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'that of patents although their subject matter may not be Suc:h as to

- ABSTRACT

7

of :

i : ‘u . . l

Patents prov1de an exception to the normal freedom of tra\de

A \
“that is supported by camnpetition law D:Lfflcultles arise in lmut

the use . to whloh a. patent monopoly is put lest the stlmulus of innovation
which patents are de51gned to achleve is counterbalanced by an over- \
e.ncroachment on principles of canpetltlon law A snmatlon where there
should be lltth difficulty in detennmlng that~ an overencroachment has \
Lakcn place .is wlm a patent lacks validlty due to a failure to satlsfy \
the requirements of patent 1aw 'Ihls observation has been to a great
extent overlooked however, in, the evolutlon of the cammon law doctrine |

that the lloensee or assignee of a patent is estopped fran denying the

) val:udltiy of the patent. 'Ihe doctrlne has energed fram appllcatlon of

the «rules of the law of contract that were 'in exlstence durmg the early

evolution of the doctrine. ‘A closely related doctrme of sllghtly

Idlffe.rent orlg:Ln is that the assn.gnor of a patent 1s also estopped from
Adenylng the valldlty of the patent in a dispute with the. assignee.

Tho manner in which the estoppel doctrines developed is
examined and thoe approL:rlateness of thice doctrlnes on.a party to party
basis is dlSCUSSOd " The J.nterest that the public at la.rge may have in
setting as:de an mvalld patent and the effect that the estoppel doctrmes
have on the broader publlc interest is considered. |

’I‘rade secrets have vubject mw that can’ be very smular to-

qualify as patents. By comparison w1th the tests for patent valld,ity
the tests that have been developed tq determine whether sm\e_thing can be




properly characterised as a trade secret are very vague. Whilst more
llmited in scope than patents the protection of trade secrets can bring
about significant restraints of trade. This cannot be justified in the

way that patents can be justified in that ‘trade secrets are not given

v

over to the pUbLic domain after a limited pe.rl_od

' The develognent of the law of. trade secrets is tra\,ed A
feature of thls development is the manner in whlch ecxnpartjnentallzatlon
has occurred with con‘sideratlons of protectlng confidence and good faith

being made with little rcgani for the effect this may have on- restramt

F:Lnally sane reflections are made on the way in Whlch patent

of trade.
rights and trade secrets tend to be packaged and_ the problems- that can

arise if patents are ‘éubject to controls fram which trade secrets remain
. ) ) : , : v

ot

imgnune.

e
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1. Competition Law and Patents

Patent law has a eommon goal with some aspects
of.competition law: the stimalation of innoyat}en; The method
of achieving this goal puta themn into conflict, however, in that
the pateaf grant makes it an exception to what would normally
prevail under competition law. This brings about Ehe'situation
fhat the greater thevcompefition in a particular field the
greater is the value of immunity from competition bfought about
by a patene grant and hence ﬁhe incentive to gain a patent is
increased. That is, the strength of patent law depends on the

degree to which it conflicts with the normal thrust of competitlon'

law.

Artifieial restraints on the ability af'pefsoﬁs
to enter markets has always been a prime target for persons
concerned with competition policy. Because the patent grant gives
tﬁe paeentee a right to exclude others from making, using or selling
ithe patented inventlon, it eonstltutes a complete bar to entering
. the field covered by the patent. f?&was during the time of rapid
industrial change in the second ﬁalfbgf:the nineteenth century
that patent laws of the general character of today's patent 1aw
freplaced the rudimentary patent laws that existed in the United

i o
Kingdom Europe and the United States of America up until that time. -



s
There waa fierce public debhte.at that time between supporters
of patents and free traders as to whether patents warranted
the status of exceptions to the normal rule. Descriptions of

the history of these battles and the economic arguments put

e

forward are to be found in the work on this topic by Penrose1
and by Machlup2 Machlup notes that the main points on which

depates have centred since that time had not changed.3

Some light has been thrown on matters which
had previously been mainly assertions alone in the work of
Taylor and Silberston in the United Kingdom4 and Firestone in
Canada.5 These works drew on material derived from extensive
surveys of industry and were prompted respectively by the

_ Banks Committee on the Patent System6 and the brief to the Economic .

Council of Canada to report on Intellectual and Industrial Property 7

Penrose, Edith T. "The: Economics of the International Patent System'
(Baltimore: John Hopkins Press, 1951)

Machlup, Fritch "An Economic Review iof the Patent System" prepared
for The Subcommittee on Patents, Trademarks and Copyright of the
- Committee on the Judiciary, United States Senate, 1958.

Ibid p.22

Taylor C.T. and Siigerston Z.AL "The Economic Impact. of the Patent
System —~ A Study of the British Experience" (Cambridge U.P. 1973).

Firestone O.J. "Economic Implications of Patent” (Ottawa U.P. 1971),

o

Economic Coundil of Cdnada "Report on Intellectual and Industrial
Property, Infoxmation Canada, 1971. .



3

In these works there is some: canvagsing of
the basic question of whether the patent system should bhe
maintained. ‘Modifications are suggested but [n the ahsence o
clear alternatives that would‘satisfy some of the desirable goals
that the patent system attempts to satisfy no fundamental

alterations are suggested.

This thesis does not attempt to explore the
basic question of whether maintenance of the patent system is
appropriate. It is concerned witn what can be regarded as a fringe
area of patents, albeit a fringe with an important practical impact.
This fringe is in the area‘of 1icensing and'assiéning of patents and
matters related to patents. Some further background may pnt the

/ ' .
specific topics of this th#sis in perspective.

If one accepts that‘a patent system of the general
character of that in use inAthe United'Kingdom, Canada and the
United States of America should be maintained one is still confronted
with the problem of the extent to which the patent owner should be
permitted to go in exploiting his monopoly position. This can be
Qiewed ftom two'anglee. One 1is the use»of the patent in a direct yet
negative fashion.'"This is the use of a-patent to keep persons out
" of the market witn tée patent holder himself making virtually no

exploitation of the invention COVered by the patent.or the use of it

-to make limited exploitation of the invention with consequent increase



of the price of goods made under the invention due to their
scarcity. The other angle from which pra#slems emerge iy when

use 13 made of the patent and advantage {8 taken of market
strength to extract terms on matters that are not directly related
to the patent. That is, a person may be l;censed to use the
patent but only oﬁ the condition, say, that other goods are

purchased from the patent holder.

The above types of activity are regarded as
"abuges'" of the patent moﬁopoly right and for many years the United
kingdom8 and.Canadi.an9 Patent Acts have attempted to provide remediés
for such activities. In Canada there is also a provision of the
Combines questigafion Act whiqh is levelled against an overreach.of

the rights conferred by a patent.lo

Under the Canadian Patent provisions, two remedies
are available if abuse ofvrights are established. The Commissioner
of PatentS'may>order thékgrant of compulsory licenses or; in extreme
cases where the Commissioner is satisfied that a compulsory license
cannot remedy matters, he may revoke the patent grant.l1 Similarly
the use .of a patent to unduiy limit compefifion may result invthe
Exchequer Court of Canada making a direction under S.29(g) of the

A

Combines Investigation Act that licenses be gfanted or the patent be

8 Sections 37 - 41
9 Sections 67 - 71
10 p.s.c. c.314, s.29

1 Section 68



revoked . The Exchequer Court alao has available e posath by
of declaving void any provision in any patent Dleense ¢hot
miduly Pimfrs competitfon o oot gialng e Getiom P on g
any such term ot o Tieense.

Compulsory Heensiog has never beeo avall his
under the United Stat es Aatent Act. Throogh rales thar o
evolved from nnti~Lrpé¥“lnw, however, there are some very stpnilioane
limitations on thq/%unnbr fn which pateot vights may be cxpioisod

p;

It is possibl%/(&ut many of these limltations apply to Canadian
law also as the broadly expressed legislative provisions could be

50 construed as to embrace them. In the absence of any signiticant

case law in Canada in this field this can be conjective onlv.,

A major practical distinction between the

“

position in Canada as against that in the United States or America

-is the difficulty a licensee or potential ticensee faces in taking

effective‘actiont*»ln the United States of America an anti-trust

actiOASfor triple damaéés may be brought by /A~ person alleging that

a patentee has gone beyond thgbounds of what 1y accépted as
legitimate exploitation of a patent. No ‘such remedy is available
in Canada. Under the Patent Act provisions relating to abuse ot
exclusive rights} section 67(1) permits applicarion by the Attorney-

General or an interested person to the Commissioner of Patents with

N
.

AN

Seéfién 29(e), (f).

N



a reguest for relilef. Such an application cap only be made

— |
after three years have passed sihce the grant of the patent,
-
Ferthermore, relief ig limiced to the Commissioner granting

& or revoking the patent. These potentieal

poed

icen

6]

a compulsory

sources of relief may be of assistance £o & person interested in

reining a license from a patentee who is not exploiting his patent
8 T g P

Ga

e

in Cznada and is not willing to negctiate reasonable licensing
conditions. They will be of very little assistance, however, to -

a person wko wants .4 License -zt an early stage of what is a

“

petent's effective 1ife. Any license negotiated at such a stage

@

will be negotiated with the patentee very much in a pogition of
o . ('.
scrength. He wilill not need to be ccnscious of the daunting

repercussicus of a triple damages action et a later cime 1f the

conditions - il are overburdensoue.

Three of the cbuse of rights provisions under the
¢ gpecificeally relate to licenses. I trede is

prajedleosd by 2 el to oreni oooLlcense under reasonat GG
el LtoZo o Ln toe punlic thes licemsec Lo granted, inic

3 ,
eonctituter ooz S50 teo, Lf o idecense hoos boeon g anc

\ 92
toac do p bocondiiionn avtached to Lieorsg
fronnzdy 1o le an abus e of 2 p At to ude a oarent vell OonTocas:
cf Lube of




There is a very limited number of Canadian-cases

resting

b
)

ot

e Telated P{'OV;S}.C‘T‘S or

United.Kingdom Act15 are very similafly worded, however, and hence
there ig a body of English case law that -throws some light on

=~
thelr intefpretation; What does emerge from these cases 1s the
difficulty of extracting rules of general application and the

problem in demonstrating that an individual's difficulties in

16

.

entering a trade prejudices trade overall.

No further exploration is proposed on the scope

of these provisions in that there is one type of restriction on

which-boncentration willl now be ééntred. This is a restriction
_whereby a patentee‘pu:portedly binds a licenseé to refrain from
arguing that there is an abuse of thé patent. No éaées are
known where this’has been attempted in a direct fashion but in
what seems to be zn Indirect way of achieving this it is a matter
of standard practice. This is brought about by a licensee being

vented from chezllenging the validity of the patent.

e
=
r“\

3

LT onz returns to basic principles the justification

or permicting o be an exception to the normal freedom of

trade 18 in order to stimulate innovaticn. The inventor may be

encouraged to invent by the knowledge that the orant of a patent on
hig Invention will permit him to exclude others from using it. The

15 .
7 Section 37(2)(d) and (e}
16

N
0

ce par !i(‘uh.rly Brownle Wirelecss Co. Ttd.'s Appifcations (1929)
LPLC. 457, S '

B
joal



exploitation of ﬁhe invention may require high costs in setting

up a manufacturing process and possibly invcive high initia

costs in marketing. The umbrella from competition érovided by

the pétent may encourage this. Society will possibly be
ahvantaged imgediagely by the exploftation of the subject matter
of tﬁe patént and may be further advantaged when the l;mited term
6f.thé gatent monopoly comes to an end and everyone Is free to use

its subject matter. 1If ﬁhese objects are not beling achieved due

to the subject matter being somethinf

#at is already known, then
oy ,

unless there are other policy reasons for doing so - as with tariff
barriers - there should not be any exception made to allowing free

use of the subject matter.

There are certainly problems to be found in
drawing the line Between proper QSe of a patent monopoly and use
that goes‘beyond this and constitutes an unacceptable éncroachment
on competition law. Difficulties in characterising the prober or
legitimate use of the monopoly immediately a%ise. These difficulties
should not arise if it is discovered that the matter should not be
covered by a patent monopoly at ali. 1In such a case no ex clusion
of others from expfbi;ing the subject matter of the patent should
be permitfedvand hence a right that flows ffom the right to exclude,
the right to permit use only upon provision of some consideration,
should not be permitted elther. This would appear to be a truism
unless there a;e compelling reasons to be found elsewhere for

permitting such activity. »
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2. 1Invalid Patents

Upon issue byvthe Patent Office the Patent Act

gives a patent the status of prima facie validity.l7 It is

subject to adjudication by any court of competent jurisdiction.l8

.
If the holder of a patent alleges that unauthorised use is being
made of the s.. ject matter of the patent. he may'bring an
infringement action agalnst the-user and it is open to that user

to raise the defence that the patent is invalid 19 A successful

‘ defence on this ground will operate only on the particular action,

however, and if the patent is to be completely set aFlde, it is
necessary for a patent to be declared invalid or vo{d by the

Exchequer Court following an impeachment action.zo/ An impeachment
/

/

action can be brought either by the Attorney Genepﬁl or "any

interested person." ' ) /

The scope of "any interested pergon' is said to be
2 ' . . ‘/ )
wide. lw It would seem that anyone wishing to use anything described
3 )

in a patent may bring a challenge. There is an important class of
persons, however, who apparently canmot bring action to impeach a
patent. Licensees under a patent are said to be estopped from

denying the validity of the patent.

Sectlon 48

18 Section 46

19 Section 61

20 Sectlon 62

21 See E. I. DuPont de Nemours & Co. v. Montecatini-Socleta Cenerate
Per L'Industria Mineraria E. Chimica (1966) 49 C.P.R. 209; (1967)

52 C.P.R. 18 and the cases gathered therein.
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The estoppel that -acts to prevent a challenge
on a patent's validity by a licensee arises from a common law

rule that has evolved in a curious fasion. A detailed analysis

‘of the development and present status of ‘this rule 1s made in

Chapter 2 of this thesis. A result of licensee estoppel is

that a licensing agreement can have the effect of bringiﬁg abouﬁ
obligétions which would perably not be enforceablé unless’ they
were.based op a patent yet no query can be made.of the séundness

of this base.

There is a we11 knpwn observati;n with respect to
the law of gravity and ﬁewton'; third law that has. at times found
application in éhé legal field. it is a rejection of a ""bootstraps'
(inaﬂility to pull oneéelf uﬁ by) afgumeﬁt.' The licensgee
estoppel rule in patents seems to be an exercise in bootstrapping.
If an agreemenf was entered whereﬁy a manufaéturer of say,. a

common household article agreed to refrain from méﬁufacturihg the

“article unless he made payments to another person, it is most

unlikely that the agreement would be enforceable. \For one thing,
there. would be a total fallure of consideration. For another, the

, .
agreement would be unenforceable as being against the common law

rule against restraint of trade and possibly if trade overall was

. significantly affected, it may be an infringement oﬁtlegisléf1ve

provisions that, in the Canadian context, are to be found in the

Combines Investigation Act. These difficulties will be displaced
. e - :

)



if the person to whom payments were to be made was the holder¥
of a patént éhdt“embraced the article in question. But what |
should be necessary here is lhat'the patent be a valid one, in \
that rights ascribable to a patent should not be available to |
something‘that does not éatisfy the requirements of a patent %
To allow otherwise would he "bootstrapping'. For this to be . 4

justified; there ﬁould need to be other strong policy grounds

which do not emerge from the cases reviewed in Chapter 2 of this

thesis. ' ’ f .

Whilst the Canadian fatent Act, in cémmonvwith the
Act of United Kingdom, United States of America and Acts of other
countries that'féliow the English system, gives a patent- only
prima facie validity and‘provides érqcedures for challenges té be
made tHg way in which a challenge takes place in Canada leads to
different results. An iﬁbéachmeng actidn, if'successfﬁl leads
to the patent being set aside. A chalienge to validity which is
made only as a defence to an action for infringement by‘the patent °

: 2
holder will affect only the inter partes relationship. 2

The only

‘way that a declaration in rem may be

) gained iy through instituting
4

a separate action in the Exchequer Court under Section 62 of the
Act. The United Kingdom, with no'difficulties arising through a

federal system, does not make a'multiplicity-of actions necessary

as one section of thé United Kingdom Patents Act covers action for

22

Maw v. Massey-Harris Co. (1902) 14 Man R. 252; Hemsworth v  tharlton
(1927) 32 O0.W.N. 302; - Flexlume Sign Co. v. Macey Sign Co. (1923)
- 54 0.L.R. 669_affirmed [1924] 4 D.L.R. 49 (Can.)
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i

révocation and defence to an infringemént action.z? Since

the case oflalonder—Tongue'L boratories, Lﬁs. v. Uﬁdversigl
/ }
2 i
of Illinois Foundation b was decided by the Unlted\States

N\

Supreme Court, in most cichmstances a United States patentee

{
!

who has had a finding of‘inValidity made on his patent in an

X

unsuccessful infringement ection will be unable to iater bring
. i - 1 : :

actions under the patent./ :

\‘\v .
One may egnsider the position of a businessman

in Canada;who has had his atfention 5;0ught to the possibility
that his current er planned‘activity may constitute an infringement
of a patené. He nay decide to refrain from the activity altogether
which wiil be tne‘end of;the matter except for the set-back that
he may”suffer by doing so and the set—baek thuf gociety méy suffer,
especially 1f the natent does not happen to be a valid ene.
AlEernatively‘he may decide to continue with the activity without’
euthorisation by the patentee and\ewait an infringement action.
‘ Tnis will be with the knowledge that an infringement action will
be expensive to defendkin any event2 but will be even more
expensive if lost as éﬁﬁages and/or accounting of profits may be
ordered together, with the potential loss through having an \ -
injunction ordered. The knowledge that there may be other infrinéers
whose activities may be subject tolactionbby the patentee will be of
little impaet in that the patent will not be set aside unless one

of them decides to bring an impeachment action rather than merely

Section 32 and see section 32(4)

24 402 U.s. 313 (1971) S '

23

25

See Firesﬁone "Economic Impiications of Patents" pp. 50-56
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defend an infringement action. This makes an impeachment
action- by thewbusinessman himself seemia’sensible solution.
except for the practical considerations against it. These
coneiderations are tne multiplici}y of impeachment actions

that may -be necessary if<e§ery patent tnat impinges on the
vbusinessman's normal opetations is to oe challenged and, in the
light of_the nigh cogt ofrany action alonggthese lines, the
wastefullness of such4aqtivities if the patent owners arelnot
particularly active in policing their rights. *Therejfa also
the practical consideration that a challenéeﬂor series of
ehallenges against technically advanced,organisations}that tepd
to have large .patent holdings will no little to&ards gaining
licenses and technical assistance when these nay be needed on

future occaéions.: Therefore, the most prndent course would seem
to be to attempt to negotiate a licensing arrangement if the

pateLt holder appears to be seriously contemplating an 1nfringement

-action.

' The bargaining strengthS'of the parties enéageo« ) .
in negotiating a license will reflect the financial sttengtn of oo
the.partiesland the strength.of tne patent. In Canadaj nfth
ninety-five percent of:patente.owned b§~n0n~residentéz6 there is -
a high chance that a locally -owned - potential licensee in Canada - )
nill not be negotiating from a position of financial_atrength.

26
Per R.M. Davidson, Department of’ Consumer and Corporate Affalrs,

Patent Law - Licensing of Patents and Know-How 1975. Law
Society of Upper Canada p.25 :
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On the aspect of the strength of the patent thié wiiijbe
‘related to the strategic position it occupies in 1ts field
and its possible or probable valildity {if challenged. The
latter will be hard to estimate until the patent has been

worked for some time.

The requirements forvvalidity of a patent. are
not exhaustively defiﬁed in the Canadian Act nor afe the specific .
r;quiremeﬁts conveniehtly g;ouped-in one place.27 This contrasﬁs
with the United‘Kingdoq Act where, since.1949,'the grounds on
which a‘éatent méy be revoked are presented in the one provision,
section .32, Thefe.is very little difference in the more important
vrequirements; however, so ﬁhé requirements for validity may be
summarised as follows:
a (1) Nerlty‘— no prior use or prior publication
of the subjectJﬁa;ter of the patent.
(2) Lack of obviousness - there must be an inventive
'steﬁ such that the subjéct ﬁatter would not be
obvious to a competent person engaged in the art5
(3) Utility - a useful purpose must be achleved with
| the method indicatéd capable of producing the result
claimed.
(4) Proper subject matter - must be an art, process, machine,
‘manufactﬁpe‘or composition'and hoé merely a principle or

theory.

>27 For a detailed consideration of the statutory and common law

reqirirements for patent validity see W.L. Hayhurst "Grounds for
Invalidating Patents' (1975). 18 C.P.R, 222.
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KS) Applicgtion by. actual inventor - a patent

/'. 'can éhly be obtained by the actual Inventor or
his legal repreéehtative.

(6). Sufficiency of descriptlon - the description

| must be such as to permit a person skilled fn the
art to carryvou;vthe in;entibn,

7N Clai@s are clear and suppo?%ﬁd by the déscfiﬁtion -
the function of the claims is to define the scope of

the monopoly and hence they mustuhaveuclarity and 3130
must not go beyond the invention disclosed.
'Whils€ in theory éll these requirements for
. validity éould be thdroughly ¢hecked before gaining a license
under a patent fhe_ordinary would—be 1icgnsée,will‘of;en be unaware
of matters that may 1aterléome to iight. The .Patent Office suffers
_from a similar ﬂisabili;y in that eQen with technically skilled
_\stéff_that has acéess to well clasgified resgurcé matgrigl in the
form of‘pr;or pateﬂfs,.iﬁ can often be.the case that prior use or
prior publicatibq’in»a form other;than a patent speqificatioﬁ will
not c0me to the aﬁfention of the patent exahiner. Further, it i;
very difficulﬁ to determine whether‘a deécfiption proyides
sﬁfficient information for thé invention to be qarried.0ut until,

an attempt is made to follow the instructions.
The result that méx flow from these circumstances

is that a licensee may not be aware of;any.grounds-of invalidity

e

e



at the<tine he enters a’license but becomey nwére'of them

later. Understendably this leads to gome dieenchentnent by

the licensee. Payment of royalties for something that he

thinke may be invalid will be upsetting,5even more so if the
suspected invalidity is partially estanll;hed by . a successful
defence by a third person who had been sued for infringement.
Nonetheless, under the rule that has evolved on licensee
.estoppel;‘he Qill_not be in the position to challenge the validity
.hinaelf but. will be open to an action by the patent holder if heo
fails to earry.out the obligations‘placed on him under the
licenslnglagreement. Tﬁls:situation will continue even if a third
partﬁ_establishes lnvalldity of  the patent, in gém? by a Succesefnl

1
impeachment action.

-

0 | Certainly a situation where a patent has been
lﬁpeached but a licensee remainsvobligateo under his license
provides an extreme case. This eituation appears enalogous to some
‘of those mentioned by Roy M. Davidson who, as Senior Deputy Director,
Bureau of Competition Policy of the Department of Consumer and |
Corporate Affairs, outlined28 practices that may not bemaceeptable
under.Section 29 of.the Combines lnvestigation Act, a proyision

tnat has receiﬁed novdirect judicial consideration. ‘He stated thet,

inter alia, the following kinds of provisions have the effect of

8 Paper delivered to Department of Continuing Education, Law Society
of Upper Canada on Patent Law - Licensing,of Patents and Know-How
1975, p.25
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extending the patent monopoly and hende would be under
scrutiny:

"(1) - the charging of royalties on
patents after they expire.

(2) other restrictions, relating to the

' subject matter of the patent or to
know-how which continue after Lhu
expire.’

(3) the requirement that the licensee
accept and pay for additional patents
(to discourage a challenge to the
validity of doubtful patents);..... "

Similar comments were made with respect to
provisions that arguably had the effect of entrenching the monopoly
and exceeding the rights conferred by the patent grant

"(1) restrictions requiring the licensee
. not to contest the validity of the
patents involved

...... (4) restrictions requiring the transfer of
o any inventions or improvements to the
1icensor S :

K Y ”

Ae remarked eaflier, the judicial reaction to such
provisions in.a Combinee,lnvestigation Aet setting is not known.
What is clear 19 that when approached: from another perspective the
courts in Caneda have up to this time inadvertently permitted an
extension of the batent mqnepoly, a monopoly which may later be
discovered to be vnjustified in the first instance, by refusing to

f .
allow a challenge of validity :and not recognising even established
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invalidity when a licensing agreement 18 under consideration.

Although the initial patent may be invalid, conditions alonél

‘the lines of those indicated by Davidson may be imposed and

possibly extend the "bootstrapping" exercise.

What the licensee estoppel doctrine reflects g
a focussing on the licensing agreement itself with no exploration
being made as to how the agreement came about and little re;ard being
had for principles of patent law and- competition pol&cy that may
suffer. Some similar problems emerge with the: absignment of
patents with it being an established common law rule that an
assignee of a patent caant-reise the‘isene ofipatent invalidity
in a dispute with the'éssignor and nor may the assignor chellenge
validity‘if the assignee brings action against him for the patent
he assigned. Lieensing of a patent involves the patent holder
maintaining his»interegt and granting the licensee an imnunity
from an infringement action that he would otherwise be able to
bring. An assignment brings.about a compiete transfer of.the
patent rights. 1In practice very similar neeults to an assignment
may emerge when the license granted is an exclusive one that goes
to the extent of excluding the licensor himself. . Neneéheless

with licensing being analogous to a hiring of "industrial property"

and an assignment donstituting its outright sale there are

" immediate legal differences and differences that flow through to

the way that they may need to be handled. In an area where competing
. ’ { N

!
I
!
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policy interests abound, the pol Ley head rthat may lead (o
patent licensing and patent assfgoment s boeing Creaged
ditfferently arises under the head of the iot vrest ihot e

public has in patears,

There may be reasonable policy prounds for cours
enforcing what appears to be a frecly entered contractunl
arrangement’ in the way of a patent license or patent assignment |
The question that nrisvs‘is the extent to which these policy
grounds should be permitted to overshadow another fmport anot

policy requirement: only pateuts that satisfy legislative and

~ common law requirements should be issued and allowed to subsist,

Vast sums are outlaid from the public purse in the attempt to

issue oﬁly valid patents but there is no practical possibility of

every 1ssued ﬁaten;‘bging a valid one. - The expense incurred in
attempting to approach what is probably unaéhievable, nonctheless -

reflects (or at onme time }eflected) an awareness of the mischief

that could be brought about by the 1ssue of piatents that were not

W

valid. Why then, does a situation arise In which persons who are

-y »

-very directly affected and have the knowledge and motivatrion to

challenge a patent are denied the opportunity to do so?

. The answer to this question may be found in

compelling public policy grounds that are based on other

bi(
considerations. "Some of these possible grounds are canvassed in

Chapter 3 of this thesis. The United States experience is
educating in this‘regard as the intensity of litigation is such

.
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that problems that are not frequently exposed in Canada have

been subjected to judicial scrutiny and policy considerations

5 ; L i - VAS
have been weighed. The case of Lear Inc. v. Adkins has had

m
[4j¢]
r

zat impact on the law In this area in the Unlited States of
tmerica and the policy grounds on whiéh it is based zve weorthy
of close attention. In this case, the traditional common law
rule of licensee estoppel was subjugated to the public interest’

_ consideration of permitting z challenge that may result in an

invelid patent being put aside. |

Lear v. Adkins saw the desirability of tapping

che potentiai for challenges to v?ﬂ dity from parties that could

. &
have a vested interest in a challefnge through being & licensee.
: /

An essignee, -through his ownership of the patent rights is

-

~

caught with his cun ¢o iLigEing interests in contemplating a

chellenge on vaelidiey 1f SUC?)Q challenge was cpen to him: &

©

succossiul challenpge may rob him of his dubious positicn zs
sider with orly 2 distant possibillity of o recovery

interest grounds

zasignor Lo awasition

g R TR T R PR o - g e
Jun along todmllar 1l to ¢ llcengees

ne velated to rhat of the sssignes. Turthermore

shable from o Licensces: orn

G B3I ENCY may oo

< -

395 U.S. 633 (19869).



3. Patents and Trade Secrets

Whereas a patent grant giﬁes the holder a right
to bring an action against ényone using the subject matter of
.ghe patent a holder of a tradé secret gains no rights with the
respect to thé gommuhiﬁy at large. An independent discoverer
of a trade éecret 1s free to use 1t. A trade secgetiﬁélder
geﬁerally does have rights, however, as against persons who have
learnt the trade secret from him.v Thié can lead to .a clash
wiéh competition law, mainly as reflected in the common law approcach
to contracts in restraint of trade. Whilét more subtle than the
conflict with freedom of trade provided by patent law, the
restrictions arising chrough trade secrets can have a signific;nt

impact in technologically advanced areas especially when the area

is controlled by a monopoly or oligopoly.

Trade secret law is the result 6f4common law
evolutions, seemingly with no clear starting point, ‘A search for
the source of trade secret law is embarked on- in Chapter*4 of this
thesis. The result of this search has not revealed anything
matcﬁing the source of the Hile but instead emerged with a '"'Topsy’

of undetectable parentage and dubiocus upbringiag with resulting

unpredictable ﬁraité.

The ;close relationship of the subject matter of

¢

tg comparigson of the

trade secrets with that. of patents prom

legal treatment accorded to them. This close relationship also

A R S AL RS 185 i A S it




leads to a choi;e»at times“being available to the holder of

a trade secret‘as to whéther he will attempt to mainéain its
trade secret status or make it the s;bject matter of a patent.

If the law was to reflect policy considerations one might hope‘to

find that the choice between maintaining a trade ;ecret and

o

making a patent application was influenced by -these legal
conéidera;ions 8o that the desired policy goals were atfained.
As it now stands, trade secret lav has emerged with very little

regard 'to the alternative that may be provided by patent law.

The alternatives cannot be overlooked because

patent 1aw policies as reflected in current legisla

-~

tion can be
undermiﬁed_by t;ade se;rgt law as tob ca; vério;; modifications
" suggested for paten} law, With respect to pateét licensing,
there is‘litfle point in advocating compuisofy licensing iﬁ
many fields if a license; will not be in the position to
exploit the license due to a lack of knowiedge of the trade
secrets that are related to the subject matter of the paﬁent.
‘Licenses that are negotiated between the patent holder and the
licensee canwhaﬁg a2 1life far beyond the initial patent 1if the
liceﬁsee is not permitted to use trade secrets‘felated to the
patent at the expiration of the patent term. - This i3 just part

of a problem that can arise when there is a license for the use of a

combination of patents and trade secrets in that any limitations



that may be placed on patents to avoid abuse of the ﬁatent
monopoly will be of little effect if the same limitations do

not apﬁly to the trade secrets.

As the law now stands, trade secrets are most
inadequately defined by comparison with patents. Not only is
there no requirement that a trade secret has novelty and lacks

obviousness in the patent sense, but also there is no
requirement that the scope of a trade secret Be;subject to the
type of definition that is necessary in a patent claim.

>

Added to this is the secrecy: that is necessarily adopted in any
trade secret litigation with the‘resulting difficulties that
this presents to an adequate preparation of cases and the

curtain that it places on sérutiny‘by interested and pbssibly

expert parties.

In Chapter 4, the accent is given to the manner
in which trade secrets affect the employer and employee
relationship. Much of the litigation that has occurred in the

field has arisen in dispuﬁes in this area and it is here that

the clash with restraint of trade considerations is most apparent.

Similar issues arise in subcontgacting arrangements and

licensing arrangements.

The obligations with respect to trade secrets
~ that may be explicit or implicit terms of the contract of
SN

employment are significant in licensing agreements involving a

package of trade secrets and paténts, because it is a commonly

&
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inserted clause in such agreemehfs that the licensee bind

his employees to secrecy. This affects employee mobility
and with it affectd the dissemination to the gociety at large
of the methods of carrying out the subject matter of a patent.

Frustration of this awaited advantage strikes at one of. the

main justifications for gfanting the patent monopoly.
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CHAPTER 2

l. Introduction

' - - " . o |
The effect of the Statute ol Monopollces ot 1623

was to render void all monopolies save those permitred for.”ﬁny
manner of new manufactures', Patent‘iaw evolved from Judicial

and legislative embellishmenﬁs on what constituted n_”manner of
new manufgcture” with requiremegté fgr guinin“;lhc Iiﬁitod mondpuly
for matters within tﬁis claséification being modifiéd asvﬁhe law
developed. Oﬁe could say fhaﬁ if-a patent'does not satisfy the
;requirehents~bf a valid patent,-it is not really a patenf‘at all
and it should féll back with the,reéidue of Qufpgftbd honopoiies
that the Statute of Monopolies was levelled ugufnsr.

Ié would be a most de31rable state of affairs for
only valid patents to be issued. However, with the limi;ed resources
of even the best patent offices of today, invalid pdtents will
continue to be’issued dQeAto Yimits placed on the lite;ntuie searched

for novelty and the difficulties of determing whether a full

description has been provided.
g :
An invalid,pafent may have very undesirable effects
from the viewpoint of the commbn law against restraint of trade and
the legislation that is deslgned to reduce restr1ct1ons on competition.
. A person who has an infringement action brought against him may take

_the opportunlty of challenglng the valLdlty of a patent and #f

successful in his challenge, free the area from the anti-competitive

1'21 Jac. 1 c¢.13,
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effect of the invaiid patent. This.possibility is generally not
available, however, if the person in dispute with the holder of
the patent happens to be a licensee under the patent, Similar
1imits apply to the assignee vis a vis the assignor. This resolt
emerges because’there is'a éeneral rule that a licensee or an
assignee is eetopped from denying the'validity‘of the patent.
There is also a rule with slightly differeht origins whereby_ah

agsignor ‘s estoppedhfroh denying the validity of a patent in a

confrontation with his asaignee.

Recently, in the United States of America the. Supreme
Court ruled that the estoppel rule should no longer apply. The
reason for this decision was heavily based on anti-trust considera-
“« - .
tions. In Cahada and England the legislation and tradition in this
field varies from that of the United States of America. Some

'parallels with the Supreme Court of Americ's approach will be drawn

in the next chapter.

The object of this chapter is to trace the development

of the estoppel rules with the hope of detecting their origins, The
accent 1s to be on the inter~party relationship with the broader

public considerations to be considered 1ater It may be that even

without the broader considerations there are good grounda for reform

of the estoppel rule.

i
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2. Early developgent ST , -

- v

The fifst significant case in the tleld is that ol

2 o _ )
Hayne v. Maltby. The approach taken by the members of the coart

is quite different from that adopted in later cises. It was

subject to passing discussion in cases over fhe next hall century,

e

but in later cases it was "distinguished” in all-sorts® of ways

until defendant counsel apparently despaired and it became buried
in the lists of footnotes in the standard texthooks.  As it may

represent the way the law .could have Heen, it will be examined in

some detail.

e,

v

The plaintiff was the assignee of one Taylor of a
patent for a machine that was used for manufacturing net. The
défendant had requested the plaintiff‘s permission to ﬁse one of

the patented machines and an agreement was enteregd hetween Lho
plaintiff and the defendant whereby the defendant was permitted to

‘. use the maéﬁ}ne; Theré were covenants by the defendant in the

agreement - that he would use the machine only in the manner QeSCribed

in the specificatid?s ana that for the tefm of the patent he would
ref;ain from using any other type of machine‘resembling the patented
machiné. The plaintiff brought an action'on the covonént apgainst

the defendant stating. in his deélatation that the defendant had used

machines other than ones covered by the patent. In response the

defendan "1 pleas and to three of the pleas-the plaintiff
demurred 3¢ demurrers "that the case came before the
Court A

(1789) -3 .. 4395 100 E.R. 665,

-
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"All_three:pleas went to the validity of the,ﬁatents;
In one plea thé defendant set fofth the letters patent which‘
stated a petition by the pétentee that he was tlic lnveﬁ}qr of fhe
machine énd contained the usual proviso that tﬁéy.should be void»‘
if the patentee did not enrol a specificatioﬁbof his invéntion in

Chancery in four months; the averment was that the patentee did

~not enrol the specification. In the next plea the defendant said

that the invention mentioned in the patent was not a new invention.

.In the last plea under dispute the defendant stated that the -- .

invention was not the discovery of Taylor, the patentee.

The plaintiff's counsel, arguing in support of the

demurrer, contended that the defendant was estopped by his deed to

- say that the invention was not new or that it was not discovered

by the.patentee. 'He aféuéd that whe;ever a party has entered into
a speciality he cahnot afte;wards Ee pépmigted to say that he
recéivéd no coﬁsideration for it, although he.ﬁay plead that the
consideration was illegai. It was suggested thalylf; in point of

fact, the Invention was not new that the defendant should have

repealed the letters patent by scire facias and then apply to the
Court .of Chancery to have the deed delivered up to be cancelled.
However, the defendant had by his deed admitted the plaintiff's

title and accordingly,‘as long as the term mentioned in it exists,

he was eétopﬁed»from denying it. The anaiogy wias drawn between this

situation and. that of a tenant who cannot challenge his landlord's

. N -

“title iﬁ*an action for rent.
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The defence argument apéeéféd to bé Laséd on three
grounds . One‘contention was ﬁhat a distinctidn had to bé drawn.
between preventing a person from averring against a record as
against going against the operation qf it. Accordingly, the
Aefendant ﬁay be estopped from deﬁying that\whigh {S“staggq.in the
;Héed, namely¢§hap”the_plain;iffs were 1in possession-bknéApdtéﬁf
’gégrthey.wére_nthésébéééd from denying tﬁe éperatioh’of it:'“

‘The limited néteé“éiven in;cbeArép;rf'éf the defence
arguments do not make the nature of the above-pgi;i.élear and as‘
this did nét‘aﬁpear to be'aﬁ.é}gument that was accepted by’the_gdurt,
perhgps little can be made of it. The impact of the argument may
be that denial of the plaintiff's title in the patent may noé Bg ’

permitted but that it was possible to argue the validity of a patent

- because this went beyond title.

i

The second ground of the defence argument was that
if the invention was not new the covenant made By the defendant was

~without consideration. -

What could be regarded as a third ground of argdment
was'based dn public pblicy. It was said tﬁat if the covenant was
not witgout consideration it was entered for ‘an illégal consideration
because.it was .in restraint .of trade. Ac;ordingly,"as.in Mitchell v.

Reynolds,3 the covenant being one withoqt consideration or.in restraint

o2

of trade generally is void. Alternatiﬁély,ﬁthe public policy aspect

i

3 (711) 1 . Vms. 181

4
- /‘
o
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-
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® .
could be'directed against the 1issue of estoppel because it wag
argued that estoppel should not be applied to defeat a public

poliéy issue,

In finding {n favour of the defendant ) 1t was the
. ©

consideration aspect that received most direct attention. This in
itselfvcould be seen as reflecting a concern for public policy. The

broader public”policy issue of opposition to restraint being placed-

- O the use of something that ‘was not the subject matter of a valid

<«

s patent 1is only implied in the judgments. o

- . &

Ch The Chief Justice, Lord Kenyon stated that the
0 @ e .

plaintiffs had purported to bestow rights under the patent to the

_defendanﬁ when.in fact there were no rights that could be bestowed.

He said,

- "...notwithstanding (this).... they still

- insist that the defendant shall be bound by

S his covenant, though the consideration of it

el - is fraudulent and void. This is not to be

’ e constdered as a covenant to pay a certain

‘'sum in gross at all events; but to use a
- . machine-in a particular way, 1n consideration
; ' -of the’plaintiffg having conferred that
interest-*on the defendant, which they professed
to confer by the agreement > Now, in point of
‘donscience it is imposgible that two persons
-" can’entertain different ideas upon the subject.

) o But it s said that, though conscience fails,

T e ‘the defendant 1is eétopped in point of law from
saying, that the platntiffs had na privilege to
confer. But the doctrine of estoppel 1s not ¥
applicable here ....Who is estopped? The person,

“°. supposed to be estopped, is the very petson who _
has been cheated and imposed upon.” f -

4 3 T.R. 441. o

¢
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Ashhurst J. distingﬁishes the situation from that

where a tenant cannot deny his landlord's title "for he has a

meritorious consideration." He stated .

"But this i{s a case of a very dlfferent
kind. The plaintiffs use this patent as a
fraud on all mankind; and they state it
to be an invention of the patentee, when in
truth it was no invention of his. - The only
right conferred on the defendant by this
agreement was that of using this machine; .
which was no more than that which he, in
common with every other subject, has without
. any grant from the plaintiffs."

Buller J. made a similar approach to the question.

He said
T . :
"(the plaintiffs) came to an agreement with
the defendant, by which they covenanted that
he should be at liberty to use the patent machine,
of which they were then in possession, provided
he would use it in the manner therein specified;
in consideration of which he covenanted not to
use any other machine. But 1t is.now discovered
that they had no such right, and therefore the
defendant has not the consideration for which
he entered into this covenant."

Grose J. concurred with the other members of the

Ve

court without stating reasons.

It is noted that both Lord Kenyon and Ashhﬁrst J;
mentioned the word ﬁfraud" in their judgments. This has been squect
to attenfion in later cases. It 1s-noted, however, tﬂ¥t defence
coqnsel did not make any direct references to f;aué&leqt activities
and it seems that when Qsed in tﬁé judgments the term was not to be

given- the connotation of a deliberate'falsehood that -was calculated

to decelve. Nowhere in the judgments is mention made of a distinction
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between an innocent and fraudulent claim of patent validity.
It would seem that "fraud" 1s being used in an analogous sgense to
"Fraud against the Patent Office'" as used in the United States of

America today 1.e. a deliberate deception 18 not essential.

In all three jUdgments,imentioﬁ islmude of the possible
parallel to a tenant being estopped fromfdenying his landlord's title.
Becauéevthis pafallel has received very heavy service in later cases,
the treatment given to it here is of interest. It is pointed out
thaf the tenant's estoppel only applies whilst the tenant continues
occupation but sﬁould hg be expelled by a person having a superior
title, he may.plead the issue of the title. The invalidity of a

patent is regarded as equivalent to an eviction of the tenént.

Counsel for the plaintiff cited in support of his'
estoppel argument anA%?rlier decision of Lord»Kenyon in Oldham v.
Lan; ead.5 In tﬂé%lgase action was brought by the assignee against
the patentee who had‘iater denied valiaity. Lqrd Kenyon distinguished
that case on thevbasié that Estoppel byrgeed could operate wﬁen the
persén estopped was the person who had conveyed the interest in the
patent but then sought to deny his having had title to convey. That
was not a situation where thé person estopped was the véry one who had
been "cheated and #mp@sed on". The manner in which this case is
4'distingu18hed strongly impliesAthat it is the failure éf consideration

that lies at the hecart of the decislon. Alternatively Hayne v. Maltby

may be contrasted from Oldham v. Léngmead on the.basis that the °

defendant Maltby was not seeking to derogate from his own grant when

5 " . . o
sittings after Trinity 1789. Unreported.

P
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he sought to challenge the valid Lty of the patent. Viewed
in that light, the lack of consideration aspect may be just
part of tne public policy lfsgsue and not as the core of the

decision.

In Taylor v. Hare o » the next reported case {n the
zlfe;l, congideration recelved much attention but ITts treatment warled
substantially from the approach made in Haine v. Maltby. There is
no mention of Hayne v-bMaltby In the judgments and the notes on the
arguments by counsel for the plaintiff do not mention any cases. The

court did not call on the defendant to argue.

There was no direct mention of éstoppel in Taylor wv.

“Hare. The defendant was the patentee of apparatus for preserving the
essentiéi oil of hops in brewing. He entered an agreement?Qith the
plaintiffs whereby the plainttffs were to be permitted to use the
invention for the residue of Itg 14 year term - a perlod of almost

13 years - with the plaintiffs té pay a One Hundred Pound annuity

for ;he privilege. A bond was giveﬁ by the plaintiffs, conditioned
for the p;ymenf of annuity. The plaintiffs used the invention for
almost fourgand one-half years and made regular payments amounting

to Four Hundred aﬁd Twénty—Five~Pounds when they discovered that tgé
inventioﬁ was not ﬁew in that it had been invented and p;blicly used
in England by another party prior to the pafent being taken out. -The
plaintiffs brought an action for the recovery of the Four Hundred>and
Twenty Five Pounds . It 1s mentioned by counsel for/the plaintiffs
that the defendaﬁg had already failed in an action on the bond in

, L

® (1805) 1 Bos. & Pul. (N.R.) 259; 127 L.R. 461,
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feiled in his earlier ‘action. Presumably the plaintiffs had lLzen

- &

ermitted to challenge the validity of the patent. Th

ie)

have been in accord with dayne v. Maltby.

is would

On the action for recovery of the amount earlier pald

thei(Jurﬁ of Common Pleas non suited the plaintiffs on the basis that

the plaintiffs had recelved the benefit for which they

’

The. Chief JUaLiCe, Sir James Mansfield made an implited

reference tc

nistake. He saidl:
“...two persons equaliy innocent make a
bnrguin about. the use of a patent, the
betendant cuppuuing himself to be in
possession of a valuable patent-right and
the Plaintiff Supposing the same thnw.
Under thesc circumstances the latter ogrees
to pay the former for the use of the
invention, and he has the uzse of it:
fon constat what advantage he made of it
for any thing that appears be may  finve
. /
nade conslderahle profic.”
.,
L
ti
TR SESh

o ouse o

iy monoy,
Celerances oo

DU ¢ o v s Ny e o B than erxeloadis
o ponaivd Bppest Lo o, deilberate Of The woy thar
Boealey o L ne defendont s wistolke would appear Lo be
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an irrelevant o6ne. The Chief Justice's approach would seem
to rest on an exdrcise in construction of the agreement whereby

he concludes thét there was no implied tefm_that the patent was

valid.. A

A What is of main interest in the Judgments ts the way

/

in which Con31deraL101 is seen to flow from gr ating the right to

uce an 1nventlon notw1thsLand1no the fact that the 1nvent10n was not

embraced b; @ valid patent and hence it was available for everyone

‘the remarks of the Chief Justice quoted above, it ig said

)
i

that the plaintiffs ' 'may have made considerable profit" from using

. .
the invention. This would appear to be an irrelevant factor given
the possibility of anyone else also being able to make considerable
profic from exploiting the same thing.. Perhaps the conslderation ig

provided in a2 more subtle way for 10’(hlef Justice alse sald:
. C el '

"In consideration of a certain sum of money,

the Defendant permits the Plaintiffs to make

use of his invention, which he would never

have thought of uzing had not the privilege

beer transferred - hiim."

This may be a satisfactory answer ii

>wn that the patentee

ovided advice, chicouragement and other personal servie

25
dell as the patent lcence s but there i no indicarion tiar thilg
wag thae case,
AT in all, the approach Lo consido ation scems
confused.  Hesth 7. grasps cthe landlord aod convnt araviepy and poiats

70 the possgible injustice that would arisec if o tenant could recover

rent previously paid if he should ar some time be evieved. This would




be unacceptable, in his view becausé the tenant "has taken the
fruits of the land". Heath J. dpes not see that a more apt

analogy to the licensee of an_ invalid patent would be a tenant

who was let public land which he could use with no greater
effeqtiveness than-any members of thé phblic.‘ The court in Hayne v.
Malth was capable bf’noting the sophiética;éd-différence between

an in?alid patent and a flaw in the title of real property but that

N b
insight became lost.

Chambre J. was concerned at the great inconvenience
that may arise if royalty payments had to be returned if a patent
should be found invalid towards the end of its term. He did not
address himself to the alternative source éf inconvenience‘thatﬁmay’
emerge 1if the holders of iﬁvalid patents could extract from them the

csame advantages as the holders of valld patents.

o

An igsue that is not canvassed by thé court is what
should occur if the 'defendant should later sue for royalty payments
‘for the éigﬁt and one half years that remainedvof the inftial term.
Much of the dicta would seem to indicate that the dﬁféndant would
succeed. Ti iz to be?;egalledﬂ ﬁowevér;;tﬁat the defendant had
already failed in his actionrfoﬁ the bond when the validity of the
patent had been put in issue. In order to bring inta some harmony
the results of the contests berween Taylor and Hare, it would seem
necessary to give a narrower scope to the dicta tﬁan would be given
to it on first impression. It could be put thié way: A licensee

should not be able to recover royalty payments that are paid for a’
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period when the patent is not known to be invalid; some
consideration is provided in a license before there is a
declaration of invalidity because although other; may have been

free to use the invention embraced by the patent, they are memt
A RY /

- - 3

likely unaware of this and hence will remain outside the area.

The above interpretation is in}acc}rd with the
landlord and tenant gnalbgy if thg,licengee hapy--us to enjoy an
absence of competition from persons‘Qﬁé‘ate not licensed under the
patent. Unsatisfactory as this upprndch may be, cdpecfally In
situations where there is strong invasion of the market due té the
possibility of -the patent being invalid is a matter of notoriety,
it is seen as providing a better approach than that indicated by‘
giving the judgments the‘wide scépe that their wording implies. As
will be discussed later, the suggested approach is broadly in

accord with that adopted in the United States of America some 150 years

later, although quite different reasoning was to support it.

The landlord and tenant analogy was subject to analy sis

by opposing counsel in argument before the Court of King's Bench in
~

> ' 8 '
the case of Bowman v. Taylor. Hayne v. Maltby and Taylor v. BHare s

were béfh discussed and 1t was argued by the plaintiff that with
landlord and tenant an eviction had to take place and aécordingly
with a licensee of a patenﬁ it would be neceséary:for there to be
the equivalent of eviction, eithey by recall of the patent or by its
open invésion and that this would have to be pleaded for a licensee

to have a defence to action by a licensor for royalties. Only one

8(1834) 2a.c. &E. 279: 111 E.R. 108.




jﬁﬁge, Patterson J méntions eviction9 and he does s0 in passing '

- « £ w <

m . fv
“fh bhet‘he regarded it as unnecessary to comment on” ite in, the light

of his conclusion resting oﬁ‘nnothcr ground. The yono ral quoetion e

of consideration, from which eviction may be seen as flowing, 1is

not mentioned in any of the judgments.

The notewopthy aspect of'Bowmanlv, Taylor is that
it 1s the first case yhere it was held that estoppel eouid operate to
prevent a lieensee from challenging the validity of a patent. Tne
indenture entered Hy the,defendant'had commenced by reciting that the
plaintiff had invented certain improvements in the construction.of
loons fep weaving and that he had obtained His Majesty's letters patent
containing a grant to the plaintiff, hisﬂexecutofs, etc. for‘his sole
use of the patenp. It was argued by counsel for the gefendant‘that the
general approach to estoppels was that stated by Lord Coke and tnnt'they
were "odious, and not to be construed or raised by implieatiohﬁ and that

among'the rules laid.down in Co. Lit. 352(b) are these:

"Secondly, that every estoppel, because it
concludeth a man to allege the truth, must
be certain to every intent, and not to be
taken by argument or inference. Thirdly,
every estoppel ought to be a precise
affirmation of that which maketh the
estoppel, and not to be spoken impersonally"
~ "Neither doth a recital conclude,

,because it is no direct affirmation

Counsel in applying these stetements argued that the indenture had
stated that "whereas" the plaintiff had inveuted certain improvements
.and therefore this was an‘impersonal statement and a mere recital and
would not be accepted by Lord Coke. Further, the statement that the

S1bid. p. 294.
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plainciff had "invented" was not sufficdently certain to meet the .

defendant's pleas that the matter covered in the patent was not a

new invention and that the plaintiff was not the - first or true

inventor. The argument was made that "invented" could cover,SOmethfng
that had been invented fifty years ago and been subject tozprior
ﬁublic use and should this be the case, the defendant could not be

-

estopped from making his pleas. . -

- 0

L)

The court rejected the above arguments and held that o
estoppel applied. Lord Denman C.J. and Patterson J. took cognizahge of

lord Coke's statement but held that a reclital in a deed could act as an

estoppéi:, Lord Denman did so on the authority of Lainson, Executor of

a lease was said to be

Griffiths v. Tremerelo where the annﬁal reht’for‘
part of a recital; Patterson J. considered that if a recital was

inseparably mixed with the opegative parts of a deed, as he regarded it-
as beiég in thiériﬂstant, then it could estop denial. '

\

r

Taunton, Pakterson and Williams J.J. all considered
that the statement tﬁat the p]aintiff had invented the improveménts
indicated with sufficient certaintyvthat the invention was new and.that
the plaintiff was th first or r%uv Inventor.  dlayne v, MnJ}by had hvnn_
str&nél& argued by the defendant but this case was distinguished on the
ground that in that case, the recital had'contained no assertion. of

" right in the licensor other than being assigneg of the patent.

The way in which Héyne v. Maltby is distinguished

is an example of distinguishing’’on the facts with.v;rtually no regard

1001834) 1 A.. & E. 797; 3N. & M. 603,
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"y

given'for'the theme of the judgments. Estoppel was reJected in that

“‘case without any indication of the rejection turning on fine points

of construction. Perhaps what this does do is indicate that if indeed

Bowman v. Taylor'was good law when the decision was delivered it stands

only for the proposition that estoppel only arises on matters stated.

~in the licensing agreement. Therefore, on a strict following of the

decision if the pleas

had challenged the . valldity of the patent on

other grbdunds, then such plens would have to hu‘vntvrtnlncd. That

is, the decision cannot be regarded as authority for the proposition

‘that a licensee may no

An e
.-1s to be found in the
authorities appear to
entered an agreement'
‘was recited that the
in furnaces and alone
‘total of five other re
of Four Hundred Pounde
various other percenta
to the others the def
within certain limits.
defendant for payment
To this the defendant

and pleaded that it wa

to the public use ther

"(1839) 5 M. & w. 698;

t chalienge the validity of a patent in any wa?.
nphatie returnf;p the theme of Eaxne_v..Malth’
case of Chanter V. Legggll, a case thgh latern
overiook In this case, the'plaintiff and nthers
not under.seal with the defendant in which it
plaintiff had obtained a patent for an»improvement
and -with the others had obtnined patentq in .a
1ated§5atents; it was agretd that for the payment
a'year/ae‘consideration to the p]aintiff and
ées of profits on matters covered in other patents
endant was to have the eAc1Uine use of the patents
Later the plaintiff brought an action against the
of the half yearly amount of the Four Hundred Pounds.
set out the patent for the improvement in furnances

S mot at, the time of the grant a new invention as

eof in England and therefore the grant was void.

151 E.R. 296.
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On-the plaintiff demufring to this plea the case was heard by the

12 ' :
Court of Exchequer, and upon Lord Abinger C.B., on behalf of the
court, finding iu favour of the 'defendant the plaintiff was taken by

writ of error in the Exchequer Chamber.: Tindal C..J. on behalf of that

court, affirmed the decision of the Court of Exchequer.

On the vital QUestion of consideration, Lord Abinger
C.E. and Tindal C.J. expréssed themselves in similar terms. Tindal C.J.~
stated13 that as the matter rested on contract aﬁd no-dnterest had

passed to the defendants, the defendant was in no way‘esfdpped-fpom>

showing any failure of the consideration for

2

his promise‘to pay the
-anpuity to .the ﬁlaintiff which may be sufficient to bar the plaintiff of
\ £

'His ac;iogt Tﬁe plaintiff had argued-fhat even'if one patent was Qéid'”
there was still cbnsidera;ion provided by the defeﬁ@?&t;éuenjoyment of
the.other five patents to whiéﬁ.nquhalléﬁgg hadvbeen made. On this 3
basis, it wés contended»that the defendant was boﬁnd tb'pay the annunity
'éAd“bfing avcfogs action for-dé&agéé‘in;reSpegt of the one void patent.
This érgument was also rejected in both conts 1;’Lﬁc'light of there
being no 1ﬁd1cation in the agreement that.the ;onsldurution had been
divisible with apportionment accordingly being available. As the

consideration under the agreswment was entire, a failure of consideration

for one patent was a partial . failure that led to entire failure.

No doubt it was in accord with the laissez-faire

notions that became the convention of the 19th Century with the resulting

strong support given by the courts to upholding all contracts that gave

rise to the next phase of ‘development in the patent licensing and

12 ’
(1838) 4 M. & W. 295; 150 E.R. 1440

13 5M. & W. 698; 700.



assigning field.' The declsions in which pleas of invalidity had

been upheld began to fade Witﬁ only the occasional lip service being
given to theirYexistence. The limited basis on which pleas of
invalidity had been denied in earlier cases were virtually disregarded

as rejection of these pleas became almost automati<

anee distinct, albeit related, grounds for rejecting
‘ipleas of invalidity began.to gain coherence: ?irst 'any recital in a
Tdeed that related to patent rights tended to be construed as a recital
whereby full patent validity had been accepted and- henceﬂdenial of

- validity on any ground was said to be estopped; secondly, in any licensing
arrangement , whether it be by deed or ordinary agreement was viewed as
being exempt from attack on the basis of failure of consideration if it

" was not also~shown that the licensee had been "expelled" i.e. actual
expulsionifromloperating in tne field was required and aimere
_deﬁonstration that others werekalso exploiting the field did not suffice;
‘thirdly, in a disguised form of the consideration argument popularity
was gained for!construing licensing and assfgnment agreements 80 as to\wx
exclude -any construction of the agreement that would make'it an implied

term that the patent was valid. The emergence of these.approaches will

. now be discussed 1in greater.detail.

The case of Cutler v.:bower<lé involved two deeds.

Q

'By the first ‘deed the-defendant was granted an exclusive license to

make use of & patent that embraced the construction of tubular flues of

steam boilers with a covenant by the defendant to pay a set royalty for

e
SN

Y (1848) 11 .B. 973; 116 B.R. 736.




every ton of flues manufactured. In the later deed there was a ]
recital of the first deed followed by a covenant by the defendant to pay
Two Thousand Two Hundred Pounds (by installments) for the assignment

to him (through a trustee) of half the patent rightb with half of the
Vroyalty payments due under the first deed to go with the assignment

The plaintiff brought action for failure to pay the royalti;s under

the first deed and failure to make the installment payments under the

second deed The pleas by the defendant were ba«td on lnvalidity of

the patent.

Lord Denman‘C;J. in delivering’the‘judément of the

Court o%»Queen‘s Bench made light of the distinction that the defendant
'vattempted to dray;between_this case and that of Bowman v. Taylor. It
was argued that in this case no specific mention was made in the deeds
between the parties as to the.plaintiff being the inventor of the -

4 : .
. invention covered by the patent » Further, even if estoppel did apply
to Dleading that the invention was not new and the plaintlff was not
the first inventor the defendant should not be estopped from denying
that the specification did not suppert the patent (i.e. the invention
was not fully described) Lord Denman said that 1t was not necessary
to decide this point because the court was of the view that the judgment

~must be for the plaintiff on other'grounds. -

The other érounds then selected by Lord Denman have
a curious similatity to the ground on which decision was deemed unnecessary.
He held that the,defendant was bound to pay the royalty payments stated
in the first deed because there had been no eviction and hence no total

failure of ‘consideration and the royalty was due "whether the patent was
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valid ‘or not, as (the defendant) would be estopped in an action upon
that deed from denying the validity of the patent" 13 With respect

to the payment of the money for purchase of the half share in the patent,
as covenanted in the second deed, 1t was held that this was to be

regarded as a "mere covenant in gross for the payment of money" which

 was wholly independent of any covenant that may be made by the plaintiff.

Lord Denman concluded his Judgment by mentioning with
regpect to the assignment that' "each party may recover against the other
for a breach of their respective covenants nl6 Nonetheless for thie
particular action he concluded that the 1nvalidity of the patent as
stated in the pleas, afforded no ground of defence at law for the\

covenant in question. How much this case rests on the intricacies of

Ppleading is not knqwn. Possibly the defendant could have brought a

successful action against the plaintiff for the breach of one of the« -
clauses present in the second deed whereby the plaintiff covenanted the
validity of the patent. The way this, covenant may have affected matters
is not known as this aspect of the case does not appear to have been re-

membered., .

Lawes w. Purser,17 another case decided in the

Court of Queen's Bench, provides a slight extension of Tazlor V. Hare.

In Taylor v. Hare, the plaintiff was the licensee who vas seeking recovery

of royalties previously paid on what was dis covered to be an invalid
patent. By contrast, Lawes v. Purser had the more familiar action by a
patentee’for royalty payments of 10 ahillings per ton that were said to
be ‘due under a license for manufacturing manure. The defendant®s plea

Brvid. p. 9ss. T .
'%Ibi4. p. ogs.

17 ' "
(1856) 6 E.L. & B.I. 93Q;§ 119 E.R. 1110.

L1
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that the patent was invalid was held to be bad on the grounds that
the defendant had operated under the license and therefore, there

was no failure of consideration. As In Taylor v. Hare, the argument by

the licensee that everyone was f:eé to use the subject matter of an
iﬁvalid patent was not taken up by the court but instead it was.

suggested that the absence of any allegation of eviction of the

/

|

licensee made the plég of invalidity bad.’ —

I

' There is a comment by one of the judges in Lawes

.v. Purser that would appear to put a halt to a full extension of

Taylor v. Hare. Erle J. suggests 18 that licensees who came to the

.view that a patent wfé-invélid should give notiée to the patentee

tﬁat the validity oﬁiﬁhe patent'was disﬁuted aﬁd hencéforth.they would
use the invéntion in their own_(ight and not under.the permission of
‘Ehé patentee. He thinks that,fperhapé" on anQ'action‘on,tbe égreement
for subsequent use fhe in&alidigy of the patent might be a défence.

~

A final comment on Lawes v. Purser relates to the

interpretation placed on earlier cases: Boﬁman v. Taylor was cited. in

favour of the plaintiff's case, but Wightman J. interjected to state

.t

that that case turned entirely on estoppel by the deed (a deed was not

used in Lawes v. Purser); Hayme v. Maltby was representéd as a case

turning on fraud. and also turning or the point which was alleged té be

the basis of Chanter v. Leese viz. a mere executory contract. This

categorisation of the contracts in the earlier cases being merely

1

o

executory 18 a misleading exercise iﬁ semantics. Hayne v. Maltby‘makes

no specific mention of this factor. In Chanter v. Leese, there 1s a

Y81p1d. p.936



passing reference to it but only to contrast the agreement with one
in which. there 1s an outright assignment. The nature of the agreement

in Lrawes: v. Purser does not seem any less an executory contract than

in the earlier cases. The "executory" categorisation could be given

to the Lawes v. Purser agreement as well, if the court took the same

approach as in Chanter v. Leese and considered 1t to be necessary
for the licensor to provide a valid patent before any obligation fell

on ;he licensee to carry out his covenant.

In a significant case involving the assignment‘of

/
patent rights a different tack is taken in Hall v. Condor. 19’.Rather

than being concerned with estoppel or.with a direct analysis of has .
consideration, the Court of Common Pleas analysed the agreement und<:
which assignment ofJeApatent took place and cbnclnded that there was no
implied warranty thetbthe patent was valid. The assignmene was for half
of the in;efest in an Enélish patent related to the preVentiqnfef boiler
explosions. The patentee had already assigned away the other half to

another party. The agreement was expressed in a memorandum of agreement

that was couched in quite informal terms and much of the argument in the

cage centred on the issue of whether the Two‘Thousand, Five Hundred Pounds

sum mentioned in the memorandum was due or whether appropriate part payment

had already been made. The defendant assignee was unsuccessful in his pleas

relating to payment and accordingly much of the argument was on the

defendant's plea relating to the alleged invalidity of .the patent.

% (1857) 2 C.B. (N.S.) 22; 140 E.R. 318
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: . 20 . .
Williams J.77, In delivering the judpgment of (he
i
court, reviewed cases Involving the sale of chattels.  He coneluded ’
that the law velating to the sale of ascertained chiatte o oo thoat

there was no implied warranty of either title or quality unless there
were circumstances beyona the mere fact of a sale from which i1 may
be implied. By analogy the contract for the sale of a molety of
patent, being an ascertained thing could have no implicd warranty unless
some other factor was present. An analysis of the relative knowledge

. N \ . . .
of the parties was wade: Whether the invention was worthless and of

S

no utility to the public, this was as much with the knowledge of the

Vi

N o .
defenddnts as the plﬁpntiff and therefore, no warranty could be implied;
on whether the inventién was new and whether the plaintiff was the first

. and true inventor the same conclusion was reached! Accordingly, as no

warranty could be implied, the basis of the contract was merely to

place the defendants in the same position as the plaintiff with refereﬁ

to the patert.

i,

teay

Only one earlier case related directly to patents was
mentioned inm argument and in the court's decision, that of Chanter v.

21 o
Leese. " it was distinguished on the ground that the plaintiff in that

‘case had contracted that the defendants should have the exclusive righté'

under the patent and hence "there was no doubt as to what the parties
contracted for'. Williams J. makes no analysis of the decision itself
in Chanter v. Leese ~ the exclusive nature of *“he license receives no

' . D2 .
direct attencion in that case - nor does he canvass the possible result

201 h14. pp. 40-42, : 5 . e

21Supra‘note 11.
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In the development of the law sketched so far,
different grounds for»rejectiﬁg pleas of patent invalidity are seen.

Gad Limliaziions Lugea on

sne ol thase s€2ms Lo have
it. A case 1n which lawyers for the defendant appear to have taken
the best of precauticns in avoiding the stumbling blocks presented by
ezrlier cases to successfully pleading invalidity is that ‘of Smiith v.
25 . ; L,
Scott. This case cannot be regarded as a landmark decision in

itself because it stopped at the level of the Court of Common Pleas

and in the years to follow the decisions of higher autlicrities tended

to put it in the chadow. Where it is of main interest is that it

disregarded the reasoning that supported earlier decisions and emerged

as a warning to anyone whose faith in stare decisis may pe coming a

little intense. it certainly appearad to put defence counsel ia a
very defensive mood indeed in later cases where patent invelidity was

sought to be pleaded.

In Smith v. Scott the plain:ii7, who had obtained

lavention to do with improvementis In tho manufoc

of wlre vog hed entered o deed whereby the defendans vrs zranted an

exclusdve license o wvork the patent. Uhen the plaivn 77 Liough:  iion

<

payments that the defendant had « ovormited

the defené?nt made variouz pleas,

to by the plaintifi and were put Yo, the court.

[

twe oo uliich wers demurrad

-

Under one plea the defendant stared rhot (he

and the defencane did not tae Une erclusive
/ )

the deoed.  The other ples wor o oale iTar formg -

e M A R e 505 A T
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to that of Hall v. Condor - that the invention was worthlegs, of

no utility, not new and that the plaintiff'was'not the true and firgt

s = . E i o~ S 3 N . “ v
inventor - but added to the Hall v. Coundor form 0z words Mthat she

plaintiff knew (of this) and the defendant did not -and had. no

.

notice or knowlndge thereof."

The way in which these pleaaings vere drawn would

seem to be no accident and the resume given 1in the report of the

argument of counsel for the defendant indicates that adoption had been

ey

nade to favourable authority and unfavourable authority wag being

anided._ However, this wag unsuccnssful The judgments of Williams J.

and Willes J. effectively overlap with that of Byles J. adding nothing

of substance. The following is noted on their treatment of earlier

authorities:

10 Hall v. Condor and Smith v.,Nééle vere accepted as being

authority for rejecting¥ﬁ‘, i&ond plna without zny note

being taken that Hall V. gggdor had been baaed on a lack

of {mplied warranty that;the patent was valid; in thar

cage, 1t will be rec&lled, the lack of gvperior Incvledge

avallable to the plaintiff was invoked z- a teat thot

ird*ratﬂﬂ 0 dmplied varranty of wvalicicy y in the i cane

cage, that superior knowlédg; ig o« ded.

ESY -Lawes v. Purser iz also taken ao autho’ v for

rejec “ing the second plea without any regavd for the Ffact

i s i .
that in that co. "enjoyment” of the 1:cense wvag the

j - s ' R
i material aspect that led to rejeccion of the plea, yet
/

A ‘MMK ~“**“x S
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in the instant case, it was specifically pleaded in
the first plea that th~ Jdefendant did not take or

have the license.

(111) Chanter v. Leese 1s noted as a case in which the plea

Gf/lnﬁalidity of a patent was accepted wiih respect
to‘an exclusive licence on the grounds,qf complete
failure of consideration, but was distinguished on

the ground‘that failure of consideration did not apply
in the instant case because the agreement was in the

form of a deed.

(iv) Hayne v. Maltby is noted but only in passing in that the

part of the judgment of Taylor J. in Bowman v. Taylor

’

f;‘whefe Hayne v. Maltby was discinguished is highlighted.
| This is the passage in whiéh'Tayior J. polnted to the
estoppel t@gt arose due to the plaintiff in thet case
.being describéd in the recital ' to the deed as having
"invented" the invention and contrasting it with Hayme

v. Maltby where the plaintiff wasz described only as the

asslignee. This portrayal of Bowman v. Tavlor is not
continued, however, becausé¢ there is pno mention of any
recital in the deed of the instant case that msy Infer

salidity of the patent.

What emerges from Smith v. Sceit through “ts

jumbling of authorities seems to be an inflexible rule that 'when the

licensing of a patent occurs by deed there will be no opening for



o
i Y

the licensee to challenge validity, with the possible proviso
left by this and earlier casés that proof of fraud may give
grounds for challenge. The earlier authorities shcw an adapticn
of broader principles derived from the general field of law, but

this case lends the rule an autonomy from the general field.

Noton v. Brook926, a case of a license granted

under ordinary agreement, did not share the subtle drafting of

pleadings uged in Smith v. Scott, and seemingly due to the absence

of anything implying validity in che agreement Hall v. Condor was

applicd by the Court of Exchequer without comment.

. Emergence of what may at first seem to be nearly

an absolute rule of estoppel against challenge by a licensee of the
0 i
validity of a patent is to be found in Crossley v. Dixon27 a decision

of the House of Lords. In this case there was no chance of festihg
the decision on the impact of a deed because the licensing agreement
was entered verbally and its nature was so vague that the defendant
eve éenied,that the agreement amounted to a llicense. It was alléged
by the appellants that they haé'verbally agreed to grant a license

to the respondent to use carpét‘looms‘that were covered by a'number
of patents_that.had been acquired from various SOUZCES; The |
respondent was to be free to acquire the locms from any source
provided he pald a stipulatéd ro?alty. In the event, fhé regponcent
made an outright purchase of for;y—one looms from the appellaﬁﬁs and
paid royalties on their use. Tﬁe regpondent later purchased tweniy-
three looms from a third party. The appellants alleged that these

26 (1861) 7 H. & N. 499; 158 E.R. 569

2
/ (1863) 10 H.L.C. 294; 11 E.R. 1039

e
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looms ﬁeré an infringement of the appellants' patents. An order

was made in favéur of the appellants by the Vice Chancellor which,

on appeal, was var%gd by the Lord Justices and it was on the

variation that the apﬁellants took the case to the House of Lords.

In effect the iésue to be résolved was whether action under the
alleged license was appfopriate or whether only infringement
prpcéedings were available. This was necessary.because the defendant-
- respondent had denied hé was a licensee, questioned the vaiidity of

the patents and also asserted that the looms that he had acquired

elsewhere did not fall within the scope of the patents.

Many of the cases that have already been discussed
are mentioned in argument by counsel but their Lordships' judgments are

noteworthy through the absence of any cited cases. The LordiChancellor,

. Lord Westbury, assert328

"...the first contention on the part

of the Respondent 1is this, that
notwithstanding that reiation (of
licensee) continues, he is at' liberty
to deny the title of the Appellants
to the ownership of the inventions, for
‘the use of which he 1s thus paylng a
royalty. We are all very well aware
. that that is a proposition inconsistent
" with law, as i1t would be equally
inconsistent with the ordinary reason
and good sense of mankind'.

The only further comment on this aspect of the case is made by

\

Lord Chelmsford who stated that there can be no refusal by the

defendants to pay the royalties because '"He cannot act under the

28 b 14. p. 304.
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agreement, and, at the same time, repudiate {t". Tt was the

continued payment of royalties on the looms purchased from the

eplaintiffs that Lord Chelmsford regarded as clearly establishing

- that a patent licensing relationahip-e‘xisted,29 but details of

the nature of that relationship were“regarded as having no impact

"because he says:

K "It ie unnecessary to consider very
closely what was the exact character
v of the agreement between the parties"

On 1issues relating'more to fact than law,
the conclusions reached by the House of Lords were that a
licensing arrangement existed and -that there had been sufficient
evidence presented to the Vice-Chanctellor for there to be a
finding that the looms acquired from the third " party fell within
the scope of the patents. As, on a question of law, the validity
of the patents could not be denied by the defendant royalty
payments were due on the looms. It was at this poine, however,
that the House of Lords hade.a most significant variation fo the
ordef}ﬁade by the Vice-Chancellor. The Vic.-Chancellor had
declared that the defendant was not entitled to use any machines
constructed 1in accordance with the plaintiff’'s invention without
paying the royalty. Their Lordships modified this declaration of
non-entitlement by ordering thaf the defendant vas not entit;ee to
use the machines 'during the continuance of the agreement between

the Defendant and the Plaintiffs".

29(1852) 15 & 16 Vict. c.83, 8.35 which deems the patentee to be the
exclusiw s proprietor of all interests, licenses and privileges
unless ancéssignment or license 1s recorded in the patent Register
was overlooked by all as it 1s clear no registration was’ made.

e o o o A o T e 22 o L 20, TR St i b
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The-reasqn.for this modification of the order
'is-that the defendaﬁﬁ'waa-said to be.prevented from denying the
validity of Lhe patents only whilst he was operating under the
aéreementa The Lord ‘Chancellor says that |

‘ "(The) license being the foundation of
i\ - the claim, and of course determinable
D o by the Respondent at pleasure, if he
~ chose t~ put an end to that license, it
follows that the present- Appellants, 1if
he continues to use the machines must
treat him only as a person- infringing
their patént right." 30

And, similarly, Lord Chelmsford said
"He may, 1if he pleases, put an end to
the agreement, and he may use the
machines which he has- purchased from
the Plaintiffs; but he must do so at
his peril; he must do sc under the
liability to be treated as an infringer,
and to be subject to an action for
damages for that infringement." 31

This puts matters in a di fferent light to

estoppel by deed. Under Bowman v. Taylor 32, where the recital

in the deed was held to estop denial that the puténtee had
invented the subject matter of the patent, that estoppel would
appear to gtill apply even if the licensee purported to terminate

the agreement and face the patentee as an alleged infringer. " The

case of Carpénter v. Buller 33 that has been mentioned in some of
the patent cases would not have assisted in those times, at least.

1414, p.308.

3-?LIb;i.d. p.310.
325ubra note 8.

3(1841) 8 M. & W. 209; 151 E.R. 1013
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In Carpenter v. Buller a recital in a deed which indicated the

boundary of the defendant 8 1and was held not to estop the
deéfendant from claiming otherwise in a later action that was
based on matters'quite distinct from that enconpassed by the
deed. It would seem that a licensee would not be able to bring

himself within the Carpenter v, Buller situation by changing gtatus

from licensee to alleged infringer because the situations would be

suffi%iently interelated for any estoppel to atill apply.

The accent that the House of Lords in Crosslez v.

- Dixon put on the ability of the defendant to terminate the license

if he wished to make a proper challenge of the validity of the

patents should be regarded ‘as placing @ limit on the broader

statements used in the judgment. The case concerned a verbal license

that could be terminated at will. Would the members of the House of
: S

Lords have so‘readily grasped their decision if thehagreement was

for a license over a set number of years, especially if theré were

many years to run? Can the decision be said to embrace assignments?

- Take the following fact situation that would be
far'fromatypical: a-licensyng arrangement is‘entered bp a

memorandum of agreement with the term to be the unexpired portion

of the patent. Snppose that the licensee paid the royaltiee‘but

then dispntes arise between the licensee and licensor; assume\the
licensee terminates the agreement say 10 years before its_expirp‘

date and contindes to carry out the patent process outside the license
agreement.  If the patentee was then to bring an infringement action
which was defeated by a successful challenge to the validity of the

patent, what answer would be given if the patentee then brought
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actlion for‘damages for early termination of the licensing

agreement? The‘suggestion made in Crogsley Q. Dixon that the
1licensee should terminate the licensing agreement {f the patent
is to be challenged would have been‘followed. The fac*s would
be on all fours with the original case in the area, Hayne v.

Maltby, and there is nothing stated in Crdssley v. Dixon that

would prohibit the result of that case being followed.
Accordingly, whilst real difficultiés may coﬁfront a defendant

in resistihg an action on the license because of the impact. of

statements made in cages follbwing Hayne v. Maltby there.is no

direct bar to a succéssful defense of such a case to be found

in thg House of Lords consideration of Crossley v. Dixon.

Before leaving the hypothetical situation prescnted

above, a further reason for giving the Crossley.v. Dixon decision a

limited ambit can be seen if the facts are altered. Suppoge the
Ilcensee does as before and purports to terminate the agreecmeht. L

He continues uging the process and awaits the infringement action.

' Under Section 42 of the Act 34 then in force any of the supﬂrlor

courts could hear the infringement action and if infringemeﬂt ig
found, an order could be made granting an injunct*on ingpection or
account (similar powers exist under modern legislation). If the
challenge on validity was unsuccessful and infringement found an

injunction may then be ordered. “Suppose that an avaricious patentee

(1852) 15 & 16 Vict. c.83.
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then follows this by an action for damages for termination of the
agreement.  Could he”reéovef for the ten years license paymén%b if,
for ﬂimplicity‘sakeﬂ tﬁe payments wers nrated on a time banis? A
clea; "no" would seem the only reasqnable response, but should

that be the reséonse, there could seem to be no juatification‘for/
the alternativq; ~an award of license payments following a

declaration of invalidity.

’it is also to be noted that the rationale of
Crogsley v. Dixon ~ a licensee should not be able to enjoy aﬁ
agreement and at the same time challenge it - cannot be applied to
ésgignment‘agfeements. The differences between an exclusive
lliéggse and an assignment often wouid be of little pracgical impact
to the partiles because the;e are many deyices available whereby the
_amount due on agsgignment .could be paid off over a period'wi;ﬁ the
rate of payments being fixed on a royalty basis calculated on the
géods pfoduced. In fact, in some of the ecarlier cases, it is
difficult to determine whether 1t was an exclusive license or an
aggignment that was being made. All sorts of paralléls with otii:v
)argas of law éould be drawn, however, to infer that there may be
different légal results on a patent license — even one running‘for
the téfm’of the patent - and a patent asgignment. Reflections on

the dicta in'Crossley v. Dixon that related tb the case in which

the defendant could terminate the agreement and then challenge the
)

patent implies that an asgigmment may have been treated differently

by the House of Lords. However, courts in later cases have shown no



concern for this nossible difference and licenses and assignmentg
have not been distinguished from the point of view of challenging

vaildity.

The House of Lords had a turthey opportunity
i

to consider the question of licensee estoppel In the case of

5

. : 35 - :
Claric v. Adie (No.2.). The licensee did not attempt to challenge

the validity of th% pateﬁt but"limited h{s defense to aréuing that
in the light of thé prior art the‘pateng:should not be consfrued
to embrace his activities. That is, he was arguing that royélties
-were not due because his goodé‘were not within the patent. Further
aspects of this case will be discussea at a latervsﬁage. For the
moment, its,significahce igs that there are remafks/made in the
course of the judgments that clearly assert that a 1icen§eé may not
challenge = - validity of a patent. ©No cases are cilted, but

Lord Blaci »uin states:

"The position of a licensee who under

a licengse.is working a patent right,

for which another has got a patent, ic
very analogous indeed to the position

of a tenant of lands who has taken a
lease of those lands from another. So
long as the lease remains in force, and
the tenant has not.- been evicted from the
land, he 1s estopped "rom denying that36
his lessor had a title to that land.”

This statement has a breadth ofrspoée that conceals the origins

- of licensee eatoppel.

3> (1877) 2 A.c. 423

36 1hid. p. 435.
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3. A Frequent Result becomgs*fhe Absolute Rule.

"A;:had been outlined, a ﬁrohibition on a
liééﬁgegn§r assignee of a patent making a challinve to che
patent’'s validity first emerged as the result of construing the
agreement. Recitals in a deed wére‘held to estop, absence of
express. covenants was found to give rise to no implied warranty
on validit?xénd with a seléction of analogies that often centred
on landlord and tenant or sale of éhattels the regsult was

becoming predictable., The statements made by the House of Lords

in Crosgley v. Dixon and Clark v. Adie were couched i~ language
that, did not appear to allow variation from the normal result
and hence "estoppel" became an absolute rule noted without

qualification by the textbooks of the time.

That memory of the origins of the rule became
forgotten is illustrated by the cases now to Be noted. It would
seem that application of the original more traditionglly—

orientated methods of construction would haVe led to difterent

5

results in these cases, but this wag preveﬂted kv the abs olute

-eatoppc“ rule that now had a. 14re of 1ts owm.

In Miils v. Carson,37 a cage goihn to the :evel

of ‘the Court of Appeal .action was brought against licensees who
refused to make the semi-annual royalzy Dayment after the pa;ent

' had 1apsed through non payment of fee. .l failure by. the patentee’s

assignee to carry.out his covenant to bring action against infringers.

A

" A plea that fhe patent was ineffectual through lack of ndvifty was
algo/éggzi/i ' ' ‘ | *// :

37 (1893) 10 R.P.C. 9
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The Indenture getting un thie Tleonae wan
detalled and appeared to put the defeadast Gy o wwourabl.
position. First, the period of the excluslve leong.e wvas "oy
thw remalnder of the term of yoears Los wislen e ot ent hiod e

granted."  Desplit the argumen:t that the Patent Act tael: stated

v

that the terw of rhe patent ceases 1f the required foes are not
paid, all the membgrs of the court concluded that th@‘phraﬂﬂ
~should e construed as meaning fourteen years, that is, the normal
term of a patent. Secondly,. the indenture staged that

"...1f the (patcntee) should at any
time omlt to take ‘any necessary
infringement) proc-cdings, and 1f

the said Letters Patent should become
void or ineffectual by reason of anv
such omission or refusal on the part of
the sa’ ! (patentee), or by reason of
the said invention not being novel or
being an infringement of other Letters
Patern , then the payment of the said
ann st »im under the Indenture should
ceas - :-.d determine..."

L , 38
“In congtruing this clause, Lord Esher,

o 'Q x N
Lopes L.J.B’iénd Kay L.J.ao

‘all adopted‘the same &pproacﬁ, saying
that the relationship of patentee and 1igansee estopped tha

defendént from denying the validity of the patent and accordingly,
the defendant wég not permltted to show that the inQentic wvas not

‘novel. Further, on. the infringement aspect, it was only if

invalidity had been declared through an infringement actic: that

8 Tb1d. pla7 , . ‘ B

39 Ibid. p.19 : e

40

Ibid. p.21
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LLLWe DY pawing

in the decision but the Master of the Rolls was of the view
thal 2 was a matter-of comstruction with each agreement and

the agreement under examination, favoured a result contrary to

that reached in Mills v. Carson. The further conclusion reached

was that the obligation to pay fees could not be regarded as an

. * b 3
independent covenant but went to the real consideration for the

icencee's covenant to pay. Harking back to the much-overlooked

Yot

. 42 ' .
Chanter v. Lees, 0'Connor M.R. concluded that the rights in
the tliree countries could not be regarded as divisible and that
3 In two countries constituted a failure of

major parvi which led to an overall failure

‘non payment of fece o the Patens Office, Hills v. Ca

fan

Ll

caan Commings v, Stewart wae icllowed in the
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in fLhe case 2F The African Golid

45

Recovery Company Ltd. v. The Sheba Gold Mining Company Ltd.

Also tzken up in this case was the hint provided by the dicts in

Cfossley 7. Dixon46 in that the defendant immediately advisec

the plaintiff that he was terminafing the egreement when the
patents werc declared invalid. 1In this case, - four year licenge
had béen granted with the defendant covenanting'to pay 5 per cent
“on 211 bullion produced by the paten;éd processes and also
covenanted to purchase all its cyanide requii...znts for operating
the process from the plaintiff. Shortly after entering the
agreement all patents were declared invalid,throﬁgh the action of
& thirc perty. The defendants gave immediate notice of terminating
the agreement. ypon the plaintiff commencing acticn under the
agréement:‘the defendant pleaded that vélidity of the patents had

veern arn 1wplied condizion of the agreement and in the light of the

oy the third party being known vaen the Iicensing

<

chresment wae entered, the implied comdition wo. b oy an
Grprect o statement vy the plaidntiff compsny ‘s cecreu. nat the

> wowld be vendored

tne natcnis vere invalidated,

20 wags 2leo plesded that the cancellatie  of che potenis awounted
to on erletlen,

55 naa wr o e e
(1897 1% R.p.7D. 660

4
“Bupre note 27

(“\\
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his citing of the "general rule” that a licensec cannc: dispute
validity. On the eviction argument, Matthew J. noted that the
defendant had, and still could, enjoy the benefit of ghe
agreemen&. Accordingly, the order made was for payment of past
royalties, an aécounting fér the reﬁainder of the four years and
loss of profits on the-cyanide whiéh the defendant had ceased

buying from the plaintiff.

There was early acceptance of an unequivocal

estoppel rule in Canada whera pleas seeking to challenge valldity

were summarily rejected in Gray v. Billington47 and Ver@i}yen V.
. 4
Carmiff‘@8 In thoce cases "eviction'" could not have been

argued, however, the lack of success of such an argument was

g : . 4
illustrated in the case of Anderson v. E.J. Shepard Ltd.49

In this case, the defendhnt had been granted an exc1u§ive license
and made the main base of hig defence to an action for non /meit
A%f royalties an argument that the patentee ﬁéd fa£ied to take
;ction againct infringers of the patent. There was ¢ clauge of the
Licengdne agreement that yruvidéd»that the licoenzee would not
chaileuge the vulidicy of the patent and ciear!y this clause in

comblustion with the general rule must have dissuaded the

defendant from making 2 dircct attack of valldicy an aspect of

wnce. The Ontario Court of Appea? rejected the defence and

the relaced councerciaim f- - failure to enforce the patent on the

£
CI8TI) 21 U0l 288

48 , v
(LHHEOY 12 0.0, 164

(19205 66 5 L K. 165:  [193i1 1 D.L.R. 204 ‘¢ /.
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ground that there was no specific undertaking to be found in the
agreement for the patentee to act against infringers. This result
was reached'by thg court canvassing the genersl rules that it
considered to be applicable and concluding that in the absence

of fraud or misrepresentation no defences were avéilable to an

action for royzlties, because caveat emptor applied.

A different attitude 1s to be found in the

‘Ontario Court of Appeal a little over a decade later in the case

o ’ 0
of Trubenizing Process Corp. v. John Forsyth Ltd.5 A key

clause of the agreement for the non-exclusive license in this

cagse stated

The Licensee aduiM the validity of
the patents referred to herein and
agrees not to contest the validity
of any of the aforesaid patents and
agrees not to become voluntarily a
party directly or indirectly to any
procedure disputing the validity or
tending to impair the value of any of
the said inventions or Letters Patent
covering the same, during the period
of this license and at all times

.. thereafter except as to such patent
Or patents as may be adjudicated invalid
by a court of competent jurisdiction
from whose decision no appeal 18 or can
be taken."

Two patents were covered by the license.
A third party had challenged the validity of the;ﬁ p tents and
one had been declared invalid by the Exchequer Court and the

second upheld by that court. The patentee took no appeal on the

(1942} O.R. 271 (C.A.)
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first patent but the chailenger took an appeal on the second
and that patent had been held invalid by the Supreme Court. /2/"
The patentee appealéd Lo the Privy Council, at the same cime
lodging with the Paient Otfice a disclaimer that limitcd coe
scope of.the patent. .2he ?rivy Council did not pass judguent
onﬂthe validity of tﬁe patent as sgfiimitef 1t restricted

itself to declaring tha; the bgtent as ori, Lty filed was

invalid.

The plaintiff bfought action for-recoveﬁy'of .
royalties.that'the.defendant had ceased paying after invalidity
had been declared. At trial, Che&rier J: accepted -the’
defendant's argument fhat with‘one ﬁétent‘huing invalid cnd the
other, now with Tisclaimer, being something other than what was
originallyAcontracted for the defendant was reiieved from the
obligation to pay royalties. The second point aside, Chévrier J.
wvag of the view that the disclaimer did not meet the requirements

502 |

of Section 50 of the Patent Act and accordingly, it had to

he adjudged invalid also.

In the Court of Appeal, Robertson C.J.0. was of
the view that the ‘invalidity of one patent anc the modification
of the other did not necessarily permlt th: non payment of
royalties but he nonetheleés found for the doiendant on the

ground that acticn was being taken by the assignece of the

.-tentee and there had not been complete assignment of the bencfit

50a '
. Under §.50 a disclaimer may be mad: .o remedy a defect-

resulting from an error arising from “inadvartence,
-accident or mistake".

o



of the license to the assignee due to 5niy the valid nutaat
being named in the assignment. Heuderson J.A. and Gillonders
J.A., 1in separate judgments, made a more fundamental aFtack on
the plaintiff's claim, being of.the view that no royalties could
be due once the entire foundation of the agreement had |

digappeared.

On appeal to the Supreme Court the decision

of fhe Ontario Court of Appeal was reversed. With Rinfret J.
.dissenting and the rest of the court concurring in the judgment
delivered by Davis J. the licensee's covenant to pay the

royalties was held to be an indepehdent covenant that remaiped
operative and effective ﬁotwithstanding the adjudications that
have been made with respect to the two patents named. The clause
that is quoted ébove was noted as causing some difficulty but no
explanation ‘s given as to 1its prﬁper construction. Davis J. said
that there was another clause that should not be overiooked, this
being a clause whereby the patentee covenanted not to aue thé
licengee for any infringement of ény patent '"'now owned or

controlled or hereinafter acquired or controlled by (the patentece)."”

No vremark was made on the quid pro quo indicated in the immediately
follgwing clause of the agré;m@nt whereby the licenses covenanted
to patent any improvemeﬁta that t may discover and assign them

to the patentee. it would seem that even a clause stating that

royalties need only be pald whilst a patent subsists is not

sufficlent to remove liability ecven when it expires.
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Given tﬁe‘tenQency‘of the
such heavy welght on the eﬂtdppel rule that 1
of validity can seldom emerée thé question ar
an ekpress”covenant of validity wilL protect

Henderson v. Shiels51 an express covenant of

to go to_ﬁhp very basis of the agreement but-
to procure a lﬁcense and the  license had neve
but given the dicta that estoppel may have ar
"had acthally taken plaée, one ié left in doub

-of such a clause./ In Gillard v. Watson,52 a

Appellate Division of the Supreme Court of Qn
cbmpleted license unde; seal which containga

validity of the patent. Desplte this, the co
c;vénant had beccne a'warraﬂty asAgﬁe license
acted on. It being only a breach of warranty

full defence and. in the abaenée of a counterc

F

evidence of invalidity was not admissiﬁlé." B

This appeags to vary o d

traditiondl approach to contracts of ? contin
would seem to be just a different way of expr

-]
“

abgolute estoppel rule.- . B

¢

) An 1nteresting, perhapg b

of the estoppel theme iz to be found in Coyle

-

A

courts to place -
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case, the patentee, operating under the terms of the agreement,

A

terminated the liC“nJe to uge pupanG& egg carbtons due to the
licénsee belng six months behind in mak‘ g royalty payments.

The agreement provided, *inter alia, that in the event of terminatién

»

of tﬁe license

e

nothing herein contained ahnll
L release the Licensee from.the

obligatiog-to pay the rdyalty then
already accrued at the date of such
termfnation, nor relieve the Licensee -
in-any way from the position of an

) , . infringer, 'if he continues there-

T : < after to usé the 1nvention without e

’ a new 1icense...'

°
a

~

The patentee brought action for arrears of royalties ‘'under the

1) . -

agreement-and for damages for infringement of the patent after

u . ’ -
. RS

the determination qf“ﬁhe agreement by ‘the plaintiff. The

defendags'set up the-invqlidity of the patent. °

R
i L -
I3

. = b m
- Hogg J. adopted the familiar cstoppel

- e
doctrine and rejected the plea of invalidity with respeect to

royalties due under;the'égreement. With .réspect Lo the infringe—

e

~ment actlon, Hogg J. noted that In the absence of -any agreement

a ucer of a patent copld be Sued for infringement and would often

v «* - ‘- - “A,\. - . - '~
adopt the defence ?“1§‘the patent was not valid. 1If the defenre

4 "o

-

succeedéd, the dez:wdant would: not be an inf nge~ in the °~ ¢
3 . i

instant case, the~licensee had agreed that shculd the license be

ry

terminated, he would not be relidved from the posiltion af an

infringer. Therefore, reasoned Hogg J.Sé; : S
7 . -
"The conclusion completing‘:hg
_syllogism, to be deduced from ©
these. premises, is_tp?t,the.

1bid. p.3l2 . g
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\
‘ |
plaintiff’s patent in so far as \
the defendant ig concerned 1g valid!
i am thereforec oif the opinion rhat \
the defendant is estopped, or possibly
the proper word to be used should be]
regtrained...from denying that the

plaintiff's patent 1s a valid patent.!"

Taken as an exercise 1in syllogism, the minor

\

infringer. From this the conclusion will flow that the patént

premise that Has been used 1s that the defendant was an

|
was valid. The deceptive agpect to thils lies in Hogg J. \

accepting as a minor premige the matter that he was to resolve.

Arrcordingly, the argument 1s circular. What he in effect was\

|
i

|
doing was giving the clause "the position of an infringer" quii:

an artificial meaning. In ordinary parlance one may refer to ar

"infringement" action rather than an "infringement or a non- \

\

infringemcat (depending on whether the patent is valid)'" action.|

To adopt the artificial construction acceﬁted by Hoap J. i1s

tantamount to saying that once a licenze is entered the iicensee

ig, estopped from denyidng the patents valldity either during or

after termination of the 1lfcense. This 13 quite contrary to the
gpirit of the decision reached by the House of Lords in Crossgley

55
v. Dixon.

e
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4, Eptoppel of Assignors oud Unresolved Difftculties
in the Generai Rule.

7t is broadly accepted that an agsgignor of

patent is estgpped from pleading the invalidity of the patent.56

This rule was first stated in 1789 in Oldham v. Longmead a case

that 1s cited in HaYne V. Maltby?7

That there are some
different principies underlying the rule of assignor estoppel

as 'against assignee estoppel can be seen from the manner 1in

which/&grd Kenyon distinguished Oldham v. Louizmead (a case that

he had himself decided) from the facts in Hayne v. Maltby. Tt

‘will be recalled that in Hayne v. Maltby, the much dlutfagulshed

earliest case in the area, the assignee was permitted to plea
inv;lidity basically because the court was of the -lew that to
deny tﬁé plea would overlook a complete faiiure of consideration.
There would never bé any Qcﬁpe for a failure of conpideration
nrgument related to the valldity of ﬁhc patent to be raised by

saignor. The usual rationale given to prevanting the assignor

an

8]

from challenging validity ic that he should not be permitted to

derogate from his own grant.

Scme of the ecrly cazes on assignees attemptlng
to challenge validity wvere basec 2 ground that there was
no implied warranty of validity in the assignment (sce =specially -

GG
; : 58 S .
Bowman v. Taylor” ). Thia style of argument wec -2 in

% Fox p. 319; Terrell p.2i5

Supra note 2

Supra note 8
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... 59 . .
Chambers v. Crichley, but on this occasion it was the

assignor who was seeking! to chalienge validity v au action

1

brought by the assignee %or infringement of the assigned patent.
The defendant argued that as he had not warranted the valldity
of the patent, there was nothing in the assipament to prevent

v

him challenging its validity. The HMaster of the Rolls rejected .

this argument on the ground that he would not permit the assignor /-

to derogate from his own grant.

This leads to what may secem a paradox: an assignee
cannot plead ‘invalidity because validity is not warranted yet
the assignor is not vermitted to show that técre was no validity.
Pgt in more drastic terms: the assignor #4s allowed to séll
virtually nothing but is not allowed to prove that he did so.

In fact, this is no more a paradox than the traditional "shield

but not a sword' basis of estoppel in general.

This does not end the matter, however, because
one is to have a rule against an assignor derogating from hi.

1"

own grant and thic is to be the only scope of "assignor estoppel
one needs to know the natﬁré‘of the grant from which there may be
no derogation: This‘raises difficulties in analysis becausc
”grant”'embraceSlCWO distinét but possibly ~~lated elements:

first, the character of the transfer and ...onG Ui object of the

transfer. With the [irst clement, one may wonroge differences Lo

arise according to whether th¢ transferor had sold the rights for a

<

-

) |
(1864) 33 Beav. 374: 33 E.R. 412
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tote

considerablé.sum of money or had gained no direct advantage

on the ’,;lmnediatcz t:fahsz fer due wo ib talking place as o ‘;;i

or, say, in an involuntary way due to it being an assignment

in bayﬁrﬁﬁttf.  Quite probably tﬂere will be various shades

oi grey to bé'found wifh the extremes, If extremes there should
be. “The second element must reopen the whole issue of what is
the nature of the rights that can be transferred and should
overlap significantly with the questions of what an asuignee
acquires. Finally, some inie. relarting between these'elements is
to be expected 1f the problem is regn— o Ss one of construction
of the assignment agreement and de: ~+ of the intention

of the parties.

Whilst the ser :n&c - sentg just delineated
were nof recognised as such, the ¢ : ~ppeal in Cropper v.
Smith and Hancécﬁﬂ)had cause to ex: e firge éleﬁent. One
ol defeﬁdants was the Inventor and original patentee. His

patenc rights had passed to the plaintiff throuéh the p;aintiff
having purchased the rights'from-the trustee in liquiaation whan
at an earlier time the defendant had gone into liquidation. It
vas held that there was no estoppel, although on a procedural.
point, the majorif? of the court held that the defendant had not
made a proper plea of iﬁvalidity and hence was prevénted from

uaing the patent degﬁite the faect that it bad been declared invalid.

Vs
The House of Lords reverseé”'the declsion on the procedural matter

60 )
(1884) 26 Ch.D. 700; 1 R.P.C. 81

61
~ (1885) 10 App.Cas. 249; 2 R.P.C. 17

h'd



vy agteed wlth the Court of Appeal oun the substantind '
. .

PG

In Cropper v. Saith therve were additional

argunents that may have given rlue to acssignor estoppel,

being directed In effect to an argument of patentee estoppel.

[t was argued tha: there wag

(1) estoppel by record - the record boing the patent;

B

(i1)  estoppel by deed - the patent having been sealed;

(ii1) estoppel in pails — the conduct in question belng

the act of presenting a petition to the crown in
which was made thé representation that the invention

waa/g/ﬂew invention.

a

oy

Arguments (1) and (i{1) wvere rejected by the court on the basis

that novelty was not alléged as such in the specification, Du:
iy

instead it was directed to the method of carrving oyt tte
invention. On argument (iii), Cotton L.J. conciud at, if
it had been necessary to decide

"That would ... be good as an estoppel
in pals as againct any one who 1
interested and who {3 proved to have
acted in reliance on the statements
which were made in the petition to tio.

" crown... but here there is no evidence
that the plaintiffs in any way relied
on the (petition)."

Cotton L.J. noted the very small sum paid by the plaintiff for the

~patent and zalso expressed doubt on whether purchasers ever

placed reliance on the petition alone.

524 p.p.c. 92. . S
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partner who succesafuo

o

=y

Howvever in Croppe

*'s case there were two

ndants, the patences and his partner and it was the

Plw b

the Court of Appea

“llanged s i ERE T
I's s.se’ was thaF there was a

!

H

defendant vho was permitted to carry opt the nroces

'

. \ . L~ R ) |
anc the unsuccessful defendzut who was orderod not to use the

natent,

deld

fveyr up

4

“or destruction all

Quite vrderstardably the House

7 thiz result - the

!

despite . 1ts declared invelidity, and was brdercd to

appars o cousc iu o the process.

of Lorcs ncaped scorn on the
|

apparatus to be d

)

o

&

proderty ol the partnership and hence related to the < ccessiul

DN

defendant as well. &

Lenoe would  Lyn

#sed the decision of rthe Court of Appeal on

ihe lighv of

and thus found for borh
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right (- use the subject matter of the patent if someone

else successfully challenges its validity? 1f this was the

rave quilite @ scali conlivasc wiih Che posit-on

of patent licensees who are not permitted to use a patent
p : J

freely even after it has been declared invalld. It would zlgo

open the way to-the simple device of challenging validity

through 2 partnexr that a paioates could acqulre after assignment

had taken place

Instead of attemptling any in depth analysis of
the problem, an inflexible “zssignor eatoppel' rule V.5 tended

64
to be applied. Whiting v. Tuttle epplles an assignoy catoppel

vule with & strange, confusion of policy brppment Gillies v.

tes furtcher difficulties in applying the rule ;

“Coltcon indica

o casce, the Ontarioc Court of (Lhntvrv,d;d /

vatical Lo in th

arry analysis of the noturce of /~nn,h Cliorny

dofonda

ac iv war determined Choo oo

fendant . lton aad {inenced

The de

supplled prienoos o own Col

<oorelaced te harrouns and cnltiverers,  Ooll P 0
the cquipment cud Oolton gac esoignet rcluslye vl ks
patents o Cor oqus cnada ond Uow. Ao Loty

ose 1o the v atdersbdp and, Ly decd, Sollord

i 120 oo £ Colion sud Cofton anslgned the ot renon
s
LR CE S0 SoLboid, ybiard sz o ks

(1&701 17 Q:.



patents to the plaintiff. “pon the plaintiff bringing action
for an injunction to refrain che defendant from infringin: the

BN IR |
e TR TNV AL

It was concedec that zhe patents were invalid but it was held
that as he nhad once assigned the patents, the defendant was

egtopped from denying thelir validity.

It ig hard to see how Colton could have been
regarded as derogating from his grant. The grant, if fanlty, was
‘faulty only because it was :hat way wnen he recelved it and he

returned it rather than -assing it on. silysiy on

strandard principles had been made it is unlike1§}that a cour”
would concludé that the inventor Collard was getting back

snything more than received .and the arrangemcnt'having been complet .
it .;uld {1l-behove Collaré to deny Colton o challenge to the

validity. That buoing the coase, ihe prataed F Gllides should not

have boen in any better position.

4ooimidioy dubicun spplleation of tha Fuldds e

o G mere o patent talken out by Invenior
HeC was | iecenco {0 who oucouted o cocdaration of tyust of che

e of the iicense ©o fhe partnerciiip consisting .oi el U,

Moand O, o7 the partmership with G gelilng all

hio partnersiiip luteresus o MeC, H cud M, an vostlow arose of T

whe could contest che validicy of che patent, Tt was bold o

50

(1903) 21 R.P.C. 49,2

]

[

£
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that he was estopped frow: doing so because he had assigned

“his interest and therefore he could not challenge its validity.

In the last two cases, 1t is the _ack »f

"grant", the character

attention given to the first element of
of the transfer, that gives risge to the result. If this element
was properly receilved, these cases would be seen to be analogous

tu the Cropper case where the transfer was by the trustee-in

Thia 1z not

T

liquidation and hence estoppel did not apply.

because the transfer is involuntary, but because. the transfer

T

would not seem to be a deliberate act but purely incide:

sval to
restoring an earller situation.

1f the courts were to reagscssthe assignor

estoppel rule in order to avoid some of 7

s problemg arising from

~

the rule, a different policy approach that may avoid most o. the

ficultic. would be to make valildity an dmplicd term of most

¢Lf

agssignments. 1t wouid not be iuplied where the transfer
- L4

not. voluntavy or merely incidentel ete. This would o
agsignee to sue fFor demages Lf the term was breached T

"agoienor latev succeasfully challenginp validity., Such Flrey
) [J

x

change wvould wove o gignlificant double cfieci, however . in cu.

it would permit the agslgnee 0 challengue vaiicity to prove a

breach of the term. ‘Thig would do away with the assignee

egtoppel rule end hence the lack of adoption of thig approach i«
L

'

understandable. ' i




5. Scope of a Patent and Prior Art.

A licensee and a patentec (or the cuvrrent holder

IS

s rhe natent) may come into digpuos [ Che pazentee cioias
royalties on goods being manufactured or on a process belng used

by the licensee and the.licensee refuses to pay bécausg he

regards th: goods or process in question as being®outside the scope

of the patent. The issue then bzcomes what is the scope of the

patent? Some very real difficulties then arise duec to the estoppel

ioperating againgt the licensee which prevents him from showing

invalidity. The same difficuities can arise through assignor

estoppel, if a patent holder ailegéé that the nerson wvho assigned

the patent to him is infringing.

‘he gource of the difficulty ig that the scope

of a patent has a lot to do with prior zrt and prior art has ¢ lot

to do with nevelty which 18 © requirement for valis/lity. An analysin

N

cf scope without the possibility of‘also‘reViewing'validity can be

g impossible task.

2 difficult and socometily

In an infringowsnt action a deflendant may raise

two defences:  that his actl not within the scope Wi the

‘patent ind the patent 1s invalid. This puts soms presgure on iho

-patent holder. On the one hand, he will be aniious to have the

claims of hig patent construed as broadl: 25 possible in ovder o
embrance the -«i" ity of the alleged infringer, but on the other

fand, he will need to gseek a construction vhat will not have hisg



@

claims declared invalild either throughltheir lack of novelty
over :lLe srior art or through their going beyond what he has
revealed. is in preparatibn for such a contest that patent
specliicaclons ave dradited as they are, oo vian agide ol
generalvproblems in the estopnel rule, some specific prol leus
arise on questions of scope of a patent due to invalidity being
a different . .tter in modern specifications than ~hat 1 was In

times whet the rules first emerged.

1t was not until the Patent Act of 188367 that
it became compulsory to conclude a specificrotion with a clalm
or claims defining the scope -of the ipVéntionr For specific-~
ations without any claims and in latef‘tiﬁes Qith gpecifications
vhere the claim relates back to what has been described, the
scope of the invention would have to be deterﬁiﬂcﬁ by. o
‘consideration of the Spcéif7tat_on as ¢ whole with the a=ou ilon
beinp posed: what are the ewsen ial featurcs of . iav -ntion
as disclosed? In answering this quesilon, ir wouIﬁ bz necﬁ:mary

Iprentlion

to kanow zomething of the tgchni:al field fa which
was made cad T woula ofsen ve necessary to have some decadled
wowledy: ns to earlier inventionsyghnt héﬂ sought to achiicve
similax endsl  According‘ , wu onamination of the prics wuld
be o desirab?e"@nd sometimes essenilal cxercloe. When onc dlg-
covefed in .the prior a£fvan anéntion with cimiinritdiesz o the
“one under examination, there would be a tehdﬁuﬂ/ e diutﬁnguiQh
the inven.ions and characterize as eﬂsenﬁial Fenvrures of the new

,

67

46 & 47 Vice. ¢.57.
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. .

invention any of 1its features that varied from the prior invention.

: Therefore, a court that wos faced with resolving a contest between
J

a patent holder and a’licensee .an. the question of the scope of the

qc s aeudd e ablo Lo oplace velfance on evidenco vhe orio ;

~wlthout becoming dlrectly caught up in questlonltng the validlity of

" ‘the patent.

The situation changes significantly wynn e
+ AN i
S : Y : " T .
patent has free-standing clalmg. e scope ofxtile patpnt styoultd

rhen be azcertained by comstrulng the claims alone with the nly

r6le to be played by the body of the specification bedng that of
. play¢ p oy p 4

a dictionary for unusual terms that may be used in the clatar. Priov

art should have a stil! move reosite function, being used ou'v "o
, being

clarify terms that remailn unceriadn o meaning after Inspe

the body of the spcceification.

o

ihe tast of construlng a spuclil

[

light of the prior art to detemine he

invention is still perviormad today bue it iz por orwed by oa pateat’
SR ¢ ot

creowiner before the patent 1s fosued zud then posnsibly Ly oa

if the validity of the natent couwes before it. ! a patent

cwaminer is of the view that any of the ciafis of the ‘nventing

Le

Fail to T.clude a1l the esgential features at o casonable leved

is not Fairly bhasca on

. of abstraction he will report that the claim
i , g o ' . ' . . . .
g #he dnvention 2o described-and will not aceope 1t without it being
%
H
i
i
i
i .
i
f
AR SN o )




-clements of the invention are spcii out in sver—-broad terms in the

v}

%5@ ;{

"~ e

’appropriately amended. Amendment 1s not called for by o court

» v

o

that comen to a similar concluysion, it simply decla: the claim

i

Tavalild,

‘erence to the prior «ii in detevwining tche
~agential feptures of an inventlon 1s not for frhe game purpose oa
determining whether a clalm is anticipatod by the prior art or not

novel in the lizht of it. Whilst the objects are not the same 1t

ir of little significance in practlcec at ©. - exzmination stage of

o patent application. This 1s because a: objection made by a

{

patent examiner that the claim 1s not fairly based because the
ciaim amounts to the same thing as there being no objection on lack
of fair basing, but an objection 1s made that the claims are
znti~ipated by prior art. This latter objeétion'often ariges gimply
because the clalms have been drofted so brosdiyv that they embrace
9riﬂr‘art as well as the invention deccribed. Sdmilarly, tchoere i
aften no practical difference between these things vhen a éourt ig
concarned with valdidicy in that the offending clainu will simmly
déc;ared Invalid,

»

it 1z clear that en the courts fdwat conotructad

the +ule of licensece 2stoppel, the modern mathod of cladwm drafting

wras not being contemplated. Doubtless an answoey Lo the queastion:

when you uay validity caannot be challenged by o licensee what -do you

ploture as "valldlity"? would be annyered alony the Tinen ol
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preventing the destruction of the heart of the patent. Possibly
expressions familiar in old cases

T

along the lines of "pith
~
substance of thccinvention” would be used.

and
Nonethelessythe
chalicnge to "validicy” canno.

> \.
oo made today despiic

~_
a b sdpn s ionng
shift In the meaning of "validity" in modern patent specifications.
A whole sertes of claims »- huatbmarily used in patents nowadaye
with the claims starting a: =

high level of abstractlion and then
narrowlng claisn by clalm as cach element |

Is qualifted to brlog
closer to the embodiment of the invention that is speciiically
disclosed, OMe

it
the broader

times 1t will hurt the patentee very little to have

TRLLors

laclared Invalid because thelr breoadness leads
to them golng beyond what has been disclosed
cmbraca

or allows
known 1n the prior art. To .

them to
a2l low Lhebb‘OQH‘SE of
~iaims to remain vnchallensed will be to-give a broader sonpe o
Jh injhi::zf;fm'z ‘han ‘..u”nat wan permioied when the notion of licensoe
. ; o fivor (’.EEE;’E?.'{}‘;{*‘;(J..
< Impl: 4 vecosnivion 1o glven to the difflculey i
: int the approaech that courts have occasiona1jj SCunoed din
¢ coining ng 5COP@ of thz ‘uvention. Unfortupately, iz hoo be
ztothe cupence of  doing viclenc: <o he traditionad J“(hbaa af sore
styuction.  De? “4'1(.» tiro cases i.l','l‘tz.:i;:':li;es; the ('onf.u:;ifm. tiat i
crept | wooo thi '
elr

' P
In Clark 7. Adis (Uo. 2y °°

eady been discussed in part on its

€743

gencral

hag
o teme
68 , |
: T(1877) 2 Lpp. Cas. 423

e

nts on licensec
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prevanting the destruction of the heart of the patent. Posalbly
exprescions familiar in old céﬂes along the lines of "pith and
substance of the {invention'" would be used. Nonetheloss, the
challenge to "validity' caunot be made today desplte the slgniliticant
chift in the meaning of ''validity" in modern patent gpecifications.
A whole serieg of claimﬁ are cugtomarily uged in prt;nts nowaday =
with the claims starting at a high level of abstraction and then
narrow g claim by claim as each element i1s qualified to bring it
clocer to the embodimemt of the iuvention that ‘i specifically
discloscdgv Somatimes it wili-'hurﬁ the patentec very littl: 2o have

- thiei roadness loads

“he broader ~leoims declared {mvailld

Lo Soaomogoing

sclosed or aliows them to

embrasce matters knowrn in the prior = . To zllow the broadent of
o [ )

claimg to vemaln unchallenged will o Lo 3lve o vroader geope (o

1

the inven:lon ©™sn what was permitioed when the aotion of license:

Tmplicd weenpaiclon io glven to the difdiculir

Guc s ouziined in the ~wproacl: thou court have cccascionaily

torminlng the scope of the lavenclen. Uunuiunately,

2t the expensce of dolng violenes o the traditlons .
2o of constrvliion.  Refercnce to the caco: illucordteos ths

~onfusion ihat hoo thin area.

.- " 63 ' -
In Clark v. Adie (Ho.2), o cooo that has

alroods o dlgeuncs. in part on lig general statements cn licengee

68 ‘
(1877 2 App. Cas. 423.
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egtoppel, the main point at ipsue was the scope of the patent \
rhat | i licensed. The defendant was pormltted to bring In
evidenc . ou the prior art. All thé members of the House of Lords
cratad vhaco they had not needed o male voreone . FTRRRRE R FERT O

. g
because it was clear on the face of 1t that the halr-clippers

manufactured by the defendant-licensce fell within the scope of
flie patent. Nonethelegs, somc comments were made of tha role that

such evidence could L allowed to play. Lord Hatherley s2ud Lovd

Blackburn both v+: tad the use of evidence of prior avt vo exclude
3y ) ‘ 69 ) ) A
from the scope of the patent old materlal. Lord fatherley said

rhat the consztruction of & »atent ghould not be approached on the

assumption that tihe zoplicant did not Intend *to inclu’ . i
.tha: had been previously invented.

. * ) |

‘The attitude adoptec in Clark v. Add

o , : 70
imp.7eltly ferloged in Jandug Arc Lamp et al v. Johnson here

Tarvell ;. rejected cvidence of former spedliicationg buceuso ..

cepgarded chome specifications as belng relevant only o the question
of validity, a matter that could not br challenged by the lizensen.

snit oois. he stated that he would adjudicni . ~nly 1n the Light

soron knowledge 2t the oime that iz apecid wags Lodned
thus infewylang that prilor art had relevance that possibiy wens
beyond ucs as a2 dictlon
‘ -
\ ‘
(a3
|
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conge 1)L

that &

val.d

rhat had been extre

original

plaintiff and had been called oo witness £

de

o7 the invo

accord with
Vi doe

“cupposing

_pel rule is demonstrated to the full by Thorson J.

Laventor.

in veference to his findings on wan

nricn said;

A aimtilar limitation on the use of evidonce ol .

L. ‘ound 1n Campbell . G. Hopkins & Song (Clerle

Mmere Eve J. did not permuit the defendant to put

For -he plelneiff o priov patent apecification in

ded 1c¢~ only function would have been to dmpupn the

the patent under examination.

Sensitivity to the no ‘or upholdlng the licensec

in Clark

R

ence

when he rejected argument by the defendant on evid
cted by the defence crogs—examination of the

The inventor had assigned the patent to the

or the plaintlif. Thoerson

were the espsential features

“"Quite apar: from the danger ivsolved in
allewing an Inveotorw, many vearo after

the date of the iavention, when
longzr belengs teo him, to 54y

i

concidered an 207

no

what Tz

aptial of in and &noua)
: ' . . ' T
noonibly lovalilcr.ie his cun claim. ..
This roovoach has full ~ponyrd for fo 20 i v L |
L 4

1 oo trnn s en O i i

o oot ool an Cupncoion Of Suc LN

heot ouch oo sdtnes. foould e sormlcoed In yoRs

1wt wiltnesg can oncy 2ol lewed to glve evidenen wirich,

placey 1%

{*{1933) 50

"%(1964) 26

“vour abl only.

il
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Fox Pat. c.158
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An altogether difierent Artiiude (o cvidence

on prior art 1. cxpressed or impliead fn varfong other casen.,

guite probably there ave furiber cxamples to b found hidden

In the repocis hecoauge the methods of conatruction adopt wd are
) )

geldom nleghliphted in the Judgments and honee doonotopa in attention

in the digeste. The followlng cases, virtually none of which malkesy
roference to earlier authority, {1lustratce the lack of dlrection

to be found in the area.

) - 73
Couns.oi for the defendent.in Trotman v. HWood

nrged that evidence on prior «- ¢ had been admitted should be

used as an a.d in determining the scope of the patent at lssuc.

;ucd that if two copatructiog - were available "o the patent

apeciiication one whiszh wouw.c ronde s o€ valld and  aecovner,

conctruction which would vrendexr 1t invalid then thg e Ton
. |
be selected as the one thou oov e the patond valldh oy, Beie .

qred the s he had not needed the asgisionce of the zvidence as auen

¥ o ohed b
hat L oahd beea on
/
. /‘
LS N {;
v ceel swidence could bo o vooolt o throw tieht on thz
of the wvords oo che speclfic v but wof to alier thies s meaning.
. N /
from that anynnlly accepind
| ,
it 57 g, thao of Covciaran

whica o @lnally decfdnd o0 el of the flousc of

(1864 16 C.h. (M3, 479 Las T2 EARS

o
74 (1884) 1 R.P.C. 197

).
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clear veliance on prior art evidence was demonstraned At S

‘the Court-of Apneal level the Maater of the Rollsg said: .
. . AN
t; - "It 1sftxue to say that if there
‘ be any doubt on the construction of
. the plaintiff's patent you may look . Lo
at former patents for the purpose
of' seeing what is the’proper

‘const:ucgion of the plaintiff's patent."75

“

‘Wo criticism of this approach was madéﬂb? the ﬁouse of Lords‘in
&ismissinthhe plaintiff's appeal. Lord Blackburn, after noting

that the defendant,could not deny phat the patent was good proceads

kS

to determine the scope of the patent with a construgrion based ort

.

. the assumption that the patentee and everyone else wauid«know that.

w

”improveﬁents in guns whereby..." as claimed should be read

gecordingly. That is$ he rejected coﬂstrucciona that may huve

embraced prior art.

An inclination ta determine tiiz scope of patents

by k@h_ag regard of evidence of tne state of priocr art ie also

e ans T 76 ' -
apparent in the cases of Ashworth v. Hoberts, Young and Bellby
. 1 ! . .

T Neil v. Mﬂcd@ﬂﬁlé,,& Davies v.

80

v. The Hermand 011l Co. Ltd.

Curtis & Harvey Ltd.7g' and Nobgon v. Adie Bros. Ltd. it wpuld

seem that the dicta in Clark v. Adiegiv which stated that evid@ncm

of prior art could be acceptable led to evidence along Lh@ﬁ” Lings

751b1d, p.199

(1892) 9 R.P.C. 309 (C.A) | N

(1892) 9 R.P.C. 373 (H.L.) “ P

(1903) 20 R.P.C. 213 ‘

- 79(1903) 20 R.P.C. 561 ©.8)
80 (1935) 52 R.P.C. 3<8 -

81 |

Supra
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often beling admitted as a matter of course with the restrictions:
Lo ] [ )

il

on fhe proﬁ%r use of suchuevidencé,as indicated inkCiark v. Adig;\ ,’i

being ovefléokgd in later cases. Once sugh-evi&?hce ig;a@mﬁttéd;
'fhe‘wéy in whichHit is actuaily,used cah often beéoméﬁhuriédnin

the steps invoived?in cénstruing a specificationl There‘ié one casa

where the technique of construction was overt and it is an

interesting extreme. In Pytchley Autocar Co. Ltdﬁ v. Vauxhall Motors

\\

~

Ltd;84_'Groom—Johnson J.vsaid - ' | |y

‘"I must apply to this specification

. and the language of 1t, if T can such
construction as to give validity to

. each and every part of it. Ut res

" magis valeat quam pereat iy a maxim
which I suppose applies.to this class
"of document as to any other document

. which the Court is called on to construe

- at least where, as hére, the Defendants
are debarred by their (licensing)
contract from gseeking. ..direLtLy or
indirectly to destroy it. '

Thisg quote is interestinﬁ because of the way it

" 1llugtrates a's§mpatﬁy for the licensee's cause whilat’upholdzng

the gstopﬁél rule. The, by-product, in the form of applidation

of the.ut res magis maxim, flies right in the face of the
acceptable methads of construing patent claims.

- L3
\

Although the matter of prior art was directly at

issue,the functidn to which 1t could’be»put is not clear.in Loudon

v. Consolidateﬁ—Moulton Trimmings Ltd 83 In this case, anv

application by the defendant - 1£Fensee for discovery of documents

N

'relating to prio; art was ogposed by the plaintiff --,'patentee°
82 ; .
~(1941) 58 R.P.C. 287

83[19561‘0.W.N{_552; 15 Fox Pat. c.167

N

.
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in & hearing before,Matriott, Sentdr Master, it was argued th&t
validity coule ;ot be qhestioned. Thie‘point was'aceePtee but -
it wae said that since there was no suggestion by counsel for the
defendant that the documents be uaed for that purpoee, an order

was made for the plaintiff to. produce all documenta in her

possession relating to the scope of the patent.

It would seem that unleas violence was to Be\\\
done to the usual methbds of construingtpatent claims, no purpose - \\\\\
v could have been served by the discovery of these dOCUments. If.
they had later been admitted in evidence (the case is not further ‘
reported) there 1s no telling what way they may have been used.

The irony of the‘eituetion is.that whether he
be permitten to do it overtly 'or not, the licensee as defendant in
va case involving the scope of a patent will be attempting to press
~a congtruction that will be conaistent with validity. Meanwhile,
uthe patent holder, as plaintiff will not be concerned as to
whetner the construction of the patent claims that he wicaee”te have

adopted would lead to invalidity of the‘claims if thatimatter}waa

at iseue.‘ As the creation of this situetion all arose from notione

of estoppr?. it would be conaiatent with that theme for a patent

holder to have the wide scope of his claims made a matter of record
that could be used’ against him {f a later 1nfringement action leads

to the validity being challenged However no attempts have been ‘ ‘

B P
known to follow matters through in this way and. so 1t remains open
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f

to a patent holdef to gain a wide construction of his patent.
k in a iicensing matter and safer, narrower construction in an

f

infringement matter.



6. Licenses Limited in Area.

The scone of the license may at times be argued
by a. licensee without the scope of the patent being at issue. This
vcan qccur when the license grants to the licensee use of the pntented <:
article or process to a restricted geographical area. It may also ZK—F’
occur if the atea of activity is limited by, for example, restricting

]

zuse of the patented article to just one of ‘its possible functions.

o o »// o,

{ . The function of a license is to make theblicensee =
» ‘immune from aA infringement actioni Accordingly any activity outside
the licensed geographical area or outside the licensed area of activityA
:vshould ‘be subject to an’ infringement actjon rather than an action on
the license. If the matter relates to infringement only the validity
4is open. to challenge. This gives rise to another discontinuity in that
the rule relating to estoppel prevents a licensee who alleges that an
v’activity is outside the scope of. the license due to lt hoing outside
the sc0pe of the patent from challenging validity yet a licenseenwho
’may concede that his activity is within the scope of the patent but
idenies that it is within the scope of the license may challenge the }
,,validity of the pstent. This is an interesting result indeed in
that~the analysis that has been made in this’ Chapter of the earlier

'Hcases indicates that the estoppel rule initially emerged from an

,exercise in construction of licensing agreements.

-/ The origin’ GF the eatoppel rule may now be buried
but the rule itself retains coherance by allowing a successful

challenge of - validity uhen a licensee demonstrates his activity is

N e . -~
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the patent,was accepted in Fuel Economy Co.‘Ltd. V. Murray 84

outside theuarea of the license but} semble‘ insisting on performance.

of licensee 8 obligations under the license even when invalidity of -

. 8

a patent iS'demonstrated. ' o E ' i -

. . |-
) . . : |

i

That'this difference'arises between'scope of

vvlicense with reSpect to area. and ‘scope with respect to thL scope of

\

The 1icense at issne authorised the liCensee to work the patents

v

" within aﬁlimited area. The plaintiff alleged that the defendant

7 PR

- had sold and . installed the boilers covered by the patents outside

the authorised ared’ The defendant denied infringement and pleaded

g that the-patents were invalid. The plaintiff moved tOvhave the plea

of invalidity struck out and argued estoppel Luxmore J. held that .

estoppel can only operate in. the same.transaction as that in which

’

i

. it arises and as the action was not. based on the 1icense but was an

'.infringement action,}no estoppel arose. On appeal to,therCourt of

-

- Appeal the decision bf'Luxmore J. was upheld.

N _ . T

i

. ' ' The decision in Fuel Economy Co. Ltd. V. Murraz

'was supported by dicta in V. D Ld v. Boston Deep Sea Fishing & Ice

]

Company Ltd. ‘ where the patented equipment was used 1in fishing
vessels other thsn»those permitted under'the licensing agreement.
o B R ‘ , ,
g N

5 o, Ead

84(1930) 47R.PiC. 36 . . -

%3 (1935) 52 R.P.C. 30!

BN cl - . b : . ' . B . El <



Estoppel on Arguing Scope

»

’From'the viewpoint of the licensee of a patent

ﬁ\ the whole area may 8eem to be almost cnclosed by polvntlnl eatoppel

\in that as well ag the familiar eatoppel againat challenging validity,
there is ‘some authority for his being estopped from challenging the

scope of the license in some circumatances.
y

The case of Baird v. Neilsan86 provides a fairly

Jbatraight forward example of eatoppel arising through the recitals '

- set out in an agreement_which,had'heen made to'reaolve a dispute be-.
X tween the patentee and licenaee.' A license for a patent involving
theismelting of iron by the use of heated air had previously been o
granted to the defendant and he had paid one. shilling per’ ton of
'iron smeltered by him until a dispute arose and payments were stopped '
with the - defendant arguing that the patent was invalid and that he '
- was operating outside of the acope\of the patent. A suit by the
Aplaintiff was terminated when the parties entered a new agreementﬁ
that commenced with a recital of the dispute and then contined a |
'v,covenantuthat the licensee would make a lump sum payment for iron

previoualy smelted and would pay one shilling per ton for the

'fterm of the patent for all iron smelted by the hot air procesa

covered by the patent. The plaintiff brought action againat the

fdefendant for failing to provide records of the amount of iron
. - x . S R F-
o proceaaed and for non-payment of the royalty due under the second

G

P WP

% (1862) sc1. & Fin. 726; 8 E.R. 285.




agreement. The defendant again pleaded that the patent was

invalid and that he was not operating wichin the patent.

The House of Lords construed the second '

‘agreement on the basis that the process covered by the agreement .

- was the process that had been carried out by the defendant before

_potential impact in the patent licensing field s Lxle~Me11er vr-

T A Lewis & Co. (Westminster) Ltd. 87 . In ‘this instance the d

v reserving the right to. determine the agreement in the event of

" in excess of Two' Thousand Pounds a year. At the end of the next S

"hafterwards, however, the defendants repudiated liability. When

i'the plaintiff brought action for the amount outstanding, the .

1

, cdefendanta stated ~inter alia, that the’ previous payments had been

‘year the defendantarendered a statement to the plaintiff detailing

and after that agreement and whether that process was within the

scope of the patent or not, the defendant could no longer raise

the defence - that it wasg: ourside it.
/ Lot

" A much more recent case and one with a high

plaintiff granted an exclusive license to the defendants to

3

o

manufacture gas-filled lighters. Royalties were to be paid on: : ;

veach lighter or refill sold‘by the defendants with the plaintiff

'total royalties not equalling Two Thousand Pounds a year.( During

the next two years, the defendants made lighters and paid royalties

S

erﬂ,,{,ygijs_ s

the number - of 1ighters made and the royalties paid and showing

that over Seven Thousand Pounds was still payable. Shortly

o LT AT e o

L]

(1:55;4;2 R. P.c. 307;' (1956) 73 R.P.C. 14 (C.A.) [1956] 1 A1l
E.R. B o e T
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made in mistake and that no royalties were die because it was
claimed that.the lighters and refills had never embodied the

plaintiff's invention. _

The Court of Appeal held that the defendant

- was estopped from denying that the lighters and refills fell
within the plaintiff s invention. Hodson L. J and Morris L.J.
found ‘that the defendants were eatopped at common law becauae by
their conduct they had represented that the goods were within the
: plaintiff's invention, they had intended the plaintiff %o act on
this representation and he had acted on it ‘to his detriment since
| vhe had refrained from ending the agreement and exploiting his
invention eleewhere. In reaching this conclusion, ‘both Hodson‘and
‘Morris L.37. extracted the test staté&‘by Lord Tomlin An

Greenwood v. Martins Bank Ltd.88‘ Some concern was expresaed -as

" to whether the representation that the goods manufactured and sold

" by the defendants embodied the 1nVention was a representation of
‘fact or one of,mixed'fact andvlaw.» MOrrIS'L J concluded that- it
was‘one of fact;- Hodaon L J algo’ thdught that it ‘was one of fact
but even if it was a mixed fact and law issue, thie would not

destroy the estoppel. S -

.

Denning L.J. .thought that the repreaentationa
may not fall within the,category appropriate for common law
- estoppel in that atrictly speaking, thia was restricted to

representations of exieting fact, In any event he was unwilling

8[1_933,]'A.ci 51, 57. S
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vv'v; Tungsten Electric Co. Ltd.

99

to regard the case ag one falling within the common Llaw

estoppelfbecause he doubted whether the defendants could be

held to,anharithmetical mistake made in rendering the accounts

fot the number of lighters made.  The answer to the whole issue;

in the view 4f Denning L.J. was to be found'inﬁtheh"new estoppel"

'which applied to representations\ss to the future and applied to.

representations about 1ega1 relations. The "new estoppel“‘was

vthe one - born in Central London Property Trust Led. v. High Trees

House, L.td.89 and confirmed in Tool Metal,Manufacturing_Co. Ltd,
| 90 . |

In the Lyle—Meller case, the plaintiff was

suing for past royalties due and in this he succeeded ‘What 1is

hd \v

not clearly indicated in the decision is the possibility of the_
defendant being able to contest the issue of scope if he . refused
to pay any further rdyalties.r It would seem that this possibility
was open and hence the estoppel differs somewhat from the v
estoppel applying to contesting validity;‘ On the approsch,_

\ \
A\
followed by Denning L. J.vit would be open to the defendant to

clearly indicate a change in attitude and ‘thus allow the plaintiff

to move to exploit his invention elsewhere. This would be in

accord with the dicta in’ the High Trees case and also dicta in

gsten Electric where it was indicated that the size and method

' of»payments,could be for the future, returned-to therold basis.if-

% [1947] K.B. 130; [1956] 1 A1l E.R. 256

% 119551 2 A11 E.R. 657 .

r
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notice was given. It would also seem that notice would bring
" about an spprOpriaté'change in the relationship'on the common

"~ law estoppel'adopted by Hodson and Morris L.J,J.

The probable result of the Lxle-Meller decision

18 that a licensee cannot argue that’ royalties are not payable on

J

goods for which he has previously paid royalties until he gives

notice that no further royalties will be'paid, The scope of ‘the

'licensee could then ‘be questioned only with respect to royalties o

'due on: goods made or sold a. reasonable time after notice had been ‘
/

given.

An exception to this result msy'andvpossibiy‘
,should occur if it is shown that the 1icensee is-one of many and

' therefore the patentee would not have had any practical way of |
exploiting his patent through other sources even 1if notice had
been given. That is,.some impact should.be given to: the
modification—of—behaviour element that is found in both apecies of

eetoppel.
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8. Summary of thé_Growing_Eains on Eatoppel in the Patent Field.

-

Various criticisma have been made in passing
duridg‘this account of landmarngin'the develbpment of the
estoppel rules applying to patents in Canada today. A genﬁrél
- obgervation that can he ﬁade at thisvstage'is that despitetthe
‘fairly clear_line of development 6f the'general ruleé, the law
“has become divoréed from the overall fields of iaw from which 1(:j
emergtd. Fhis is evenuputting aside the way’ in which the
development of the lawfﬁés virtually ignored the restfaiht of
ttade aspects that it hés«embraced."This will be takep up in thef?‘ ;

next chapter.

The dubious aspects to the pedigree of the patent

: estoPpel law can now be summarised'

(1) - Estoppél by»deed; Bowman v. Taylor in 1834 as

the first case that held the i .censee was eSt0pped
from’ denying validity of che patenr through a- recital
in the deed. This was probably a dubious result even
then in that the only significant word in the recital
| -was that the plaintiff had "invented” the subject
‘matter of the patent.'”Fram this emerged a_gonétruction. o
of first and/true 1nventor ete. SR ‘ 't;
, Possibly then and. certainly now, the raising of
mimplications w0u1d'not be enough for estoppel. Even
1f the implication!arising frpm the word ?inventgd"ﬂ

waé P@rﬁittedfto.raggéLsome form of estoppel, there Qfg(ﬂ\\m
. ‘ , . . . , . ) v’ . , P .

o~

91‘Su§ra,ﬁoté 8 )



s a host of other matters - uttllfy, full descrips fon,
etc. ~ that go tb the validity of a patent aund
estoppel on these issues canunot be supported.
Another matter of eiénlficance {s that estoppel by
deedishould ohlx./'//l'elate to questions of fact. There
is liﬁtle-dogbl Ehat the validity of a patent fa, on

/ .

‘many aspeﬁﬁs, a question of law and hence estoppei

7

by dee@//gould not apply.

(11) No implied term of validity: Hall v. (iondor92 in 1857
was the first case to be directly based on the lack of
wany implied term in an gssignment agreement that the
}patent be valid, As there was no implied validity

proof of invalidity was an irrelevant matter and hence
. y ,
evidence along those lines was inadmissable. The

decision at the time may have been reasonable, made as
¥~ )

1t was in an atmosphere of laissez-faire with caveat
emptor dominating all transactions. Noteworthy in
that case is the analogy withyascértgined chattels

,the7§ale»of which was said to have no implied.terms

on title and quality. This was certainly not the case
by the’time the léw was codified in the Sale of Goods

[ - ‘,’\ . -
' Act some 30 years later. The evolution of the law of

’ contracts aince Hall v, Condor has seen a far greater

,Awillingness of the courta to imply terms. In any event, -

"the teut used as an. aid to conntruction in Hall v. Condi

4

= % suprapotets .
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T2 rhe comparative bncwledge of
’give a different reé@lg in most instances if it was

applied in later years. However, instead of the

ircumstances being examined in each instance fo

determine the intention of the parties, zn exercise

that would have acllowed the congtruction of agreements

‘

to keep pace with the ‘law 'of contracts overall, the-

result reached in Hall v. Condor became an automatic

result whenever assignment or 1icensing of a patent

was involved.

(1i2) Failure of consideration: On many occasions in the

early ‘evolution of the law the argument was pressed

that .an agre license or zssign g patent would

be bad for fallure of consideration Af the patent

wvas imvalid. Thic argument found fevour in Heyne
7. Meltby i 2789 but it was rejected with incressling

Preferiveoton el

%

fon 28 lack of conaslderation hecame & near

4

irrelevent dlassuve, through the ndneteenth century.

1 the vevival of concern for considevation that ico

dundicated by the doctrine of fundamental obligaticn,

would sesm that po thoeght wer given o reprocessing

L 3

atentc

agreements dnvolving v

determine vhether the invalidity of &

some clrpumstances at least, constitute ¢ fundamerntal

3 .
Supra nete 2
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N Supra note 67,
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breacﬁ. Whatever status the doctf!nv of
-tundamental obligacian may énjoy since Suisse
Atlantigue etc. it would seem that patent ﬁgreeneﬁts
may be viewed differently nowadays if the whole
‘question could be raised anew.
(iv)  Changes inybafent légiélationﬁ vfn éisc@ssing »

’

difficulties in determing the scope of an iﬁQéﬁtiOﬁga

‘the changes brdught about since 1883 when claims became

compulsofy were mentioned. Questiontng the validity
of the wider clalms of n4modern patent speciflication
iz quite a different matter to. Lhalanging the entire

existence of the patent, mhich was the erfect of the

early contests. Quitz a different matter but one that

should go to the core of this topic is the provision

perwitting challenge of 2 patent.

Ko cage can be found where the quasticn hos becn

argued but what is it that prevents z licencee or

saslignee from qualifying aa the 5my(n" who §s pormit

0

to challenge the validity of o patent? GQuite probably

, there woﬁld be a gfrong argumznt pf ented that cor
law principlts are to be fespectéd and LEﬁ>aectiam 1
not sufficlencly-specific to override the estabiished
rule. Non thelgés, if th@ point had been taken 7t way

have been ac¢epted that the common law rule had not

become so entrenched as to éolour the interpretation
ﬂ

of z word that gives all appearances of being all-embracing.

Loed
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CHAPTER THREE

1. Introduction

i ‘In the Last chapter, theedcvelopment of the
y

»

eqtoppei doctrine In patent lice nulng and mmlynln;, wus diacusnced
with some of the problems in its application being highlighted

'Tnese problems vere. considered 1n the light of genetal contract

law in its intermesh with patf In 'this chapter, the
-discussion is broadened to take into account matters that were
left almost untouched in theflast ehapter. ‘These matters involve
principles to be found 1n the restraint of trade~notions’of the
common law, competition law as reflected in broad legislative
provisions-aod,specifio ptoyisions relating to abuse of patent
monopoly. | |

. / s
The lacl of judicial recognition given to

potential reetraiﬁt of trede'aspects”to be found in the licensiﬁg
of dubious petentp is, in retrospect, quite a élating omission.
Stripped of the veneer provided by ita'precariousestatus ‘as a
patent,'tne 1icen81ug of an. 1nvelid patent is a L%atant centract.

in restraint of trude. By preventing a licensee from demonstrating
‘the invalidity the. bletancy is merely muted. " Recognition of this'

point is to be found in Hayne V. Malthy,l the case that was gubject

to.much discussion in the last chapter. For the major cases of the

nineteenth century, however, one finds only the occasional comment

1(1789) 3 T.R. 439
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by defence counsel on the restraint of trade implications with
very little judicial sympetpy being’eceordedL‘ This attitude
wes'consistent with the iow\priority'given.to restraint of ttade.

in the laiccez-faire atmosphere of the time.

Passing reference was made to restraint of
trade in'two early‘Canadiantceses that were discussed in the last

chapter on the question ‘of assignor estOppel. In Whiting V. Tuttlez'

~ the defendant was the inventor and patentee who had worked the
patent in partnership with the plaintiff. It was when the'h
partnership dissolved and the defendant .8old his ‘entire partner-
shipvinterests to the plaintiff that the patent was assigned. The
gist of the defence ergument appears to have heen thnt tne, ”
,defendent's new ‘activities in manufacturing‘elaewhere goods tnet
fell‘ndthin the]patent could not be stopped on the‘baeis of restraint
of  trade reeting on goodwill beeeuée it would Benton-wide in scope.
”That being the case, it was argued that the same result should ‘not
be reached indirectly by preventing a challenge on what was alleged
to be an invalid patent. It would eeem that Strong‘V.C. did not
grasp the 1mplications of.thie argument in that~encevﬁé found

what he reg”“ded to be a clear assignor estOppel rule, he was ofvthe

view that he need not pronounce on- the further questions.!;

~

d/' ~+ A similar nisunderstanding of restraint of trade

implications appears to have occurred in Gillies v. Colton3 where

the‘pbint Qas argued strongiy,v’Proudfoot V.C. obeerved4 that he saw

2 (1870) 17 Gr. 454

(1875) 22 Gr. 123

4 Ipid. P 129



o T

no restraint of trade violation because the defendant was

SN

reatored to the condition of the rest of the population. Thia

would have been a reasonable response if the patents were valid

©

. but as it was conceded at the trial that the patents were. invalid,

the whole impact of the assignor eatoppel conclusion ‘reached by

'Proudfoot V C. was to prevent the defendant from attacking the

.'patents in the'way,th&t~the rest of the population could do.

The above two cases were,not ones where'there
was any specific proviaion in the assignment stipulating that the

vvalidity of the patents would not be challenged The conclusions

o

- rested on the rule on assignor estoppel alone. In the light of

‘

-developments in the restraint of trade field q[nce those cases,,it i

is possible that a different result may be appropriate.

Doubts were ‘expressed on the estoppel doctrine

i

in the light of restraint of. trade considerations by Clauson J.

many years ago in the case of V.D. Ld. wv. Boston Deep Sea Fishing &

5
Ice,Company Ltd. There was a clause in the licensing agreement

that would appear to have been designed to minimise the need to
.argue the common law implied estoppel Although he decided the case
on other grounds, .Clauson J, made the following observation‘

"The second (explanatfon) was that the
~Defendants had in thelr 1lcense covenanted
.in general terms not at any time to digpute

the validity of the patents. Such a

provision has, no doubt’, in recent years
" become common. It would seem, however, to
“be very remarkable, if a Court which is
bound by the provisions of the Statute of

Monopolies can be called upon ‘to ‘give

® (1935) 52 R.p:C. 303 -
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effect to a covenant between
. individuals, that which by reason of the
g ' . statute turn out to be an invalid - '
L - monopoly and an illegality shall be,
e . .. as between the parties, held to be valid
and legal. Under modern conditions the
- question seems to me to be so important
'~ -~ that it is beat that as it has not been’
- argued out before me, I should aay nothing
more. about ie." S

. Whether this dicta had a greater influence R
than one would.normally expect or whether there has been little"

opportunity for. testing the issue is not known, but it is noted o
* that there has been a lack of English cases directly on this

'point aince 1935., The aame cannot be said for Canada however, and

, in Philco Producta Ltd and Cutten—Fbster & Sons Ltd. V.. Thermionice

Limited et 817 the Supreme Court of Canada had a ready opportunity

\

to adopt thie approach but refrained from doing so. In varioua

cases aince'then, the point has been avoided The question did

'-,‘not have to be directly graSped but no inclination to do sU appeare

in the judgment of Judson‘J. sitting alone on an appeal from the ,v

, Exchequer Court in’ Curtis-Wright Corp. v. 3:? ‘A‘clause‘in the _“

licensing agreement under examination’provided that the licensee ,
would not directly or indirectly dispute the validity of the patent,-
'v'JudsOn J.’found this to be "simply a contractual obligation
_Linaerted to protect the patentee and binding upon the licensea for
. the life of the exiating patent."s' As the agreement had come to

‘an end this was held to be not binding. The approach indieated o

.8 n,ia.fpj;sn o

7 119431 s.c.R. 39

8 (1969 s.c.m. 527 A
° . ps® .



.as a repreaentation t

reasonableness as between the parties and reasonableness in o

ia of more than pasa ng interest because Judson J. in effect

eliminated one of thr tradltlonal gources of the oqLOppel rule B

by holding that the' hrase in the agreement "licensgee herebyf

acknowledges the vali ity of the patents" could not be construed

{

i

at could give riae to an oatoppel. |

Th competing interesta.that can be taken
into account inérease aignificantly once restraint of trade

implications .are included The traditionally adopted test of

»/Lord Macnaughten in Nordenfelt v, Maxim Nordenfelt10 requlres

reference to the interests of the public to be considered, Lven‘

with a limitedifocus~on the public interest, there is a wide
o diversity of factors that may be relevant. The better result-may

'1ie in an ad hoc approach to patent licenses and assignments rather

than attempting to formulate rules of universal application. Be as

it may, application of some test of reasonableness within the

e . .
]
context of restra%&t of trade or analogous legislative provisions

‘.will-be the only device available to put aside specific provisions

insertedrin agreements that have a similar impact to the common
law estoppel doctriner
With reapect to reasonableness ag between the

parties reatraint of trade effecta are different for a license

agreement;than'for,an,assignment agreement. ‘Assuming an invalid

" patent, there is a,continuing‘reatraint brought about by denying a

10118941 A.C. 535, 565
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S

'challenge to the validity of the patent elther through

applying a. apecific clause of the agreement. With an aasignment
of a patent there is no continuing restraint on the assignee.
For assignmenta; the person who is placed under a continuing

o,

restraint is the asaignor.

Oncelreaeonablenesa in the public intereeti
19 taken'into.account; the grouping.becomee different from the
ireasonableness as betveen the.parties.‘ Licensee, assignee and
'assignorlalike‘through'a successfulychallenge of the validity,of
~ a patent could remove;the'impediment‘to public use of the subject'
matter of the contract and therefore advance the public interest.
The same type of conaiderations apply whether one isg considering

the interests of the public as contemplated by the common 1aw

L4

approach or from the viewpoint of 1egislation that in ‘many ways

‘continues the. spirit of the Statute of Monopolies of 1624,

’ Dramatic changes in law on estoppel have been

'taking place,recently in the United States of America. Lear Inc.
vAdkinsll is the landmark deciaion where the United Statea supreme,'

VCourt-ruled that the common law.of contracté in 1its evolution of .

the doctrine of a 1icenaee being estopped from denying the validity

of a patent had to yield to the general public interest requirement

of all ideas being dedicated to the public good unless protected

by a valid patent. This was not the firat attack on the doctrine

of eet0ppel in that a case as far back as 1945 Scott Paper Co.

11 395 u.5. 653 (1969)
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v. Marculus Manufacturing Co., can be characterised as an

obliqhe assault on the:doctrine; Sinée Lear v. Adkins

there havé been furtherlgagés that prdvide explqnationé and
modificatidns of ;hevnéw appraqh. There are égrtainly‘
difference§'in the pOskﬁré takéﬁ‘in the United States of America .
" as against that of_Cén#da(in the areasvof competltlon.iawland
p;téntvlaw. There are’sﬁffiﬁient_éimilaritieé, however,
egpecially on the relevant iss#es tb;beiféund'ih pécent law,"

fé; the United States experience to be refefred t6 in the analysis

about to be made.

N

2. Licehsee Estbppei

Y . ' The development of the doctrine of estbppel
in relation to licensees was shown in the last chapter to rely

on factors that may not withstand‘a modern day reassessment.‘“Thé‘

eétoppel by deed aspect 1s very dubious and the approach;

i

indicated by Judson J. in the Curtis v. Wright casel3,indica;es that

' it isvpro$ably ho 1oﬁger tenable., The suppbged lack of'impiied '
:térm'ofvvalidity énd thg closely related.nptioh @fvvirtuaily no .
conéidefation being’required.might algo‘bé subject to éxtensivé
modiflcutloﬁ 6# éurrcn§ approuéhéu'to tﬁesé matters, 'Th(a type
of reassessment may 1ead't§ estoppel being found‘unacéep;able in

. cases where the invalidity is established.

12 306 U.s. 249 (1945)
13 '

Supra note 8
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A changa along theao linea would be in

.sympatﬁg with the atatements made 80 long ago by the House of

14 and Clatk v.-Adiels. it was

» : '

'suggested in Crossley's case that it was open to the licensee to

Lorda in Crossley v. Dixon

put an end to the licensing agreement and then challenge the

validity of the patent., In Clark v. Adie "eviction ‘wag mentioned

‘as a possible ground for refusing to make royalty payments. :

In Canadian cases, this’ approach has not _

; been adOpted and accordingly one has the situation of licensee '

' estoppel acting to- continue an obligation to make royalty payments
‘vdespite the patent losing all force due to a successful challenge
of validity by a third party or lapse due to failure to pay fees.
It would seem that there has been a substantial mitigation of this
.situation in the United Kingdom by statutory intervention. Under"
‘Section 58 .of the United Kingdom PatentslAct a licensee ia ‘
permitted to determine a Iicense agreement by giving threo monthm"

.znotice upon the patent ceasing to be in force.; ‘This detetmination

- may be made notwithstanding anything to the contrary in the agreement°

The provision was first introduced in the 1907 Act in a form which
" was slightly modified in 1949. The lack of extreme English cases

‘since that time implies that use is made of it.

- In the United States of America it has been
',established since 1933 that a final adjudication of invalidity of

. a licenncd patent operatea as an eviction from the license and

-

1 terminnting the licensea s obligation to continua royalty payments
14 Supra note 27 (Chp. 2); ((1863) 10 M.L.C. 29)

13 supra note 35 (Chp. 2); ((1877) 2 A.C. 423).
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16

after that date - Drackett Chemical Co. v. Chamberlain Co.

If thelEnglishvor United States approaoh,
waa to be adopted a licensee Qonld be able to terminate a |
licensexonce the patent was no longer of any force. This would
not only act as a release from an agreement for which no
consideration was being provided, but it,would also strike‘out

. the naked festraint of trade that the licensing agteement had
become. 'Certainly, 1f a restraint‘of this type was entered de

.novo upon the patent losing force it would not be upheld as

,'being'reasonable as between.the parties.
: S :

Having taken matters thia far a ﬂnrther
question can be put;» Why not give the‘licenaee the same
0pportunity as. othets to;challenge‘the'validity‘of a'patent? An
answer that has often been anggested to this questlon is that‘it
would be unfairito ailow a licensee who.guins spcciul inalghts
~into the operation of an invention through having worked under
‘license to take advantage of this position to. challenge the
validity of the patent. Put in a modified form licenSing of
bpatents may be inhibited if patentees realise that the granting
iof licenses will bring users into a strong position to make a

»challenge on validity.-

- These answers are to be taken seriously because

1t would appear that they teflectvthe reality of many a licénaing «

16 6_3;"15‘ (2d.) 853, 855, 6th Circuit (1933).
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agreement. On thebbesis of theory inspifed by patent law,
the'answere are not in any way acceptable. A patent specific—

" ation is addressed to eomeone.skilled in the‘art involved.

The desc;iption should be such as to allow the skilled person to-
carry out the invention. The claims shoold be fairly based‘on
-what ia described; The invention as -claimed, ehould be‘novel

and lackiné in obvioueness, with the ordinéry‘pvr;on ékilled'in‘
the art to be the arbiter once more, Accordinply, the line that
is impliedly taken by the above answers, is that it is dangerous‘
to,bring a person up to the level of one ekilled in the art by
granting a license because the'patent.isﬂless thén Qhat,it,

purports to be and'could'not sugtain the analysis of such a person.

A There are fuftherbfactors_resting on,the reality
of many a potential licensee's position that give the issnefa
different.complexion. There is no way that'n person can
jlegitimately work a petented invention without bolng‘licensed.'
"Deépite theftitle, a patent may have latent'flaws that‘willhbe
reveeled only upon working-it and;short of fecing an infringement

action while engaged in a thorough testing, there is no way the

information may be gained without taking a license.

‘y

The United States Supreme Court in Lear v.
Adkins indicated awareneas of the knowledge and interests of
. licensees when coming to the view that it was. desirable in the

g public interest for any potentially invalid patents to be subject

0

to challenge. 1t noted that if there were to ho (hnllvnqu
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4

of the best sources would hgfli(ensees, The conclusion rvgvhvd
was that it could not be in tho pul)li< {nterest to efiminate

~8uch a source.

i

Supposing one reached the conclusion that, on

the grounds of'public interest a Licensee should be permitted

-

to challenge the validity of a patent,, Suppoqe also, that if a

patent ceases to be in force th%ough any causc a 1icensc¥ may
be permitted to terminate the lzcensing agreement . vThe duestion
nthat emerées at the next stage is whether the licensee should be
able to go back a further stage and avoid 1iahi1ity for any
‘royalties due before termination of the agreement nr recover any
- royaities previously paid. 1n'essence, this,wasbthe question
that had to be resolved in the:1805 case of Inxlgr_v. §§£9.17
.The'court i; that'case{”ansnhredxtherquestion in the negative.
Have there been sufficient‘chanéee in at itude-to notions of

.consideratidndand of public interest factors to reasnnably

suggeét a differentfresult? ’ : o R

Much of the defence argument in Taylor v. Hake/'

: rEStEd on arguing a failure of consideration. \aking consider-
‘ ation alone it can Stiﬂl be argued that the vtrtual total
& failure of consideration in the licensing agreoment 13 demonstrated

' when the patcnt is declared invalid. It can hu sald, vquite reason— -

ay. consideration lay in a valid patent and it is

' )
immaterial that the lack of consideration was not established from

7 Supra notle. 6
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the start. That is, anyone could use the sublect matter ot the
patent from Lts inception and hence no conglderatfon wan

provided by permitting use under lLicense. The fact that the
licenéé ﬁrovided a defence to any infringement action that the
patentee could bring should not be accepred as providing
consideration because a promise to refraln from hrlnglng an empty

action should never provide conglderation.

There does not appear to be any satisfactory
answer té these)arguments on an énalysia of consideration alone.
-Prqbébly this arises through the law on consideration being
fairli incoherent at the best of times and it being used more as
é»rationalefthan a full feason in awkward cascs where no other
uPpsis can be invéked‘to gain a just result. The act of drawing
to a licénsée's attention the possibility of working in the area of
thevpdtentimight evbke a favourable emotional responsg but only (f
fhe work had proved pfofitable. Similarly, provision of the shelter
£rom additioﬁal competition that the ééﬁent tended to give to the

B

" licensee canfbe’pointed to as pfoviding cons%ﬁération. Thé
B fIEquently_drawn‘aha}pgy~between the patentee and licensee

’relationship and the relagidnéhip of 1and1ora and tenant gilves &

ring of respect to";hié approach. Although emot ionally satisfying,
the‘apaiogy does né: withéiand apalysis. The only landlord and
tenént;hnalogyvthat 1n4an$‘Wai;apptoache; that of patentee - licensee
of an:ihvalidvﬁateﬁt iéloné,;here'the tenant is leased public land

and, one couldrfahcifully suppose, has no say in whether others use
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‘nis cr0pé for cattle,fodder; grow competing Crops in nis fai-ow
lén&’aﬁd sleep in‘his.bed vhen the inciination moves -them.

This would clearly amount to an "eviction" on thé landlord and
‘tenant analcgy. In competit#on te:ms’in the patentee - ligensee.«"

relationship, the hovering of potentiagl competitors with

there being no barrier tec market entry provided by a valid patent,

can. press matters to the stage of de feacto eviction In that one

is returned tO‘thg/noniérivileged status.
T 4n argument that 1s not directly put in
L /5 .

consiceraticn termc but is

. ¢

rlated with notions of consilderation

b

isyone that cen be mounted én grounds of ‘avoiding unfalrness.
Unfalrness éouid emérge.through a Iicensee miking a fairly
‘effortiesg entry to the market whilst working under the license and
then ridding himseif of finasncicel cbligatioﬁs to the patentee once
he wac appreprilately e@tablishﬁég/ selzted to this s the unfairnesc

caleulated o rveturn over Che n

I patent

¢ o gelins oenly o

iz suececafelly challenged. oy @ Lloons

required to estal

in the crgument Testin

is thzt lts focus i on the near~free vide that can be taken by a

licensee wlth the taclt asgumption thet the patentee should be ful
recompensed to avoid this resulrt, The line of thinking pushes into

the background the crucial factor that the patent is ianvalld - if ¢
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‘
was not thé royalties would be payable and thé problem would

not arise. Nordogbt somé sympathy is due to the personiwho
concientiously appliés time and'money to acquiring é patent that
turns out to be invalid but this is a problem shared by éhev
holdg;s of tﬁe 80% and upwards of the patents, yalid‘énd invalid,
that earn no diréét.fewards. Accept on unfuirness, {f carried
through,.wouid achieve,ﬁhevreault'of the holdeerf an dnvalid
paﬁeht recelving royaléies that cannot be regarded as fairly due

to him. Rather thanvallowing the patentee to be the beﬁeficiéry;
the result that should be sought should be merely to iimit possible
bffeeloading by the iicensee. As the freeloading will occur only
through the licensee carryiﬁg out something that the public may
tempofarily.regard as protectz_ad9 there shcould either be a payment
‘into thélpublic secgor of alternatively, aﬁd‘moreAréalistically
 from a manégement point of view, there should be éome iﬁcéntive

for the licemsee to expose the invalidity of the patent as =svon ac

possible.

It was by taldng inte zceount the incentilve

a4

for 2 licensee to act Im & way that way benefit the public iaterect

that led to the conclusion reached in the Unlted States cagse of

ig

Troxel Manufacturing Co. v. Schwinn Bicvyeie Company. In ol o

‘case, the plaintiff ag a licensee of a patent held by the defendant,
had paid royalties until zhe United States District Court had
found the patent invalid. Later, the 9th Circuit had confirmed the

‘District Court's finding of invalidity. The plaintiff brought the

i

18 465 F. (2d.) 1253, 6th Circuit (1972); .U.S. cere. denied 416 U.S. 939
i -ii:q ’ : : ! ' / .
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action to recover all the rvoyaltles that he had paid. 'The

defendant brought a counfer claim for royalties for the period |

H

between the District Court's finding and the confirmation of

that finding..

impact of Lear v. ‘Adkins was to wipe out all licensee estoppel and

- -

. The afgumentvput by the plaintiff‘was'that the

as any fesistancelto a retqrn/of rdyaities cquld be baéed only_on 
a conséquence’of the estoppel doctrine recovery should be
permitted now that thé doctrine h;drbeen discarded. The court
analysedlfhe réasoning on which the Supfeme éourt had based its

Lear v. Adkins decision‘and considered the impact that this may

have had on the longstanding decision of Drackett Chemical Co. v.

Chamberlain Co.19 Drackett had deéided that a licensee's

' obligations to pay royalties came to an end when eviction occurred

through an édjudicaﬁi@n of invalidity of a patent,,bﬁt also decided
that’there vas no right te recoup royalties paid before fhe
eviction. Drackett had‘heeded the estoppel rule and would‘nct have
permitted the licensee to challenge. That aspect cpuld.noylonger
be good law, but did LE&E oﬁgrrulé the prohibition bn recouping

royalties previously pald? The 6th Circult was of the vieu that

<

it did not.

- The decision in Lear v. Adkins was based on

glving heavy weight to public policy aspects of patents and

- determining that the muzzllng of licensees was not deslrable.

1963 F (24.) 853, 6th Circuit (1933)
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On this baslis, the court in Troxel's case attpmpted to
determine what rule would act as the best incentive to

"unmuzzling". It was thought that if back royalties could be

recovéred;'it would be within the interests of. a licensee to

defer’challehgihg validity in the hope that another party may

make a challgnge Qr, 1f no other challenge was forthéomihg,
ﬁgkg a challenge tcﬁafés the end of Lhefpa;enﬁ‘pefiod'when the’
possibility of a succeééful infringeﬁenﬁiaction could do 1less
harm to the licensee. Heqée, an éxténsion of the Lear caée by

alloﬁingireéovery of back royaltieé would run contrary to -the

’spirit of Lear by providing:hq stimulus to. an eﬁ;ly challenge."

When account waaltakgﬁ of‘the possible disincentiye that a
potential return of‘ali;royélties (Qith,thé consequential loss

of -certainty) vould proVideldn patentees'granting licenses, the;
public‘iﬁ;erest factors were seen as wéighing.aéainstnggg being .

P

so- interpreted.

Wich respect to.inequities that the Digtrict
Court”gnght tO.aVOid by ruling -that répayment should be made,

the view was expressed that in the abaence of fraud or misconduct -

by the patentee, 1t would be more inequitable for a patentee to

make such a2 return given the uncertainty of the patént system.

- - The upshot of these deliberations was that the
plaintiff - licenéee could not recover back royalties and nor could
the patentee'bring'action for“ﬁmount'outstandiﬁg since royalty

payments ceased in that this could oniy'be recovered by an

v
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infringement action to which the licensee would have g ready

"

defenee.

" ‘'The eonclusion'reached in Troxel v. Schwinn

o

is attractive for a reason that did not have to enter the

—
court's deliberations. A difficult problem ¢ould arise if. a

S
‘patent was challenged and itvwas,heid thut only'uome of  tlie
‘broader claims were invalid. If recovery'of all past royalties

was petmitted this.eould'lead to real injustice to the patentee

as much of the activity under the patent .could fall within'claimS/T;’“N

that were’ upheld.‘.With %he licensee being . in the position to
terminate the -agreement and, if needs be, face an infringement
vaction,‘there woﬁld‘be an optottuhitylto determine the.extent to
which the licensee's activities fell within the Subéistiqg claims.
Pretably -this‘action could be avoided and, assumiﬁg that the
parties are still capable of negotiations (this is probably

assuming that the licensee was not the instigator of the challenge)

a nev licensing arrangement may be evolved.

‘There 18 also a possibilitcy of adapting'the

Troxel v. Schwinn approach so that it would be in accord with
the main'thtuét of the’decisionléf the English Court of Appeal in

‘Lyle Meller v. A. Lewis et al. This case was previously

discussed in the context of a 1icensee;challenginé the scope of
the patentgo The majority of the Couttvof Appeal adopted the

common law rule bf‘estoppel to preclude the llicengee from arguing

0 Supra note 87, Chaptet 2.
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that he was Operating outaide the 9cope of the patent when‘
he had entered a second agreement to settle a dispute that had
erieen.v Denning L J. ‘came to the sanme conclusion by applying
equitable or quasi—estoppel of High Trees origin. It would seem
that the same line of reasoning that is illustrated in Lyle Melle
would not permit recovery of back royalties. If notice was given
of termination by the licensee, there would be no objections from

- this quarter save the residual one of licensee estoppel which

still lingers.

With the dominance givenrin Lear v;’Adkins to

v-the public policy interest in subjecting doubtful patents to-
challenge it w0u1d be expected that specific clauses in licensingl
'agreements that purported,to prevent challenge by a licensee would

be put aside by the courts.- Indeed this was done very shortly

”'afterwarde in Massillon - Cleveland - Akron Sign Co. V. Golden

‘State Advertising Co.21 and this approach was followed even with
. respect to. agreements emerging from settlement of infringement

contests in Business Forms Furnishing,Service Inca Ve Carson22

and with ‘regpect to a consent decree in Butterfield Vo Oculue
23

'Cohtact Lens Co.

The Butterfield type of extension to opportunities
':_ to queation validity was not permitted by the United Statea Cocrt of

Appeals, 6th Circuit in Schlegel Manufacturing Compang»v. U.s. M.

Corpoxation.za In this case it was held that the doctrine of res

2L 4a4  (24.) 425, 9th Circuit (1971)

22 452 ¥ (24.) 70, Tth Circuit (1971)

23 332 F Supp. 750, N.D. Illinois E.D. (1971)
24 525  (24.) 775, 6th Circuit (1975)
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judicata'should not .give way, in the circumstances of the case,

to the public policy interests expressed in Lear v. Adkins. A

consent decree entered in an infringement action where the

o validity of the patent had been accepted was held to be such

A’as to prevent re—opening the question of validity in an action

for contempt of the: decree. An appeal to the Supreme Court is

| still pending, but regardless of the result a far more

significant public policy factor than yesteryear s common 1aw ‘: .

‘contract rules are at: issue in this case. B ' R - : ' 5

There do not appear to be sufficient differences

‘between the Canadian. and United States positions to warrant the T

difference that is ‘current on the licensee estoppel issue save the

SRR

fact that Canadian courts are less willing to contemplate_the effects
of their decisions;‘ Legislative intervention is probably necessary |
to resolve the matter. ln the'absence of any reform, the anomolous
situation will arise that United States patentees through their

_ Canadian patents, will be able to enjoy far meore advantageous positions
| with Canadian licensees than what may be enjoyed inrthe pnited States
of America. - The situation could readily.;rise that a successful

arent United States patent could

challenge'to the validity‘of the

be of no relevance to a Canadi 1icensee who would be bound to .

&

maintain royalty payments Jﬁh/lst this may have no bearing‘from‘a
f .

narrovw legal outlook its policy ramifications speak for itself.‘,
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3. Estoppel arising from Patent Assignments

AThe asaignee of a patent does not have any—'
'thing in the way of a restraint of trade placed on him by dint
of the normal assignment agreement. Should an action by\an
; outsider demonstrate that the patent was invalid, an assignee's
concern will be the poor bargain that he has conLracted for, a
.bargain that may be so poor that it amounts to virtually a
total failure of consideration. Perhaps validity could be
challenged by an assignee thrOugh there being a specific provision;'
in the assignment agreement making validity a condition (seemingly;

a virtually unheard—of provision) or through the 1aw being modified

‘to make validity either an implied term or, what amounts to the K
same. thing, a necessary element to provide consideration | If the{
way for a challenge was made clear, however, the only reason that’
'»the challenge would be made . would be as a base for an action to ;
‘recover spome part of the/amount paid for the patent and/or damages
The lack of any restraint placed on an assignee makes it difficult

to match‘it with the situation of a licenaee.fv

Despite the lack of restraint on an assignee it-
he possible to mount a public interest argument in

fai :ing the assignee to challenge validity. Such an

on the Lear v. Adkins approach of promoting

-zst by unmuzzling alltpotential challengers.

Uree stely for east in argument, this approach meets an early
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“

get-back from the same type of considerations as those

motivating the court in Troxel v. Schwinn. If a licensee

should not be permitted to recover royalty payments because.
such a right would tend to dissuade rather than encourage an
early 'challenge, how can a system be designed.to bring about L
an early challenge by‘an assiénee?' Clearly 1t would be‘highly
undesirable to permit an assignee to gird himself with a patent y
'which may intimidate many potential users and then<let him bring-
an action against -the assignor when he or‘another denonstrates -
.the invalidity of'the patent towards the end of itg term. This>
'overlooks any statutory limitation periods that may apply, but
even within such periods the anomolies would become- apparent.
. There would be anomolies of another nature, however, if an assignee
.was to be given»a very.limited time in which to hring a challenge
on validity and make a recoveryvfrom the aasignor. These'anomOIies
‘would arise through the fact that any flaws that a patent may “have .
'often become exposed only when it is playing a significant role in.
the market and the time taken for a patent. to attain_commercial

maturity candyary greatly.

The above problems have high significance in
that, short of sonme extraordinary measure, such as offering a
~ bounty toievery sucéessful'challenger of a patent, there,w0u1d be
.Lno’point,in:a‘nublic policy decigion in favour‘of_permitting an
assignee‘to challenge Validity unleSS challenges‘were’encouraged‘
by a coherent .get of legalldeyices’thatjnere sufficient fail-safe

vto~ayoidvfrequent defeat of the public policy objects. The problems
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are also significant in that some match will have to be“made
between remedies. that may be available to asslgnees‘and those

available to assignors. The policy implications on poséible

' changes to the assiénor“estoppel doctrine will be reviewed

before discuséing assignee estoppel any further.

It will be recalled from'the last chapter that
assignor estoppel had 1its origins in the courts rbfuqing to permlt
one to derogate from his own grant This can-be quite an

artificial motive for the rule when the grant is not a deliberate

act but has occurfed‘tﬁtough'en assignment by an, employee to his |

‘employer under his contract of employment or oc¢urs as an

incidental aspect of trhnsfer of partnership property'upon dissolution'
. : o . < . ot . ) R

of a paftnetshin.'

The restraint of trade implications of assignor

estoppel arise through an assignor not having the defence that.

~ others would have to an infringement action brought on nctiVItlcs

that fall within'the’SCOpe of Qhat will be assumed to be an invalid

patent.. -Such a restraint is much more likely to be categorised ‘as
ureasonable as between the parties than the restraint. that applies
ethrough.licensee'estoppelz In many circumstances the assignorgwill

fbe more aware of the strengths and weaknesses of the patent than a

licensee and a payment will have been received by ‘the assignor- for

a vendor of the goodwill of a business and the arguments that have been

P

-

'transferring the patenta An assignor is often in a similar situation to

a{-

&
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accepted in restraint of trade cases in support of constraints

on the vendor of goodwill can find application in patent

agsignments. It is because of this ready analogy that "no
derogation from his grant" ‘is reasonably appropriate. The, o
! balancing of reasonableness as between the parties becomes a

H different sort of exercise in the situations mentioned above where

~.

there is not any\qeal discretion availabll to the assignor in making
"the grant. N P f,-iw o : y, \
‘ . . o

s - ” Reasonableness as between the parties could be
dubious in circumsqances where an employee is_instructed to take
out a patent¢ If one had an extreme situation where, say, an
employer instructs an employee to make application for a patent
. despite the employee 8 protests that the subject matter lacks
,novelty, 4t could be a most unreasonable restraint on’ Ehe employee
after he has left the employer for him to be bound not to use the
'subject matter of the . patent. Similarly, if one views matters
along the lines of fairness to each party there may be no fairness
involved in prohibiting an assgignor from "derogating from his orant"
by exposing a flaw in a patent which was well known by the assignee

at the time of the assignment. ' S : o ﬂ

Taking the problem from a different angle, it
‘would be: unreasonable as between the parties and contrary/to .
notions of fairness if an assignor, after receiving generous’payment s
wasg permitted to bring to light a source of invalidity that happened,
.to be completely concealed from the asaignee. Fh[s may hv somothinp
t-along the lincs of prior use’ of un lnvalldutlng.nu(ure Lhu( thl

assignor had engaged in before applying for the. patent.

v . . . ’
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) viitubiiy regardless_of the different
results that may emerge on reasonableness as, between parties
~according to the'nature of the assignment and nature of the
source of invaiidity, the public intereat factor remains

virtuallyvconstant, On the considerations regarded as material

in Lear v._Adkins any exposure of patent“invalidity ig to be
encouraged in order.tofreleaae the subject matter of the patent to
public use. As there are no advantages In the asglgnor deferring

a challenge of,validity; the Troxel .v. Schwinn considerations have

B,

no application. Whereas exposure'of sources of invalidity known

by the assignor oniy‘makea this a hard case on,reasonablenessvas
»between the parties the pubiic interest conéiderations would seek
to promotevanything along the:iines of;anconfesaion and»répentance'
'by'the‘assignor..

-y . .
~ There is one public interest.factor, however,

"’that/tends to push mattérs in’the other direction This 1s the .

. factor that is also found in situations of aale of goodwill If
’an assignor is permitted to strip a patent of its validity, it will
‘tend to reduce the price that can be asked by patent holders because

: greater uncertainty is introduced “Such a: price reduction would
\

reduce the incentive for patentees to transfer their rights to
persons better able to exploit the subject matter of a patent and
An turn, may ‘reduce incentives for patents to be sought. These
. 4

'considerationa apply in a modified way to licensing of patents as

. well but the all or nbthing implicatioﬁs of assignmenﬁs gives
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them more impact’in this regard.

Despite these differences between assignor

estoppel and licensee estoppel, the Lear v: Adkins ruling was

applied by the 9th Circuit in Céastal_Dynamics Corp. v. Symbolic

Diag;ayrlnc.zs ‘ Thg matters taﬁen into account by the court in

]

that case are not known in that the only comment made was ''We

are not persuaded that assignor estoppel requires any different

rule (than in Lear v. Adkiné)g"

.

Doing away with assignor estoppel will provide

.

little satisfaction for assignees unless there ishan adaption of

‘the statement made aé an aside in Troxel v. Schwinn. It was

meﬁ;ioqed in that cage'that a licensee may bé in thé position to
recover ére#iousiy paid royalties if”there hédvbeen fraudyéf
’misconduct by the p'atentee.z6 If ‘these thinés were shown recovery
by thé assigﬁéé may be appropriate. Full recovery may be difficult
in practice, as is often the cﬁse wheré misrgpresgntatiéps,eﬁter 3
:contractual matters, but this would gi?e at least a poﬁéntial
remedy to thé,asSignee. ?hé alternative. of not permitting any
vekposqfe of such mattefslbressés\ah assignee into the unsavory
positiqﬁ_of,perpet#ating fréud or mistbﬁduct to the ekpeﬂSe of

the public rather than suffering any individualllosé.

If potential invélidity of a patent arises

—

23 469 F(2d.) 79 (1972) -

v

2% 465 F (2&.)'1§33,_1259
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through something short of frawd or mbyconduct | 1 o oned o

to find a satigtactory answer to the party Lo pariy cont Jles g
the tradicionel fleld of contracts. By analogy with what bag

been generally referred to as the "common wistake” ¢ieo i
contracta one could use the alternatives of possible tmp lied (ormg

as outlined by the High Court of Australia in MeRae v, Componwedadth

~y -

) ) 27 .
Disposals Commission, In construction of an agreement ot

asgignment one might say either that 1t was implled that

(a) 1t was a condition precedent that the patent be valid:

(b) it was a condition of the contract that the paient be
‘valid;

(c) the purehase involved a mere chance on whether th.

patent was valid or not.

The oﬁiy reai;stic'chOices here would seem to be (a) and (¢) as,
given the’well known uncertainties in patent validity, it is5 mosgr
unlikely ehae an assignor would willingly lay himself open o
liability for damagea,if the patent should be invalid. This 1is
because the expenditure that may be necessary to carrv out an

invention can be massive and it is probably because of tivls that

-the pa;entee is not directly exploiting the {nvention on his own.

‘The altefnative (c), the "mere chance’, in

‘effect reflects the current gosition. Abolition of éssignbr

estoppel would be doing no. more than saying that, absent fraud,

!

27 (1951) 84 C.L.R. 377

-
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fosd

the Vchance' should be subject t¢ further assessment by the
assignor in the same way that other interested parties may
make & reassessment after neglecting tc take the opportunity
tc bring Opposition proceedings that are permitted under the
AT ' : .28 '
United Kingdom Patents 4ct.
. . '(‘

The conditlon precedent, altcerastive (ay,
‘has attractions because it would provides = remedy to the
assigrze if the assignorﬁchallenged, Cn the public interest
aspects for assignee chalienges, there would be ‘the problems
outliped egrlier i:x inducing an early challenge. Also from the

public interest aspect, it would tend to discourage zn assignor.

None of these issues will have any real impact, however, in the

ecsignments from employee to employer, atc. Uith this category
of "hzrd cases” it is immaterial from & practicel viewpolnt as to

whazthey alternative {¢) or thig =i () 1s selected,

ewrrges CUom the above

Connta

wesleng Tovour secting

Lol but, uvaless limited, vet

9

intreduced, che neblic interesc

ion

ar dpnplied condit

patent. With no gurn condition proof

of invalidity by an assignee would be irrcievent and 5o no change

would in fact take pluce i:. the agsignee estoppel rule.

Seccion 14; the Conflict proceedings under the Canadisn Act do
not give the same opportunity to oppGue -an application. A form
of the current United Fingdom provisions have exdsted since 1887
and if this factor had Heen consid sarlier, 1t possibly




CHAPTER FOUR

1} Introductiocn

Patents are often licensed as part of a
package of patents, trade secrets and know how. If the patent

or patents involved happen to be invalid, say through lack of.

'nciyjty, there will be no relief to the licensee as matters

B

' =2 .o .
stand at the moment in Cznada and the United Kingdom because of

the‘egtoppel doctrine. Should the estoppgl doctrine be put aside
theré will be poteﬁ;ial relief for some licensees and'hence an
incentive to challenge velidity, but often little relief for those
who recelved whaﬁ‘were”aaid‘to be trade éécrets along with tﬁe
patent liéenae.‘ Upon terminatidn QﬁMéhe‘patent licenge the trade

secrets will Iive on and possibly the activities of the licensee

- / .
will be brought to an end despite the theoretical freedom that he
. . I ’ . .
ow has to work the subject matter of the patent. The nature of

a
3

trade secrets and the possible lepal remedies avallable (o regtraln

@

thelyr unauthorisced wgse becomes o clgrnificant ‘ogue.
There will be oftean -ifisterces where trade

4

secrets will be in use without their being dirvcetly cccoocicted with

any patents. If a txgdé secree dg in the custody of vne person, o5
witﬁ say, the alchemist of earlier times, there can be no legal
complicapicna» It would bel&’mbst unugual sltuatlon nowadays for
thefg’to be’a sole holder of a trade secret and co the igy will

1
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become involved in determining the obligations owed to the
initial holder of the trade secret by those to whom the secret
is revealed. Such persons can include employees, subcontractors

and persons to whom the secret has been revealed in confidence.

A major difference between a valid patent
and a trade secret is that no one is permitted to make an
unauthorised use of the subject matter of a patent wherdas with o

trade secret anyone who Independent ly discovers the secret ta tree

S

to use ft. Therefore, a patent monopoly provides a much more
‘embracing protection for a patent owner than does a trade secret.
4 patent, howevér, has only a limited life whereas some trade

secrets can run for a lengthy, indeterminant time.

Somevtrade secrets could not qualify ‘as patents
if appiication verc made because they are not eligible subject
maﬁters for patentg. Therelage o?her trade socféts that fall
within the class of elipiWie s;nbiovl mattoer but wuul;l n';w’. quality
as ﬂ?t@ﬂté because. they lack‘the ngéessafy novelty or 1ack‘uf
obvibusnesé required in a patent,l It is on this latter group that
concentration neédz.be centred .in that‘if a process or ﬁroduct‘is

not worthy of recognitic. s z patent, presumably it chould not

acquire protection to the level accorded to patents.

On occasions a trade secret would be able to
qualify és‘a patent but the holder is‘of the view <hat. it is not
readily susceptihle to discbvery by reverse engineeriﬁg of
iﬁdependént FUchrch‘énd decldes to refraln from maling Lo the

subject of a patent application. By this decision the holder of «
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trade secret is avoiding making a grent to the public domain
- . . , . ’ . . . ? N
 of the subject matter of*his secret at the end of a fii:id term

 of.monopo1y. As this public grant Is a bas tc quid pro gquo for

‘the patent monopoly it would seem anomolous #{ a2 trade secret
holder was permitted remedies that gave t!  protection of the

secret a gtatus close to the protection of a patent. ~

A useful exércise wpuld be tqlsetldut a
.dezcription Qf'whgt cqnstituted'a trade-szcret, the obiigations
placed 6n a person in vwhom a trade secret was entrusted and the
remédies,available should these obligations be unmet. This’has
been attempted in the past.lA  In this instancoia :eciting of the
law is not to be attemptéd'as such'im that éhe accent is té be
~placed on iéolating the major factors that ;un into conflict in

the trade secret crea.

The unpredictable character of trade s-ouref s

today zrises from problems of detemmining questicons of fact and lew.

-

These mixed ivcuns are common in guice o nuaber of arear of Lav but

in this area the problem appears more ccute than most. The prol

in determining what constitutes uovelty or lack of obviousneos im

£

the patent field are much wore straiglt-foruard than the problems

of determlinlng what constitutes o - trade gecret.  Une has in Che

:i
and the 1968 Supplement and very much second, Aaron N. Wise,

"Trade Secrets and Knowhow Throughout the World" Clark Boardman
Company Ltd., 1974, Volume 2 {n particular.

See 4.E. Turmer "The Law of Trade Secrets" 'Sweet & Maxwell 1962



trade secret area not only‘the'complications that can arise in

~ applying the law to a wide range of highly technical material

but also a singular 1ack of precision in definition '0f the law
itself. There have been broadly stated guidelines laid‘down by
the;confts with each one having 1its problems in appliceeion;
Where'theldifficulﬁies are componnded ie‘through £he various
guidelines overlapping and at times clashing badly through having

been developed with di[ferent intereqts belng glven prom{nen(c

The object of this Chapter is to present a’
rbroad outline of the nature of trade secrets, lndicate the unusunl
way in which the basic rules emerged and attempting to isolate the
interests favoured in the’varioueﬁrules. The compatability or |
otherwvise of the raﬁionale for these rules with policies implied
in other areas of. lav are to be examined with special attention

being given to compet*tion laz and patent lawv.

2. The Hature of arade Secrets

L trade secret cannot be'something that is
generally known. This nuch ie nndispnted and there seems little,
dispute that it is poosible for more than one enterprise to be

luningra teennique that eech oné hras evolved independenily,and that
technique‘ean naintain‘the trade secret categorisation. It is also
accepted thaf once thertechnidue is nearly universally knownin a
gsector of industry to which‘itvcan be appliédﬂ it is no'longer a

‘trade secret. There has bheen no known attempt to draw a 1ine of .
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demarcation between these extremes.

A guideline thet has been frequently used‘
albeit in a negative fashion is to examine the .extent to which
efforts have been made by the holder of the trade secret to
maintain ilts seeurity/ If there is limited access to the area

where the process 18 carried out with secur ity procautions glving

the appearance that it is the process rather than just ordinary

property that is being protected then this may bo persuasive in-

-demonstrating that the process is secret.? . Lack of this Indicator

can be fatal.3' This indicator alone has, most sensibly, never -

been . taken as conclusive

Publication in a'publicly‘evailable document of -
the nature of a trade secret is the antithesis of maintaining tight
eecurity and one would therefore expect publication to be fatal to

the secret. In 0.'Mustad & Son v.. Dosen und 5. Allcock & (o Ltd.

a 1928 decision of the House of Lox¥ds first reported in 1963, it

-was held . that disclosure by the plaintiff in a patent specification

had terminated eecrecy. Publication in a Belgian patent specification .
that became available in the United Kingdom Patent Office library

was held,to have robbed the information of dits confidential etatus '

2 Amber Size & Chemical Co. Ltd; v. Menzel (1913)‘30 R.P.C. 433,

3 Robin-Nodwell Mf Ltd. v. Foremost Develo ments Ltd. and Nodwell
(1966) 52 C.P.R. 244 and Wilson Certified Foods Inc. . Fairbury
Food Products, 3706 F. Suppl. 1081 (1974)

4. See Houser v. Snag-On Tools 202 F. Supp. 181 (D.C.Md. 1962) for
rejection of a "hollow confidence .

[&963] R.P.C. 41; [1964] 1 W L.R. 109

\

T \
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in the United Kingdom in the case bf Franchi v.'Franchi.6l

Thesé'decisions, in éffect, follow the sade line as In the

patenf field where publication in any publicly 5vailable ' 5
‘document cén copét;tute an anticipation of a patentvabélicationo'v

However, in fhe trade secrEt”field-no'absolute rule emerges. In -

Cranleigh PreﬁisionfEngineeiing,Ltd. v.rBryant7 knowledge of a

publishéd'patent specification was held to, be information that
haﬁ to'be’keptnin éénfidenée; | |
- Whether disclosuré in é publication shogld be
’acéepted as a frade s;cret 1hvo}vesfa éignificant value judgment,
It amounts to a question of accepting a tHeoretiqai or practical
view on theraccessibiliﬁy of the,apbrOPriate knowiedge.' In the
‘patent law field_the.thgoreﬁicél'view'is takgn e if sﬁmgthing has
beenvpublished it {a assumed that all interested pértie$ had:$;
.couid,have had éédessvto it, 1In the trade $ecrét field theré:ﬁas
 v%éen pressufe to have'claééifie& as tra&elsecrets eveg-material that
- has bgen pﬁblisbéd.a ‘The Basis‘of ﬁhe érgumen;.is'that, infpraétice;'
it can cost a great ae51 of'm§ney'to separate the‘appropriate néedles_
of reé&ly useful inférmatiqh from the’haystacﬁvof téchnological
‘literature and once tﬁe,needles have been identified this should be

‘worthy of protection. - o ‘ S ’ o -

The above argument'is really zn application of

another guideliﬁe that is frequently invoked: did 4t cost a gocd

t

deal of time and morey to dcquire the‘infofmation for vhich trade

- secret status is being‘claiﬁed? This guideliﬁ@ firsz appeared to be .

® [1967] R.P.C. 149 |
7 [1965] 1 w.L.R. 1293; [1964] 3'All E.R: 289 |
8 See for example, remarks by Tom Arnold "Shadows do not Fight" in
- "Protecting Trade Secrets Today" Practising Lawv Institute 1973, pp.25-28

".

L
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given weight in cases involving the gathering of news,g
information for a trade directory and.a host of customer list
cases. The need for such a test 18 clear in ‘these- cases because
it could seldom be claimed that much of the information was not
available in gome published form or other and nor could it be
claimed that it had any element of discovery or novelty. It
does Seem to find service, however in technically orientated |
fields where these other facts are being argued as well.’ 11 The
'posgible rebuttal to a time and money argument could be that

: expenditure was, necessary only because of initial technological
backwardness but no case has been found where this has been argued

specifically,

‘The lack of expenditure or time and money on
isolating information need not. prove fatal to a trade secret
, claesification because a brilliant but cost‘frec 1neight can qualify
This entails an element of ' discovery which is an ingredient that
courts have at times stated to be essential in technicalvfieldu.12
Although this "discovery element is at times demanded vhat is-

~universally accepted ie that one does not require novelty to the

etandard required in the petent field This point was directly at

‘issue in Sandlin et al v.uJohneon13 because the court epecifically‘

? Exchangg Telegraph Company Ltd. v.‘Gregoryf& Co. [1896] 1 Q.B. 147

107 b v, Evans [1893] 1 Ch 218

11Aneell Rubber Co. Pty.- Ltd. v. Allied Rubber fhd. Pty. Ltd.’[1967]
- V.R. 37, 49 _ RN T .

12See especially Sarkes Tarzian Inc. v.Audio Devices Inc. 166 F. Supp.
250 (S D. Cal, 1958) ' ,

141 F (Zd ) 660 (Sth Circuit 1944)




135

ruled as erroneous the District Court 8 conclusion that no
obligation of confidentiality had been breached because the
/discovery'did not constitute a patentable invention. This

view has been‘generelly accepted inside and ontside the United
"States of emericaila, At times the tern novelty is said to'he
necessary, but guch references are in the conLext of - dietinguishlng
the information from that which is generally known rather than

putting it at the patent level of novelty, or lack of obviousness

A guideline that tends to’ embrace the other
guidelines is to determine whether the information was of value
to competitors. This approach emerged in the colourful form of the

springboard" doctrine of Saltman Engineering Co. Ltd. v. Campbell

Engineering Co. Ltd. 15 a case virtually forgotten until given an

uplift in Peter Pan Manufacturi¥g Corp v: Corsets Silhouette Itd 16
" The springbosrd doctrine hss beon the maln guldeline uged ln'urinn’

\

. D. Collins (Engineers) Ltd. v. Chsrles Roberts & Co. Lcd.f7

‘;Suhner & Co. A.G. V. Transradio Ltd.;lgi Terrapin Ltd. ¥. Bullders'

Supply (Co.) Haves Ltd.19 and Seager v. quydex Ltd.
i J ' 1/’ |

14 Adopted in The Reetatement of the Lav of Torts, art 757 which has
been widely favourably noted - see for example Ansell Rubboi Co.
Pty. Ltd. supra note 11, p.50

(1948) 65 R.P.C. 203; [1963] 3 All E.R. 417 o
, : ' B o ( ’ j
16 [1963] R.P.C. 45;. [1963] 3 All E.R. 402 - - f

15

17y[1965]'R.P.C.'429

18 119671 ®.P.C. 329

19 -

[1967] R.P.C. 375

0 129671 R.P.C. 3495 [1967] 2 ALL E.R. 415

T e
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The basis of the springboard doctrine is to
enqnire whether tne info;mation that has been or may shortly‘be
traneferred in an unauthorised fashion is such as to advance the
‘interests of-the~outside person. where'it tendSvto‘do‘the sane'
service as the other guidelinea is that 1f' the information is
generally available or would require 1ittle effort to acquire
Lndependently‘then it wopld not be such as to make an unauthorised
"transfer any real advantage: "If the informatiOnlis found to

rovide a springboard for the competitor then it should ‘be B
classified as a trade secret ana the restrictlons placed on transfer
of trade secrets should apply. |

[
N

:&heVSpringboard.tes% has a good deal in common -
/ with the definition,of“tradeisecret eet‘out in the Restatementvqﬂ,
the Law of Torts, 1‘ the principal sentence of which reads:
~ "A trade secret may consist of any
. formula, pattern device or compilation
of 1nformation which 1s uged in one’s:
business, and which gives him an
opportunity to obtain an advantage aqver
competitors who do not know or use.it."
In the 1965 Supplement to the Restatement there are over fifty
cases listed’in‘which the above statement had been used in support.

It i still frequently invoked in the United States of America and

it has also been noted in English and Australian cases.

The Restatement does later mention that secrecy
. /» .

is an essential aspect to 4 trade secret but in noting that novelty =

R SR -
American Law Institute, 1939, s.757, Comment (b).

- . . .-

21

L e, b



and invention are not required it does . not go further and

indicate whether an element of discovery is necessary

The major difficulty to-be'found’in the
springboard or the Restatement approach is that it really begs |
the question If information passes or is about to pass to a
lcompetitor and the information holder does not favour thla, all
he need do is demonstrate that the information may be useful to
the competitor By application alone. of the springboard or

Restatement approach a trade secret\categorisation is given to

~ such information. Even at first impression this covers information

flow. The reason for the unexpected width of the definitions is
that neither, providesa definition at all but instead provides a
description of some of the characteristics/of trade secrets. The
use of these approaches alone can glve results asg misleadinc ag

- say, "defining a cow as a rour—legged mammal Unfortunately,

. this appears to have ‘been overloohed in many cases.,

\Two 1imitetions should be put tc the Spring~‘
board or Restatemenr deccriptionC of trade secrets from the outset.
Both are well recognia -d although difficulties have been experienced

+ in their application. The first limitation is that trade secrets
do not embrace information that is to be found as part of the

ordinary skill knowledge and experience of an employee. The -

LAR i -



‘The second limitation relates to the care which should be
exercised in determining what an "unauthorised" divulgence of
a trade secret constitutes ifittade secret is given a wide

description. These limitations'overlap in some circumstenccs.

iihe'following‘illusttation.may‘clarify"the :
position. Suppose the proprietor of a highly-regarded restaurant
f had in his employ a talented chef who‘during the course of his |
employment perfected a recipe for a sauce that gave the restaurant
'even greater’féme; Information on the secret of this sauce |

would be: much sought after by.competitors and the proprietor of s

the‘restaurant would very,much prefet.to keep this_information‘
exclusively hisfp on a springboard or Restatement approach the

recipe qualifies as a trade secret. Can the chef feveal it to a
N | T - . . .

competitor'or apply the reéipe in the service of a competing

restaurant? It would seem that. knowledge of the recipe would be .

, part of the skill and knowledge of the chef so possibly he can applv

it elsewhere. However, perhape'therenshould be some bar to the chef

o -

,seliing the recipe;te a conpetitor fbr‘a 1arge sun whilsg confinuing
work in the same festaurant if- this be the case, it woulu be due '
rvto the divulgence of the secret being unauthorised The situation
can be complicated further if one considers the"positien of another

~ chef in'the'saﬁe restéurent the meat chef, who through working

side by side with the sauce chef, comes to know the secret recipe.
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y
The“ﬁersonalgskill and knowledge of this chef nossibly would

not embrace the recipe and possibly there will also be a

-difference in what he may_be authorised to reveal.

#

The scope given to "the personal skill,
knowledge and éxperience" of an employee is crltical to the law
of trade secrets. It is true that it has little relevance to

_cases where a trade secret is revealed in confidence without there

v

being any contractual relationship between the parties but such
cases are very rare by comps-ison with those lnvolving an express
or implied condition to refrain from,revealing,trade‘secrets‘inl

" contracts of'employment.‘ In these cases, and in the closely

£ rd
H

‘analogous cases of subcontracting arrangements, the personal

attributes of. an employee act to limit the”material that can be

.

classified as trade secrets.

Récognitidn of the need to permit an employee
to carry "personal" knowledge with him upon termination of his

2
contract of employment is long established 2 What has become more

difficult ls determining what falls within [ty scope. lho ma]or

'

cases of yesteryear inVOlved matters of little technical
sophistication with employees being tradesmen or craftsmen. . Many

\

h modern cases involve very complicated technologies Therefore, tbe
‘ . PERAY N
i

'decision making has. shifted from determining the ordinary skill,

knowledge and experience of a plumber or electrician to determlning

t
hd

2 Robb'v Green [1895] 2 Q.B. 1; ﬁorris V. Sukelby [T916] 1 A.C.
.688; Attwood V. Lamont [1920] 3 K.B. 571. S

o -



" Restatement or the springboard doctrine. :The personal skil}l

14}

that of a research chemist with three years poveet doe tar gl
experience in a University before moving to ten years of employ-
ment in phatnaceutical research. Such a persou startg ﬂmpiuyment
with a vast amount of ski{ll and knowledge but a rwturn to tha
gtarting position would be near lmposnihle and certalnly highly

undesirable even 1f 1t were pogsible.,

The problems of definition are great. This

leads to uncertainty in the law of trade gsecretg, Greater

uncertainty arilses however, through the frequent disregard of the

clash of interests involved. A bias towards employer Interests ig

implicit when matters/are'viewed along the lines of the Amerlcan

mployees is often noted as a minor exception that cantprd'

aifficulties 1in variousg:cases and in the'many artielés*writtan vih

4,

Y

+his bias. On the other side, there are cases that give qulis u
qJ

wide scope to personal:skills and these cases, with the accent belng

given to employee mobility, partially reflect a blas towards

‘employee interests whi‘st mainly favouring freedom of competition
Accordingly, they tend to be depicted,as restraint of trade cases

" with the unsuccessful trade secret argument being given a low profile.

Anothe - interest\that is often sald to be

Ie]

?avgﬁred by the law of trade secrets is that of fair dealing and

good fhith. Hence, emotive terms such as "industrial espionage ,
stealing and"filching" are employed when mentjoning the unauthorised?
K

transfer of trade secreté. There are prohably established legal-

remeiies available against activities that can be aptly described in
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without & separete "trade secrec” law beling necesszary.

What modern trade secret law often tends tc do is place &

restrzint on employee mobility with 2 resultant stemming of

technology transfer when none cf the emotive tarms could
reasonably be applied. A

)

the early development of trade secret law

o ! ' . . L '
be examined, followed by a tracing of early developments

‘nt of trade law..

cion of Trade Secret Law.

Cages that were directly related to trade

rn sense did not cccur until ¢he'end o

-
L

“the

oand beginning of the twentieth century. The authorities

'

ity conceryned with meterial being

trae o which 2t had bezn provided,

(o Cn maEtiters: “Het
ey copysipit lepialation.  Accordisn

bad the limleod @0 9pa ol

s

Lad

that were zdapted tec the

re citen expressly or

v piwited

menney

Uze of a manuscr

iyt an unauthor?

, S ; ;
was enjoined in Buke of Queensberry v. Shebbearc. This is guite

ey
a1



ection they may have at Lay beccuse thb y“_,nL'fE” foll

of profit but to viidfcatw the character of Lady Perceval’s one time

144
S
cleariy a pracurser ¢o modern copyrignht lew in that the deferdant
in this case wvas held to be acting outside the pwrpose for which
an unpublished manuscript-hadfbeen made available to him by hi:z

proposal to make multiple copies of the menuscript for his own

profit.

Personal letters in the hands of- reciplents

. 2
ralsed dissues fcr *he courts to rcsolvc. In Ihompscn v. Stanhope

the executors of the estate of Lord Chesterficld were successful

'

in gaining an inju wction against the widow of. the Earl's "natural®

8on: to prevent publication for gain of correspondence between

~

father and son. Before hiis death the father had reguested the.
return of some of the coxrespondence because it may have caused
embarrassment but ti.c widow had kept copies. There was also what

was purported to be imminmnt unuuthoriibd publchLiOﬂ of letters in

. - 25
a newspaper in the case of Lord and Ladv Perceval v. Phipps but

“tequity the injunction wes dissolved with the partles left .o

P
g

Y
(]

-, E ]
provide

any angwer to the defendant’s reply that publ atlon was not for sake

servent and that of the nswspaper’ pZOp:thSro An in‘unction ~gaing.

: pub1¥cahion of letters of a personzl natuve was grantaed -t great

r\(~

reluctance by Lord Ch&nceilor Eldon in Gee . Pritcherd. The

’

gioundvﬁelected for Mr&nting tﬂb injunciion was that letters directed

737; 27 E.R. 476

7(1813) 2 V. & B. 19; 35 g.R. 225

% (1818) 2 Swan. 402; 6 E.R. 670




. to yet another "nagdral’ son of & member of the aristocrac
. toy : ; ocracy

°

lost any chargeter they may have had as being the property of-

the defenddnt when he, on reguest, returned them to the writer,

A

drallyfdélibgred lectures by a surgecn in

the case of Abernathf'v. Hutchi.son27 wefe not susceptible to

' proteﬁtion under co it it was held by Lord Eldon that an

~injunction should igsued to restrain publication in a magazine
of a shorthand writer's record of the lectures. This decision was

based on a finding that the students attending the lectures were

permitted to use the lecture material only for theéir cuwn

individualvinformatioh and thereuﬁf'ﬁén implied contract that the

material was not made availgﬁla ,uEhem for publishing it for

¢

srofit. Although the peréoﬁ‘ ﬁponsible for taking the shorthand
notes and transmlitting them to the magazine publisher vec net lLnown

¢he injunction would nonetheless lie sgainst the publisher as the

notes could reach him only through: che broach of implied contract.

23

"The case «. Zriance Alpert v. Strange vas alzo
2 de facto copyright case. Privaté g _.inge that had been put in

zhe, defendant’s hands for the purpose of we-ing some duplicationg
had been used to make further duplications which the defeadant had

announced would be _zatured in zn exhibition where catalogues

N

/‘(1824) 1H. & T.W 28; 3 L.J. (a.s.) (Ch.) 20¢; 47 ALl £.R. 1313

1

28 (1850) 1 M. & G. -25; 43 E.R. 1171

€
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containing reprcduc:ioﬂg 3@5 descuripelons ¢f the etenings

would be for_saie. The‘Lérd Chanéellor, Cottenhaﬁ, in

grantigg an,injunction ruled that the aufhor's property in the
ugpublished etchings provided sufficient grounds for an
injunction buf, if £t had been neceéséfy to decide he wduid
‘have also found = ground For injunction cn the basis that the
catalogue, deséripﬁion@ and further remarks could not have beeﬁv
‘obtained except fgr the Burteptitious and improperfhéking'of
additional impressions of the eéchings. ‘Similar facts were

considered by the Court of "Appeal in Tuck v. Priesterznghefe

a drawing had been placed in the hands of the defendant for the

purpose of producing two thousand copies, but the defendant made ‘.

additiqnalrcopies which he later started to sell in competition
» - o 36 ' o

wlch the plaintifr. The nev Copyright Ac:z would have resolved o

this matter éxcept that the reproducing haévbeen performed before

the copyfight had becn registered and hence the basis of the

injunction granted vas that the exttra copies had been made in

o

br=ach of contract and in Breach of falth.  Breach of an lmplied

-

covidition of the contract was also T¢

in Pollard v. Photogranhzc
I )

Co. Ltd. ™ when a professionnl photographer used rhe photograph

of = _.ying client in & Christmee card,

The remarks made in the zbove cases relating to

uneuthorised acts of duplication were takeniup in later years in

9 (1887) 19 Q.B.D. 629

0 25 & 26 vice. . 68

31 (1888) 40 ch. p. 345




149

'Eases involved with trade eecrets. What.has tended to be
overlookea in the larcr application of the dicta 1is theﬁ there
might well Se a need to,disﬁinguish the reproduction of naterial
rrom taking and using the general subject matter. ihis is av’
distineeion that is reflected 1n modern eopyright legiélation

and one that was recognised shortly after the above cases.,

Tﬁe HouSe of Lords in'Caird v. Siﬁe32‘followed

a imilar cours e to that taken in Abernathy V. Hutchinson33 and

held that a proiessor of a_university who delive:ed orally his
lectures to paying students did not communicate those lectures‘to
the whole world 80 ‘as to entitle‘any one to republish them without
- his permission. A distinction was made between republishing the

lectures and using the teaching to be gained from them.34"This

theme was .followed in Lamb v. Evans3$ Here the defendants had
,worked on a commission basis for the plainuif-, collecting
~advertisements throughout Europe for publication in a trade directory'
to be used in England. Uponlceesing)employment with the plaintiffy
ﬁhelgefendants worked for a rival pnblisher where the subject
headings.end édnertising‘blocks were invmanyiinstances reproduced
for-a rival directory. Tne lower eourt'granted an injunction
oraering that this activity cease but conciudej the order by

(ﬁtating "order is not fo extend to:prevent the defendants or -any

of. them making legitimate use of the plaintiff's‘ﬁofkvor any part

thereof for the purpose of , obtaining advertisements or otherwise.'
2 i e
(1887) 12 App. Cas. 326
Supra note 27

4 Lord Halsbury, Ibid. 338

(1893) 1 Ch D. 218
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When the Court of Appeal diamis‘ed &nvappeal from the lower
court it made no variation of this order. The basis of the
v order is open to debate, but doubts are resolved to an extent

Dy the remarks of Kay L.J. where he said in reference to

Prince AlEefE v. Strange

"...I think the doctrine...does
extend to every case in which a man has
cbtained materials (I use the word
advisedly because it would be very.
,difficulqp%ndeed to grant an injunction

to prev?jt/ﬁ man using his knowledge)..,"36
f\\i: Ry ;’ ) ' ’
I
This approaecti'was also followed in Philip v.

g 3 N L -
Pennell 7 where disputes’arose as between the executrix of the

artigt Whistler and the defendagfénybo had been'givenmacceSS'to
: S : '
detters by the deceased agtist‘in ordéf“to?wrige'his biography.
Zt was held that the pfopérty of the lgtters.remained'with.the
author»fzxecu;rix)ﬂénd the inicial receiver'ofvthe létters and
hence, inlthe absence of any authorisation the'letCersyéoula not
be reﬁroduced. However, it was also ﬁeld that the letters could

be used by the defendants to provide background information that

may be of use in wzfting the blography.

It would therefore éppéar to emerge from the
above cases thét someone entrusted with material for one purpose
wag not.pérﬁitted to make @ reproduction of the,m;te;ial.and use

s Che rgpfoduétiens.far ancther purpoge., Noihing ig stated that

suggests that an idea gained from the material.could not be vsed and.

' % 1hid. p.236

37 [1907] 2 ch.D. 577
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there are c¢lear indications that such an extfension was not

contemplated.

‘There are other early- cases relating to a
different gituation, & situation where material came into a.

persons hands in an unauthorised fashion.

Y,

_ In ngatt v. winyard38' an injunction’wés
granted to restrain thé deféndahtffrom makiﬁg use of or
communicating cgréﬁin recipeé fof medicines onvthe'gro;nd that
ﬁé had obtained kﬁowledge of the méde»of preparing them by-a
Abfeach of trust. The plaintiff who was,the proprietor of the ,
"medicineé, had employed the deféndaﬁt as an assi;tént'under

.

terms that he was to be instructed the general knowledge of the

buéineSSpbut was not to be taught the mode of cdmposing the
medicines.l Aftér the defendant,had left the plalntiff's sorvice,
tﬁé plainéiff discovered thét ?he defendant had sﬁrreptitiodsly

’ géined accesé to his books off;ecipes and copied them‘and‘had

commenced selling the medicines wiih instructions for administering

them which were_élmost'literal copies of the plaintiff's instructions.

‘The‘breach of duty:in discovery of the secret

‘was an important element in the Yovatt v. Winyara decision.

Degpite the brevify of . the decision of Lord F.don, Lord Chancellor
this point emérges from the plaintiff's counsel readily conceding
that a court might not protect 2 secret from disclosure by one to

" whom the proprietor had himself communicated {t. The concession

38 (1820) 1 Jac. & W. 394;- 37.E.R.. 425



was made 1n'order to distingnish two earlier caaeoo Newbery

v. Jameagg'and Williams v. Williams?o both decisions by

ﬁ‘

Lord Eldon.

.

' There was no unauthorised discovery of the

secrets in Newbery V. James and Williams Vo Willihma, Both"

involved secret, medicines with the relationahip in Newbery;v, James

being one between inventor - manufacturer and distributor whilst in

Williama v. Williams an, agreement between father and son, where
the son was to be prepared for being brought into his father 8

business and this.led to the revelation of the secret.

o

The main factor motivating Lerd Eldon in his

refusal to continue injunctions was the difficultyvhe saw in

enforcing any order if it had been desiraole'to grant an injunction

in such mattera. He contrasted secrets of this type from patents
and took exception to the fact that one . of the aecret recipes im

Newberz»v, James had been the subject of a patent uhich had expiredoj

Lord Eldon’ a remarks have an uncanny similarity to tho e of the

- Supreme Court of the United States of America over one hundred and

'fifty years later and hencevare quotedﬂhere at some lemgthu'

In Newbery vg'Jameaél

",..the medicines in queation vere
the subject of a patent which had
expired; and the agreement which the
bill sought to enforce was an agreement,
by which, independently of the patent,
the proprietore had entered into ,
covenants not to sell that which was the
subject of the patent, except to each

39 L o
(1817)‘2 Mero . "46&\’35 E&Rl‘ 1011,

40(1817) 3 Mer. 157; 36 E.R. 61

51(1817) 2 Mer. 446, 451
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other. But in order to support a
patent, the gpecification should
be so clear as to enable all the

world to use the invention as soon

~as the term for which it has been

. granted is at an end. Then, with
regard to the Analeptic pills, for
which no patent had been procured,
if the art and method of preparing
them were a secret, what signified

an injunction, the Court possessing
no meang of determining on any occdsion
whether it had or had not been violated?' -

(Lord Eldon concluded by stating that,the,pdrtleé may care to try
thelr action at common law {f any remedy could be found there, but

he woﬁld<grant no injunction.)

In Williams v. Williams, a firmer line.”

"But so far as the injunction goes to
restrain the Defendant from communicating
the secret, upon general principles, I
do mot think that the Court ought to

- struggle to protect -this sort of secrets
in medicine (see Newberry[sic] v. James...)
The Court is bound indeed to protect them -
in cases of patents, to ‘the full extent of
vhat was intended by the grant of the

~ patent, because the patentee is a purchaser
from the public; and boynd to communicate
his secret to the public at the expiration
of the patent. Then, whether the principle
Can be extended to such a case as this -
vhether a contracting party is entitled to
the protection of the Court in the exercise
of 1ts jurisdiction, 'to decree the specific
performance of agreements, by restraining

~ a party to the contract from divulging the
secret he has promised to keep that is a .
question that would require very great
consideration. But the present case is not
one which calls for the determination of it.
If the Defendant has already disclosed the

. secret, the injunction can be of no ‘use.

- If he only threatens to-disclose, it then

42 (1817) 3 Mer. 157, 160
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becomes necessary to look at his
affidavit; and by that he ingists
that what he hag to disclese is no
secret at 'all - Then how is the Court
to try this question? or what can tho
. Court do with the case altogether?®

" (The injunction was thus diszolved).

It i8 noted that Lord Eldon does not go so
far as to say that secrets could in no'circumstances be prOtecteé

-~ although it would seem that the hurdlea he set up would be

_‘difficult to clear.. In this context, the unauthorised 1earninw

of the secret in Yovatt v. Wi_yard takes on aignificanccg 'The
Iunauthorised acquiring of information and the possibility of
gaining a cemedy that will prohibit its use is mentioned in diﬁt& ’

in Tipping v. Clarke. &3 This ‘accent ont the method by which

information is acquired takes on particular significance in the

&4
L ight oF statements made 1njkhe 1leading case of Morison V. Hoac. o

J.Thic case is of particular significance in that the decisiom oc‘

;the Vice Chancellor (Sir- G J. Turmer) is couched in terws that were
wider than necessary for the decision withk a gloss belng piaceﬂ on

' earlier authorities,ﬂ To compoune mzttérg. the broadervstntements
have in manyminstancea been taken up im later casec vithout rererence
being made to the 1imitationu on the b oacer dlcta thac iu,tO Da

found in the Vice Chancellor°s degmenu.

A significant aspece of Moriqon Ve Hoae ig tha

the problems crystallise& at the’ timc that a oartnership agreemen
-.expired with the sons of the initial parties as thc succQSOOro to

heir fathera 1n the partnership aeing the disputantaa Lnrxsom Snr°

N
\.
-
-
5

(1843) 2 Hare 383 393 67 E Re 157

(1851) 9 Hare 241' 68 E;R. 492
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was the .inventor and sole prenrietor of " a secret reclpe of a
medicine who after,scme years of service with him had made a
partner of Moat Snf.'with Moat Snr. being teld the secret and
being charged with the task of manufacturing and selling.the
med1c1nes. At the time the partnership was formed each party
entered a bond with a penal sum of Five Thousand Pounds with
Moat Snr. covenanting to {eveal the secret 'to no.one and
, . 8

\
Morison Snr. covenanting to, reveal the secret to no one other
\

than such persons who may be brought into the pnrtnership with
- L

i

the approval of Moat Snr.
. |

After some years, two sons of Moricon Snr. were

brought into the partnership ahdmthe'Secret was revealed to them.

: _ , e v o
Moat Snr. fell into ill-health and a son of his came to work for

him on a fixed salary; This son\yas shortly'afterwards named as
the successor to Moat Snr. and a few days later Mcat Snr died.

A few months after his father s death Moat Inr ceased regula:

: ' 1 ' , .
attendance of the business and became a sleeplng partner with

\

. . ‘ \ ' | .
cMorisen Sar. and the two sons~carryﬂng on the business. A few yeara

later Mbrison Snr. died and his sons tarried on th business until
\

the time of the partnership came - to an end ‘a decade later. The

dispute arose when the song of Morison‘brought action against Moat

~ Jor. seeking an injunction to restrain Moat Jnr. from selling the

medicine with the descriptionv Morison's Universal Medicine

prepared Dy Mr. Moat late partner of Mr.&Morison the Hygeist.”




The question for the court was could Moat.- " v

Jor. legitimatcly use the secret at the conclusion of the

par. o ~ship? The following major points were canvaésed:

(a% ihe defendant argued that the secret was an asgset
of the partnership. On constructior of the partner-
ship deed and in the light of the mutual covénants

it was held that. the deed wag not to‘this effect.

3

(b) On an-issue of fact it was argued by the defendant

that he knew the seCret through working on‘the:
,processland this had been known by the other

lbparties when rearrangements had.been made following

g father's death S In complete conflict with this

the plaintiffs stated that’ there had been no intention
of . informing the defendant of the.secret and it was on
4the 1osumption that he did not know it that‘the
rearrangements had been made and he had heen made a

:31eeping partner.

©

(c) On a further lssue‘of fact 1t waslargued Ly the:
plaintiffs that the only ways the defendant could have
come to know the secret was either through his father

' }~ having divulged it to him in breach of his covenant

- or, alternatively, through surreptitiously acquiring
hvthe,knowledge whilst aesociating himself with the

partnerehip ooeratlons.

el o

i SR
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. In the event the Vice--Chancellor came to
the conclusion .on the facts that/ it was (c) rather than (b) that
had been made out. On this basis the authorities were referred

to. » ' o B

Perhaps it could only be by the advantage of
hindsight that one could see a way that a dec181on of law could be
resolved accepting the conclueion on facts, one has nutunl-
coVenantsvsecured by bonds, entered between pariners to maintain
'secrecy for the benefit of their'partnershlp with the parties
hauing negotiated at arms length with each aware of the naturc of
'the operations; A’decision could have»heen based'on a breach of
the specific covenant found in this case and applying a remedy quite
well established by equity ‘at that stage»to trace the result of the
breach through to.a third party whovwould have been'aware of theAJ
: breach. Instead the. Vice—Chancellor expresses himself in corms of
5breach of faith breach of confidence breacn of,trust and.breagh LT
of duty‘as well ;evbreach of contract inlmaking a tlnding/f;r'the

plaintiffs{;i" j lv ' -

The'use ot additional grounds may'have provlded
'little cpuurtunity‘for confusion except that the scope of duties of
dfaith, confidence, trust and duty .2 not indicated. Distortions
jof previous authorities are given when using the terms, thus.

complicating matters. ,The significance of the innovatlons warrant

" some detail: ‘Williams v. Williams45'ié‘cited46 only with respect to
5‘ . } v .
Supra note 42

46 (1851) ‘9 Hare 256
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J
Lord Kenyon's remarks on the son's atieged futenilon to take
exclusive dominfon of seccret articles, an act which Lovd Kenyon
referred to as o possible beeach of Bty the cane Ta ihoes
characterised as oune where trust must be heaoured withoor we it fon

being made of Lord Kenyon's refusal to grant an Laojunction agalust

. ¥ .
communicating the secret. Yovatt v. Winyard te sadd to have

i

becen grounded on a breach of trust and confidence, an accurate

observation, but an observiation that could have been qualified by
‘ : 7 \‘ . ,
pointing to the acquisition of the !niorsatlon being in breach of
o » ,‘/ .
trust etc. Abernathy v. Hut;hinsonAB is representfed as a case In

3
/

which Lord Kenyon granted an injunction on tne’grouu: of breach of

: ' p ,
. confidence rather than the actual ground selected by Lord Kenyon
. , )

viz, an implied contract that students tould not use notes of

lectures to pu i 3" them for profit.

Cd

The generélisations made in Morison v. Moat

_provided-riech resource material for later cases. It also provided

~ of confidence and tfust,

the stimulus to Amedee TUrnér; the author of the established text

on trade secrets, to give heavy accent to the fullness of scope of

the law of trade secrets that may 1lie in an exploration of duties
49 \ |

Degpite the breadth of the terms used in Morison

v. Moat there is dicta that should have served as a caveat to téking

"a literal view of these terms. Although deCiding,thét the

. &

- defendant had nbtyacquiredvknowledge from wbrking the proéess, the

I €

47 Supra note ‘38

48 Sﬁbfa note 27,.; - ’ v | L
W o

Seefespeciqlly Chapter 3 of A. Turner, ""The Law of Trade Secrets".

1
4o o
»,
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“gllowing statement was made:

. Undotubtedly, 1if the facts thus stated

by the Defendant be proved -~ 1f the
Défendant ter he became a partner

‘in the concern, openly took part Inm
'compounding the medicines, and usazd the
secret for the purpose - if, with the
‘knowledge and concurrence of the partners,
he was permitted to acquire, and did
“acquire, a full knowledge of the mode

of compounding these medicines and of

the secrct process in the manufacture

of them, it would be difficult for any of
those partners aftdr“ardv to restraln him
from usling any knowledge so :nquized or.
any wecret so digclosed; the would, |1
think,; In such a state of ¢lrcumstances,
be considered to have waived any right to
pr survc Lgo secret for their separate

G [
secrer OF use It zlecvhere Lc
3 3 wothod ol g he HCCrer
s ordll given ¢ fim ruthovlsed Learning of Lhe secret

thon the unacvthorised learning of

red In Yovate v. Hinvavrd,

L 71 peculiaricy of Jo}l son v, Mos: S
‘
Turner V.. granted an injunction o v

medicine made to rhe gecy:r reclope, >ub refuscc

“his he did on rhe

ground that there ifted be of an

0 no evidence or even

(1851 9 Hare 262 :
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intention to communicate. Little can be made of this save the
cboence of an automatic response. in this regard. Perhaps the

refusal by Lord Kenyon in the cases outlined earlier to grant

7 i

‘injunctions agaiﬁst communication had come influence yet no

direct mention is mede of this.

An appeal by the defendant Meat to the Lord
Justices was dismissed without any comment being recorded on the_

grounds for doing 0.t ~ ' .

Passinc mention was made by Jessel M.R. of

lMorigson v. Moat in the case of Reuters Telegram Co. v. Byron.

This. case invelved one Grenville who had éctedAln'Austfalia as an
agent working on coirmission for the plaintiffs. His rask had been
to collect cablec from Australia:and'transmit to England‘and
disceminete cables that were diﬁpatched from England: ,Grenv;ile‘s

busiveos was abgorbed by that of the defendant Byron.  Uhen Byron

ffe for o betteyr ralw

iied 1n his negotiations with the plainti

G

B

t up his cun cable service in cempetition with the plaintific
and used in cables the cypherz which Grenville zud Czuters had

sariier worked cuc as abbreviations of ths names of vegular reciplentp
- ) - 1) |3

2f cebles. The plaintiifs cought an lojucc?on Lo vou

of these cyphers and any othervr re¢

i that Grenmviilc had compiled.

51 (1851) 9 Hare 267

(1874) 43 L.J. (Ch.} 661
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Jegsel M.R. expresged doubts as to whather

there could be any secfecy attached to the cyphers in tha: their

purpose was to reduce cable charges by omitting complete adcresses.

. . ' .53 ' i
He then rzferred to Morisonm v. Most and gail- that from thct case

"The Court will always restrain a

man from publishing or divulging that

which has been commun’ red in

confidence. But this .. a totally
cifferent case. The plaintiffs here

<o not seek to restrain the defendants from
publishing anything, but from making use of
knowledge acquired while the relation of
principal and agent subsisted after that
relation terminated. " Nor am I aware of any
czuthority where this has been done in the

. . absence of a contract express or implied."

Although Jessel M.R. refused to issue an injuhction
the juxtaposition of a broad interpretation of Morigon v. Moat with

the reference to nothing being done in the ~-cence: =7 contract tended

later caces.

te permit o further gloss in “ne .~ Jas that anything
—carnt In confidence could, by an implied contract, be restricted in

LEC.

& continuation of this trend of broadening the
C,

. . .. . . . 54
previous guthorities is to bé fuund in Merryweather v. HMocre.

The defendant had worked ss a clerk for the plaintiffs, a firm of
engine maketdw Two days before leaving to work for ancther firm
engaged in the same industry the defendant had ccupiled a table of

!

53 '
*7 Ibid. p.€63

54 |
[1892) 2 Ch. D, 518
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dimensions of the various fire engines made by the plaiPF ffs.
Tnis wac done without the knowledge or uthority of the
plaintiffs and was done when the'defendantwknew that he was

leavihg in two days. .
On considering these facts Kekewich J. gaid:

"(the defendant) must be taken, whatever

he says, to have intended .to use them for
‘his own purposes. Was it lawful for him

to do that? Ig it right that he should .
retain these materials? If he can carry
them in his head no one can prevent h's
-doing that and making use of  hem. 3ut
the-question 1g, is not this an abuse of
the confidence necessarily existing betwecn
him and his employers - a confidence arising
out of the mere fact of employment, the
confidence being shortly this, that the
gervant shall not use, except for _ne purposes
of scrvice, the opportunities whicl, that 55
service gives him of gaining infozngtiom7”

Xekewich J. concluded that his arswer to thig
questior must be “uou” as he regarded on abuse of confidence uas
evidenc:d by the tables being cowpiled when "it ig idle ro say
tbat 1t way done for any purpose that could be the slightest

4

zdvantage to the cmployers”

rr‘L"

. 555 .
ue?mwicn J. further coboeyved™ ™~ that it may ot

cimes

be permissible to 2 notes and uese them elsewhere - copying of the
precedents of a canv&ynnceror barrister were_mentioned as 2 pleu.
Therefore, nircunstanceg could vary in difrerent profﬁssLnn and tv

3
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If all the matters viewed as relevant by

Kekewich J. are teken intc account the ratio of the decision
could be expressed in the following narrow terms: Unless thére
\is an authority express or implied to do so an employee is not to

’

make a recording of confidential information of his employer that

is not made.towards the service of his‘employerband,should he do

-

so an injunction may be made to restrain the outside use of the

recorded informiffgg,,/ak\. _ : ; e
Dl ' o .
/;)/4/ e ‘ ~— ‘ -

Put.in these terms, the case is analogous to that
‘ . 556 . o
of Yovatg v. Hinyard vhere ti» iafcrmation was gained in an

unauthorised, surreptitious fashion. Because it involved the
unauthorised duplication of material, it is znalogous to the de
facto copyright case of Prince Albert v. Strange, a case that is

’

. refevred to in the judgment. VWhat the decision does not stand for,

is that an empiqyee is not pérmitted to géﬁn ~.:formation from his
employer andvuse ;t-oth§f than'invtﬁe émployer's sérvice} The dicta
Qith respect to an employée being able to uce information carried in
“his head (supr;) indicates that'gaining'of iﬁformationrshould be
limitéd to gaining 1t by reprodgcing'if'or, poséibly phyéically‘

<

carryiﬁgAit &IaY .

The case of Robb v. Greenssc had similar facts to

Merryweather'v. Moore, The employee secretly made zn unauthorised
[ 4

JSbSupra Naote 38°

55¢

(18951 2 Q.80 1 (0.B.); [1895] 2 0.B. 315 (C.AL)
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copy from the employc:. 's order-book of names and addresses of

customers. These curromevs were vegular purchasers o7 puca

s

zant

[

egge and live pheass s and weve rarely visited as they were

epread over England, Scotland and vales. © object of the
employee in making this copy of custqmera co that he could

gsolicit them for buéiness when he went into business on his owﬁ
behalf,ana this object was‘followed:whgn hé terminated his.
service Qith his employer. ‘The employef brought action seeking
' ,damages'and én 1njﬁnction/refréining soliciting his éuétom&rs

further.

‘The plaintiff succeeded in gaining damages and‘
anvimjuncﬁiéh before Hawkinsg J. and rhe defendant;appealed‘to the
Court of Appeal. 1In affirming the judgment of the lower céurt,'
tne membere of the Court of Appeal éxpreséed tﬁemselveé in broa&

 terms etating that it vas an implied term of employment in a

confidential position that aan employec was bound to exercise pood |

faith: The copying of the customar list was held to be a breach of
- this implied term. There are no specific gtatements in the Court of

&ppeai judgments indicating the scbpe of ducy of good faith. In this

regard, the decision of Hawkins J. hes grzatcr interest.

Hawkine J. comsidered the argument put by defence
counsel that unless restrained by}contract (there was mno specific

constraint in this instance} a servant may lawfully set up Zn the sawe



"~ 55e

Ilfdﬁa' '

l1ine of business as--his late master in the same locality.

Hawkins J. rema:kedssd

" (it was also argued that a servant)
may, without fear .of legal consequences,
canvags for the custom of his late
master's customers, whose names and
addresses he has learned, bona f'de
accidentally, during the period of his
service. 1 do not suppose that anybody,
. with any “nowledge of the law, would
seriously contend to the contrary."

An extension of the above‘argument was made by
the counsel for the defendant: which, in a reverse form, gained
gignificance in‘latec cases. It was urged that if it was permissible
tc soiicit cuscoﬁers vhose names had becn rememberca, then thece

should be no impedim@nt to recording the names of customers as well.

- This extcﬁsion vas flatly rejected by Hawkins J. who.pointed to the

‘

duty owed to the naster during service which would bo delibera_e]y
breached if a’copy of names was to be made whilgt obligated to
serve the master. . In making this distinction note_was taken of the

decision of Lord Kenyon in Niﬂhol v, ﬂartvnSSG whefe a traveller for

a merchant had told customers during his last round that he was
about to set up on his own and would welcome DL iness after his

service with the merchant terminated Lord Kenyon had found that

the request for business had been prospective only with orders being

taken for the traveller's magter‘in,the‘usual way and hence held
that no injunction should be issued as the master's trade was still

;th,'egyed at the time. Hawkins J. regarded the decision ae being’

M1pid p.13

(1799) 2 Esp. 2%



near.the dividing line of what constituted a breach of faith,
but saw the deliﬁerate copying of customers' names in the cage

before him as being beyond the line.

,Wﬁilst thefe =ad been uge of broad terms relating:
to "confidence”, hgdod»faith" aﬁd "erust®™ in the deéisions butlined
up to this‘§§int,’there béd been little specific comment on . the
.gcope oflthe terms. This had genetaily beenvdnnecessaryvdge to
the activities in question being‘acts carriéd out.£§rihg the
employﬁent,without ﬁhem being connectéd with the'servicefof\the
employer. Séme/spécific‘comménts were made iﬁ”thé case Qf Louis v.

557

“Smellie by Kekewich J. which tended ﬁo'carry thellawvinto

previously unchartered territory.

“The plainﬁiff carried on business as a process

server under the refreshing ritle of "Flowerdew & Co." The defendant

entered the plaintiff's service zs a la& empioyed first as a clerk
and then as a process server until he términated the employmeﬁt and
étartéd a siﬁilar buginess under tﬁe‘contraatlng title of "Smellie
& Co." The pléiﬁtiff brought.action againat the defendant seeking
damages - and én injungtibn,aliegedbthét'the defendant ﬁéd taken

advantage of his émployment to sécreﬁiyamake,vfsr his own purpdses,
extracts frombthe plaintiff'S"fegistér of agents ana copleg of the

plaihtiff's forms.

35T (1895) 73 LITL 2208 1L TLLLRG 36



fhe decision of Kel wich J. is buzzling. He

vmentions'Robb v. GreenSSg

and Lamb v. Evaﬁsssh and remarking that

the doctrines of the court are made clear in those authorlties,

he stated551

- "It is sufficient ‘to say by way of

- summary that no servant or pupil is
allowed to use the industry or skill
of his master further or otherwise
than is provided by the express or implied
terms of the bargain between them. This

. statement avoids any distinction between
the use by copying or the like, or by an

_effort of memory. And it is the logical

- result of the doctrine that no such
distinction exists. Are the register and -
index of agents, and are the forms :
employed by the plaintiff works of skill
and industry deserving protection?
Speaking generally, and without reference

- for the moment to any particular document,
and independently of course of .copyright,
I entertain no doubt that they are all of
thls character."

These remarks on the use of memory stand in

contrast to the very opposite statement that Kekewich J. himself

555

- made 1n Merryweather V;‘Mbore (a case he doeg not mention)
‘just three years esrlier. ' Fucthermore, the lack of distinction

between copying -‘%Eﬁemory'that His Lordship finds amount to an

acceptance of the argument that'the defence was ‘pressing for the

opposite purpose in Robb V. Green, an argum nt that had been

rejected by Hawkins J

5SgSupra Note 55¢

55hSupravN'ote 35
L5 1T, 226
557

Sﬁpra‘Note 54



After breaking new ground, however, Kekewich
J. went back on himself to a felr extent by stating that the
defendant was entltledﬁto conpete with the pleintiff'and that
no fault would be’found'if .through exberience with the

plaintiff, the defendant remembered a reliable agent and

appointed him. This line of reasoning led K’kewich J. to the

. conclusion that whilst he thought that names of agents may have

jbeen wrongfully taken”fcom the plaintiff's register’he did not

‘see his way clear to resttainfthe.defendant from using the same’
.aéents as the blelntifff He also thought thet,the use of forms -

did not merit separetevattention ﬂnd concluded hy awarding nomlnal‘e
fdamageslonly; The" defendant appealed to the Lourt of Appeal 55k

L ‘ v i :
The judgments of the members of the Court of

Appeal .did not directly refer to the broad dicta of Kekewich J.

'

This was becausge it was found that the defendant was an untrust—

/

L

worthy witness who had perjured himself in several instanceq which
therefore led to.a conclusion of fact that a good deal more in the
-shape”of‘extracts from tne plaintiff”s ;egieter hed been taken’by

the defendant than he admitted. The members of the Court of Appeel .
noted that there was no covenan: in the employment agreement against
the defendant competing with the plaintiff and hence mcntioned that
care had to be taken to avoid giving a result equivalent to enforcxng
such a covengnt. On_this basis Lindley L.J. ruled that the |

plaintiff‘was entitled tofen injunction restraining‘the defendant

X(1895) 73 L.T. 227; 11 T.L.R. 515; [i895-9] ALl E.R. Rep. 8Y5.
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from using ény coples or extraéﬁs'that he haa méde of his-

employers register, index mémoranda 6r fofms.  Lindiey L.J.
concluded”by séying thét if the defendant happehéd ¢o remember

an agent whose éddress he éan find but,f%om the érdinary diréctbries

he was at liberty to do so.’

.;Lopés 1.J. and Rigby L.J. in geparate judgmenpé
briefly indicated their coﬂcurrencé wi .. the order of'LindleybL.J;
Although the facts as fopnd by thé Court bf Appealliéd to theré 
beinrg no material diffefencéwbetween the case and earlier ones
where unauthorised notes had béen»géken a broad sfatément by Lébes
L.J. iéﬂﬁofthy éf note because it tends to cév;f similar ground
' to that of Kekewich J. and because‘ié is‘made fhe basi; of the
headnofe found in the.LawiTimes report, a headnote that is repeéted
verbatim in the All England Réprints. ‘After ndting that there Qas
Hno/covenant preventing the defendant going inﬁo,competiqion with

the plaintiff, Lopes L.J. said >t

"But, although he was entitled to
set up as a rival to the plaintlff
- he was not entitled to use any

-materials o ~ay information which
had been & ‘ed by him when he was
in the con:f...ntial employ of the

“plaintiff." :

A\

11y apparent tha: -his statement covers

manygcircumstances beyond those that were matqunlrlnvhouls.v.

LN
4

‘Smellie. No distinction is made\between‘infofhgtion

i

acquired as

2L g3 1.1, 228
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part of an employee s dutiee and information that’ may be acquired

!

' through unauthorised activities. Nor i3 any account ‘taken of
information that has become part of the make-up of an employ:.
part of his ordinary knowledgc and experience, and other
information. 1In faet,ldue to the way in which the statement'is
expreseed, no distinctionvis made between information that is
generally Rnown by the public and confidential'information.‘ If
taken at face value the entitlement to. set up as -a rival isJa hollow‘

right in that employee would be quite an ineffective rival if he

was not permitted to‘use-any information he had gained earlier.

Perhaps there would have been some modification

of the broader statements made in the above cases if note had been

“taken of the dicte in Leather Cloth <co. v;'LorsontSS- wbere some
attention was eiven to(tbe public'interest'in e?Tin“being—etplibggtyf~/~””ﬂdﬂ:
to use his labour, skill or talent. This was considered, heit ' ,’
briefly, in the context of determining the reasonableness Gi a
8pecific covenent against eommunicating processes of manufacturiné.
leather. 1If the skills of an employee had been more specifically
< ontemplated in the above cases the Opportunity may have been taken
to indieate the type of information the: -uld be used by an‘ex-employee.

None of the cases diw:ira 1w this.point involved
epecificucgyehants prohibiting use oflinformation‘or material

acquired from'epother party.- It would Seem open to a person in

S® (1869) 'L.R. ‘9 Eq. 345, 354



possession of informatlon or material that he did not wish to
have'used other than for his own purposes to avoid dny of the
doubts that could arise through reliance on terns implied by
the courts by extracting specific -covenants from t»2 persons
i ] ontr . These covenants could be d ted—te '
with whom he contracted e ovenants could b rafted—teo —
\

prohibit use of information or material for_pdrposésvother than

carrying out the contract. More’draéticaliy, they could ptohibit

%ﬁ» , any later competition. Th. problem that would ariSE“with such
(SIS ’ : : ' .
v - covenants would be that they micin ﬂ-"susceptible to being‘struck 
down as being in restféiht of . ; o ' R | S
.The,Aevelopmu of - co&mgg lﬂu,deorrfﬁgff e
;against restraint of trade wi now oo examined wigh thetatcent
’ : . ‘(being placed ;n its affect on - - "aw éf tradglséérets.

- Earlz‘DeveloEment of .the Law of Contracts in Restraint of Tféde.

Thé well known case of Nordenfelt q. Maxim

w

Nordenfelt Guns and Ammunition Comﬁénxz lelted is the usua!l

w

"‘starting point for standard contract texts on the law respecting

contracts iﬂ“restraint of trade. ' In thaticase‘hord Macnaghten laid 1

. down what was regarded until fecentl as the "modern", approach to A
g y ; pproach tao _

such céntracts:SZ/ N - ‘ '
4  "'The true view at the present time - I
~  think is this: the publlc have an

' i e o A 1nterest in every person’ drrylng
;ﬂ/,,/~’””/’f‘ 7 .~ on his trade freely:' so L5 the \
: o . v - 7. individual. All interference with

| : - . individual liberty of action in trading K

L#

11894] A.c. 535

" thid p. 565.



and all restraints of trade of
themselves, if there 1s nothing

more, are contrary to public policy,

and therefore void. That 1s the

general rule. But there are
exceptions: restraints of trade and
.Interference with individual 1iberty

of action may be justified by the

special circumstances of a particular
case. It 1s a gufficient justification,
and indeed it is the only Justification, -
if the restriction is reasonable -

that is, in reference to the interests of
the parties concerned and reasonable in’
‘reference to the interests of the public,
so framed and so guarded as to afford
adequate” protection to the party in whose
favour it ig imposed, while at the same
time it is i no way injurious to the public.
That I think, is the fair result of all
the authorities.’

lhis statement‘hée \a) semblance of clarity that

can mislead. The ptobleme‘oflinterpretation do not arise s much
&ﬁfrom difficulties in applying a "reasonableness",test, a test well
known in various areas of the:law, but in becoming araiséd of the
.interests that may merit consideration in determiniib reasonableness
Before Lord Macnaghten delivered his judgment traditlons that had

' almost'gained the status of rules of law had been develorad on the |
 matters that could bevtaken into account and these trad. ..ons

tended to carry on after’ the Nordenfelt case.

The members of the House of Lords in Nordenfelt

virtually congratulated themselves in making a decisiOn that took
\,rn
R

_into account the manner in which communication and mobility had

.ihcreased sinceﬁfarlier times. With thgﬂyisdom of hindsight, however,

A



sanctity of contract during the late eighteenth centry and the
' ’ D

the decision,is fexr from farward—looking in poligy terms.
Alchough often based on different grounds Ine zviiluces o
regulating commetce‘and striking out fetrters in.competition in
the time of QueenvElizabeth I had much more in common with chosel
prevalliing in‘the time of Queen Elizébeth I1 théh the Victorian
vercion. The;e had been an e#tended period of whittling away of
thz seventeenth and early eighteenth.century stznce on resgraiﬁt

of trade by the laiscez-falre approach and Its related notlon of

A

whole nineteenth centry. The Nordenfelt . cision in effect
entrenched the laizsez~faire attitude despite the use of the

normally flexible “reagonableness" criteria.

The House of Lords in the Hordenfelt cooz did

t of trade. 0
vag Jeoker in that a world-wide re;tr%inﬁ A
fulh? aecepted vule prics o erdenfeln wag
£r, be mede Delweor o orolol L. limiged)
Py
ihe
dug. o ] SAGE L , it v, Lligre

SOWmE reassegsmesnt vas

vas not a return ro the {fnitial covsideratiode .hzv nad led to ooe

h

distinction being made in the fir:.
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The seurce of the partisl rsstraint as zgainst

géneral regtraint distinction was M!’ ~hel v. qunollds58 where
Lord'Macclesteid‘(Parker C.J. as he then was) guLhefed the
authorities andvby setting himself an elaborate series of Questioné

and answers canvassed the policy igsues involved in restraints of

P

trade. His reasoning is worthy of oxamiration in some ‘detail as a

background to the significaﬁt changes that occurred over the years o

I3

through‘subtle shifts in emphasis. .

Lord Macclesfield éonsiééred all nature of

restfaiﬁts and grouped them initially as involuntary restraints,
that is, restraints in‘ghich'the ordinary individual had ro say and
voluntaryﬂféstraints. In the' area of voluntary constraiunts omly

by i . ) .
Yparticular” restraints, that is, restra’uats relating to iimited

places or persong, were held to be justifiable. A particular

restraint csuld not be good, hovover, unlese it was with "lust
| S 459 - ,.
reascn and consideration' and, ac had been mentioned sarlier In

60

the “udrment consideracion needed teo be "good snd adequate.”
Ve ) L

bugoe Lhat Lovd Macclest being Idkely excer: for such

cule’ 4 chat’ -
“eceoporations who are parpetd
labouring for exclusive advanpeges io
trade, and teo reduce 1t into 23 few hands
ag possible; u:u likewise from masters,
who are apt to glve their apprentices
) 'much vexation or this account; and to use
e 58 . ’ : N ‘ ) . -
co (1711) 1 P. Wmev 181; 24 E.R. 347
59 g o '
1T) 1 B. Wmsl 181, 187
@7 Ibid. p.186 ,'
. . s AY

! Ib14. p.190 .



. many indirect practices to procure
such bonds from them, iest Uhey
should prejudice them in thelr custom
f when they come to set up for themselves.”

On the other side it was thought that restrainté

- could find favour where

"they may be useful and beneficial,
L as to prevent a town from being
N overstocked with any particular trade;
- “or in case of an old man, who finding
himself under such circumstances;,: either
of body or mind, as that he is likely to
‘be a loser by continuing his trade, in-
" this case it will be better for him to y
o part with it for a consideration, that by *
. selling his cugstom he may procure to g
' himself a livelihood which he might
probahly have lest by trading longer.'

'Lord Maccles fieid saw dangers in- Lejecging
nts altogether because th‘s ‘would 1ﬂ/olve setting aside a
man's own agreement through ?75r'that therc may be some injury
o him ﬁheh clearly there wouid be damage to the oghef if a

Yestraint was not uphelid,

Tn total Lord Macclesfield takes into account:
liberty of the individual to carry vut his trade, viewed as belng

of importance for the individual and because the public interest

was against tdlenegs; the neced to avoid wherce possiblie the .evils
! p
of monopoly; the advaptages that could acer .- through persons

moving from their trades and the desirability of permitting restraints’

62 Ib1d. p.191 - . "
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that were not injurious and oppressive and were demonztrated

o

to be such from the good consideration srovided.

f . f It was on these grounds' that the conclusién
was reached that a geﬁeral restraint could never be good. If a
regtraint was general it would provide é complete monopoly and
thet was against the,policy of law.63 Next,.it'w;s thought tﬁét

.a general restraint would fix a certain loss on one side without

there being any benefit to the other.

It was on this last p..i0 that the House of
‘Lords in the Nordenfelt case disdgreea; “The change In

communications and-transport since the time of Mitchel v. Revyrnec”ds

had brought about the situation Ehat thére could be a detriment to .

& covenantee unless there was a general restraint.

There was another ground, however, that Lord.
Macclesficld regarded as significanﬁ in ruling that a gégeral
restraint must be bad. This ground appearé to have been sompletely
- overlookec in later czues as changes in permitged remedies took
place, but it doeg seem t6‘g0 é }Ong way in explaining the reason
.for making a distincticn between’genéral and particu]ar(reétréigts.
.The ground relatéd to the bond that was involved in Mitchel v.
geznoids. " Bonds were often executed in gupport of arrestraint‘

before andlafter this case.

63 Ibid. p.187. Lord Macclesfic~ld makes an assessment here that
would not survivgﬁquerp'analysis} In the course of his judgment
he makes aj distinction between a monopoly in a limited (but
significant) area - undesirable yet open to justification - and a
complete monopoly. This seems to be based on the idea that  patents
of /invention give a complete monopoly-and under the Statute of '
Monopolies these are the only monopolies permitted.

“~

L i, i I ; . . '
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At common law in the earlytseyenteenthvcenturyD

the whole bond could be recovered for a breac!. 5f covenant. A
prnblem'that’was Just beginning to emerge was ‘the question of
whether a bond could be exacted in the’way nf a penalty without
‘fdemonstrating anyiactual damage. | Whilst a penalty was permitted
there were some constraints placed on the situations in. which it
would apply and. it was through bringing about a compatability of
the restraint of trade rules ~with the normal approach to bonds,

that “ssisted Lord Macclesfield in coming to his \onchusions

For a penalty, consideration.vas essential and there was a need to

show that injury would take place 1f the covendnt Was brcanhed s

as without,damage no penalty was appropriate. rhe example that

Lord Macclnsfield borrows from a muc .y Noted comment of Judge Hull

(2 Hen V. fo. J) nighlights the type of situation that as to be -

64 . e \ -
avomer: : e -

"for suppose...a poor weaver, having
just met with a great loss, shor -
in'a fit of passion and conce:
exclaiming against his trade, ..«

" declare that he would not fol. ., r it
any more, etc., at which insta: gome
designing fellow should work hi. ol

~'such a pitch, as, for a trifling -
. to give a bond not to work at it apgci
and afterwards, when the necesaitien of
his family and the cries of his chijdren
send him to the loom should take
advantage of the forfeiture, and put-
the bond in.suit; I must own, I think
this such a piece of villainy, as is
hard to find a name for.... Surely Tt T
. is not fitting ‘that such unreasonabay
- mischievous contracts should be COUnlendnced
‘much- less executed by a Court of Justice."

%% 114, p.193



‘succeed unless there was potential damage that could justify- payment

- bond merely acted as a 8@eurity In timp, a defendant was not f 

'permitted to escape;an‘injuhction by tendering the bond: ijn‘tﬁe -

' This nice piece of %élpdrama i{ndicates a
rejectibq of érrangements where a sum may becoms due to a party
whé othefwise had névinterest'in én‘event;‘,Analogies might he
made'withfan 1nsura6cévpo1icy’holder with nq lﬁéprable intcfestv
or_with.aﬁ outﬁight;gambling'coﬁtréct.' It would seem to be the
rejection on éﬁig‘ground as much és a repugnance to regstraint

of trade that encoviaged the comment.

. In a sequence of casesvafrrter'Mitc.helv.‘Reynoldgi
tﬁe various elements that Lord Macclesf‘eld regarded as significant

were given different functions so that théy no longef fitted into

‘the framevork that Lord Macclesfield had erected. His reqpirehent

that’the covenantee must be'open tO“some injury for brépch>of‘r

’

'covenant wes taken vy but given quite a di ffercnt -accent. _ Whereas -~

.in Migchel v.*Reynolds~a covenan;ee‘could in“ho circumstances

of .the bbﬁd'tﬁé tést became one of a covenantee would sucdéeed if he

could show poteﬁtialjdam;;a,

Y
1 P E——

. FTie- changes that took place over the yéarsfih P
:gﬁédies made this a peculiar rule. , Bonds lost the sigﬁificaﬁ:e
attached  to them under the tommon- law-rules prevailing in 1711.

o4

At equity,'specifié performance, or in the restrajnt of ténde fleld o

f

its negatkve equivalent an injunction - would bhe ordered and the

=~ 4 -

65

® Fox v. Scard (1864)+33 Beav. 327; 55 E.R. 394; National Provincial
“Bank-of England v. Marshall (1889) 40 Ch. D. 112. ‘

o — o )
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drreieva‘nt,66

The only problem that would arise would be in determining the

; there was heavy accent placed on the’ issue of “consideraticn; if

67

179

late nineteenth century, the posting of bonds fell out of fashion
an, in any event, the distinction that the courts began tc make
becicn penalties and liquidated damages would have made Lord

Macclesfield's concern for the possible misuse of bonds quite

When the courts began to grant injunctions
excusively the question. of whether :raint was such as to
prutect the eoVenantee from potential injury often became an empty

-exercise.  Why wduldia,ceVenantee.go-td the troubie of galning

an injunctibn'ﬁhless ‘the covenantor’sg activities were injuring him?

B
- t

‘scope Oﬁ the injunction so that a covenantee did not have to keep

returning to the court on the one covenant. The willingnebs of

courts in many Instances to sever any xestraints that went oefone
. 6T »
those‘activitiestthat could harm the ccvemante@ ‘ meant that the

\

only thing required was. aware drafting of covenants that allowed

ready severance of any embarrassing @verreach Thic cou?c place ¢

‘covenantee SRR B e wheref&e coulg take succegsful proceedings

a2 he aw fit°

A urther change toou place & .7z Mitchel wv.

Rexnolds that was of great significagce. In Mitchel v. Revnoids

“a restraint was. to be accepted “good and adequate consxderatiom

66

Fdr‘an'illuﬁidetinéwﬁote on-the'cﬁangerin fuﬁctidhe_df'peheitieer>
" see J.L. Barton "Penalties 'and -Damages" (1976) 92-L.Q.R. 20.

Mallan V. x~{1843) 11 M & W 653; 152 E. R.,967 was" the first
significant.case vhere an overwide restraint wasg: separated from a

- valid restraint and severability of invalid aspects took place in —

‘a host of caSes’ thereafter. .Lord Macnaughten recognised aeverability
1n NordenfeIt" caae.[1894] A.C. 535, 561. -

455 e e
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——
_ o —
wae/eeeential in order to countcrbalence ‘the detrimental effectv
that could ariae ;hrougn teduction of in:‘"‘duw Liberty and
potential for enhancing monopoly noeitions The consideration

//,

element wes fully recognieed in Young V. Timmins68 where there

-

- was a contract whereby a brass founder was’ to do WO’ k echveively

"for/the COVenanteee. All the memberc of the COUVlVUf Exchequer:

principle issue examined by the court with Bayley ue o snying

Chamber fOund fault with the restraint due to the " ack of

obligation placed on the covenantee to provide anw~work;’let’alone~

] sufficient work for the covenantor° Considerat10¢ was the

69

AR : . 'If I could find in- Lhis dg*eem— .t any ‘At*
; : obligation on the part of the (covenantees)
to furdlsh (the covenaniorjwith an adcguate
" quantity of work, I should say that there,
wvas adequate consideration. but 1f there
is nothing ‘in this agreement to oblige them-
L - to furnish an adequate quantity of work,
T - and" especially if it appears probable fron'
-the nature of the instrument, that it may ©
happen that the (covenantor) might be lert
- without sufficient. employment-by the-
“defendants then the CoﬂsidELdtiﬁ7 -in this
cage fails,”" - : :

The whole 1aw of contcactv vasg be ng subjectad

tc. readjustment in Lhe ninetecnth CentULjOn the issue of .

consideration and. the accent given to ooneideration in Young v.

-

Timmins made it stand out from other cusee Inthe contructe

field. 1he need for consideration to be treated differeany in

.- restraint of trade cases becauae its adequacv or otherwise bore an

!‘69

|l

intimate relationship with reasonableness was. rejected 1n Hitchcock

(1831) 1 c. & J 330 11.8 E. R. 1446

&

Ibid. ¢ p. 340,
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Tiﬁdal C.J..in deliver{ny the }ud?ment of

the Court 0. Exchequer Chamber referred to the argumepr

advanced by the defence on adequacy of consideration. He ‘sald:

. "‘“\' .

71

"Undoubtedly in 'most, if not all,

the decided cases, the Judges, iIn
delivering their opinion that the
agreement in the particular instance
before them was a valid agreement,

and. the restriction reasonable, have
"used the expression, that such agreement
appeared. to have been made on an adequate
consideration, and seem to have thought
that an adequacy of consideration was -
‘esgential to support a contract in

- restraint of trade. 1If by that
expression it is intended, only, that
there should be a good ‘and valuable
consideration, such consideration as is
eggential to support any contract not
under seal, we concur in that opinion...
‘But, 1f by adequacy ~f ¢onsideration more
is intended, and that the Court must weigh
whether the consideration is equal in value
to that which the party gives up or loses
by the restraint under which he has plgceg

from that doctrine...q It 1is enough, as

it appears to us, that there actually is.

a congideration for the. bargain; and that’
such congideration is a- legal conaideration,
and of ‘some value.'

Any clarification that these words may. have

nepded was promptly provided by Archer V. Marsh72 whep.Lord Denman

c.J. mentioned'that judgment in the case had been postponed until

(1837) 6 A. & E. 438; ' 112 E.R. 167.

6 A &R, bsq. 112 E.R: - 366.

i
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5be sold as part of the goodwill

Al73‘,

1 _— *@.mmf B - it A e
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Hitchcock v. Coker had been‘resolved and that it_was now clear

that?3

"the parties must act on their view
of what restraint may be adequate to
the protection of the one, and what
"advéntage a fair compensation for the
sacrifice made by the other."

To simflar'ef‘uct, Parke B. stated in Leighton v, Wa1e374

"The agreement is good 1f there be a -
sufficient consideration in law to
support a contract...and it is clear,
since the case of Hitchcock v. Coker,
that the Court cannot inquire into the
extent or adequacy of the consideration,”

The fadiﬁg of the importance of c¢ {deration”

in the restraint of trade area is of even greater signiiicance

when it is noted that in Hitchcock v. Coker icself the test applied

.on reasonablenéss of the restraint provided 2 heavy burden for any

covenantee. A restraint was unreasonable 1f it was "larger aud
sl

wider than the protection of the party with whe, the cotevact ig

made can oossibly requir'eo u73 In appiy1ng this test the Court

_could not find accord with the Court or Klng B Bench that a
‘“restraint unlimited in time was beyond what could,possibly be

' réqui;éd by a druggist over his assistant. The Court saw the

neo Chility that the-Kingfg)BenchVapparently.overlooked that the

gl sl may wish'to sell his buéiﬁess at.somé stage and it wag

appropriate that freedom ffom compet’tion from an assistant could
| 76 |

o »

& -

Ibid p. 967

% (1838) 3 M. & W. 545, 551- 150 E.R. 1262.

75(1837)6A.&n.45a TR A \

76 Ibid. p.t»ss RN
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' In the light of the shifts in accent that the

law had been undergoing since Mitchel . Reynolds it may seem

that Lord Macnaghten's ﬂtatement77 in the Nordenfelt case reversed
- the general trend. It may have been capable of doing so if the
reasonableness with respect to the parties and reaéonqblenesé
with respect to the public interest had been taken at face nlue
without'theﬂéolouring ﬁhat_eaflier cases lent it. The sub clause 1

"so framed and so guarded as to

afford adequate protection to the

party in whose favour it is imposed

while at the same time it is in no

way icjuricus to the public,"
-38Ve the indication that the nineteenth century traditions were
to continue.. .Although thi% qualification could have been applied
~as part of the ' reasonableness in the interests of the parties"
test with only,adequate protection being permitteq to the
 covenantea it wos interpreted in the old pattern: if a restraint

was needed td‘protect'the covenantee 1t wag reasonable in the

interests of the parties.

Furthermore, the public interest considerations
did not fare well. This was hecause‘freedom ofycohtraét with an

obligation to honour one's covenants remained a high public

~— - L

interest consideration.78_ Pﬁblic interest considerations in the
way of liberty of .the subject were overlooked - thié;was becauan
1ibér€y, 1t Seemea received sufficient recognition from fLeedom

of contract. The public interest in prombting competition also

-

7 7 Supra note 57 : 1“ L A v_: ‘/5f ;_ . T
8 See Lord‘Watsqn 1n Nordgnféit [1894] A.C. 555 who gave higher’ weight
to "common honesty in private cransactions than thqf?stern"sﬁgxbidding:;

‘of restraint of trade. - . - T

Y 13
- 3
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A redeived scant attention.79 Any possibility of making a o (

yroper review of such matters was, in any event, given an

:arly setback by the ruling that reasonableness depended on

the construction of a contract and 1ts leg:l effect, a question
which a court alone. could resolve thus making opiniéns of

witnesses oyt of place.so

Another issue that significantly restticted

1'the fmpact: of. Lord Macnaghten s statement was the burden gf prooja

One might auppose that Lord Macnaghten indicated that é/ntracts o : i

in restraint of trade were prima facie void ang,would have to be ; jé

vjustified by the party seeking to have a covenant enforced° This

was not to be the case, hOWever, in that in Tar~» cageg the -' 3 s

burden with respect to. the public interest fact g was clearlv " 2

placed on the covenantor. As the Privy Councikl stated in A G.. of B % A

the Commonwealth of Australia v. Adelaide SteamShiE Co. Ltd

"the onus' of showing that any
contract is calculated to produce L 8 ,
a monopoly or .enhance prices to - - =~ v : :
an unreasonzble extent will lie

; 'Lii;j?\ - on the party alieging it, and that" 5
s \\§ . -1f once the Court Ig satisfied that ~ e
. / " the restraint is reasonable as. ' = ..~ S

S : Between the partieg thic onus will
o - . be no light one.” :

79 In A.G. of the Comm of Austrafla . Adelaide Steamship Co. Ltdh
[1913] A.C. 781, 795 This ground a‘one was noted to have never:
gt od v .

o

Ty

[1913] A, C: 781 796

82 To similar effect, Herbert Mbrtis Ltd. v.' Saxelby [1916] A;ﬁ 688
per Lord Atkinson at 700 and Lord Parker reassert:s hia statement
of Adelai.de Steamsbips at 708. o . |

. T S o . #?_‘ O e e
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The burden was indeed "no light one" when

ni wat was also taken of the refusal of the courts to accept

»yet vitnesses on the matter ‘and the '"legal' question of

interest had a strong b;;¥ towards honouring private

o

|9
“sactions.ﬂ Accordingly, it 1s not very surprising to note
t except for an unusual fact situ&tion that arose in one

83 _
.natance there were no cases in which a restraint found

.

T

reagonable in the interests bf‘the parties was held void through —
' - . : D ’ . . i :
~ being against the public interest. ‘ e S |

J/ . . . . . i

- There was bértiairhitiéation ofnthis; hé&é&gr,

dué to the manher‘rn whithvde fatto pubiic intgrést cogéiderations
éould bé taken.into.account'in_determ;ning reasonableness in the

interests df,the parties. If it Qa% truly.the tqsé that
'coﬁsideration would not be investigated and freed;ﬁ:of>contracﬁ

vast585umednthen the\c?urtSJWOuld-not have m&de the‘distinction -
“that theyldiq méke betﬁeén reétraihté uriéing”ln employer—empicyve

relutionéhips and,restraints to dp with the sale of a business.

This was done by making distinctions between what waS'eligiblé

for protection~in the cqvenéptee's intereﬁts depending oﬁfthe ’ ‘f
nature of the;contradt." It was‘also done b& giving recognition to
"the fact that thergwméy be more freedom of contract in some
ﬁcircﬁmstanQESfthanrothers. .Thiéxfactor could be assihilated by

a narrowing of" interests eligible for protection in the test of the

eas onableness of the restraint.

e | C . - L
83 Kores Manufactuting Co. Ltd 5910k MAﬁufucturing Co. Iid.
[1959] Ch D. 108 } - :

5\
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\‘.

With respect to confidential Informat{ion
and trade secrets the narrowing of interests that a covenantee

couid legitimately protect had an‘impactq The earliev s {iuaiion

© ‘18 reflected in Mallan‘v.,May.Ba An agreement between a dentisr

and liis assistant contained a covenant that the assistant would

- not pfactice anywhere in London (and other places) after

\terminating the emplcyment. No time 1imit was placed on the

restraint. After severing the places other than London from the
restraint, it was upheld as reasonable. Parke B. noted that 1:

was quite accentable in the sale of a business to have the
\ A

goodwill protected by a restraint and conﬁinued;gs

4

“And such 1s the clasgs of cases of
much more frequent occurrence, anc
to which the present case belongs,
of a tradesman, manufacturar,| or
\ professional man, taking & servart or
\ _ clerk‘into his service, with a contract
that he will not carry on the same trade
or profession within certain limits,.
i In such a case the puric derivesg an
advantage in the unres: rained choice
which such a stipulation gives o the
employer of able assistants, and rhe
security it affords that the maste-
will not withhold from the servant ’
instruction in the secrets of his trade,’
, and the communication of his own skill /
and experience, from fear of his afrer+
wards having a rival in the same business..
In the present case...the defendant was ta
be ‘instructed in a business requiring skill
and intelligence, and upon the principles
above laid down, the c¢ontract not to
exercise the game business, within certain
reasonable limits, was not invalid." . ;

»

L% (1843) 11 M. & W.-653; 153 E.R. 967.

85

- * Ibid- - ﬁoﬁé6‘n o ” | V‘v -
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i

Similarly, in Mumford.y. Gethin£86 a

e i

restraint placed on a traveller for a merchant to refrain from

travelling in t%e same area as his employer for anyéne else
“ ' . after termination of the employment was held to be r@ﬁsonable.
- Erle C.J. observed87

e | A x "If the law discouraged such agreements®\
1 » : as these, employers would be extremely
scrupulous as to engaging servants in a
. confidential capacity, secing that they
i would incur the risk of their taking
R advantage of (the knowledge they acquired
- -of their customers and their mode of
cpnducting business and then transferring
their services to a rival trader.

This /type of approach‘continued even after.

' ®
the Nordenfelt case when the Court of Appeal in Haynes v. Doman88

enforced a restraint on an _employee to refrain from carrying out
thefsame'kindQOf business within G@enty—fiye miles of the employer,
a hardware merchant.A There was also a covenant against divulging |
- the éecrets or mode of conducting business. fhis led ‘to the case
beling later charactérised as a trade secret ;:ase89 although np
mention.of tﬁe actual existence of éecrets‘was madé.f Whilst the A
burden was placed on ﬁhe defendant to prove that the restraincgo
_went beyond what was reasonably pecessary, he was not permitted to

lead evidepce on reasonableness as this was said to be a question of

law, The only evidence. permitted was that_shpwing the general

A

N
(1859) 7 C.B. (N S.) 305; 141 E.R. 834

87 Ib14. p.319 ' .

[1399} 2 Ch.D. 13
- 89

/ Mason v. Provident Clothing and Supply Co.Ltd. [1913] A.C. 724 740.
: 4 - ‘ ‘
90 1b14. 'p.30 per Rower L.J. (j&
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.

‘nature of ‘the business so that it could be seen "what precautiohs\

’

~ ks

are reqqired to protect a personkcarrying on the business from
91.
"

D

.injury hy"a person leaving his service. - l A~

Jf /

s

e —

In Havnes v, Doman all accent:was placed on’

R

the employer sNinterests with no reflection made on the limited

_choice that the employee had in the matter. The facts as stnted

P
by Lindley M.R., reveal that the defendant had worked for a rLle

merchant before joining the plaintiff and he had, Lhunged Omploymcnt‘
. ‘\J
because his father, who already worked with the plaintiff, had heen

told his employment would be terminated if his son continued,his
contact with the rival. These clrcumstances drew no comment from

¥

the Court,

&

The effect of‘the above cases was to give‘the
same_treatmeht to the oovenanfees' intereets\yhether he gained
the protection_of a restreintdthrough being ah emploYer of a
person who may.be~of veloe to a rival or gained.it through being

the purchaser.of a business. The connectioﬁ was specifically

stated in Mellan V. Maz,gz The protection granted was protection

from competition per se. 'No note is taken in the judgments in

_Haynes v. Doman of the "labour, skill or talent" of an employee

that is mentioned in Leather Cloth Co. V. Lorsont93“as qualitiee

that should be taken into account in determining the reasonableness'

‘of a rest®aint,

91 1b1d. p.24. per Lindley XR.

9% Supra note 84.. ' \

93\(1869) L.R. 9 Eq. 345, 353
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The general theme may have continued but

:a distinct change of emphasis occurredjwhen the House o@ Lords

had an opportunity of considering a restraint on an employee in

‘tthe wide restraint as

97
98

‘Mason v. Provident Clothing and Qupplv Co. Itd 94 Lord Qhaw saw
the double effect of permitting an overwlde roulrnint “In’ Lhat It
could become 'a means of coercing and punishing the workman and

putting him under a’ tyrann0us and, therefore, a 1egally indefensiﬂ&!ﬂ
w95

. restraint."” A similar comment was made by Lord Moulton who saw

"a penal rather than a protective covenant..

(designed).. to‘paralyse the earning capabilities of the man if

and when he left- their service‘".96

In contrast with the earlier cases where an '
. N . <

, L v :
/////////////employer, by Showing he had some interests to protect, was permitted

protection of all his interests the House of Lords required far

!
/

greater specificity 'in a restraint. It was suggested that it may

have been reasonable to restrain the canvasser—employee from
canvassing for someone other than his employer the customers that
he had dealt with during the employment97 and such a restraint

should only be for a reasonable interval, sufficieng\to permit

Y~

9
the employer time to establish another employee in the position. 8

.

~ o

4 19131 A.C. 724 _ -

%5 Ibid. p.761

% bid. p. 746. , \
Ibid. per Viscount Haldane 734, per Lord Shaw 741.

Ibid. periLord_Moulton,743."
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2y
The point-that clearly emerges is that when codeidering
the reaeodableness of'a‘restgaine it should bhe examined.from
. the point'of view of allowing no more‘ﬁhan what‘is reaeonably
‘fiecessary for the covenantee\;kther then from the view of what
the covenantee may find desifahle. Furthermore Lord Mouloon,
» : in rejecting the suggestion that any overwide aspects of the
{—ﬂ : reat;aintrshould be severed stated that this would only be done
1f the excess was clearly severable and only of .a trivial 1mportance
,and;not-e parﬁ of the mein_puroort and substance of the reétfaiﬁc.

He obse‘rv‘ed99
Ed

i . X . '
{ ' . "It must be remembered that the -
' - real sanction at the back of these

!
master.

D \\,

An~argument that had been pressed on behalf

of the employer was that ‘the employee had acquired information

. and knowledge ‘of the business that should not be avallable to be .
) .

uged against the employer. The nature of the informaticd and

kdOWIedge was held to not merit such protectlon. Lord Shaw

.

adopted a paasage frpm the judgment of Farwell L.J. in Sir W.C;
Lang & Co. v. Andrewslop in wh;oh he said ;het an employee
cennot be prevented from using the skill and knowledge in his trade

or profession which he has leafhed in the course of employment

99

Ibid. pk?as ,

00,859 1 Ch. D. 763 773, R

L
D™



by means of directiona or inatructiona from the employer.
Lord Shaw stated that. trade secrets may merit protection but

they differed from that part of the equipment which becomes . |

part of’himself.101 He said that one was objective knowledge
. . . , . o )

and the other subjective knowledge.

The‘type of knowledge acquired by an employee

2

that will be immune from a restraint was the matter directly at

issue in Herbert Morris Ltd., w. Saxelby,102 another decision of -

the House of Lords. "' The facts‘oflthe case are set out in detail
’ . . R . .

in the'report of the deciaion-of Sargent 'J. ln the,Court of

_Chancery.103 The defendant had been employed by the plaintiffs

I

first a draftaman and then as an engineer. The plaintiffs were .

3

l¢aders in their 1ine %fvbusiness whgeh.waa;the manufacture and
':éale 1ifting machinery Forlthevpurpoae‘of carrying'out theif’

/buainess the plaintiff company had prepared many charts, drawings
and tables that .gave, atrehgths of haterials, stresses, costing
details etc. “The defendanttmade regular use of this material during
the course of s duties. There were two clauses.of‘the &fendant's
employment cdntract relevuntﬁto the case, Under one c¢lause the
defendant was not to divulge or communicate any "information which

he may receive or obtain on the plaintiff s affairs. By the other

clause he was not to act as principal, agent or servant for a period

01[1913] A.C. 740. See too Viscount’ﬁaldane, 734.-
10211916] A.c. 688 o

03119151 2 ch.p. 57 o,
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of seven years after termination of hié employment in the

manufacture or sale of pulley blocks, overhead runways or

defendant left the plaintiff's service he was unsuécessful in
gaining an.engineering position in the»United Kingdom in fields

outside the plaintiff's activities so he moved to France and

France did not suit the defendant so wifhin a year he returned

_to.the United Kingdom and because the French firm had placed him

travelling cranes in the United Kingdom or Ireland.

-

under the employment agreement.

After the

3

worked for a firm in the same line of business as the plaintiff.

under a restraint against working for thé/blaintiff qompany, he

?commenced work for a rival company. The plaintiff brought action

. The divulging or.ueing of- the information gained

rwhilst in the plaintiff's employ was made a central isgue. Sargent

J. laid accent on the following evidence'given by Herbert Morris

i for the p;aintiff company:loa

_and later .

e

e (YO

"Q: 'Suppose'&éfendant goes into
(a rival's) employ and keeps his
obligation not to communicate?

A: If he used his knowledge he
would do us harm, if not, he would

" be no use - this is as to the

particular things. I object to his
using as well as to his divulging..."

MA:. . T want to avoid competition .

- as much as possible...I don't mind
- competition in the ordinary course

of business but do mind it by persons
‘who have gained experience with us."

o
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Sargent J. cagsgorisedlos’the information
that the defendant would have,retained through memory_of the
iplaintiff's operations, charts, etec. asn"aubjective" rather
than "objective" information and it was not permiasible for the
plaintiff to protect itself from the use of such informationr
He(thonéht that there were no "trade secrets" as ‘against

"confidential information" {nvolved in the case.

i#
\

The Court of Appeal, by a majority, upheld

the dismissal of the plaintiff's action.106

The House\of Lords dieniseed tﬁe plaintiff's
appeal and in doing so approved the approach adopted by Sargent J
The sheets, cards, formulae and documents of the plaintiff were
categorised as confidential information rather than trade secrets
and hence any recollection that the defendant may haye of them
was held to be information the defendant was free to use.loz :
A major difficulty that arises in interpreting the Morris v.
) Saxelbz decieion 15 that there 1s no description, Iet_alone
| definition ofhwhat'constitutes tradé secrets. Tt is clearly stated
atnatutrade secrets may be the subject of protectionloavbdt other
than a:statement by Lord Parker that pertain formulae may have come
close to being a trade secretlo9 th only indicator given is that a great

|
. ?

1050p14. p. 69 . - e

10511915] 2 Ch. D. 75

‘107[1916] A.C. 688° per Lord Atkinsonﬁi 703' per Lord Parker p. 712

o

108Ibid per Lord Atkinaon p 702; Pord Parker P 709' Lord Shaw p 714,

R

loglbid. p.712. S - o ': ;
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deal of material, probably prepared at considerable expense,
was not categofised as trade secrets but as confidential

information which an employee may ebsorb and take with him.

With -respect to confidential information an

exception to the decision in Morris v. Saxelby was indicated

for different circumgtances. It was said that a restraint could

be placed on an employee using confidential information with

respect to customers in order to entice them away from an employer.llo'

Hence personal contacts differed from technical,knowledge.‘
Although trade secrets could be subject to™

protection a possible 1limit in this area was seen hy Lofd'Parkey., .

After reviewing the ngtere of the material and concluding'tbat
none of it conptituted a trade secret he saidll1 N '

"It would be a point of some

difficulty whether the possession
-by an employee of a single trade
-gecret would justify a restraint as
wide as that in the present case."

This comment is a‘:esult of Lord Parker's
develepmegiepf a’theme_that he had delivered earlier in his-Speeeh
on the.nérrower“scope of restraiﬁt'that was permitted in the case |
of a restraint on an employee as against a restraint on a vendor in
the sale of his buainess. This was because the goodwill of a

bueinees 18 jmmune from the owner'exefcising his personal knowledge'

110 Ibid .per Lord Atkinson p.702; Lord ‘Parker pp 709, 710; Lord

Shaw p.715.

11 1h14. p.712. ,
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and skill to its detriment and therefore, upon the owder selling

e

that goodwill the immunity should carry oh to the purchaser.

He saidll2

, "It is. quite different in the case
! .- of an employer taking such a covenant’
from his employee or apprentice. The
. 4 goodwill of his business is, under the
. . conditions in which we live, necessarily
subject: ta the competition of all persons
(including the servant or,apprentice)
‘who choose to engage in a similar trade.
' The employer in such a case is fot
‘endeavouring to protect what he has,’
but to gain a special advantage which
- he could not otherwise sccure."

As the material in Morris v. Saxelby was held

to be other than trade secrete¢;it would berrash,to draw any

'f;rm conclusion from these re@arks, but thé strong implication is
that of the material covéred by the general category of confidential
linformatiqn and trade aecreté, there 1is mﬁch more thaf can be.

subject to a legitimate restraint in the case of a vendor's sale of

‘

goodwiilthan.;n an employee’restréint. In fact, Safgent J. inh
the -court below had stated that the material involved in Morris. v.
~ Saxelby could have been 1egitimé§e1y‘restralnvd {f it had been the

subject of a sale of th¢ buginess. It flows from this that the

]

position where the line can(be dravn will in turn depend on how

co o

rigorous a restraint is placed on an employee. -

112

Ibid. p.709 -



The only restraint of trade case directly

involving a trade secret before Morris v. Saxelby was Leather

Cloth Co. vl_Lorsont.113 That case involved the wale of trade

secrets and therefore it was bound up in a geodwill issue. The

passing remarks in Nordenfelt's case on the issue of trade
secrets Qere\made only in the Court of Appeal and .were to the
sale of trade secrets only.' It would therefore seem to be a
reasonable supposition that the standard requ1red to qualify as ’
a trade secret may be higher in the case of an vmployer wishing
to - exercise a constraint over an employee than in Instances whtre
a purchaser of a business has a constraint over.the vendor. In

nfact this is but a corollary to what Morris v. Saxelby states

udirectly, namely, scope must be given to an empla¥ec to usc his
ordinary knowledge and skill, his "subjective nowledge, in later

employment._

- The question-that 18 not answered in cases with

a restraint of trade emphasis before and after Morris v. Saxelby,

nor answered in Morris v. Saxelby itself is: whnt~are the peculiar

qualities of a trade secret that distid&uish it from the 'subjective"
knowledge of an employee and thus merit protection? The mass of

‘ information that Herbert Morris Ltd. hadnassembled no doubt

required many man hours and much trinl and error to produce and

clearly would have been useful to a competitor Yet, familiarity

i3

13(1869) L.r. 9Eq. 345. o

B
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r")
with this information by the employee was held .to be
“aubjective" knowledge that could be used elscwherc. What

magic difference is there in a trade secret that should lead

to "subjective"'knowledge not being open to the same treatment?

Whatever nnsWers can be supplied for the
above questions there is a significant point that emerges. It is
probably a waste of time to search’for a universally applican]ei
definitionlof,a trade secret. When a sale of a business takes

place and a restraint is accepted by the vendor, it does not

matter where the line is drawn between confidential information.

L] . -

and trade secrets because the vendor should not be pgfmittcd to

i

use matters within either category in competition with his

* purchaser. A generous interpretation of what constitutes trade

secrets will not lead to an error in the result. A narroyer
interpretation of what constitutes a trade secret may be appropriate

when the situation under consideration involves transfer of-

»information under an arrangement negotiated at arms length where

,transfer of informat{zn/}; the raison d'etre of the relationship.

[

Then the narrowest interpretation of the scope of a trade secret

~is.appropriate-when an employer—empLoyee rolntinnnh{p is under

considefation.' ©o° ‘ . o

This argument is open to the criticism-that

-

" gteat uncertainity can emerge from such an approach. ‘The, un-
. - . 1

certainity could lead to the seeming absurdity of theé very same
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plece of information being susceptible to protection as a

"trade secret" in some 1natance*3 but not in others. This
P . T
J.g_‘iﬂw'

criticism is well based. In fact, without there being any
recognition of why it i8 occurring, that is just what has been
occurring in case after case with unpredictability being the
only certainty. - There 1is ﬁo way this can be avoided 1if
recognition is to be given to an employee's ordinary skill,

expérience and knowledge.

5. Problems Arising through Intangible Nature of Trade Secrets.

’,' . The lack of consistent policy objectives leads

to many problems in the trade secret field, some of - which have

K

alreédy been discussed. There are further problems arising

~through the di ulty of fitting trade secrets into the framework

. . i o .
"Bf ‘the traditional streams of law due to the intangible and

0

fragile nature of trade secrets.

At various times "theories' have been put
forward as supporting the protection of trade secrets. Analogies

have been made with aspects of property law. Remedies similar to

those found in the law of torts have at times, been advanced and

at other times, contract law is used. -

There are dif§1Cu1ties to be found in'applying

‘prOperty concepts to the mainstreaﬁ,ipdustrial and intellectual



property, patents, copyright and desfgn.  These G806t feult (oo
are magnified In the case of trade secrets, FD there 4o
unauthorised using of material cabraced by o patent, copyr fpht
or design, there are comparatively stratght torwird lvmvdi;n
avallable to restore matters to an approximation of the st.atus
quo before the unauthorised using. Wlith trade sccerets, however,
once they have made a full escape through unanthor{sed use they

can never be recaptured. As loss of a trade siccrot repretents
loss of a competitive advantage that cannot be restored, damapes
will be extraordinarily difficult to caleulate, because of the
multitude of intangibles that go into the make up o g compet it ive
advantage.  Accordingl Yo an Injunctlon, 11t can he polocd belore
the. escape of the secret 1is complete, will be the most satisfactory
result,énd in many instances the only satisfactory result for .

trade secret holder.

An injunction against revelatfon of a secret

-
will avoid the near insurmountable problem of dealing with the

™

\
case of a bona fide purchaser for value of trade secrot "property"
whith 1is to be transferred by a vendor who was not authorised to
do so. Tf an injunction 18 not gained before the aninthor lsed

transfer, some very real Inequities can arisc {f an Injunction is

granted against the transferee because there is no wav that he can

‘reaSOnably cleanse himself of the secret transferred.



L2000

i I
When therg is a gituation where the person
to whom a secret 1s transferred is not completely unaware of

the poséible origins of the trade secret there are still very

real problems. As far back as Morison v. Moat114 it was

estabklshed that the person receiving a trade secret through an

unauthorised communication of it could have an Injunction made

against‘him.restraining his use of the secret. In later times.

115

the tort of inducing a breéch 6f-éOntract (of Lumley v. Gve
origihs) has been inVoked ﬁo justify the 1ssue of an injuncfibn
against the use of a trade secret by someone who has acquired it
from an éx—employee"of the initial trade secret holder. There

will be some instances where a restraint will he quite appropriate. - 7

e

Tn Morison v. Moat itself, on the finding on facts, the defendang

would have been very well aware that s father was bound the
| g ; .
partnership agreement to refrain frpm revealing the s$p70: and
“ ' : e
the matter covered by the secret WOUQS have beenwtll known wslso.
In some situations, the tort of inducing a breach of contracts

could be established along traditional lines because the reciplent

of the secret will be aware of the existence of the secre: and

encountered situations, however, where an allegation of 1inducing a

breach of contract should be quite out of place. Thege are

o)

situations where a person who has heen working  in a technically

114 (1851) 9 Hare 241; 68 E.R. 492.

115 1853y 2 £. & B. 216; 118 E.R. 749.



advancédﬁarea changes‘éﬁﬁi;yers and;:desfite the fact thaf
new employer and employee élike are anxious to avold legal
entanglements, the emﬁioyéé.makes use of what- is thought to béE
his own exporicngévundikﬁowlodge but, wlith (he' windom of 1utpf.

judi¢ial'interpretation, dfscovers that he has been applying

‘trade secrets as well.

. Y3

A response tﬁat has been advanced to the
» . ,

~above dilemma is to endow the new émpldyér wi;h constructive
knowlédge that secrets méy be revealed\to him; Unfortunately,
this throws the new employer into a fufther~quandfy. If he
made a thorough<enquiry on the differenceé between his operations
and7that of Ei; rivalvemployer to determine the tradé secrets
kno’mt by hln new e.m’p]oyt‘v ‘hv-wlil have the trade recreta revested
to him and will therefore have to take what steps he can to avold
using them. Alférnatibely, he will Qse the new employee in fields
quite:disginct from his previous experience with onious lowering
of the employee's usefulness’. The only other reasonable choices
avajlable are to réfrain from recruiting people with experience
 in the field or make a ggnfleman's "knock~-for-knock" arrangement
' With‘méjbr competitors. Probably it is from these last two
practical solutions that choices have been made in many{iqdusﬁries
in that the reports are almost’ empty of any employee orfcentated
trade secret cases between major firms in technologically
~advanced industries. Litigation is almost inevitably restricted_

to ‘action being taken against ‘an ex-employee moving to & position

O



_of private'consultant or moving to a flrm that Is attempting

to enter the market.

_ There are difficulties in finding
approg{iigg/analogies to trade secret actionsbin the fields of
property, tort, contfacts and.anomolies in3any.adaption. The
major problems arise, however; at the next stage in dete%mining
B réméay. On the one hand, anything other than an injunction is
unlikely to lead to satisfaction to a tradé secret holder who is

anxious to retain his sectiﬂﬁéét on the other hand, an injunction

is a véry clumsy tool to abply in the trade secret area. Very
pithy comments were made of their lack of suitability by Lord

6

Eldon in 1817°1® and 1little has changed since those comments

i3

were made.

o

Speed is often a major consideration when a
frade secrét holder fears that ;nauthbrised revelétion of his
secret is ébout to take place. Therefore, an interioéutory

“injunction will often be‘soughf to minimise the chance of the
trial being reduced to the status of an autopsy on the secret.
An inteflocutory injunction wiil,tend to inconvenience and
embarrass a defendént in any field. 1In the Eréde secret field
 where an ex-employee is restrained from dbing anything in the way
 of using or disclosing the alleged secret the financ;al

embarrassment is likely to be very great whilst the trial is being

vl

116Supra . note 42
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awaited. .?robably-this is a very material factor in matters
not proceeding further. A United States commentator on the
t0pic has observed that in the great majority of cases, é"
'matter will not go to trial if an interlochtory injunctipn‘is
obtained,tt’ *

Despite the fact that the interlocutory

‘injunction_proceedings will very often be the first and last

AN
R

time that the matter will be in court the matter will, as
usuel’for>snch matters, be decided orf the motion only. Hence -
most‘complicated matters relating to what secrets, if any, may
ne in existence and what'knowledge of tno cnployee s uvulluhlt
for his own use are decided with the minimum of examination.
These matters would be difficnlt enough on their own, but the
difficulties are compounded by the normal practice of plaintiffs
in avoiding‘specificity in indicstingbsecrets wnerever possible.
Justification of this practice. has been argued by plaintlffs on
the basis of avoiding revelation to the employee and possibly
‘the employee's new employer of trade secrets that are not

already known. 118 ' ' //

There now appears to be growing oppoqition /
by the courts to broadly stated interlocutory injunctions. This

has been reflected in some instances by an 1nsistence that better

°

117 |

T. Arnold and B. Durkee "Trial Tactics in Trade Secret Casesg"
in' Protecting Trade Secrets Today'", Practising Law Institute
1973; page 379. : _

118

Printers & Finishers Ltd. v. Holloway [1965] R.P.L. 239;
[1964] 3 All E.R. 731
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particulata119 be supplied to the defendunt. In other
instances interlocutory injunctions hgve been refusedlzol
or injunctions that have been granted have been set aside
on appeal on the grounds of being too widely stated andr T

lacking in specificity.l21

On questions of the level of detail reqyired

in particulars and the appropriatenees'of granting an integ locutory ‘

injunction, there is necessarily wide scope for the exercise of

discretion and hence“éubatantive lav is lafd down . infrequently.

ke

v'A substantive point did emerge in the recent decision of ‘the House

of Lords in American Cy;namid Co. V. Ethicon Limited122 which,

if appliedvgenerally in trade secret;caaes could lead to grave
.consequences Thebcase 1nvolved the granting of an interlocutory
injunction in a patent infringement case, but the House of Lords
‘took the opportunity to lay down general guidelines on: the
principles upon which the diacretion to grant interlocutory
injunctions may bevbased. Lord Diplock with whom the other Lords
expressed concurrence, stated that dgspite the practice that hadn
developed over the years, there was no,rule requiring the plaintiff

to establish a prima facie case before the question of the balance

119 john Zink Co. Ltd. v. Wilkinson [1973] R.P.C. 717.
120

Caristrap Corg.'Va Cordex (1967) 50 C.P.R. 201 (Ontario High Court);

121

See generally Sulner & Co. A.G. v. Transradio Ltd. [1967] R.P.C. 329;
Technograph Printed Circuits v. Chalwyn Ltd. [1967] R.P.C. 339;
Corica v. Ragen 140 F (2d.) 496 (1944) ~-a case ahead of its time

gchat 18 now being remembered; E.W. Bliss v. Struthers—Dunn Inc.
408 F (2d.) 1108 (1969)

1227119751 _2 W.L.R. 316; 119751 1 ALl E.R. 504.



of convqnience in granting or refneing the injunction was
considered. As long hs the claim did not appear to be
frivolous or vexatious the only queation was that ~of balance of.
convenience. The House of_lordscwent on to restore the order

granting‘the injunction that the Court of Appeal had set aside.

| In trade secret cases, due to the fragile

character of a secret, the balance ofbconvenience will almost .
always be found to be in favour of granting an injunction

lThe plaintiff is very likely to be in the financial position to
. post damages as security lest they be later due because the
interlocutory injunction is shown to have been unwarranted. Qn'
"balance~of convenience" assessment the potential financial
embarragsment to the defendant has normally been given low

priority.

Possibly there will be some restrictions

"placed on the broad scope of the decision in American Cyanamid

The Court of Appeal in Fellowes v. Fisher123 had to follow the

ruling but this was not_githout,Lord~BennIng expressing strong
criticism of the case and pointing to its inconsistency with

the House of Lords decision in Stratford V. Lindley124 where

there 1is dicta stating that a prima facie case must be established
before an interlocutory injunction will be ordered. Certainly

in the recent pastigapplications for injunctions have been refused
123 11975] 2 A11'E.R. 829

4 11965] A.c. 269; [1964] 3 All E.R. 102.
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. where a prima fac;k case has not been established - vide

e o o »
United Sterling Corp. Ltd. v. Felton and Marion 125 Jiffy

\Foode Ltd., v. Chomski,126

Diamond Styégg Co) Ltd. v. Bauden
_Precision Diemonds:Ltd.127 : L/f ‘\;
Another problem arising from thevpeculiar
:charactet of trade secrets is that a defendent-ex-e%pioyee is
likely to,be’oeﬁerely,hempered in thefﬁreparetion‘of his case
whenran interlooutory injunction is‘mhde agqinst'him.} This 1s

_ because the ordet wili.prpbably’restrain him from disélosing

any secreta. He may run’a real risk of being in»contempt and
therefore wrong-footed ‘to an‘eveo greater extent if, in attempting
to prepare his case,»heldisclosee what may later be categorised as
trade aecrets. Ori occasions when the ex—empioyee has,joined
»another employer ao injunction ﬁay be made against the employer
vdiscussing selret’information with the emplofee} This can hete
the effect of virtually crippling the defence. The‘heé employer

m&y have the techiical’ and financial resources to mount a proper

~ defence that denies that there are any trade secrets being used

~\Ihese resources will be of little aid if

'linformation is not made available through particulars being

",supplied in aome detail and the ex—employee being availwhle to

.disqpss what he knew of the_plaintiff s operations.
125 [1974] R.P.C. 162 |
(1973) 9 C.P.R. (2d. ) 1_,_ | I

[1973] R P.C. 67C.,
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An egditionsl comnlication in resolving

. matters feiriy is iikely tp srise if'a defendant claims that
-he 18 'not making uae ef‘the plaintiff's'rrudo secrets - the
exigtence of which; in.any evené, is denien - but - is condueting
his processes with his own trade secrets. The skirmish which

is tnen likely'to take place with 1napections and detailed
particulars being denied by two parties will tend to worsen the
position of an ex-employee who claims that he wishea to use only
his own skill‘and.knowledge.A The case of Terrapin Ltd. v.

Tecton Structures Ltd.lzg provides an 111ustratiqn of the

problems_that can arise when alleged seerets are neld‘by two
eontestants.- Tne order nsde‘at lower lesel was thebsnbject of
an unsuceessfu1 annea1 By the p}sintiff nho:elaimed‘that
independent experts would not be capable of making a reasonable
assessment and that the plaintiff should be permitted to make

his own 1nspection.\

Fellowing.the_interlocutory injunction stage

. a permanent injunction msy be sought and gained. This gives rise -
to another problem related to the peculiartties,of trade secrets.
It may be satisfaetory to avard a permanent injunction to refrain
'_from infringing a patent becausa the ' pecmanency will last only .
for the residue of the ‘term of the patent. _w1th a trade secret

'there is‘no clear time limit and a permanent injunction will be

kY . . *

128 (1967) 59.W.W.R. 374 (Br:lt Col. Supreme Court); (1968) 64
' W_W‘R- 129; (1969) 39 Fox P.C. 38 (Brit. Col. Court of Appea15

y
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 truly permanent. This could not be justified in restraint of

trade terms because normally a reasoneble time limit must be-
atipuléted. Itvcan find even less justification when 3<.

'springboard" gest is invoked to give a trade secret categoris-—

" ation to comparatively pedestrian technologiéal,Jnformntion

which will be part of common knowledge in the industry within

a few years. At timee, courts have recognised this factor and

.

ordered an injunction for only until such time as the secretv

remains a secret.129 An interesting example of this is to be

found in Hampton v. Blair Manufacturing Co.1 30 where it was held

. s~
that the defendant wglld have taken less time to work out the

secret for himself than the time that e case had taken to come
onto trial and therefore concluded that an injunction was no
1onger«appr0priate. Awareness of the limited life of a trade )

secret is far from universa] however, and the courts frequently

' aware permanent injunctions seemingly without cohsidering the

merits &f a lesser’ period.

[
r

‘6. Future Common Law Developments in Trade Secret Law.

129

With respect to express and implied conditions
in contracts of~employment,_symptqms will no doubt continue to
appear of the clash between the interests of employers who wish

to minimise the harm that can arise to them through information

International Tools Ltd. v. Kollar [1968] 1 0.R. 669 (C.A.) -

0374 ¥ (2. 969 (Eighth circuit, 1967).
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‘

transferring to competitors and thé interests of employees
and the‘pubiic at large in the‘employee being able to make
use of his skill, knowledge and experience in other positions.
The lack of recognition of thi; being a central issue is
. ‘réflected-%r the fact thpt'itlis still not clearly resolved as
to whether an émployee may make u;e‘of hatters in his mémory;131
If one approaches the,problemé?ithuthe view thAz tfade secrets
are in alllcircumaﬁances worfhy of protection, then no éensible.
distincgion can be drawn betweentpafters which neéd«goAbe_l o
.recorded and mattersvwhicﬁ'a person with a retentive memory'can
_take. away without -reducing the mhteriél fo a durabieﬂform;l If.
the opposite viewﬁoi?t is taken and restraints on the;use'bf an
%mployeéb“ordin#ry skill, knéﬁledgebgnd expeiience are not
écceptablé, then ifhinfofﬁatiéﬁvis held in>§he memory. due to
v‘continue& association with the infpfmaﬁion‘this should‘be taken

as a part of the "subjective" knowledge of the empioyee.

'

,131 Some cases in which material retained in ﬁemory'mentioned

as part of employees own knowledge:  Sir W.C. Lang'& Co. v.-
‘Andrews [1909] 1 Ch.D. 763, 773; Morris v. Saxelby [1916]:
1 A.C. 668, 702; United Indigo Chemical Co. Ltd. v. Robinson
(1932) 49 R.P.C. 178, 186; Sarkes Tarzian Inc. v. Audio
Devices Inc.: 166 F. Supp. 250 (S.D. Calif. 1958).

To the opposite effect, dicta in Amber Size & Chemical Co.
Ltd. .v. Menzel [1913] 2 Ch.D. 239; -British Celanese Ltd.

v, Moncrieff (1948) 65 R.P.C. 47; Terrapin Ltd. v. Builders
Supply Co. (Hayes) Ltd. [1967] R.P.C. 375, 390.
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it 1s hardly’ likely .toj,order the

219

b

’

. Of course this can lead to the occasional evidentiary

problems But if material is of a detailed nature snd it would
seem unlikely that it would be retained in the memory through
normal carrying out of employee functiods, then a claim that
memory alone was used csn be rejecteo'either because it isbnot
believed that a memory could be so good or becsuse it would
have to be a deliberate use of menory for purposes other than

the service of the employer.]f32

- .o” There will be problems.in permitting the

normal use of memory but rejection of its use lead .to even

greater problems. Such problems could arise in an area that

'Jhas'been'ouite sensibly avoided - the use of knowledge of trade

secrets to.avoid nitfalls. Assume an enginéer or some similarly
skilled person Has been engaged in a long series of tests to =\
arrive at a practical solution to a problem This solution may

well.be a trade secret on any criteria. ‘If the engineer moves

‘to another employer he may well be presented with the ‘same problem.

>

Wikl it be sn uhauthbrised*use of the%trade secret if the engineer
refrains from running the whole series of tests again because he

remembers full—well the approaches that were failures?

Suppoeing,a court 1is presseg tqdzzze a decision ongthis\matter_ ~

tests to be continued so that . ¢

the result can be rediscovered Yet the alternative, namely

permitting short cuts to be taken to the tests that the engineer
. /’“"J

o

v . ~ ..” . . - . . : v b

132 A similar.approach to this, although with a change in accent

is to be found in Printers & Finishers Ltd. v. Holloway
[1965] R;P C. 239, 256

Y
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remembers were fruitful ,will allow a rapid catch—up by the
"engineer 8 new employer. . Unaatisfactory as the latter
decia%on may be;~it is ;he preferred decision and it will
pronably be reached with the justification that the‘employee

will be naking use of his ordinary.skill and expex:ience.l33

A distinction has eften»emerged, genenail§
implicitly,_on the use of menory of names’of customers by a
pefson involved in direce eustomer contact. Strictly this would
only be applicable where names have a confidential aspect.ljé
Rethen fhan §€£mitting cases involved with‘theee situations to
confuse the 1ssue as to what can be used (by an employee in the '
jway of ordinary skill and knowledge, it. would sé%m preferable
to regard~the.persona1 contacts as the essential factor that may
: be‘proteeted. Thus the'erdinary 8kill and knoéledge‘in’technicel
matters may be seen to be'nerellelronlylto the knowledge of
techniques useful in gaining and maintaining customers. These
techniques should be available gor use elsewherdbut possibly the
gqodwill aspects'tied'up in direct4cnntadt with cuetomers of_ehe
nemplojer Bhguld‘remein with the empleyer;"

w

C oo

'133 For a case throwing up these typea of problems but going ’
the other way on material differences in facts Reid &
- Sigrist Ltd. v. Moss &‘Mgchagigm Ltd. (1932). 49 R.P. C, 461.
134 . ’

c.f. Greening Industries Ltd. v. Pen_x_(1966)53 D L.R. (2d. )

643 (N.S.S.C.) where names of customers were held to be non

confidential and hence no objection at-all could be ma&e to
_ them being remembered
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There appears to be a trend, particularly
in the United States of America to glve greater accent to the
need for an embioyee to make use of his ordinary skill,
knowledge and expgrience and the scope of these qualities Is

being interpreted more broadly. Initially regarded as an

£

abberation: from the normal rules, the approach taken in the case

of Wexler w. Greeqbegg}35 has been regarded with greater
136

sympath§ of léﬁe. As well as giving a reasonable breadth

" to an employee s skills, it was stated in this case thael37

A l
"Were we to measure the sLntiment

of the law by the weight of both

'English and American<decisions in

order to determine whether it favors

protecting a businegs-man from certain

forms of’comgetition or protecting an

individual in his unrestricted pursuit -

! of a livelihood, the balance would

heavily the favor the latter. Indeed,

even vhere the individual has to some

extent assumed the risk of future

restriction by express covenant, this

Court will carefully scrutinize the A
| . covenant for reasonableness "in the light
of the need of the employer, for protection
o and the hardship of the restriction upon
the employees"."

~« In a similar vein there is the following
CE . &

i
I

dicta in the Privy Council decision In Stenhouse Australia Ltd.
138 L Lo ~

v. Phillips:

h
|

j .

135 160 A (24.) 430 (Pa.Sup.Ct. 1960); 125 U.S5.P.Q. 471.
' 136’V1de. Winston Research Corp. v. Mimnesota ﬁininé & Mfg. Co.’
350 F (24. ) 134 (Ninth Circuit 1965), Metal Lubricants Co.
" v. Engineering Lubricators 411 F (24.) 429 (Eighth Ci r@uit 1969)
Wilson Certified Foods Inc. v. Fairbury Tood Products 370 F. Supp.
. 1081 (Neb. 1974). | X
137 160 A (2a.) 435 ‘ '
138

[1974] 1 A11 E.Rf 117, 122.
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"The accepted proposi{tion that an
employer is not entitled to protect ton
from mere competition by a former
employee means that the employee {a
entitled to use to the full any personal
skill or experience even {f thig has heen
acquired in the service of him employer
1t 1s8 this freedom to use to the full a
man's improving ability and talents whi.h
lies at the root of the policy of the law
regarding this type of restraint.

Leaving aside the case of misuse of trade
secrets or confidential informatf{on
(which is separately dealt with by (1.1
of the agreement and which does not arise
here), the employer's claim for protect {on
must be based on the {dentification of
some advantage or asset Inherent in the
buginess which can properly be regarded
as, in a general sense, hig property, and
which 1t would be unjust to allow the
employee to appropriate for his own
purposes, even though he, the employee,

may have contributed to its creation. For
while it may be true that an employee iu
entitled - and is to be encouraged - to

build up his own qualities of skill and
experience, it 1s equally his duty to
develop and improve his employer's business
for the benefit of his employer. These two
obligations interlock during his employment :
after its termination they diverge and mark
the boundary between what the employee may
take with him and what he may legitimately
beasked to leave behind to his employers.'

A diaappointiﬁg aspect to this passage s
that trade secrets are mentioned but are in no way defined,.
‘Definition was not necessary as théy were not in any way relevant
to the case because it iﬁvolved'an insurance broker's client

contacts and it seems that trade secrets were mentioned only
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What 1s of
to give scope to an employéeqs skill and .experience. This méy
~-ha’ve the effect of‘lim;ting the scope of what may be
cetegorised as ”tradé secretéﬁ which afe cusceptible to full

retention by an employer.

Such a trend would fall within the spirit of

the much more rigorous apprcach to restraint of trade matters
‘ , app

. 139
since Esso Petroleum Co. Ltd. v. Harper's Garage (Stourport) Ltd. 3

The Eggg case Can bé characterisedvas putting new life into the
long dormant public iq%%%bst consideration 1in Lord Macnaghten’s
test stated‘iﬁ the Nordenfelt case. Just as significant was thg
zccent that Eggo gave to balancing the 1ntérests of covenantee

almost exclusively on the

and covenantor rvather than concentra
srotection that & covenantee may reascnably require. ‘As it was

farter concentraticn that much of trade secret law

arlise on & reassesonent in

4 adgnificant step bevond the

‘i1 the Heso caese was made In MacAulay (previcusly Tustone) v.

s . . e s ... 140 e o
A. Scehroeder Mugic Publishing Co. Ltd, & decisgion of the

se of Lords which has already been followed by

vl
%

(156871 A4.C. 269, {19671 1 A11 B.1. 639.
1A o
[1976] 1 W.L.R. 1308
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Appeal in Clifford Davies Management Ltd. v. W.E.A. Records;ll‘1

In these cases what appears to have been the standard form N
used by music publishers in their agreements with composers

Téame under examination. The key terms sﬁecified that the
composer was to submit all musical comﬁositions to the publisher
over a five;year period with the éublisher to havé copyright
vested in him éhd the composer to beApaid royalties oh ﬁhe‘use-of
the music 1if thé puﬁlishér‘decided to use Lt. At the Opﬁion of

the publisher the agreement could be renewed for a further five

years on the same terms at the end of a five year period.

TherHoﬁse of Lords held that an agreement of
this nature could be claséified és one to which the doctrine
against restraint of trade could be applied. This was én advance
on the Esso case although not directly of relevance to the trade
seéret field. What ig of relevance to trade secrets was the
heavy accent given to the burdens that the agreement placed on
the covenantor and the conclusion that such Burdens were

-

oppressive and therefore the restraints should not be enforced.

' . 142 :
It was 1n Morris v. Saxelby that clear

recognition was first gilven to the need to allow an employee
the opportunity to use his "subjective" knowledge upon leaving
an employer. But iIn recognising this, the terms were most

guarded. Lord Parker stated that a weighing of the advantages

141 119751 1 w.L.R. 61.

142 Supra



o

219

accruing to the covenantor under a contract as against the
disadvantages imposed upon him by the restraint was }mpracticalﬁ
and that a court would not consider the adequacy of the

consider;tiﬁn in any par;icular caste43

It 18 quite clear
from the MacAuley case that this limited perspectlive has been

put aside.

~

In MacAuley's case the plaintiff had argued

that the terms of the agreement should be regarded as reasonable

~as they were quife usual terms in the trade. This had quite

often been: accepted in the past as persuasive and in the Esso
case usual terms in the trade were examined when considering
reasonableness. In MacAuley's case, however, it was stated that

such an argument should be applicable only if it was shown that

standard contract terms had emerged from arms' length negotiation

between pérties of comparable bargaining strength and this had

nét been demonstrated. A willingness to put aside contractual
conditions when there is an inequglity of bargaining power is
indicated in a slighélykdifferent context in the Court of Appeal;s

decision in the case of Lloyds Bank Ltd. v. Bundy.144 The thrust

of this decision would find a ready applicdtion in situations

where restraints méy‘have oppressive characteristics. /

The extent to which the recent moves in England
on restraint of trade matters will affect Canadlan courts is not
known. After the Esso case was decided, the Supreme Court of

153 [1916 A.C. 688, 707

144 119741 3 W.L.R. 501; [1974] 3 All E.R. 757
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Canada heard an éppeal from the Quebec Court of Queen's

Bench - Appeal Side145 in Canadian Factors Corporation Ltd.
. it !
v. Cameron.146 The case involved some very rigid restraints

in the contract of ehployment of the office manager of a
factoring concern. The Court 6f Queen's Bénch, by a majority,
decided against the defendant by an application of thé Quebec
Civil Code and by common law principles. lts dCCiSi&n was
before the Esso case wés decided,.but‘Nérdenfelt's casé was

discussed on the bésis'that it extinguisﬂed the rule making -

147 No specific comment was made

restraints of trade invélid!
on this @erspectivé of the law in the judgment of Laskin J. in
hia”ﬁajority'Aecisioﬁ for the Supreme Court in reversing the
lower courts decisioh; Strangely, the Esso case was. not
mentipnﬁd in the Supreme Court's Aepiéioh,lalthough the decision
is in accofd with the app;oach of that case‘on botH'tbé
_interpretation of the relevant public order provisions®of the'
Civil Code andvon common la; prfpciples. |

- An earlier deciaion»of'the Supreme Court of

_ Canada which is based on misuse of confidential information

implies an approach that could be adopted to avoid some of the

>

difficulties arising ih the trade secret - confidential

ipformation area. In Pre~cam Exploration & Development Ltd.

145 (1967) 49 c.P.R. 101 (Quebec).

46 [1971] s.C.R. 148; 1 C.P.R. (2d.) 114; (1971) 18 D.L.R.
(3d.) 374 - |

147 1967) 49 c.p.R. 117
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v. McTavishl4® the'defendant'hgd been engaged as an
bemployee of the ﬁlainﬁiff to,éonduct sohé éxﬁloratory wbrk.

on mineral claims;:‘Whilst carrying out the work the |
.défendant discovered that the‘miheralized zone abpeared to
ébn:inue beyond the currently staked élaip.v The defendant

put in hfs-resignation gndbthen,stakéd claimé fof himself in
the areas where the mineralizéd zone continued. In the normal
" course these additﬂonalkgreéq woﬁld hive been staked for the

defendant's employers in the name of the person who was paying

for the exploration work to be carried out.

" At trial, it was held that the defendant had no
right to stake' the élaiqs for himself and that they were
acquired by him for his employer and henbé for the person who -

had contracted with his employer.

The defendant's appeal to the Saskatchewan Court

of Appeal was al}6WEd149

with it being held by a majority that
there was no'imp}ied conditioﬁ of the contract of émployment
p%géing”the appellant in a fiduciary positién such that any
knowledge acquired in his employment could be used only Eor his
empioygr after hisve;ploymeﬁt ﬁe:minated; Thig agcision wasv
disaeﬂted to by:Halle.A, ahd as the Supreme CourtAlate: agreed

with his viéw the approach hé took merits attention.

[

48 (1966) 56 W.W.R. 697; [1966] S.C.R. 551; (1966) 57 D.L.R.
(24.) 557 i

1

149 (1965) 53 W.W.R. 662; (1966) 55 D.L.R. (2d.) 69.
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After making general remarks on the use of
information gained in confidence, Hall J. A. referred to the
" sketch taken by the defendant during the time of employment

dhd the way that advantage had been taken of his employer;g

previous work and expense in setting up the survey. He saidi >0

"While still employed he planned and prepared
to stake the claims in question. . The
result of .such planning dnd preparation was
to defeat the whole purpose of (the plaintiff's)
enterprise which was to stake the claims
necessary.... (The defendant) thus used the

- term of employment to further his own

.interests in complete disregard of his

. employer. This was clearly a breach of his
‘ obligation to serve his employer with good
’ faith and fidelity. The final act of staking,

the culmination of the breach of obligation,
is not made innocuous by the intervening
formality of. resignation."

The Subrene Court of Canada in a judgment .
_delivered.for the conrt by Judson J; allowed tne appeal and C
restored the judgment at trial. No‘cases are cited in the
judgment with there being no explicit statements of law advanced
It was stated thet the defendant could not use such information

to his own advantage and as the severance "of the employment.could'
only be" regarded as an empty formality the claims that had been

staked were to be regarded as held in trust for the plaintiEEB

This cesevceuld:be characterised as one based on

. rules relating to cqnfidential infornatiOn with adaptions being
 available to trade secrets. It would seem more direct en approechl
however, to view the situations along thelline which was selécted

150 1114, p.670
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bybthe Saskatohewan Court of Appeal and acted as. the division
' between the majority and minority. That is, it should be a
question of construction of the conttactual oblkgations of the

“employee.‘ This goes right back to where Robb ‘wv. GreenlSIJ‘

ofarted. CWhat this would 1nvolve would be determination of E
‘what wero the functione ‘and dutiea of the employee (or agent

or director of a company) and decide the way certain material

" should be handled in the light of these functions and duties.
.. By such an approach one may become. embroiled -with difficulties
“4in characterisingrohe nature of the information at issue and
determining the: responsibilities of toe empio&eé with rospect

to this information. What would be avoided would be the aporoach
that now- brings 8o ‘much confusion ié£o the area becadée the
1nitialrobjects of the exercise have-beeo forgotten. That is,
with a formula along tﬁe lines:‘ all employoeu‘huve.an‘1mplied
duty to use for the3omployer‘exclusivoly éil X'(%-oonfidential
1nformat1on) and Y (;trode sécrete), many probiemsroccur.ao |
attemptsvore madé_tO‘modifyvthe nature of X and/or Y in order

to ;void pléciﬂg a burdenAon the employoe that is too heavyiin
the circumstances and'iﬁ oroer to avoid restraining trade to

too great an extent. When a wide interpretation is given to X

~and/or Y in one context it tends to move into the digests and

‘texts in that form and be ¢ piied‘to situations for which it

was not initially designed. This is oven without taking into

1 [1895] 2 Q.B. 315; éup:a
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account the many situations other than employer - employee

relatidnahipa to whichathese‘factora have heen applied.

In the Pre-cam Exgloration case 1tself one

could put aside "confidential information'- notione almost
completely and aeh what was the defeﬁdant s taa¥ as an

employee? If one made the reply: to return”to the;enp}oyer
' the speeific materiai‘reqneeted; the condluatqn.then should
be that the empl%yee‘was free to use hie additional obsefvatians
fo{.himaelfb It was this conclusion that in effect, was
reached by the majority of the Saskatchewan Court of Appeal.

If instead one gives a different reply to the question and . aays
that. the function of the employee was to return to the employer
with specific material together with material that a person with
,his functions could clearly see to be related to the performance
of his employer, then one emerges with,the*same conclusion as.
the Supreme Court of Canada. This would be an approach closely
related to rules used in the law of principal and agent. It
would be similar to the old cases on unauthorised acts that were

decided before- ‘the law on trade secrets and confidential

information evolved as a supposedly separate branch of law.

The recommended approach could be effectively

1ied to fact aituations such as thoae arising in Cranleigh

n Engineering Ltd. v, B_r_xant.152 The facts were

[

[1965}r1'W.L.R. 1293; [1964] 3 A1l E.R. 289.



complicated, involving asithey did aquabblea that arose
'when the founder and managing'director of a private‘company

N R
was squeezed out of the company by persons who were brought

inuforatheir capital. The defendant as managing director

and inventor of improvements in above—ground awimming pools

had made an application for a patent for the improvementa.

He had been told by the company 8 patent attorneya that the
Patent Office had reported that the application,was anticipated
by an earliet patent. He said nothing of thia to the other
directora of the company. After termination of his connection
with the plaintiff’company, the defendant vauired the_patent
that had constituted an anticipation of his patent applicationf
_He then commeneed manufacturing awiaming pools in competition
with his oldétompany and, enjoying a momentary triumph

threatened infringement action against the plaintiff company

'for the poola it was manufacturing.

The plaintiff conpany brougnt a succeasful
action that had the result of pushing the defendant right out
of the buaineaa and an order was granted prenenting the defendant
from‘using'the patent he had acquired to bring an infringement
action against the plaintiff. The reanit‘may be appropriate,
but tne route taken by Roskill J. to reach the result brought

" further mystery into the confused area of confidential information/

trade secrets. Intér alia it wag necessary to rule that knowledge
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of a published patent specification was confidential
information when the knowledge was hela ty someone with the

defendant's awareness of its implications. The application

§
\

of the Saltman Engineerin3153 case and its singularly

apposite "springboard" test resulted in knowledge of various

' features of the plaintiff's poolﬁv<:hich had heen nurketed.fnr
some time) being characterised as infornation that the"defendant
was not permitted to use’ and 80 too was any knowledge of pricing

and potential profits.

@

A very real difficulty could ‘have arisen with
.the approach adopted by Roskill J. if the defendant had, say,
' ‘revealed to the other directors of the company theapatent_
anticipation prohlems and the directors had refused to act. On
the confidential information - trade‘eecret approach the defendant
E would hHave still been prevented from doing as he did. Perhnpe
the situation would have become quite 8111y 1f the defendant

2

had ‘advised.the directors of the patent problem, left the company
and designed pools with characteristics that avoided infringing
the patent which remained in the hands of the outside their person.
If the plaintiff company then suffered a set-back due to infringe-
‘ment action being taken it could be claimed by the company that
the defendant had moved ahead in the market by using the information

°

- which Roskill J. characterised as information that could not be-:

'_used by the defendant. The appropriate order in such

15?(1943) 65 R.P.C. 203; [1964] 3 All E.R. 413; supre note 15.
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an instance 18 not easy to envisage.

ItAis submitted that a reasonable way around
these problems would be to lo§k to the duties of a managing
director. It would seemAthaf the defeqdaﬂi Bryant, as a
managing director charged with the task of protectiﬁg the
company's affairs, should be obligaﬁéd to';ake whatéver steps
may be available in avoiding a poten;&;l'pgtent infringement .
_action. Reporting the ﬁapter to the othef-direcpors may have
beenisufficient to cover his ﬁinimﬁm‘obligationsf There 1s
much‘law avaiiable on a company direc;on's;duties vis'é»vis the
~company and whilst application of the law to various fact
situations may not be easy, it should be easier than inventing

almost freé;standing rules on confidential information and

trade secrets.

Much of the foregoing would return the Taw to
the poéition towards the eﬁd of'thé nineteenth century as
sketcﬁgd under the ﬁeading 3. above "Evolution of Trade Sec:et
Law". The de_fécto c0pyright cases of'ﬁhdt time are to a légéé'

. . ‘ B
extent now embraced by modern Copyright legislation. MAkiﬂg 2
copies of»infprmétion, or.theltaking of charfs, tables and
other documents for the purpoéeé of use elgsewhere would very
ra;ely be part of an employees duties.aqd henceacould not be

authorised. Similarly, a special geeking-out of information

‘that is not related to an employee'é duties would constitute an.

-
-
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unauthoriaed act and, as in the old cases, use of such
information would not be permitted. Any 1nformation acquired
in the normal course of duties would becomo part of an
‘employees ordinary skill, knowledgé and ekperie&Ze that

should only be restricted in use 1f such use would conflict

with carrying out the task for which the employee was engaged.

Such an approach would increase the transfer
of information but use of patents where material is patentable

could be used.

Trade secrets may be handled differently in
instances of sale of trade secrets, for here there are analogies
to the saie'of gbodwill and some'restraints on the vendor can be

readily Justified. ;

- N

" Licensing of trade secrets is in an awkard

~ middle ground in that in‘sdme ipsfances.the licensing will be

~

close to situations where there is an outright sale and in other.

sitﬁatidns licensing will be ‘closer to the employer - meloyec
relationsﬁipé. It will often Be the case that a licensing of
trade seérets wili be\done on the basis that the licensee will
place.ﬁis employees under an obligation not to reveal or use the
‘secret elsewhere. The,dugstion of what 1is réason%ble‘in lipenses
‘thus beqomee clo;ély relé;ed tq what 1s reasonab]% in empldyer—

employee restraints.

It is unlikely that terL would be any edr]y
clarification of the trade secret area if the matter is left to

evolution of common law principles. lLegislation would scem to

R
*
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1Y

be necessary to etaae some of the more‘deeply'embedded common.
law principles that conflict with policies exbresgcd and 1mplied
in the patent field and the field of competition policy. Clearly
value judgments will be required as to what balance is deaifable
in an attempt to resolve these conflicts. Somo-of the problems

to be faced in any propose¢ legislative intervention will now be

briefly canvassed.

7. Possibility of Legislation on Trade Secrets

Any legislation that may be contemploted in the

trade secret field in Canada will have to conform with the
‘dictates of the division of power between the Parliament and
the Provinces set out in the British North America Act. The

_ Pa;liameot 1s clearly vestcd with powers to‘legislate'on
patents and, of course, ;as ex;ressed toese oowers. The
relevant clause of Section 91 -of the B. N A. Act 19 22 which
states ''Patents of ‘Invention and Discovery . What is meant

by "and Discovery" 18 not known. It would be a forced ‘con-

3

-struction, it se;ma, for the phraac to be read disjunctively .
from‘“?atento of Invention"rbut 1f such a constructioo was to
be accepted, tfaoe secrets could fall within it. There could
be quitg a strong érgument made,‘howeffr,'thatﬁlegislation-
could bevva}idly‘mgde setting out the/rights and limitations
on-the rights of trade secrets without cdoptiﬁg a disjunctive

construction. : ¢

In the U.S.A. it was held by the Sixth Circuit

in the case of Kewanee 011l Co. v. Bicron-Corgoration154 that

[

154 Y o
- J7MT8 F 24, 1074 (1973)
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the federal power with respect to patents pre-empted the

excuse by a state of legislation affecting trade secrets. This
deciaion was reversed by the U.5. Supreme Court.lss Tn doing

80, however, the Court was concerned with the fseue of whather

it was an implied aspect of the Faderal patent power that matters
that could be subjecf to patent prosecution could be protected

by patents alone. It is possible that in the Canadfan context
the same result could emerge if the provinces fotroduced

legislation protecting trade secrets.

The relevant provision156 of the U.S. Constitution
grants to the Congress the power -

"To promote the Progress of Sclence and useful

Arts, by securing for limited Times to Authors

and Inventors the exclusive Right to their
respective Writings and Diacoveries L

The clear policy aspects built into this provision (''to promote")
prompted an analysis of the function that could be aerved(by
patents and the limitations that may therefore be impliedly
pléced 6n trade secrets. What the Supreme Court was not
required to determine was the status of state trade secret law

if Congress specifically introduced legislation placing limits
on trade qecret rights. Ii would seem that it was open for
Congresa to enter this field to at least some extent and any

state law inconsistent with such legislation would be invalid.

-

155 416 U.s. 470 (1974)

156 sredcle 1, s 8, C1. 8.

\-\‘“/.
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Whilst paramountcy issues tend *¢ be more complicated in

Canada that they are in the U.5.A. the same result would

«

(o}

ssibly occur. This is providing that whatever trade

secret lavw is introduced is wichin Parliament's powers and
no explilicit ruling din the U.S.A. gives any guidelines on
how far the "patents" ppwer may ge.
_— V"f‘ \
e

Trade secrets have some common features wigh -+

I

Crade marks and cthe fact that Parliament’s trade mark legislation

ag by and large survived, despite the lack of a specific
clause iIn Sectionr 91 covering tricz marks augurs well. The
vecnnt decisicon of the Supreme Court of Canada in John A.

; ‘ . 157 2 .
Yapor Cunada Limited indicates that great care

Ay

}

will need to ¢ exercised in drafting valid legislzzion on
] ‘

\ : ot
il =< & hd <l y bl L4 3
Lrace secrels uniess trade secrets can be brought within
e 4
pactents <o
Sectleon Yoo

wf tne Tra

business pracs

i sovtenit frn which e

€ o Vrossing-offY types -
edexal Court to include unzuthorise:

By L

vhich the provision could be enforced

1914, rob yat
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and the local nature of activities that it could embrace conclud-
ed that it fell neithér under the trade and commerce clause -
$.91(2), or the criminal law - $.91(27). Tt would seem that
setting up appropriate machinery for céntrqlling trade sec?ets

may avoid these problems. -

Whatever constitutional difficulties do lie in
wait for legislation on trade secvets 1t would appear extremely
desirable on the grounds canvassed earlier that trade secrets

and patents bé handled by the one body and hence interlocking

legislation 1is desirable.

&
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