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Managing Technology in the International Legal Environment

Spring, 2005

Professor David L. Baumer

Midterm Examination: I

This exam has three parts and is worth a total of 100 points:

a. Part I consists of 15 True-False questions, and is worth a total of 30 points.  Answer these questions on your Scantron.

b. Part II consists of 10 multiple choice questions, and is worth a total of 20 points.  Answer these questions on your scantron.

c. Part III requires written answers and is worth a total of 50 points.  Answer these questions in your blue book.

Hand in your scantron, this exam booklet, and your written answers when you are done.

PART I (30 points)
Answer the following 15 true-false questions on your scantron.  Mark "A" for true and "B" for false. Each question is worth 2 points.

1. Due to prior user rights, a company that used a business method in secrecy can continue to use that business method if some other company gets a patent on the method as long as the company was using the business method more than one year prior to the filing of the patent application.
2. The best advice one can follow to maximize the extent of trade secret protection is to mark every item within the company with a legend such as “Top Secret” to ensure that no potentially valuable information is overlooked.
3. Employee confidentiality agreements are not enforceable in California because they violate public policy.
4. In the Verison v. Ralsky case, Verizon was able to sue Ralsky in Virginia for sending spam through Verizon’s servers even though Ralsky may not have known where Verizon’s servers were physically located.
5.  If the United States and Germany sign a treaty providing for "national treatment", then the U.S. must provide German citizens the same patent protection within the United States as the German citizens receive in Germany.

6. A company cannot enforce an agreement that requires an employee in North Carolina to assign inventions that are unrelated to the company’s business and that are created at home without company resources.

7. The Patent Cooperation Treaty unifies several substantive standards for patent protection, such as grace periods, patentable subject matter, and the requirements for non-obviousness.

8. A patent application that has been filed, but has not yet been approved by the PTO, is called a provisional patent application.
9. You have created a novel and non-obvious invention that you believe may be profitable for no more than 2 years.  The recent change in patent terms makes patents a much more viable choice for this invention because patent protection will begin when the patent application is filed, rather than when the patent is issued.

10. Although the initial costs are high, the World Trade Organization offers an excellent new way to get international patent protection since one now can receive a patent from the newly created World Patent Office that gives patent protection in all member countries of the WTO.

11. If general jurisdiction applies, then a firm is subject to the jurisdiction of the state regardless of whether its contacts with the state are related to the lawsuit.  

12. The one-year does not apply to the statutory bars under Section 102(a) of the Patent Act.

13. In order to be enforceable, a covenant not to compete must be reasonably limited in time and space.  

14. The theory of price erosion in patent damages is based on the notion that a seller of infringing products would lower the prices received by the patentee and the infringer.

15. The requirement to describe the best mode in a patent application enables a person skilled in the industry to reproduce the patented invention.  
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PART II (30 points)

16. You have invented an interesting mirror polishing process that you think might be patentable.  You are deciding whether you should file for a patent or protect the process as a trade secret.

a. If you file for a patent in the United States, you will immediately relinquish all trade secret rights because the PTO publishes patent applications on the day that they are filed.

b. Although the PTO publishes patent applications on the day they are filed, you do not need to worry since patent protection also begins on the filing date.

c. If you only file in the United States, you do not need to worry, since the PTO will keep the information in confidence until it grants the patent, even if it should take 2 or 3 years.

d. If you file an International Application through the Patent Cooperation Treaty, then you do not need to worry, since the patent office will keep the information in confidence until it grants the patent, even if that should take 2 or 3 years.

e. More than one of the above is correct.

17. Select the best statement about the First Amendment:

a. The First Amendment does not apply to computer programs because lines of computer code are not speech.

b. The First Amendment applies to words, but not to conduct such as burning a draft card.
c. All kinds of speech, from political statements to obscenity, receive the same level of protection from the First Amendment.
d. A law that restricts speech is more likely to be constitutional if it is aimed at reducing the effects from the speech, such as regulation of noise levels, rather than limiting the speech itself.

e. More than one of the above is correct.

18. Suppose you have a website that displays images of women wearing thong bikinis, which violates obscenity laws in Portugal.  The Portuguese government sues you in Portugal.

a. If you do not show up for trial, the Portugal court must dismiss the case.

b. If you do not show up and the Portugal court imposes a fine, then the Portugal court can enforce that judgment with assets you have in Portugal.

c. If you do not show up and the Portugal court imposes a fine, then a U.S. court must enforce the judgment in the United States.

d. If you do not show up and the Portugal court imposes a fine, then the Portugal government can go to the WTO court to enforce the judgment against your assets anywhere in the world

e. More than one of the above is correct.

19.  Suppose you travel to the Czech Republic and have an accident there with a truck owned by a Czech beer company.  After you return to your home in California, you develop symptoms from whiplash that become quite serious.  The Czech company has a web site that can be viewed in California and sales have been made in California. You sue the Czech beer company in California for the injuries from the accident.  Select the best statement:

a. Assuming that the Czech company specifically directed sales into California, the California court would have specific jurisdiction to hear this case, if your injuries were related to the sales of beer in California from this Czech beer company.

b. If the court in California determined that it had general jurisdiction over the Czech company, then you could sue the Czech company in California for your injuries from the accident.

c. You may sue the Czech company in California because an individual who is injured by a business organization may always sue that business in the location where the individual resides.

d. More than one of the above is correct.

e. None of the above is correct.

20. Select the best statement about Panduit v. Dennison Manufacturing, the Court of Appeals for the Federal Circuit opinion in the cable tie case in which Panduit, the patent holder, sued Dennison for patent infringement: 

a. The Federal Circuit court stated that when a district court judge is uncertain whether an invention is obvious or not, then the judge should accept the determination of the Patent and Trademark Office.

b. Panduit lost the Federal Circuit case because all of the components of the invention had been disclosed previously in the prior art.

c. Panduit lost the Federal Circuit case because it had no evidence of any objective factors to support its claim of nonobviousness.

d. Panduit won the Federal Circuit case despite indications that the invention was obvious in part because Dennison copied the idea for its cable tie from Panduit. 

e. More than one of the above is correct.

21. Select the best statement about the Yahoo! case, in which Yahoo! was charged for violating French laws that prohibit the sale of Nazi-related merchandise:

a. Yahoo! won the case in France because France did not have personal jurisdiction.

b. Yahoo! won the case in France because courts in France cannot apply French law to activities conducted from the United States.

c. Yahoo! won the case in the U.S. because a U.S. court determined that the international principle of comity did not apply to activities protected by the First Amendment. 

d. A U.S. court required Yahoo! to comply with the French court order to remove the offensive Nazi-related items from Yahoo!’s servers in the U.S.

e. More than one of the above is correct.

22. Indonesia is a member of the World Trade Organization ("WTO").  Copyright piracy is rampant in Indonesia, particularly with music CD's.  Although Indonesia has some copyright laws, in general they are culturally ignored and not enforced by government officials or the courts. U.S. recording interests request that the U.S. do something to make Indonesia comply with its TRIPs obligations under the WTO, which became effective for developing countries on January 1, 2000.

a. If the U.S. independently imposes trade sanctions, then the U.S. would violate its WTO agreement to treat Indonesia with most favored nation status.

b. If the U.S. decides to use the WTO process, the U.S. would seek permission from the WTO to impose trade sanctions against Indonesia.

c. If the U.S. refuses to take any action on behalf of the recording interests, then the recording interests may sue Indonesia in the WTO court for damages stemming from Indonesia's violations of its TRIPs agreements.

d. All of the above are correct.

e. Both a and b are correct, but not c.

23. Mike works for John Deere, a farm equipment company that has been developing a new form of electric tractor for several years.  As it was nearing completion of the project, Mike leaves Deere and takes a job with Kubota, a competitor.  Soon thereafter, Kubota develops an electric tractor that is similar to Deere’s in several important respects.  Deere sues Kubota for trade secret misappropriation.

a. Deere win this case if it can be shown that Kubota knew, or should have known, that Mike was exposed to trade secrets at Deere and took a job at Kubota.   
b. Deere will lose the case if it did not take reasonable precautions to protect the secrecy of its design.

c. Kubota will most likely win if management at Kubota were not reasonably aware that Mike used or disclosed Deere’s trade secrets.

d. All of the above are correct.
e. Both a and b are correct, but not c.

24.  Select the best statement about State Street Bank v. Signature Financial, the case about the mutual fund Hub & Spoke data processing system:

a. The court held that the Hub & Spoke system could not be patented because the system merely used a computer to calculate numbers.

b. The court held that the Hub & Spoke system was patentable subject matter because it produced a concrete and useful result.

c. The court held that the Hub & Spoke system was not patentable because it was a business method, and business methods are not patentable subject matter.

d. The case makes it clear that business methods are patentable, without having to show that they are novel or nonobvious.

e. More than one of the above are correct.

25.   With regard to damages for patent infringement, Peter claimed that Dillon sold 300,000 infringing units and $18 per unit.  Peter claims that his average variable cost per unit is $5 and his average cost is $10 per unit.  Which of the following is not accurate about the damages called for in the Patent Act?

 a.   At most, Peter could recover $13 x 300,000, plus attorney fees, prejudgment interest, court costs and other expenses.

 b.   For all Dillon sales that Peter would not have made, he could recover a reasonable royalty.  

 c.   If the judge decided that Peter’s case against Dillon was frivolous, the judge could require Peter to pay Dillon’s legal expenses.

 d.   Lost profits on lost sales are the difference between the selling price and average cost.

 e.   Two of the answers above are accurate.  

Part III 
BUS 504 Essay: Fifty Points

Even though he would never win an award for having a charming personality, Red Neckerson was an extremely gifted computer programmer who had a knack for developing innovative software.  Red worked for Horizons Unlimited, Inc., a closely held corporation whose stock was owned 40% by Simple Simon, 25% by Herbert Simon and 25% by Tony Simon, both brothers of Simple.  Red, the only non-Simon equity owner, owned the remaining 10% of the common stock.  Although Simple loved his brothers and appreciated their monetary contributions when the company, Horizons Unlimited (HU), Inc., was formed, Simple believed Herbert and Tony were not bright.  Simple also believed that their only interest in HU was the $100,000 per year stipend they received for their services on the Board of Directors.  The HU Board of Directors had three members, Simple and his two brothers.  
Red is the president and CEO of Horizons Unlimited.  In the year 2000, based on past success, Red’s salary was $200,000 per year, but Red was told he needed to develop some new and exciting products if he wanted to continue in his current position.  Red had also signed a nondisclosure agreement as well as a covenant not to compete.  The covenant not to compete prohibited Red from working for a firm that competed with HU for one year after termination of employment, regardless of the cause.  The geographic scope of the covenant not to compete was defined as “any area where HU software was on the same retail shelf as the competitor’s”.   
Red was highly motivated to uncover the projects that would be profitable in the future.  In the high tech world, it appeared to Red that there were profitable opportunities for continued refinement of search engines, specifically, specialized search engines that were linked to application software.  The inventors of the Google® search engine are now billionaires while Amazon.com has seven patents associated with it customer search engines.  Red’s idea was to invent a search engine that was thoroughly integrated with application software so that someone who is doing word processing, such as an author, or simply a writer of a business memorandum for his or her firm, would be able to access the Internet through a search engine without having to stop the word processing.  Red conceived of a process in which key words of a composition being word-processed would automatically trigger a specialized search engine that would make available websites that may be relevant for projects the author was discussing.  Red named his software, SISS, which stands for “Stuff I Should See.”  The essence of the process was that as an author wrote, the SISS search engine software would continue to conduct more specific and refined Internet searches, which the author could access through one mouse click.

For example, if a person was writing about the Egyptian Pyramids, and the person was a SISS licensee, he or she could turn to their Internet service provider (ISP), access SISS as they were writing, and get instant online assistance in the form of hyperlinks, often to appropriate books or articles.  If the writer chose to write about King Tut, whose pyramid is among the largest and best preserved, SISS would automatically provide the writer access to websites that were focused on King Tut and his pyramid, rather than Egyptian pyramids generally.  In many instances, writers would be provided with links to books featured on Amazon.com or Barnes&Noble.com.  Ideally, the same process would work for any topic so long as the writer was a licensee to SISS, using compatible software, and was a subscriber to an ISP who offered SISS.  In order for the SISS process to work, SISS had to be compatible with the operating system of the PC the author was using.  Red conceived of SISS late in December of 2000, but it took him until August of 2001 to actually code the software to construct a prototype.  Even after developing a prototype, Red continued to tinker with SISS so as to refine the process.    

On behalf of HU, Red applied to the U.S. Patent and Trademark Office for a patent on SISS on the same day, the first day of February 2003.  During the interim between August of 2001 and February of 2003, Red conducted extensive market research with writers.  As a result of the feedback he received from participating writers, Red refined SISS® several times.  In order to make his product compatible with Linux and Windows (both PC operating systems of Red Hat and Microsoft, respectively), Red accessed and downloaded both systems.  Since Linux is “open source” software, Red was easily able to access its code and make SISS® compatible with Linux.  
On the other hand, licensees of the Microsoft Windows operating systems were specifically forbidden, via click wrap or shrink wrap agreements, from decompiling Windows software for any reason without the expressed, written permission the Microsoft Corporation.  Red applied for permission from Microsoft, but was initially denied because Steve Balmer, President of Microsoft’s operating division, said that Microsoft has a policy against facilitating direct competitors.  According to Balmer, Microsoft had a search engine (My Search) and may want to develop more specialized search engines in the future.  Balmer contended that any decompilation of Windows software was an unacceptable means of discovering trade secrets as well as a copyright infringement.
Balmer did say that Microsoft was often approached by tiny upstarts like HU with proposals to improve IT but all of these proposals required compatibility with Windows.    Balmer said that Microsoft might be interested in acquiring HU if Red would agree to promote the idea to the other HU shareholders.  Balmer basically said Microsoft had found it to be more efficient to purchase, rather than develop, its own technology.    Balmer further claimed that it was the practice of Microsoft to secretly offer a premium to any shareholder who was instrumental in facilitating a merger between Microsoft and a company whose technology Microsoft could use.  Balmer wanted to know about the relationships among HU shareholders and whether it would be possible to acquire the company without having to purchase all of its common stock.  Balmer also wanted to know what steps Red took to make HU’s search engine compatible with the Linux operating system and online services supplied by ISP’s.  
Balmer, accompanied by his lovely assistant, Daphne Dawn, offered to take Red to lunch at a fancy restaurant in Seattle.  After a couple of glasses of expensive wine, Red was nodding when Balmer said he (Red) was too talented to be working for HU and only making $200,000 per year.  Balmer, a billionaire several times over, told Red that his research indicated that Simple’s thick-headed brothers, Herbert and Tony, could be persuaded with Red’s help and that Simple would lose his company before he knew what hit him.  After the lunch ended, Balmer left but Ms. Dawn stayed and had several more drinks with Red.  A few weeks later HU’s shareholders received an offer from Steve Balmer on behalf of Microsoft offering each shareholder $10,000 per share (HU had issued 100 shares of stock).  Red received a separate letter from Balmer in which he indicated that Microsoft was prepared to pay him $20,000 per share if he could “deliver” Herbert and Tony.  Balmer also promised to employ Red for $400,000 per year for three years.  Ms. Dawn also sent Red a separate letter that spoke of her excitement at renewing their “association.”  

After receiving the Balmer’s letter from Microsoft, Simple called a meeting of the Board of Directors and invited Red to the meeting even though he was not a member of the board of directors and therefore could not vote.  At the meeting, Red made a passionate speech about how “this is the way things are done” and that HU was stupid to think that they could take on Microsoft.  Red looked at Herbert and Tony and asked, “How would $250,000 affect their finances?”  Herbert looked at Tony and said, “I never understood all that computer stuff anyway.  I say let’s vote to accept the tender offer and get the h*** out of Dodge.”  Tony nodded and they voted, over Simple’s strenuous objections, to accept Microsoft’s offer.  

The next day before an acceptance was sent to Microsoft, HU was hit with a patent infringement lawsuit filed by Amazon.com.  Amazon.com claimed that the U.S. Patent and Trademark Office wrongly issued a patent HU based on its SISS® software because SISS® software did substantially the same thing as Amazon.com’s software when the SISS® software searched for books appropriate to various topics.  Amazon.com claimed that it was issued a patent on its software allowing its customers to search for books on various topics, which is what SISS® did through its word processing.  According to Amazon.com, SISS® software did essentially the same thing as its patent (Pat. No. 345654043) and SISS®’s functionality was described by Claim 11 of the ‘043 Amazon.com patent. When Balmer heard of the Amazon.com lawsuit he revoked the tender offer made to Red and the two Simon brothers claiming that Red was not “straight” with him.  Finally, Microsoft filed for a patent based on a process that linked users of Power Point Office with hyperlinks indicated by key words in a Power Point presentation.  Key words were indicated whenever a word in the Power Point presentation was bolded.     
You are a federal district court judge and an army of attorneys representing the parties above descends on your courtroom.  There is a lot of commotion and shouting and you loudly knock your gavel on your bench.  Identify five (5) issues, state the appropriate rules of law and make your rulings.  DO NOT REPEAT THE FACTS, but feel free to use the facts above to buttress your conclusions.  Any party listed above can sue any other party.           
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