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Protecting the Intangibles

valuations and is a major facet of to-

day’s economy. Corporate holdings in-
creasingly consist of ideas, identities, and
expressions. A half-century ago, nearly
80 percent ofassets for domestic, non-fi-
nancial companies were tangible items,
such as machines, inventory, and prop-
erty. As we continue the rapid transition
from an industrial to an information and
services economy, nearly half of the value
of today’s domestic corporations is found
in patents, copyrights, and trademarks.
Where the money goes, so goes the mis-
conduct and litigation. As a result, courts
have seen and likely will continue to see
an ever-increasing amount of intellectual
property litigation.

Intellectual property law protects im-
pressions of the mind. Patent law provides
government-granted, short-term monopo-
lies for useful, novel ideas that have been
disclosed in the patent application process.
Copyrights provide longer-term protection
against having the expression of ideas cop-
ied. Trademark law protects the source-
originating identity of goods and servic-
es. Dilution law protects trademarks from
being diminished by encroachment. This
article provides a limited overview of the
fundamental types of intellectual property,
elements of infringement, and some prom-
inent defenses.

Intellectual property drives corporate

Copyrights ’

Article I, Section 8 of the U.S. Constitution
grants, “The Congress shall have power . . .
to promote the progress of science and use-
ful arts, by securing for limited times to
authors and inventors the exclusive right to
their respective writings and discoveries.”
In 1790, Congress passed the first Copy-
right Act, which it has updated continually.
The purpose of the Copyright Act is to af-
ford a copyright owner the exclusive right
to reproduce, prepare derivative works,

distribute copies, perform in public, and
display in public his or her work.
A person may seek a copyright for:

[Olriginal works of authorship fixed in
any tangible medium of expression. . . .
Works of authorship include the follow-
ing categories:

1. literary works;

2. musical works, including any
accompanying words;

3. dramatic works, including any
accompanying music;

4. pantomimes and choreographic
works;

5. pictorial, graphic, and sculptural
works;

6. motion pictures and other
audiovisual works;

7. sound recordings; and

8. architectural works.!

One cannot receive a copyright for the ideas
or factual information contained in a work.
It is the manner in which an idea is ex-
pressed that can be protected.

Notice of copyright is not required to
protect a work. Affixing notice does pro-
vide constructive notice of rights and pre-
vents an infringer from claiming innocent
infringement.?

Registration of a work with the United
States Copyright Office is not required,
but it is recommended. Registration is re-
quired prior to filing an infringement suit.3
Registration provides benefits in the case
of infringement. If a work is registered at
the time of infringement, or within three
fmonths of publication, the copyright-
holder is eligible for statutory damages:
up to $75,000 per act of infringement, up
to $150,000 per infringement in cases of
willful infringement, and attorneys’ fees.4
Without prior registration, statutory dam-
ages and attorneys’ fees are not recover-
able. In many cases, such recovery would
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be far greater than a damages award, and
also relieves the causal requirements that
are needed to show damages. -

The duration of a copyright depends ol
the type of author and the date (if any) of
publication. Copyrights on works created
on or after January 1, 1978, by an individ-
ual last for the duration of the author’s life
plus 70 years.5 If such a work was created
by joint authors and was not a “work made
for hire,” the copyright term lasts for 70
years after the last author’s death.6

Works made for hire and anonymous
or pseudonymous works are copyrighted
for 95 years from publication or 120 years
from creation, whichever is shorter.” Un-
der the Sonny Bono Copyright Extension
Act of 1998, works created and published
or registered prior to January 1, 1978, au-
tomatically have a 95-year term.®

Proving Infringement

Any copying of a work without permission
constitutes infringement. Generally, there
are two types of copyright infringement.
The first occurs when an infringer uses all
or part of a work without permission. For
example, if Michael Bolton recorded Mi-
chael Jackson’s “Thriller” without secur-
ing permission, but without alteration, this
would be a direct infringement of “Thrill-
er.” The second type of infringement oc-
curs when someone uses a work, but modi-
fies it in some way; this is the creation of
an unauthorized derivative work.

In proving infringement, the plaintiff
must show two things: 1) a valid registra-
tion, and 2) copying of the work. Copying
may be shown directly by admission or
by witness testimony. However, it is much
more common to prove copying through
indirect, or circumstantial, evidence. To
prove copying indirectly, the plaintiff must
show 1) access to the copyrighted material,
and 2) substantial similarity between the
two works. These two factors are on a slid-
ing scale, meaning that they may have dif-
ferent weights depending on the strength
of the showing. For example, strong evi-
dence of access reduces the standard for
showing similarity; likewise, otherwise in-
explicable similarity may allow access to
be inferred. Regardless, some similarity
must be shown.

Once registration and copying are shown,
the burden shifts to the defendant to dem-

onstrate independent creation or some oth-
er defense.

Damages

An author who registers her copyright pri-
or to the infringement may seek statutory
damages or, alternatively, actual damag-
es plus the infringer’s profits to the extent
damages and profits are not duplicative.® If
the copyright is not registered until after
infringement, only actual damages plus
profits potentially are available.l® Where
the copyright owner is damaged through
losing a sale due to the sale of the infring-
ing article, the copyright owner may only
recover the greater of his damages or the
infringer’s profits. Where the infringing
article is other than what the copyright
owner sells, the copyright owner may be
able to recover both damages and the in-
fringer’s profits.

For example, when a builder infringes a
designer’s architectural works copyright by
using an unauthorized copy or derivative
of the copyrighted home plan, the copy-
right owner may recover damages in the
form of lost profits in the plan the builder
should have purchased, as well as recover
all of the builder’s profits from the sale of
the infringing structure.

In addition to providing potentially
large recoveries for copyright owners, the
Copyright Act shifts a significant burden to
the infringer on the issue of damages. Un-
der the Copyright Act, the copyright owner
only bears the burden of showing the gross
revenues the infringer obtained through
its acts of infringement. The burden then
shifts to the infringer to prove deductible
expenses and portions of profit that are at-
tributable to non-infringing factors.

Common Defenses

A copyright owner’s right to reproduce or
make derivatives of his work is exclusive ex-
cept in the case of fair use. “[TThe fair use of
a copyrighted work . . . for purposes such as
criticism, comhment, news reporting, teach-
ing (including multiple copies for classroom
use), scholarship, or research?is not an in-
fringement of copyright.”!! The less com-
mercial the use, the less important the por-
tion used, the smaller amount of the work
used, and the lesser the effect on the mar-
ket or the value of the work, the better the
chance of successfully claiming fair use.!2

Joint authorship is another common de-
fense. Co-authors are joint owners of copy-
right in the work unless the co-authors agree
otherwise.® Under the Copyright Act, “co-
owners of a copyright would be treated gen-
erally as tenants in common, with each co-
owner having an independent right to use or
license the use of a work, subject to a duty
of accounting to the other for any profits.”4
Should this defense be raised, one way to
rebut the charge is to show that there was
no intention that the alleged co-authors’
contributions be merged into inseparable
or interdependent parts.!> If this defense is
successful, the joint author will not have in-
fringed, but only will owe an accounting of
profits to the other author(s).

A defendant may also claim reproduc-
tion and/or usage rights under an implied
license. The Copyright Act requires that a
transfer of exclusive rights in a copyright-
ed work be made in writing.16 However, a
non-exclusive license does not require a
writing. Such a license might be granted
orally or arise from the parties’ conduct.!’
An implied license exists “when (1) a per-
son (the licensee) requests the creation of a
work, (2) the creator (the licensor) makes
that particular work and delivers it to the
licensee who requested it, and (3) the li-
censor intends that the licensee copy and
distribute his work.”8 A copyright owner
need only negate one of these elements in
order to show that no such license existed.

Again, the intention of the parties is
important; a court should not find that an
implied license exists when the contempo-
raneous circumstances indicate otherwise.
For example, the existence of a contract,
signed or unsigned, which does not con-
template a license, is strong evidence ne-
gating a claim of an implied license.!

Trademarks

A trademark is “any word, name, symbol,
or device, or any combination thereof”
used by a person or intended to be used
by a person in commerce “to identify and
distinguish his or her goods, including
a unique product, from those manufac-
tured or sold by others and to indicate the
source of the goods, even if that source is
unknown.”20 A service mark is essentially
the same thing as a trademark and general-
ly works the same way. Federal trademark
law is governed by the Lanham Act.?!
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Unlike copyrights, trademarks need not
have originality. The main requirement for
a trademark is whether it differentiates the
goods or services of one source from the
goods or services of another. Even where

a mark seems indistinct, it still may be’

eligible for protection through acquiring
secondary meaning.?2 In the same vein, a
mark that falls into generic usage, such as
aspirin, may not be protected.

Trademark rights arise under common
law by adopting and using a mark in as-
sociation with goods or services. Once the
public recognizes a mark as a source indi-
cator, the trademark is established at com-
mon law. Common law trademark rights
extend only to the area of actual use.

Trademarks also may be “registered” by
filing an application with the United States
Patent and Trademark Office (USPTO)
and through appropriate state agencies. Al-
though registration is not required, it does
provide advantages, so it is recommend-
ed. The advantages of a federal trademark
registration include: constructive notice
of ownership; a legal presumption of the
reglstrant’s ownership and exclusive use
rights; evidentiary presumptions; and the
ability to file the U.S. registration with the
U.S. Customs Service to prevent importa-
tion of infringing foreign goods.

Use of the “TM” or “SM” symbols
denotes a user’s claim of common law
rights in a mark. The federal registration
symbol—®—is to be used only after the
USPTO registers the mark, and only with
goods and/or services listed in the federal
registration.

Proving Infringement
In a trademark infringement case based
on a federal registration, a plaintiff must
show: 1) a valid mark owned by the plain-
tiff, and 2) that the defendant’s use of the
mark is likely to cause confusion.23 Reg-
istration is prima facie evidence that the
registered mark is valid, and that the regis-
trant owns the mark and has the exclusive
right to use the mark in commerce.24

In determining whether a plaintiff has
demonstrated the likelihood of confusion,
a court in the Fourth Circuit should con-
sider: 1) the strength or distinctiveness of
the plaintiff’s mark; 2) the similarity of the
two parties’ marks; 3) the similarity of the
goods and services the marks identify; 4)

the similarity of the facilities the two par-
ties use in their businesses; 5) the similar-
ity of the advertising used by the two par-
ties; 6) the defendant’s intent; and 7) actual
confusion.?5

The North Carolina Trademark Act,
N.C. Gen. Stat. §§ 80-1 et seq., provides
similar remedies. As mentioned above,
common law trademarks are also enforce-
able, but only in the areas in which they
are used. Further, trademark infringement
is a violation of N.C. Gen. Stat. § 75-1.1.

Damages

The Lanham Act provides for the remedies
of injunctive relief, impoundment and de-
struction of goods displaying infringing
marks, the infringer’s profits, the trademark
owner’s actual damages, and court costs.26
“The court, in exceptional circumstances
may award reasonable attorney fees to the
prevailing party.”2’ Exceptional cases gen-
erally involve malicious, fraudulent, de-
liberate, or willful infringement. Treble or
statutory damages are available in instanc-
es of counterfeit marks.28 Monetary dam-
ages sometimes are difficult to obtain un-
der the Lanham Act due to the requirement
of demonstrating causation. Should a trade-
mark holder claim violation of North Caro-
lina’s Unfair and Deceptive Trade Practices
Act, the plaintiff also may receive damages
under N.C. Gen. Stat. § 75-16.

Common Defenses

One of the most common defenses to trade-
mark infringement is “fair use.” Although
the Lanham Act contains a statutory fair
use provision,? three other categories of
fair use have been created through judicial
opinions: 1) nominative fair use, 2) com-
parative advertising as fair use, and 3) par-
ody as fair use.

Nominative fair use occurs when the
defendant uses a trademark to identify the
plaintiff’s goods or services.3® Such use is
permitted provided the defendant meets
three requirements:

First, the product or service in question
must be one not readily identifiable
without use of the trademark; second, -
only so much of the mark or marks
may be used as is reasonably neces-
sary to identify the product or service;
and third, the use must do nothing that

would . . . suggest sponsorship or en-
dorsement by the trademark holder.3!

Use of another’s trademark in advertis-
ing also may constitute fair use. A defen-
dant may use a plaintiff’s trademark “so
long as it does not contain misrepresen-
tations or create a reasonable likelihood
that purchasers will be confused as to the
source, identity, or sponsorship of the ad-
vertiser’s product.”32

A defendant may claim his trademark
usage was not infringement, but was paro-
dy fair use. There is no bright line test for
whether or not such usage constitutes par-
ody. “[A] non-infringing parody is merely
amusing, not confusing.”33 Courts are most
likely to find a parody to be fair use in in-
stances of non-commercial use, and most
likely to find against a defendant’s parody
defense when a trademark is used in connec-
tion with illegal drugs or pornography.34

Other common defenses to trademark
infringement are outlined by the Lanham
Act. The Act provides that certain defens-
es or defects, including fraudulent regis-
tration, abandonment, and functionality,
rebut the registration of an incontestable
mark.3

Other Potential Causes of Action
The Federal Trademark Dilution Act ex-
pands trademark protection by requiring
a plaintiff to prove only that a defendant
used a “famous” mark that caused dilution
of “distinctive quality” of the mark.3¢ This
case is easier to prove than trademark in-
fringement in that dilution does not require
the showing of likelihood of confusion. To
determine whether a mark is famous, a
court may consider several factors: distinc-
tiveness, duration and extent of use, dura-
tion and extent of advertising, geographi-
cal area of use, channels of trade, degree
of recognition, use of the same or similar
marks by third parties, and registration of
the mark.3

A number of state law causes of action
also exist under the Unfair and Decep-
tive Trade Practices Act: passing off, re-
verse passing off, and unfair competition.38
When a defendant attempts to claim his
own product as the plaintiff’s product, the
act constitutes passing off. Reverse passing
off occurs when a defendant attempts to
claim a plaintiff’s product as his own. In a
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trademark context, proving unfair compe-
tition requires the same proof of elements
required for trademark infringement.

Patents

The same section of the Constitution that
created copyrights also paved the way for
patents. Under the Patent Act, a person
who “invents or discovers any new and
useful process, machine, manufacture, or
composition of matter, or any new and use-
ful improvement thereof, may obtain a pat-
ent, subject to the conditions and require-
ments of [the Act].”3

There are three types of patents avail-
able from the USPTO: design, plant, and
utility patents. Design patents protect the
way a useful article looks for a period of
14 years from the date of filing.** Plant pat-
ents protect asexually reproduced plants,
- and they generally last for 20 years from
the date the patent certificate is issued.*!
Utility patents, which are the most com-
monly sought type, protect the way an ar-
ticle is used or works.#2 Utility patents gen-
erally endure for a period of 20 years from
the daté of filing.?

A patent cannot be obtained upon a mere
idea or suggestion. A complete description
of the subject for which the patent is sought
is required, and it must be in language suf-
ficiently “full, clear, concise, and exact” so
as to “enable any person skilled in the art”
to make and/or use the disclosed art.*

To obtain a patent, the inventor (or a pat-
ent agent or attorney on the inventor’s be-
half) must file an application with the Pat-
ent Office.#5 The application must include:
1) a written specification that includes a
description, claims, and an oath or declara-
tion; 2) a drawing, if necessary; and 3) the
appropriate fees.*¢ Because of the compli-
cations involved in the application process,
it is highly recommended that applications
be prepared by a registered patent attorney
or patent agent.

The three key requirements for obtain-
ing a patent are novelty, usefulness, and
non-obviousness.#’” Novelty means that the
invention must not have been “known or
used by others in this country, or patented
or described in a printed publication . . .
before the invention thereof by the appli-
cant for patent,” and it must not have been
“patented or described in a printed publi-
cation . . . or in public use or on sale in this

country more than one year prior to the
application for patent in the United States.

. 748 Usefulness simply requires that the
subject matter have a useful purpose, such
as exercising cats, and that it is operative.
Non-obviousness means that there must
be “differences between the subject mat-
ter sought to be patented and the prior art
. .. such that the subject matter as a whole
would [not] have been obvious at the time
the invention was made to a person having
ordinary skill in the art” in the field of the
invention.#

A patent owner may give notice to the
public that an article is patented by affix-
ing the word “pateht” or “pat.” and the pat-
ent number either to the article or its pack-
aging.5® Because a patent owner only may
recover for damages of infringement from
the time the infringer was put on notice, it
is recommended that patented articles be
so marked.!

The Other Option: Trade Secrets

Not all inventions should be patented. One
of the problems with a patent is that the ex-
clusive right to practice the art taught in the
public disclosure lasts for only 20 years.
The other option is a trade secret. Coca-
Cola is the best example of the utilization
of a trade secret. Instead of seeking a lim-
ited protection for its formula, Coca-Cola
maintains the formula as a well-kept secret.
It remains the sole property of Coca-Cola
long after a patent on the formula would
have expired.

The most important consideration when
deciding whether to protect an invention as
a trade secret is whether it can be kept a
secret. Something that can be reverse en-
gineered will not remain a secret long if it
is successful.

Proving Infringement
There are only two elements to proving
patent infringement: 1) ownership of a val-
id patent that 2) the defendant made, used,
offered for sale, or sold within the United
States or imported into the United States
during the term of the patent.5; Despite the
seeming simplicity of these factors, patent
litigation ordinarily is incredibly complex
and expensive.

A patent holder is responsible for enforc-
ing his own patents. If the owner is a small
company or individual, it may be wiser to

avoid litigation. The owner might offer to
sell or license the patent either to the in-
fringing company or to another company
who can afford defense of the patent.

Assuming the validity of the patent has
been established, there are three stages re-
maining in a patent infringement lawsuit.
The first stage is called “claim construc-
tion.” During this period, the parties sug-
gest their meanings of the words in the
claims of the patent. If there is disagree-
ment between the parties, the court holds
a Markman hearing from which the judge
will issue a finding with regard to. the dis-
puted terms.>

In the second stage, the parties address
infringement, arguing as to whether the
claims encompass the accused device or
process. To find literal infringement, the
trier of fact must find that the accused arti-
cle infringes each and every element of the
patent claims, since the claims are literally
interpreted.>

Infringement can be direct, indirect, or
contributory. Someone who makes, uses,
markets, sells, or imports an infringing ar-
ticle is a direct infringer. Indirect infringe-
ment can be committed by actively encour-
aging another’s infringement. Contributory
infringement occurs when a party with
knowledge of the patent sells or supplies
an item for which there is no substantial
non-infringing use.

An accused product that does not meet
every element and limitation of the claim
literally may still fall under the “doctrine
of equivalents.”> Infringement under the
doctrine of equivalents occurs where the
differences between the accused device
and the claimed invention are insubstan-
tial. The accused device must include an
equivalent of each claim element or limita-
tion that is not met literally.

A common test courts use to determine
whether an element of the accused device
is an equivalent of a literal claim element
is the “function/way/result” test. If the ac-
cused element performs substantially the
sanfe function, in substantially the same
way, to achieve substantially the same re-
sult as the literal claim element, then it is
more likely to be an equivalent.

The doctrine of prosecution history es-
toppel limits the range of equivalents avail-
able to the patent owner.56 Further, narrow-
ing amendments made during prosecution
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for reasons relating to patentability give
rise to prosecution history estoppel such
that there may be no range of equivalents
for the amended claim element.5” The prior
art itself also limits the range of equivalen-
cy that can be asserted.58 ‘

Damages

Once infringement is found, the trier of
fact enters an injunction and determines
damages. The patent holder is entitled to a
reasonable royalty or to lost profits, togeth-
er with interest and costs as assessed by the
court.” To recover lost profits, the patent
owner must prove that she could have pro-
vided the patented device or process, and
that there were no non-infringing alterna-
tives the buyer could have purchased that
provided the same function or benefit as
the patented idea.

The infringer may introduce evidence
that overall market share and total sales
would have been less absent the infring-
er’s market expansion. Where the patent
owner does not or cannot pursue lost prof-
its, she is entitled to a reasonable royalty. It
is calculated to be the rate that hypotheti-
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cally could have been negotiated prior to
infringement. The court may award treble
damages and, in an exceptional case, at-
torneys’ fees.60

Common Defenses

In addition to the common defenses of
laches and estoppel, the first defense ordi-
narily raised is patent invalidity. “A patent
is presumed valid.”®! Defendants normally
challenge the patent’s novelty and non-ob-
viousness. It is not unheard of for a patent
infringement suit to result in a determina-
tion that the USPTO mistakenly granted a
patent. To invalidate a patent, defendants
usually try to¥find at least one of the fol-
lowing: 1) a prior art reference anticipat-
ing, showing each element of, the claimed
invention; 2) a prior art reference that was
not considered by the USPTO, is more per-
tinent than other references that were con-
sidered, and renders the invention obvious;
3) the specification fails to disclose the best
method for practicing the invention; or, 4)
the inventor committed fraud on the USP-
TO in obtaining the patent.

§ our society continues its swift evo-

lution from an industrial to an infor-
mation and services economy, our courts
likely will continue to see more and more
intellectual property litigation. Plaintiffs’
attorneys should be aware of the value in
ideas, identities, and expressions and have
a general understanding of how that val-
ue is protected in patents, copyrights, and
trademarks. =
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