? These questions will be addressed on a
case-by-case basis, consistent with the analytical approach
outlined in Zalewski.

Endnotes
1. 754 F3d 95 (2d Cir. 2014).

2 Id. at 99.
3. Id. at100; 17 U.S.C. § 102(a).
4

AWPA, Pub. L. No. 100-568, § 4(a)(1)(A), 102 Stat. 2853 (1988)
(codified at 17 U.S.C. § 101).

17 US.C. § 101.
6.  Id. (emphasis added).

@

7. See generally Copyright Office Circular 41: Copyright Claims in
Architectural Works (www.copyright.gov).

8. Id.
9. 17US.C.§113(b).

10.  Zalewski, 754 F.3d at 100; see also Arnstein v. Porter, 154 F.2d 464,
468, 472-73 (2d Cir. 1946); Laureyssens v. Idea Group, Inc., 964 E2d
131, 139-41 (2d Cir. 1992).

11.  Zalewski, 754 F.3d at 100.
12, Id.

13.  Id. at 101; see also Folio Impressions, Inc. v. Byer Cal., 937 E.2d 759,
765-66 (2d Cir. 1991).

14.  Zalewski, 754 F.3d at 101; see also 17 U.S.C. §§ 105, 301-305 (i.e.,
expired copyright term, works of the United States Government).

15.  Zalewski, 754 F.3d at 101 (emphasis in original).
16. Id. (emphasis added).

17.  Id.

18. Id. at 101-02.

19. Id. at 102; see also Laureyssens, 964 F.2d at 141.
20. Zalewski, 754 F.3d at 102.

21, Id.

22.  Id. (footnotes omitted).

23.  Id.; see also Hoehling v. Universal City Studios, Inc., 618 F.2d 972, 979
(2d Cir. 1980).

NYSBA Bright Ideas | Spring/Summer 2015 | Vol. 24 | No. 1

27



24. Id. at 102-03; see also Morrissey v. Procter & Gamble Co., 379 F.2d 675, 35.  Zalewski, 754 F.3d at 105; see also Computer Assoc. Int’l., Inc. v. Altai,

678-79 (1st Cir. 1967). Inc., 982 F.2d 693 (2d Cir. 1992) (describing abstraction/filtration/
25. 499 U.S. 340, 348 (1991). comparison test).
2. Id. 36.  Zalewski, 754 F.3d at 106.
27. Id. 37. Id.
28. 17U.S.C.§§101, 103. 38. Id
29.  See 554 F3d 914, 919 (11th Cir. 2008). 39. Id.
30. Id. 40. Id.
3. Id 41, Id.at107.
32.  Zalewski, 754 F.3d at 103. 42, 1d.
43, Id.

33. Id. at 103-04.

34. Id. at 104-05. The court analyzed Attia v. Society of the New York
Hosp., 201 F.3d 50 (2d Cir. 1999) (copying went to unprotected
ideas/concepts rather than concrete expression); Peter F. Gaito
Architecture, LLC v. Simone Dev. Corp., 602 E.3d 57, 68 (2d Cir. 2010)
(copying went to only ideas and not protectable expression); and
Sparaco v. Lawler, Matusky, Skelly, Eng’rs, LLP, 303 F.3d 460, 468-69
(2d Cir. 2002) (preliminary site plan sufficiently detailed).

Michael A. Oropallo is a partner with Hiscock &
Barclay in Syracuse.

Request for Articles

If you have written an article you would like
considered for publication, or have an idea for one,
please contact the Bright Ideas Editor-in-Chief:

Jonathan Bloom, Esq.

Weil, Gotshal & Manges LLP
767 5th Avenue

New York, NY 10153-0119
jonathan.bloom@weil.com

Articles should be submitted in electronic document for-
mat (pdfs are NOT acceptable), along with biographical
information.

www.nysba.org/BrightIdeas

28 NYSBA Bright Ideas | Spring/Summer 2015 | Vol. 24 | No. 1



Scenes from the Intellectual Property Law Section

ANNUAL MEETING

New York Hilton Midtown ¢ New York, NY
February 9, 2015

NYSBA Bright Ideas | Spring/Summer 2015 | Vol. 24 | No. 1 29



NEW YORK STATE BAR ASSOCIATION

From the NYSBA Book Store >

New York
Contract Law

A Guide for Non-New York Attorneys

Also Available as a Downloadable PDF!

AUTHOR
Glen Banks, Esq., Norton Rose Fulbright

Section

20%

PUB3046N

New York Contract Law: A Guide for Non-New York Attorneys is an invaluable
reference allowing the practitioner to quickly and easily gain an understanding of
New York Contract Law. Many contracts involving parties outside the United States
contain a New York choice-of-law clause and, up until now, the foreign practitioner
had no practical, authoritative reference to turn to when they had a question
regarding New York Law. New York Contract Law: A Guide for Non-New York
Attorneys fills this void. In addition to lawyers outside the United States, this book
will also benefit lawyers within the United States whose practice includes advising
clients regarding contracts governed by New York Law.

Written by Glen Banks, Esqg., a recognized authority on contract law with over 35
years' experience, this book is presented in an easy-to-read question-and-answer
format to allow easy access to a wide array of topics. All aspects of contract law are
covered, from the basic requirements of a valid contract to a contract’s termination,
assignment or repudiation. Particular agreements and clauses are discussed as well
as the role of counsel when working on a transaction governed by New York Law.
Resources for further study and to keep up on changes in New York Law are also
provided.

For your convenience, New York Contract Law: A Guide for Non-New York Attorneys
can be purchased in hard copy (which includes a CD containing the entire book in a
searchable, pdf format) or can be downloaded as an e-book in a pdf format.

Key Discussions

Is there a binding agreement?

Is that agreement valid and enforceable?

How is meaning given to the terms of the agreement?
What constitutes a breach of the contract?

When is a breach excused?

How is action taken to enforce the contract after a breach?
What remedy can the court grant to redress a breach?

Get the Information Edge
1.800.582.2452 www.nysba.org/pubs

Mention Code: PUB3046N *Discount good until June 30, 2015.

Members get

discount*
with coupon code

”Hl“

contra

PRODUCT INFO AND PRICES
2014 ¢ 622 pp., softbound

PN:4172 — Book & CD
PN: 4172E — Downloadable PDF

Order Now!

NYSBA Members $95

Non-members $120
A $60 fee is charged for shipping and handling
outside the continental U.S. A $5.95 shipping
and handling fee applies to orders shipped

within the continental U.S. Prices do not include
applicable sales tax.

“All told, a genuine gift to
those in search of the ready,
reliable New York contract
law answer, whether they are
located in, or beyond, our
state’s borders.”

From the Foreword by Judith S. Kaye, Former
Chief Judge of the State of New York

i
1iik]

NYSBA

30 NYSBA Bright Ideas | Spring/Summer 2015 | Vol. 24 | No. 1



Welcome New Members

Jacob D. Albertson
Chisom Charlene Ananaba
Olta Andoni

Vitali Anfimov

Jeremy Apple
Christopher G. Asberry
Robert C. Atkinson
Scott L. Baker

Nicholas Richard Bartelt
Aja Ittasyah Baxter
Charles W. Baxter

Scott L. Bittman

Johnnie Leandra Bocanegra
Andrew David Bochner
M. Franklin Boyd

Mary Sue Brooks
Matthew John Brophy
Christina A. Brown
Raymond T. Burkhard
India Campbell

Michael K. Cantwell

Ta Shiou Chang

Angele Nicole Chapman
Augustine Vincent Cheng
Nathan Chun

Jennifer Chung

Andrew Joel Cochran
Christopher J. Coulson
Jeanne C. Curtis

Eli Damatov

Caitlin Dance

Gregory De Tolla
Joseph V. DeMarco
Heather DeSerio

Tal Efriam Dickstein
Musetta Caruso Durkee
Mirentxu R. Echenique
Brian Eddings

Louis S. Ederer
Obianuju Yvonne Erokwu
Michael R. Ertel
Katherine Fang

Ava Farshidi

Amanda Rose Fisher
Walter J. Forman
Alejandra Sonia Franco
Jesse Mark Frankel

Paul Fraulo

Frank A. Freda

Adam Freedman

Elana S. Freeman

Jessica R. Friedman
Raj Suresh Gandesha
Jessica Megan Garrett
James T. Gaskill
Abbey Gauger
Edward S. Gershuny
Phaik Goh

Stella Goldstein

Sylvia Elizabeth Groden
Kristina S. Groennings
Pamela Lesly Grutman
Elizabeth A. Hall
Claire Marie Hankin
Melissa R. Heller

Elise Hiller

Nicholas Himonidis
Huidian Hu

Shirazi Zavahir Jaleel-Khan
Sherry Lynne Jetter
Jason Douglas Jones
Kevin Charles Jones
Taneem Kabir

Steven Michael Kalogeras
Neliya Karimova
Jason A. Keith

Gabi Klemm

Andrew ]. Klyde
Willard R. Knox
Eugene David Kublanovsky
Michael Kucher

Dane Kulpa

Kofi B Kwarteng
Philip S. Kwon

Anita Lam

Jacqueline Lamer
Ebonie V. Lamont
Gregory W. Lane
Richard David Lane
Bernard Lau

Christine M. Lauture
Lindsey Laveaux
Tanya Simone Layne
Vivian Yuen Yun Lee
Young Shin Lee
Hayden Lerner

Carol Ann Marie Lewis
Daria Rafi Licausi
Alvin Chien-chih Lin
David Dong Ann Lin
Scott Lipschitz

Alan Yu-lun Liu

Song Liu

Dana Clinton Lumsden
Heather Victoria Lynch
Cosmin Maier

Klodiana Malellari
Ashley H. Malisa
Anisha Mangalick

Erica Marxuach

Rubaiat Mashraq

Dilip N. Massand
Elizabeth Ann McKenzie
Rayna McKenzie

Anna Giulia Medri

Oleg A. Mestechkin
Amy Catherine Meyer
Yousef M. Mian

Perri Michael

Mark Elsas Miller
Stephanie L. Miller
Loretta Miraglia

Robyn P. Mohr
Francesca M. Montalvo
Andrew Moses
Benjamin Moskowitz
Reid Patrick Mullen
Alexandra M. Murdocca
Stephen R. Shaheen Nale
Khashayar Naraghi
Dana Fiona Nelson
Danielle Kathleen Nolan
Luis Vincent Nunez
Audrey Grace Ogurchak
Dustin W. Osborne
Mickey H. Osterreicher
Felipe Paez

Wesley Paisley

Erica M. Palaia

Michael Pampalone
Genevieve E. Perez
Sofya Peysekhman
Allyson Evelyn Planders
Roberto Portillo Togno
Peter Pottier

Sarah L. Prutzman

April Pyatt

Robert J. Reicher
Maurice Arthur Reichman
Lisa Marie Riad
Caroline V. Rider

Judit Rius Sanjuan
Vivian Rivera-Drohan

Raylene Janice Robinson
Rebecca N. Rivka Rodal
Milagros Romero
Phillip Alan Rosenberg
Sandra Sung Ju Rueck
Aneil K. Sahota

Robert P. Santandrea
Samuel J. Sarofeen
Daniel J. Scott
Christopher Serbagi
Milin Y. Shah

Corey Shapiro

Robert J. Shapiro
Joshua Shirley

Eli Shmulik

Marc L. Silverman
Daniel John Simonetti
Melissa Maria Sink
Frances Codd Slusarz
Jackson Robert Smith
Jason Sosa

Tarley Stevenson

Lila Christine Subramanian
Tracey Renato Thomas
Mark Edward Traphagen
Charlotte Tschider
Anahid M. Ugurlayan
Vikas Varma

Julie Thanh Thao Vo
Michael Wamil

Adam Scott Wandt
Daniel Thomas Weglarz
Jonathan Weisbrod
William H. Weisman
Karyn Wilson

John Kevin Winters
Andrea Woloski

Erica Marie Womer
David Yang

Florina Yezril

Oliver C. Young

Ruihui Yu

Giuseppe M. Zaccagnini
Sebastian Zar

Qian Zhou

Deh-Ming Michael Zhu
Shaobin Zhu

Eleonora Zlotnikova
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MEMBERSHIP APPLICATION

New York State Bar Association

INTELLECTUAL PROPERTY LAW SECTION

Membership in the New York State Bar Association’s Intellectual Property Law Section is a valuable way to:

* enhance professional skills;
e keep up-to-date with important developments in the legal profession;

¢ join colleagues in exciting Section events.

OPPORTUNITIES FOR EDUCATION

The Intellectual Property Law Section offers both the experienced and novice practitioner excellent
opportunities to enhance their practical and legal knowledge and expertise. Through Section activities,
including conferences on intellectual property (an annual Winter event), members may examine vital
legal developments in intellectual property law. The Section’s Web site provides current information re-
garding Section events and offers “members only” access to current issues of Bright Ideas and current
Committee bulletins providing updates on intellectual property law. The Section sponsors continuing
legal education (CLE) credit-bearing programs for Section members at reduced rates. Recent programs
offered by the Section related to computer software and biotechnology protection, conducting intellec-
tual property audits, and practical considerations in trade secret law. Now, with Mandatory Continuing
Legal Education (MCLE) requirements, Intellectual Property Law Section membership is more valuable
than ever before! The Section also sponsors joint programs with Law Schools including an annual writing
contest for law students wherein the winning articles appear in an issue of Bright Ideas.

OPPORTUNITIES FOR PROFESSIONAL DEVELOPMENT

Intellectual Property Law Section committees address unique issues facing attorneys, the profession
and the public. The Section offers opportunities to serve on committees such as Copyright Law; Diver-
sity Initiative; Ethics; Greentech; International IP Law; Internet & Technology Law; Legislative/ Amicus;
Litigation; Patent Law; Pro Bono and Public Interest; Trademark Law; Trade Secrets; Transactional Law;
and Young Lawyers.

Committees allow you to network with other attorneys from across the state and give you the op-
portunity to research issues and influence the laws that can affect your practice. Committees are also an
outstanding way to achieve professional development and recognition. Law students are automatically
members of the Young Lawyers Committee. Section members may join more than one committee.

A VOICE IN THE ASSOCIATION

The Intellectual Property Law Section takes positions on major professional issues that affect practi-
tioners and advocates those positions within the New York State Bar Association, the legislature, and the
public.

See page 33 to become a member of the Intellectual Property Law Section
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COMMITTEE ASSIGNMENT REQUEST

Please designate, from the list below, those committees in which you wish to participate. For a list of
Committee Chairs and their e-mail addresses, please refer to page 35 of this issue.

___ Advertising Law (IPS3000) __ Litigation (IPS2500)

__ Copyright Law (IP51100) ___ Membership (IPS1040)

___ Diversity Initiative (IPS2400) __ Patent Law (IPS1300)

___ Ethics (IPS2600) ___ Pro Bono and Public Interest (IPS2700)
___ Greentech (IPS2800) ___ Trademark Law (IPS1600)

___ In-House Initiative (IPS2900) __ Trade Secrets (IPS1500)

__ International Intellectual Property Law (IPS2200) ~ _ Transactional Law (IPS1400)

___ Internet and Technology Law (IPS1800) ___ Young Lawyers (IPS1700)

__ Legislative/ Amicus (IPS2300)

Please e-mail your committee selection(s) to IntellectualProperty@nysba.org

* % %

To be eligible for membership in the Intellectual Property Law Section, you first must be a member of the
NYSBA.

7 As a member of the NYSBA, I enclose my payment of $30 for Intellectual Property Law Section dues.
(Law student rate: $15)

[ 1 wish to become a member of the NYSBA and the Intellectual Property Law Section. I enclose both an
Association and Section application with my payment.

(7 Please send me a NYSBA application. No payment is enclosed.
Name
Office
Office Address
Home Address
E-mail Address
Oftfice Phone No.
Office Fax No.
Home Phone No.

Please return payment and application to:

Membership Department
New York State Bar Association
One Elk Street
Albany, New York 12207
Telephone: 518/487-5577
FAX: 518/487-5579
http://www.nysba.org/membership
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From the NYSBA Book Store

Section
Members get
20%
discount*

with coupon code
PUB3047N

Business/Corporate ant
Banking Law_Practice

Authors

Bticl Sl S Michele A. Santucci, Esq.
Attorney at Law, Niskayuna, NY

. te and
BUS'".ESS’EQ’;";’,’chE Professor Leona Beane
Banking Professor Emeritus at Baruch College and Attorney at Law, New York, NY

Richard V. D’Alessandro, Esq.
Richard V. D'Alessandro Professional Corporation, Albany, NY

Professor Ronald David Greenberg
Larchmont, NY

Thomas O. Rice, Esq.
Attorney at Law, Garden City, NY

This practice guide covers corporate and partnership law, buying

PRODUCT INFO AND PRICES* and selllhg a small bu;mess, the ta>.< implications of formmg a

2014-2015 / 886 pp., softbound Icorporla’uon and banking law pr.act|ce. Itlcovers many issues

PN: 405194 |nc|ud‘|ng the be.st fo‘rm.of busmes§ entity for cllent.sland
complicated tax implications of various business entities.

NYSBA Members $120

Non-members $135 Updated case and statutory references and numerous forms

Order multiple titles to take advantage of our low flat following each section, along with the practice guides and

rate shipping charge of $5.95 per order, regardless of table of authorities, makes this edition of Business/Corporate

the number of items shipped. $5.95 shipping and X . .

handling offer applies to orders shipped within the and Banking Law Practice a must-have introductory reference.

continental U.S. Shipping and handling charges for

orders shipped outside the continental U.S. will be .

based on destination and added o your total The 2014-2015 release is current through the 2014 New York

legislative session and is even more valuable with the inclusion

*Discount good until June 30, 2015. of Forms on CD

Get the Information Edge

NEW YORK STATE BAR ASSOCIATION

1.800.582.2452  www.nysba.org/pubs
Mention Code: PUB3047N
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Section Committees and Chairs

The Intellectual Property Law Section encourages members to participate in its programs and to contact the Section Offi-

cers or Committee Chairs for information.

Advertising Law
Brooke Erdos Singer
Davis & Gilbert LLP
1740 Broadway
New York, NY 10019
bsinger@dglaw.com

Copyright Law

Paul Matthew Fakler
Arent Fox LLP

1675 Broadway

New York, NY 10019
paul fakler@arentfox.com

Oren J. Warshavsky

Baker & Hostetler LLP

45 Rockefeller Plaza

New York, NY 10111
owarshavsky@bakerlaw.com

Diversity Initiative

Deborah Robinson

Viacom Media Networks

1515 Broadway

New York, NY 10036-8901
deborah.robinson@viacom.com

Joyce L. Creidy

Thomson Reuters

530 Fifth Avenue, 7th FI.

New York, NY 10036
joyce.creidy@thomsonreuters.com

Ethics

Philip Furgang

Furgang & Adwar, LLP

1325 Avenue of the Americas, 28th Fl.
New York, NY 10019
philip@furgang.com

Rory J. Radding

Edwards Wildman Palmer LLP
750 Lexington Avenue

New York, NY 10022
RRadding@edwardswildman.com

In-House Initiative

Chehrazade Chemcham
Colgate-Palmolive

300 Park Avenue

New York, NY 10022
Chehrazade_Chemcham@colpal.com

International Intellectual Property Law
Na Du

Kilpatrick Townsend and Stockton LLP
1114 Avenue of the Americas, 21st Fl.
New York, NY 10036-7703
ldu@kilpatricktownsend.com

Internet and Technology Law
Richard L. Ravin

Hartman & Winnicki, PC

115 West Century Rd
Paramus, NJ 07652
rick@ravin.com

Legislative/Amicus
Charles Eric Miller

Sills, Cummis & Gross, P.C.
101 Park Avenue, 28th Fl.
New York, NY 10112
cmiller@sillscummis.com

Litigation

Paul W. Garrity

Sheppard, Mullin, Richter

& Hampton LLP

30 Rockefeller Plaza, 39th Fl.
New York, NY 10112-0015
pgarrity@sheppardmullin.com

Marc A. Lieberstein

Kilpatrick Townsend & Stockton LLP
1114 Avenue of the Americas, 21st F1.
New York, NY 10036-7709
mlieberstein@kilpatricktownsend.com

Membership

William Robert Samuels

W.R. Samuels Law PLLC

280 Madison Avenue, Ste. 600
New York, NY 10016
bill@wrsamuelslaw.com

Robin E. Silverman
Golenbock Eiseman Assor Bell
& Peskoe LLP

437 Madison Avenue

New York, NY 10022
rsilverman@golenbock.com

Patent Law

David B. Bassett

Wilmer Hale LLP

7 World Trade Center

250 Greenwich St.

New York, NY 10007-2140
david.bassett@wilmerhale.com

Michael A. Oropallo
Hiscock & Barclay LLP
One Park Place

300 South State Street
Syracuse, NY 13202-2078
moropallo@hblaw.com

Pro Bono and Public Interest

Debra Resnick

Charles River Associates

1155 Avenue of the Americas, 18th Fl.
New York, NY 10036
dresnick@crai.com

Paula Joanne Estrada De Martin

Baker Donelson Bearman Caldwell &
Berkowitz P.C.

201 St. Charles Avenue, Ste. 3600

New Orleans, LA 70170
pestradademartin@bakerdonelson.com

Trade Secrets

Douglas A. Miro

Ostrolenk Faber LLP

1180 Avenue of the Americas, 7th Fl.
New York, NY 10036
dmiro@ostrolenk.com

Andre G. Castaybert
Castaybert PLLC

830 Third Avenue, 5th FL
New York, NY 10022
acastaybert@ac-counsel.com

Trademark Law

William Robert Samuels

W.R. Samuels Law PLLC

280 Madison Avenue, Ste. 600
New York, NY 10016
bill@wrsamuelslaw.com

Transactional Law

Joseph John Conklin

Coty Inc.

350 5th Avenue

New York, NY 10118
Joseph_Conklin@cotyinc.com

Robin E. Silverman
Golenbock Eiseman Assor Bell
& Peskoe LLP

437 Madison Avenue

New York, NY 10022
rsilverman@golenbock.com

Young Lawyers

Teige Patrick Sheehan

Heslin Rothenberg Farley & Mesiti P.C.
5 Columbia Circle

Albany, NY 12203

tps@hrfmlaw.com

Nyasha S. Foy

IILp

185 West Broadway

New York, NY 10013-2921
nyasha.foyesq@gmail.com
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Submission of Articles

Anyone wishing to submit an article, announcement,
practice tip, etc., for publication in an upcoming issue
of Bright Ideas is encouraged to do so. Articles should be
works of original authorship on any topic relating to intel
lectual property. Submissions may be of any length.

Submissions should preferably be sent by e-mail to
Jonathan Bloom, Editor-in-Chief, at the address indicated
on this page. Submissions for the Fall 2015 issue must be
received by June 29, 2015.

Accommodations for Persons with Disabilities:

NYSBA welcomes participation by individuals with dis-
abilities. NYSBA is committed to complying with all appli-
cable laws that prohibit discrimination against individuals
on the basis of disability in the full and equal enjoyment of
its goods, services, programs, activities, facilities, privi-
leges, advantages, or accommodations. To request auxiliary
aids or services or if you have any questions regarding ac-
cessibility, please contact the Bar Center at (518) 463-3200.

At-Large Members of
the Executive Committee
David B. Bassett

Rachel L. Berger
Rebecca Leigh Griffith

Daniel Korn
Raymond A. Mantle
Andrew Ashford Tucker

Bright Ideas is a publication of the Intellectual Property Law
Section of the New York State Bar Association. Members of
the Section receive a subscription to the publication without
charge. Each article in this publication represents the author’s
viewpoint and not that of the Editors, Section Officers or Sec-
tion. The accuracy of the sources used and the cases, statutes,
rules, legislation and other references cited is the responsibil-
ity of the respective authors.

Copyright 2015 by the New York State Bar Association.
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