COVER STORY

Patenting the way to profits

Protecting methods of doing business has become a priority for many companies. In the
New Year, Japan hopes to have guidelines on what is patentable in the area. But Japanese
businesses have been obtaining similar protection for many years. Deborah Haynes

reports

"""he Japanese Patent Office (JPO) is an impressive
! structure with a large entrance hall from where two
5 sweeping escalators and several elevators carry
employees and examiners to the upper levels. The building is a
hive of activity as clerks and examiners, responsible for
processing patent applications from within Japan and overseas,
pore over documents and click around computer screens.

One issue is currently exercising the minds of staff at the
JPO more than any other - business method patents (BMDs).
The JPO published draft guidelines on October 19 in a bid to
devise an acceptable definition of what type of business
method is potentially patentable. They want to encourage
debate from the public before issuing definitive guidelines by
the end of the year. As a result JPO officials are currently
collecting comment and reaction from industry and
individuals.

The decision by the US Court of Appeal for the Federal
Circuit in the 1998 State Street case upholding the validity of a
patent for a data-processing system is commonly cited as the
catalyst triggering the current BMP craze in Japan.
Government officials and legal professionals must now decide
whether or not a method of doing business can be patented.

The JPO is situated in the heart of Kasumigaseki, the
government district in Tokyo. With the Education Ministry
and Ministry of International Trade and Industry (MITT)
down the road and the Diet in walking distance, the office's
location is representative of its new strategic position as an
integral part of the government's policy to boost Japan's
position on the global stage. '

"In Japan we do not have any so called BMPs because
nobody knows exactly what is meant by the expression,”
explains a spokesman from the policy department of the JPO.
"Where does a BMP start and where does it end? It is not clear.
From here on something will be decided.”

The provisional guidelines proposed by the patent office
describe how, when a method is applied to solving a problem
and involves an element of technicality, there could be a case
for patenting. However it specifically states that simply
transferring a recognized business method onto a  computer
program will not render it patentable matter.

Hard to define

The line between a business method and the software that
implements it is blurred. The area is fraught with analytical
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discrepancies because business inventions - such as software -
do not by their nature involve physical objects and often do not
have direct industrial applicability.

Until recently software wasn't patentable under Japanese
law either. Companies used to get round this legal technicality
by patenting the hardware - CD or computer disc for example
- which contained the particular sofiware they wanted to
protect. Under these new guidelines the JPO expressly
acknowledges the patentability of software itself. ‘This decision
alone has tremendous ramifications for IP enforcement in
Japan. Previously, a competitor would have to copy the whole
invention to be liable for patent infringement, but would be
able legitimately to use the actual software without fear of
prosecution. From now on the software itself will be
guaranteed direct protection.

The rise of the BMP ‘

At present the Japanese system encourages similar indirect
protection of business methods with patent attorneys simply
including them as part of already patentable matter.

"The JPO is now trying to make certain business methods
patentable,” the spokesman says. "If you look at what
happened with computers, before it was only hardware that
could be patented but over time software has also become
acceptable. So now you can patent a wide range of computer-
related inventions. From this development business method
patenting has also appeared.”

Caution is the key word describing the JPO's approach to
BMPs. Despite acknowledging that a large number of BMP
applications have been filed with it, it is not willing to
duplicate the liberal attitude towards such patents as
demonstrated by the USPTO.

"Although the same patents are being filed in America and
over here, we are going to have to wait and see whether or not
the applications are granted as valid patents by the patent office
and that will take a few more months," says the spokesman.

The government's position on BMPs

Patenting a business method per se is not permitted under
Japanesc law, but the patent office is accepting applications for
BMPs and companies are spending millions of yen filing them.
Nobody knows whether the patents will be granted and if they
are, whether they will be enforceable in a court of law. But this
has not deterred high tech firms including Sony and NEC and




financial institutions such as Sumitomo Bank and Sanwa Bank
from registering patent applications for a variety of business
methods.

Sanwa Bank has so far demonstrated the most aggressive
patenting policy amongst the Japanese banks. The major city
institution has applied for patents on more than 60 of its rerail
financial services over the last five years, including EC Direct,
a business method for purchasing airplane tickets.

The JPO's attitude towards BMPs lies somewhere between
the stance maintained by its European and American
counterparts. At present, Japan's definition of patentable
matter is closer to the one used in Europe than America, but
concerns voiced by industry about the evolution of the patent
system in the US is prompting a revision of patent guidelines.

Different definitions
Under the European Patent Convention the invention has to
be of a technical character to warrant a patent and the Japanese
Patent Law states it must be an advanced creation of technical
ideas by which a law of nature is used. Conversely, in the US
the simple fact that an invention uses a ;
computer or computer software renders it
patentable, provided it meets the standard
criteria of novelty and non-obviousness.
Active IP enforcement in America has

greatly contributed to the country's

Michaet O’
Keeffe

economic prosperity over the last decade.
Japan has observed this development with
interest and now appears determined to
mimic US IP policy in the belief that
strong 1P awareness and protection will , Prgcedgnt;,
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have shown the JPO is inclined to just catch the mood and
grant patents without waiting really for the precedents,” he says.

The Trilateral Agreement

The cross border element of BMPs demands closer cooperation
and interaction between the world's three principal patent
offices. The JPO, EPO and USPTO meet regulatly to discuss
joint strategies regarding patent policy.

"The three offices along with WIPO representatives hold
talks and discussions and listen to opinions from companies
about this matter," says the JPO spokesman.

Lawyers and government officials acknowledge that the
three parties must work together to develop a joint database of
prior art to facilitate the investigation procedure when
examining business model applications. The feasibility of
creating concise records documenting all prior business
methods is a key challenge to the legitimacy of BMPs.

"We can gather together all of our data from various
sources to establish some sort of prior art record for business
methods,” the spokesman says. "We think it would be a good

idea to create an information site or

experiment site for people to visit."

Doubts about real cooperation

Joint databases are one thing but doubts
remain over whether the world's three
major patent offices will genuinely
combine forces to adopt a uniform patent
policy with regard to business methods.
the
competition with one another to attract

- clients. The USPTO may say they will

In reality, trio are in direct

Japanese enterprises with vital tools to prosper in the I'T era.
"Until now you couldn't have a business method patenc in
Japan and now suddenly you can, so what is the basis for this
sea change?" asks Michael O'Keeffe, business development
director at the Japanese offices of Kroll International, an
American risk mitigation firm. O'Keeffe has worked in Tokyo
for eight years and has a strong background in IP protection,

Trying to keep up
"The JPO is part of MITI and MITT does not want Japan to
be lagging behind the US in terms of industrial policy or
anything else," he says. "We are seeing this huge push by the
Japanese government to ensure Japan is involved in the whole
I'T movement. In that context then clearly MITT will be saying
to the JPO: 'Oh look at these BMPs in the US, why don't you
go and issue lots of them?' So they will be finding ways to allow
it racher than finding reasons to reject it."

O'Keeffe recognizes the value of protecting business
methods but questions the legitimacy of the JPO's sudden shift
in attitude towards permitting such patents. "Recent decisions

comply with an international policy on BMPs but they
continue to accept patents that would not survive the initial
examination process in Europe or Japan.

"The JPO would like you to think they are aligned with the
other patent offices,” observed one Japanese patent lawyer who
declined to be named. "If you go to their web site you will see
numerous references to the trilateral discussions but I have
spoken to people who were at those meetings and a lot of arm
twisting was involved to entice the USPTO representatives to
grant or deny the same claims as the JPO. The US will grant
their own claims, Japan will granc their own claims. It has
always been that way especially in this area.”

The JPO has organized a meeting between patents officials
from G7, the Group of Seven industrialized nations, on
December 13 and 14 to discuss global patent policy and the
issue of BMPs. The timing of the meeting is rather unfortunate
as it directly precedes the December 15 deadline set by the EU
for collecting information from the public concerning
patenting business methods following the publication of their
BMP consultation document also on October 19.
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No common consensus

But business isn't waiting around for governments to make up
their mind on the matter. Failure by the JPO to issue a clear
decision on the legitimacy of BMPs coupled with the ability to
patent business methods in the US, has prompted companies
like Sony, the Japanese electronics firm, to issue their own
educative BMP documents to ensure employees understand
the concept.

Sony's headquarters lie in Kitashinagawa on the edge of
Tokyo's city centre. The electronics firm holds hundreds of
patents worldwide and has been actively filing and obtaining
BMPs in America over the last couple of years. Sony can't
afford to sit back and wait until someone decides whether
patenting business methods is a legitimate exercise or not.
With thousands of individual inventors and SMEs already
filing furiously in an attempt to gain a monopoly over key
business concepts, Sony must work hard to maintain its
commanding position in the interactive world.

"We have a special team of people dedicated to BMPs,"
explains Mr Fujita, spokesperson for Sony. "It was established
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told them that these business patents are a very effective
weapon for them to do barttle with the bigger corporations and
they are under the impression that every new business method
can be patented so they want to obtain the patent.”

Legal opinion still divided

At the same time, Japan's legal community is divided over the
question of whether or not business methods should be
patented. However one thing is clear, although there is no
specific classification for BMPs in Japan, such patents are being
filed and are being granted.

"The first characteristic of a Japanese BMP is that it is only
patentable when combined with the use of personal computers
or some other sort of hardware,” says Katsuyuki Yamaguchi,
attorney with Nishimura & Partners, a Tokyo law firm.

Yamaguchi has noticed the ability of Japanese patent
attorneys to file legitimate BMP applications by making the
subject of the patent a kind of process as oppose to the actual
method of doing business. "The subject is not a business
method itself, it is a system that solves a problem," he explains.

by our IP department in April this year. —
Prior to its creation we had a BMP
working group who prepared an
internet education site on BMDPs at the
end of 1999. The site helps inventors
and other members of the Sony group

to understand the nature of BMPs, how B
sushi
they differ from other patents and also Karashima

to generate discussion.”

In Japan BMPs
are the biggest
problem  we
have.
dubious
inventive aspect

However he is not convinced the patent
system should be stretched to incorporate
business methods within its ambit: "The fact
is that a business method once patented will
have an effect of dominating the market and
that might not be a healthy development of

Their

ecommerce as a whole. Development of
should  be
encouraged and nobody should stop it."

ecommerce  worldwide

is one of my greatest concerns

Lack of experience

Often the people involved in creating
and applying for BMPs are not traditional patent filers,
therefore they know little about the patenting system.
"Engineers know a lot about patents because inventing is their
daily task,” says Fujita, who has worked with the BMP group
since it was set up. "But most other employees have almost no
knowledge so we have to educate non-engineering staff such as
marketing people.”

Sony have filed 10 BMDPs - class 705 - patents in America
over the last two years as part of their global patenting policy.
"We can't comment on the number we have filed in Japan
because in Japan, unlike the US, there is no specific
classification of a business method patent,” says Fujita, before
conceding that Sony tends to file the same patents in the
various relevant jurisdictions worldwide.

The interest in business method patenting in Japan is
producing a lot more work for the country's lawyers and not
only from large concerns such as Sony. "Ecommerce or IT is
booming in Japan," says Yoshiyuki Inaba, patent and trade
mark attorney at TMI Associates in Tokyo. "We are receiving
inquiries from a lot of computer start ups. Their sources have
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Lack of invention fears

Arsushi Karashima, attorney-at-law with
Hamada & Matsumoto, another Tokyo-based firm, is of a
similar opinion: "At the moment in Japan BMPs are the
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Companies Issuing US Class 705 Patents in 1999
Patents Issued

1 132 Unassigned or assigned to individual
2 27 Fujitsu, Japan

3 23 International Business Machines

4 14 Hitachi, Japan

5 13 AT&T Global Information Solutions

“Source: IBM Asia Pacific




biggest problem we have. Their dubious inventive aspect is one
of my greatest concerns. I do not believe the JPO should issue
a patent unless the inventive step is recognized."

Nobody knows the potential of a patent right in a wired
wotld. "Because we are talking about the internet in a lot of
these cases, many Japanese inventors and businesses are
worried about the developments in the US with regard to

granting a wide range of BMPs," says Karashima. "Therefore
they try to file for the same sort of patents in Japan."

In theory, US owners of a BMP related to the internet
* could sue businesses in other countries with web sites soliciting
trade in the US for patent infringement. There are no cases to
date involving a Japanese enterprise, but awareness of the
potential is great and Japanese firms are already seeking advice
from their lawyers on threats they have received from firms in

America alleging violation of a particular BMP.

Increase in court cases likely
Osamu Kawamiya is vice president of the Japanese Patent
Attorneys Association (JPAA), the organization representing
patent attorneys throughout Japan. He is
worried that an expansion of the patent
system to incorporate BMPs will result in
a rise in litigation both home and abroad.
"A business model is a very cross-
border or international patent and it is
very difficult to enforce that sort of patent.
Patent owners in the US will be able to Kawamiya
sue, for example, the Japanese users
because of this cross-border element,”
warns Kawamiya. "Each patent is limited
f

to its own country but because the
model has

happen,'

business cross-border
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amendments will occur, I am very sure they will happen soon,
maybe in the next year."

Teething problems

As the 18-month examination period for patent applications
expires, patents that bear a remarkable resemblance to business
methods are beginning to emerge and cause trouble. In
February, Sumitomo Bank was granted the Perfect patent for
its corporate business. Perfect facilitates the process of collating
account payments by multiple customers by Sumitomo’s
corporate clients. As a direct result, three of Japan's other main
banks filed objections arguing they were already using the same
system to conduct transactions, therefore the idea could not be
novel or original. ,

Japanese lawyers believe a key problem is the general lack of
knowledge of BMPs demonstrated by those wishing to file
applications, those doing the filing and those examining the
applications. Ignorance will lead to bad patents being granted.

"The biggest change I have noticed is that those people
who traditionally had nothing to do with patents, for example
banks, insurance companies and security firms are all very keen
on filing them," remarks Yoshiyuki Inaba,
the TMI attorney. "There are many,

"Each patent is
limited to its
own  country

but because the
business model

many poorly written patent applications
for business methods because clients want
to get patents-as soon as possible.”

Danger of poor scrutiny

has cross-border
characteristics,
international disputes will

lll-informed examiners unwittingly grant
dubious patents. This is a chief concern
for Michael O'Keeffe: "When examining
patents in the new field, because they are

some

all precedents and there are no previous
patents in that area, [examiners] just look

characteristics, some  international
disputes will happen,” he adds.

For every BMP sceptic in the country there is an equally
vociferous supporter. Mitsuhiro Kamiya, a partner at
Freshfields law firm in Tokyo, believes protection should be
afforded to business methods because of the value attached to
them. He is impressed at how the Japanese government is
reacting to the whole issue of IR

"The government is considering amendments to the civil
law to offer more protection to intangible assets,” he says.
“They understand that you have to give more protection to IP
and also the businéss model."

Although changes to the civil code are only in the
discussion stage at present, Kamiya is confident of the
government's resolve to act quickly: "The government is fully
aware that more protection is needed and the recent trend has
seen them act faster. For example, it amended the company law
and was very quick to amend the IP law to comply with the
TRIPS agreement. So although I cannot tell when such

[eeey

at their shoe boxes of previous patents
and sce that there is nothing like that in there and so they will
grant it. But what the examiner wouldn't know is what
practices are prevalent in that industry and who was the first to
start using that practice.”

Just as the financial community does not understand patent
law, the wortld of finance is a complete anomaly for patent
judges, argues Kawamiya from the JPAA. "They are working
hard to master the technical field but sometimes it is too hard
for them because they have a legal background and so they
must ask for help from technical experts,” he says.

Time and money hindrance

In keeping with the country's history of cross-licensing patents,
motivation for obtaining BMPs is more defensive than profit
driven. The - Japanese legal system is notoriously slow and
expensive. Although reforms have occurred over recent years
the general consensus still held by Japanese companies is to
resolve disputes before they reach the courtroom. But as Japan
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