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t is a common occurrence in today’s fluid marketplace. A trusted employee,
whose head is full of valuable secrets and company know-how, seeks to quit
his or her job and join a competing business. Leaving Pepsi to work on new
soda ideas for Coca-Cola? Leaving Apple to help Samsung create the Next
Big Thing? Is there anything that Pepsi or Apple can do to prevent the

employee from disclosing valuable trade secret information? Is it not inevitable that
the employee – regardless of good intentions – will disclose (or at least rely) on
company secrets when making decisions at his or her new job?

Can Pepsi or Apple do anything about this?
It depends.
More specifically, it depends on where such activity is taking place. While most

laws among the fifty states are fairly consistent, when it comes to protecting
company secrets versus protecting employee mobility, there is no consensus. In
Massachusetts, cases have endorsed the “inevitable disclosure” doctrine and
prevented employees from joining competitors because, no matter how hard
someone may try, “he cannot wipe his mind” of confidential information. California,
on the other hand, has flatly rejected the doctrine: “Lest there be any doubt about
our holding, our rejection of the inevitable disclosure doctrine is complete.”

The Inevitable Disclosure Doctrine Endorsed: PepsiCo v. Redmond
In PepsiCo, Inc. v. Redmond, 54 F.2d 1262 (7th Cir. 1995), the Seventh Circuit

looked at whether a plaintiff may prove a claim of trade secret misappropriation by
demonstrating that a defendant’s new employment will inevitably lead him to rely on
the plaintiff’s trade secrets. The case involved the plaintiff PepsiCo seeking to enjoin
its former employee, William Redmond, Jr., from accepting a position with the
Quaker Oats Company on the ground that Redmond would inevitably divulge trade
secrets and other confidential information in his new job.

Redmond worked for PepsiCo from 1984 through 1994 and received promotions
during his tenure. By the time Redmond resigned from PepsiCo, he was the general
manager for the business unit covering all of California, which had annual revenues
of $500 million. Redmond’s position with PepsiCo gave him access to inside
company information and trade secrets. Like other PepsiCo management
employees, Redmond signed a confidentiality agreement wherein he made
assurances that he

W[ould] not disclose at any time, to anyone other
than officers or employees of [PepsiCo], or make use
of, confidential information relating to the business of
[PepsiCo]...obtained while in the employ of [PepsiCo],
which shall not be generally known or available to the
public or recognized as standard practices.

In November 1994, Redmond accepted a job with Quaker as vice president-field
operations for Quaker’s “Gatorade” sports drink. He then misstated his situation to a
number of PepsiCo colleagues. Redmond said that he was offered the position of
chief operating officer, but had not yet accepted the offer. Instead, he said that he
was leaning “60/40” in favor of accepting the new position. Two days later, Redmond
told personnel at PepsiCo that he had accepted the offer from Quaker.

PepsiCo sued Redmond and Quaker seeking a temporary restraining order to (1)
enjoin Redmond form assuming his position at Quaker, and (2) prevent him from
disclosing trade secrets or confidential information to Quaker. Documents related to
PepsiCo’s plans to compete, its financial goals, marketing plans, distribution
strategies, and other sensitive items were introduced during a preliminary injunction
hearing, and the district court issued an order enjoining Redmond from assuming his
position at Quaker through May 1995, and permanently from using or disclosing any
PepsiCo trade secrets or confidential information.

On appeal, the Seventh Circuit examined the Illinois Trade Secrets Act (ITSA),
which provides that a court can enjoin “actual or threatened misappropriation” of a
trade secret. Because the question of threatened or inevitable misappropriation “lies
at the heart of a basic tension in trade secret law,” the court examined the two
competing interests. On the one hand, trade secret law serves to protect “standards
of commercial morality” and “encourage [ ] invention and innovation” while
maintaining “the public interest in having free and open competition in the
manufacture and sale of unpatented goods.”  On the other, “the law should not
prevent workers from pursuing their livelihoods when they leave their current
positions.”

Quaker and Redmond argued that this tension demanded a conclusion that Illinois
law prohibits a court to enjoin the “inevitable” disclosure of trade secrets. The Court
disagreed: “a plaintiff may prove a claim of trade secret misappropriation by
demonstrating that [the] defendant’s new employment will inevitably lead him to rely
on the plaintiff’s trade secrets.” Given this endorsement of the inevitable disclosure
doctrine, the Court affirmed the district court’s injunction: “PepsiCo finds itself in the
position of coach, one of whose players has left, playbook in hand, to join the

I
opposing team before the big game.”
PepsiCo was an influential decision and it has been followed by many states.

However, the endorsement has not been consistent. Below is a discussion of some
relevant rulings where various states have considered the doctrine.

California
California has rejected the inevitable disclosure doctrine on the ground that it

violates the state’s strong public policy favoring employee mobility: “A former
employee has the right to engage in a competitive business for himself and to enter
into competition with his former employer, even for the business of those who had
formally been the customers of his former employer, provided such competition is
fairly and legally conducted.”
Whyte v. Schlage Lock Co., 101 Cal.App.4th 1443 (2002), considered for the first

time the inevitable disclosure doctrine and concluded that it was contrary to
California law. The case was factually similar to PepsiCo. The two companies
involved, Schlage Lock Company (Schlage) and Kwikset Corporation (Kwikset),
were fierce competitors that fought for shelf space at The Home Depot and other big
box retailers to sell locks and related products. Douglas Whyte worked as Schlage’s
vice-president of sales and was responsible for sales to The Home Depot.  Thus, he
was intimately aware of Schlage’s trade secrets that were important to The Home
Depot account.  Mr. Whyte accepted a similar position at Kwikset where he would be
selling to The Home Depot, and litigation ensued.

In rejecting the inevitable disclosure doctrine, the Court explained how “[t]he
inevitable disclosure doctrine permits an employer to enjoin the former employee
without proof of the employee’s actual or threatened use of trade secrets based upon
an inference (based in turn upon circumstantial evidence) that the employee
inevitably will use his or her knowledge of those trade secrets in the new
employment.” The Court explained that this rule runs counter to California’s strong
public policy favoring employee mobility. Indeed, California Business and
Professions Code section 16600 provides that “every contract by which anyone is
restrained from engaging in a lawful profession, trade, or business of any kind is to
that extent void.” California courts typically interpret the statute broadly and refuse to
enforce covenants not to compete. Likewise, the court in Whyte found that “the
doctrine of inevitable disclosure ‘creates a de facto covenant not to compete’ and
‘run[s] counter to the strong public policy in California favoring employee mobility.”

To ensure there was no ambiguity, the Court made clear the scope of its ruling:
“Lest there be any doubt about our holding, our rejection of the inevitable disclosure
doctrine is complete.  If a covenant not to compete (which would include, for
example, a nonsolicitation clause), is part of the employment agreement, the
inevitable disclosure doctrine cannot be invoked to supplement the covenant, alter its
meaning, or make an otherwise unenforceable covenant enforceable.”

Massachusetts
In Corporate Technologies Inc. v. Harnett, 2013 WL 1891308 (D. Mass. 2013), the

court considered the inevitable disclosure doctrine in a breach of contract context.
Brian Harnett worked for Corporate Technologies, Inc. (CTI) for almost ten years
when he left to join OnX USA LLC (OnX). CTI and OnX were competitors that
provided technology solutions to corporations and universities, integrating software,
hardware, consulting, maintenance, and support.  Mr. Harnett was a salesman for
CTI.

When Mr. Harnett first joined CTI, he signed a non-disclosure and non-solicitation
agreement precluding him from divulging confidential information he learned while
employed with CTI. After he joined OnX, however, OnX sent an announcement to
one hundred potential clients notifying them of Mr. Harnett’s new position with OnX.
This list included eight of Mr. Harnett’s most active CTI clients. CTI sued and sought

David Sugden
David Sugden is the managing shareholder of Call &

Jensen. Mr. Sugden specializes in intellectual property
litigation and was recently recognized as one of
California’s “Top Twenty Attorneys Under Forty” by
California’s Daily Journal. Mr. Sugden is also the author
of Gray Markets: Prevention, Detection & Litigation
(Oxford 2009). If you have questions about any other
state’s treatment of the inevitable disclosure doctrine,
please feel free to contact Mr. Sugden at 949.717.3000
or dsugden@calljensen.com.

Inevitable Uncertainty? The Inevitable Disclosure Doctrine
by David Sugden, Managing Shareholder, Call & Jensen
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n the nine and a half months since its creation, the U.S. Patent and
Trademark Office’s (USPTO’s) new inter partes review proceedings have
become a popular way to attempt to invalidate a patent. As of June 25,
2013, at least 317 inter partes reviews have been requested. What is
making this new procedure for invalidating patents so popular? Perhaps it is

the game-changing effect for businesses accused of infringing a questionably
invalid patent, or the ability to invalidate a competitor’s surprisingly broad patent.
Regardless of the particular reasons, the new inter partes review procedure
provides a less expensive and quicker way to invalidate a patent than through
traditional patent litigation.

What Is It?
Inter partes review is a procedure requested from the USPTO to invalidate a

patent by showing that the invention claimed by the patent was already known or
obvious based on earlier patents and publications. This new procedure went into
effect on September 16, 2012, and was created under the America Invents Act to
replace and improve upon an old procedure called inter partes reexamination
which was widely criticized for taking too long to reach a decision on patent
validity.

Benefits for Patent Challengers
According to a 2011 survey by the American Intellectual Property Law

Association, a patent lawsuit where $1 million to $25 million is at risk will cost each
party on average $1.6 million through the end of discovery and will cost each party
on average $2.8 million through trial not including any damages awarded. In
comparison, total costs for each party in an inter partes review are currently
estimated at around $150,000 to $300,000.

In addition to a lower cost, challenging the validity of a patent in an inter partes
review at the USPTO should have a higher likelihood of success than challenging
the validity of a patent in federal court because the USPTO uses a lower
evidentiary standard when determining invalidity and it uses a broader
interpretation of patent claims (i.e., the legal description of the invention) when
assessing whether the invention was already known or obvious.

With respect to the lower evidentiary standard, a challenged patent at the USPTO
is not presumed to be valid as it is in federal court. Due to this presumed validity, a
challenger in federal court must prove that the patent is invalid by “clear and
convincing evidence” which is often thought of as requiring the challenger to show
that it is substantially more likely than not that the patent is invalid. On the other
hand, a challenger in an inter partes review only has to show that it is more likely
than not that the patent is invalid, which can be thought of as more than 50% likely.

With respect to the broader interpretation of patent claims, the USPTO gives the
language used in the patent claims its “broadest reasonable interpretation” which
usually gives the patent claims a broader interpretation than the interpretation
given by a federal court. This broader interpretation of the patent claims makes it
easier for challengers to show that the invention was already known or obvious
since a larger number of earlier patents and publications can be used to show that
the features claimed in the challenged patent were already known or obvious.

In addition, the timeframe for an inter partes review is shorter than typical patent
litigation or the previous inter partes reexamination. Once the USPTO decides to
institute an inter partes review, a final decision must be rendered within 12 months
with a possible extension by the USPTO of up to six months for good cause. Since
the USPTO has generally taken about five months to decide whether to institute
inter partes reviews, patent challengers can expect to have a decision on the
validity of a patent within 1.5 to 2 years from filing the initial request for inter partes
review. In comparison, the average patent litigation is reported to take 2.5 years to
get to trial and the average proceeding under the previous inter partes
reexamination took 3.5 years to reach a decision on patent validity.

Due to the quicker decision provided by an inter partes review, patent
challengers who are already involved in patent litigation are now more likely to
obtain a stay (i.e., suspension) of the patent litigation until the outcome of an inter
partes review. The quicker decision offered by inter partes review makes it more
difficult for a patent owner to argue to a federal court that they would be prejudiced
by a delay caused in staying the litigation while the patent’s validity is determined
by the USPTO.

The decisions of inter partes reviews will also likely be given more weight by
federal courts than prior decisions of the previous inter partes reexaminations. In
contrast to the previous inter partes reexaminations, each inter partes review is
handled by a panel of three administrative law judges who generally have greater
legal training than the patent examiners who individually handled the previous inter
partes reexaminations. These administrative law judges all have technical

I
backgrounds and specialized patent law experience which makes them well suited
to identify an invalid patent.

In addition, inter partes review relieves challengers of the significant amount of
discovery usually required early on in patent litigation cases which can consume
large amounts of time and money. The large up-front costs of discovery in litigation
can often influence a business to settle with a patent owner even when the validity
of the patent is questionable. In an inter partes review, the initial burden on the
patent challenger is significantly less due to the limited nature of discovery in inter
partes review. Unlike discovery in federal court, discovery in an inter partes review
is generally limited to depositions of witnesses submitting declarations or affidavits.

Caveats for Patent Challengers
After being served with a complaint for infringing a patent, the accused infringer

has one year to request an inter partes review. This deadline is not limited to
specific products alleged to have infringed and the one year deadline applies to
parties in privity with the party served with the complaint. For example, a complaint
served on a subsidiary company for allegedly infringing a patent with product A
may prevent its closely related parent company from requesting an inter partes
review more than a year later when accused of infringing the same patent with
product B.

In addition, a patent challenger in an inter partes review must not have
previously filed a civil action in court challenging the validity of the patent. However,
under the America Invents Act, an accused infringer’s counterclaim challenging the
validity of a patent in court does not prevent the accused infringer from also
requesting an inter partes review.

One concern for patent challengers is that they are prevented from later
asserting defenses which could have been “reasonably raised” during the inter
partes review. This is referred to as estoppel and it means that if a patent
challenger fails to make a particular argument about how a prior patent or
publication invalidates the challenged patent, the patent challenger will not be able
to make that argument in federal court or in another proceeding before the USPTO.
However, it is important to note that although a patent challenger can later become
barred from making arguments which could have been “reasonably raised,” the
patent challenger can still pursue invalidity arguments that are not available in an
inter partes review. Since an inter partes review is limited to using prior patents and
publications to invalidate a patent, an unsuccessful patent challenger can later
challenge the patent’s validity in a different proceeding such as litigation based on
other grounds that were not available in the inter partes review. These other
grounds to invalidate the patent can include prior acts that invalidate the patent, a
failure of the patent to sufficiently describe the invention, and arguments that the
subject matter of the invention is not eligible for patent protection (e.g., abstract
ideas are not patentable).

There is also a risk that a patent may come out of an inter partes review being
perceived as stronger than when it entered due to a confirmation of the patent’s
validity by the USPTO.

Conclusion
Despite the downside of estoppel and possible confirmation of a challenged

patent, a patent challenger in many cases may be better served by making its
invalidity arguments in the generally more favorable forum of an inter partes review
before the USPTO where a patent is not presumed to be valid. Moreover, inter
partes review can be a valuable tool for invalidating a patent given its shorter
timeframe and lower cost when compared with patent litigation.

The above examples are just some of the developing benefits and drawbacks of
inter partes review. It is a potentially powerful tool on which parties looking to invalidate
a patent should seek legal counsel early in the strategy development process.

Daniel G. Barry
Daniel Barry concentrates his practice in intellectual

property. He has significant experience preparing and
prosecuting patent applications (U.S. and foreign) in
various fields, including mechanical devices, software,
electronics and medical devices. In addition, Daniel has
experience preparing patent validity and infringement
opinions, prosecuting trademark applications, and
counseling clients on intellectual property strategies. He
has also represented clients before the Patent Trial and
Appeal Board and before the Trademark Trial and Appeal Board. Reach
Daniel at 714.427.7487 or dbarry@swlaw.com.

Invalidating Patents Through Inter Partes Review
by Daniel G. Barry, Associate, Snell & Wilmer
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very day, we are bombarded by hundreds, maybe thousands, of
trademarks. The vast majority of these marks consist of words (or
abbreviations of words) that conjure up an image of a particular business
and/or its products or services. When we see “UPS” on the truck next to
us on the freeway, we know immediately that we are looking at a United

Parcel Service delivery truck. But what if that truck had no “UPS” or other
identifying word or logo on it? Most of us would still know that the truck is a United
Parcel Service delivery truck because it is painted that particular shade of brown to
which we are accustomed.

As a business person trying to distinguish your company, products and services
from all other companies and their products and services, you should keep in mind
that the Federal trademark law, the Lanham Act, protects much more than mere
words. A successful branding campaign can include not only words and logos, but
also packaging and product shapes, colors, sounds and perhaps more, all of
which may be protectable under the Lanham Act.

The essential purpose of a trademark is to identify and distinguish the source of
goods or services. In the example above, “UPS” identifies the source of the
delivery services, as does the particular shade of brown consistently used by UPS.
United Parcel Service owns federal trademark registrations for both.

The law provides protection for a trademark only if it is “distinctive.”
Distinctiveness is simply another way to say a mark is capable of identifying and
distinguishing goods or services. Some marks are inherently distinctive, which
means the mark is capable immediately of distinguishing goods or services.
Examples of inherently distinctive marks include “Kodak” and “Exxon.” These
marks are inherently distinctive because they do not describe the goods to which
they are applied. Other marks become distinctive (or acquire “secondary
meaning”) only after a certain amount of use in the marketplace. For example, the
mark “Windows” for an operating system that includes “windowing” on a computer
screen is likely somewhat descriptive, but there can be no doubt “Windows” has
acquired distinctiveness, and is a strong and protectable mark. As explained
below, certain categories of marks can be inherently distinctive, but other
categories are protectable only after acquiring distinctiveness.

Words
These are the most common trademarks. “Nike” is an inherently distinctive word

mark. But if you name your shoe company “The Shoe Palace,” you will not have
trademark protection until you are able to show that you have acquired
distinctiveness through use, advertising, etc. Note also that the same word can be
descriptive for one business, but not another. “Apple” for a computer company is
not descriptive. But “Apple” for a fruit stand is likely descriptive. 

Logos
Like word marks, logos can be inherently distinctive or descriptive, depending on

the particular logo. The Nike swish, for example, is inherently distinctive. On the
other hand, a logo that includes an image of a home for a home builder is not
inherently distinctive.

Colors
Color marks are never inherently distinctive. Thus, to obtain trademark

protection for a color, one has to establish acquired distinctiveness. Companies
desiring to build a strong brand around a color often incorporate the color
prominently in marketing campaigns. You may recall the UPS advertising
campaign “What can brown do for you?” or Owens-Corning’s use of the Pink
Panther character in its campaign for its pink fiberglass insulation. These
companies own federal trademarks for brown and pink, respectively. Other well-
known color trademarks include John Deere (green), Caterpillar (yellow) and
Tiffany (blue).

E
Sounds

Unlike colors, sound marks can be inherently distinctive if they are arbitrary and
unique. But if the sound is a common sound, you may need to establish
distinctiveness. Well-known examples of sound marks include MGM’s roaring lion,
NBC’s three note jingle (the notes G – E – C) and Twentieth Century Fox’s “D’oh,”
as expressed by Homer Simpson. Several years ago, Harley Davidson sought to
obtain a trademark registration for the distinctive sound of its V-Twin engine, but
after years of opposition and legal wrangling, Harley decided to drop its application.

Product designs and packaging
Product designs and packaging are potentially protectable as trade dress, a type

of trademark. Trade dress involves the total image of the product and can include
features such as size, shape, colors or color combinations, texture, and/or
graphics. Under applicable law, product packaging trade dress can be inherently
distinctive. However, trade dress relating to the design of the product itself cannot
be inherently distinctive. Moreover, one cannot obtain trade dress protection for
functional aspects of a design.

Other trade dress
Courts have held trade dress protection can extend beyond product design and

packaging, and can protect, for example, the total image and overall appearance of
a business, such as a restaurant or other service establishment. Such trade dress
may be inherently distinctive under certain circumstances. Again, however,
functional aspects of that which makes up the total image and overall appearance
are not protectable.

Pushing the limits of trademark protection
If we can hear a trademark, can we smell or taste a trademark? Maybe. Although

these types of trademarks are very rare, more than 20 years ago, the USPTO
allowed a registration for a scent reminiscent of plumeria blossoms to a company
that makes sewing thread. More recently, a registration issued for a peppermint
scent for office supplies. An applicant for one of these non-traditional trademarks
must establish acquired distinctiveness and non-functionality. One could not, for
example, obtain trademark protection for the natural scent of a product.

Conclusion
Of course, not every business needs all of these different categories of marks.

But it is useful to remember that the protections of the Lanham act are potentially
very broad, and limited only by the imagination of your marketing department.

This article has been previously published in the online version of the IP
Frontline publication.

Ron Oines
Mr. Oines is a partner in Rutan & Tucker’s Trial Section

and co-chair of its Intellectual Property Practice Group. He
has a broad litigation and intellectual property practice,
including in the areas of patent, trade secret, trademark,
copyright, right of publicity, unfair competition, business
torts, contract, defamation and consumer class actions.
He has significant trial and appellate experience in the
federal and state courts as well as alternative dispute
resolution forums. Mr. Oines has spoken and written
several articles on various intellectual property topics. He
can be reached at 714.662.4680 or roines@rutan.com.

About Rutan & Tucker LLP
Rutan & Tucker has enjoyed a leading role in shaping Orange County and

California businesses and communities, today standing as the largest full-service
business law firm based in Orange County. With approximately 151 attorneys,
Rutan & Tucker is well-positioned to meet the legal needs of a broad range of
clients doing business in California and beyond.

Rutan & Tucker represents a broad spectrum of clients, from major multinational

corporations and financial institutions to family-owned businesses and private
individuals; from high-technology and industrial enterprises to agricultural firms;
from real estate developers to governmental agencies, educational institutions
and charities. The firm’s practice extends throughout the United States and
includes both the representation of foreign companies doing business in the
United States and domestic companies engaged in activities abroad.

Did You Hear that Trademark? 
Considering Broad Trademark Protection Under the Lanham Act

by Ron Oines, Partner, Rutan & Tucker
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mong the most significant changes made by the America Invents Act (AIA) are the
provisions that permit a business to challenge a patent at the U.S. Patent and
Trademark Office in litigation-type proceedings, but at a lower cost than normal
patent litigation. Two proceedings appear promising based on early decisions, and

a third proceeding will become increasingly available in the coming years.

Inter Partes Review (IPR)
IPR allows one to challenge any issued U.S. patent on the grounds that the claimed

inventions are not new or would have been obvious. Because the petitioner must present
its case at the outset, most petitions are supported by evidence from an expert witness.
The Patent Office will institute IPR proceedings where the petitioner establishes a
reasonable likelihood that it will prevail on at least one patent claim.

A business considering this tool should balance the pros and cons. An advantage may be
a relatively quick proceeding. Most proceedings will conclude within about 18 months,
which is faster than most patent litigation. While some discovery is allowed, the scope of
discovery is narrower than litigation. An important consequence is estoppel. That is, a

petitioner may not assert in a later proceeding any ground that was raised or reasonably
could have been raised during IPR. In addition, not all courts are putting on hold co-
pending litigation pending the outcome of IPR.

Although the Patent Office has not yet issued a final decision on patentability in an IPR,
the Patent Office is granting the vast majority of petitions. Over 250 petitions have been
filed. Through May 2013, the Patent Office issued 94 decisions determining whether or not
to institute proceedings, and it granted 91% of those petitions. Thus, most cases are
clearing the initial hurdle and proceeding to the trial phase.

Covered Business Methods (CBM)
CBM allows challenges to the patentability of certain business method patents, such as

those relating to methods for performing data processing or other operations used in
administration or management of a financial product or service. Because the scope of
patents available for this proceeding is narrower than IPR, there have been fewer CBM
filings. Through May 2013, 28 petitions had been filed. The Patent Office has granted 12 of
15 petitions, for a current success rate of 80%.

CBM, like IPR, allows a party to challenge a patent for lacking novelty and being obvious.
However, CBM is broader than IPR and allows challenges on any ground of patentability.
To file a petition, the petitioner must have been sued for or threatened with infringement of
a CBM patent.

The first CBM decision in SAP America Inc. v. Versata Development Group Inc. issued on
June 11, 2013. Versata sued SAP for infringement of a patent for pricing products and
services and won $345 million in damages. SAP challenged the patent under CBM, and the
Patent Office found Versata’s patent to claim an unpatentable abstract idea. It remains to
be seen how the Patent Office’s cancellation of Versata’s patent claims will affect the $345
million verdict.

Post-Grant Review (PGR)
PGR allows a party to challenge the validity of a patent during the nine-month period

after the patent issues. This proceeding applies only to patents that are subject to the AIA’s
first-inventor-to-file provisions and have an effective filing date after March 16, 2013. Since
no such patents have issued yet, there have not been any PGR filings or decisions.

PGR, like CBM, allows a party to challenge a patent on any ground of invalidity. PGR is
broader than CBM in that any post-AIA patent can be challenged, rather than just covered
business methods. However, PGR is narrower in that the challenge window is open for only
nine months. Given this relatively short window, businesses may want to consider closely
monitoring new patents issued to competitors.

Three New Tools to Challenge Patents
by Nicholas M. Zovko and Steven P. Ruden, Partners, Knobbe Martens Olson & Bear LLP

A
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Steve Ruden is a partner at Knobbe Martens Olson & Bear LLP

in Irvine. Steve specializes in patent portfolio management for
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n this fiercely hostile economy, maintaining an edge is critical to the success for many
businesses in practically all industries. Intellectual property rights present some of the
most effective tools for creating and keeping such an edge. Among the most effective
tools are patent and trade secret rights. They present multiple

opportunities for creative strategies and cost-effective long-term
protection of various proprietary technological and business
information. However, there are significant differences in how these
rights operate and the benefits they offer. Although a thorough review
of the differences between such rights would require a much longer
discussion, this article addresses some of the key distinctions.

Not every type of information is capable of being protected by either
patent or trade secret rights. However, sometimes, if the subject
information constitutes an invention, it may be capable of being
protected through both trade secret rights and through patent rights,
although not at the same time.  

More than two hundred years ago, famous German philosopher,
poet, historian and playwright Johann Friedrich Von Schiller wrote:  “It is wise to disclose
what cannot be concealed.” That statement describes one of the key differences between
the patent and trade secrets protection. If proprietary information is susceptible of being
kept secret, trade secret rights may offer the best protection. Otherwise, full disclosure,

Trade Secret or Patent – The Choice is not Always Simple
by Allan Litovsky, Litigation and Intellectual Property Shareholder, Greenberg Traurig LLP

I

either in a patent application or otherwise,
may be the best way to protect the relevant
rights.  

U.S. patent rights are granted under the
Federal law. To claim patent rights, one
must apply for and obtain a patent. Trade
secret rights are creatures of state law and
no application for or registration of trade
secret rights is necessary. Under the
California Uniform Trade Secrets Act, one
only needs to (a) possess proprietary
information that derives independent
economic value from not being generally
known and (b) make reasonable efforts to
maintain the secrecy of such information. At
the same time, to obtain a patent, one
needs to apply with the United States
Patent and Trademark Office (“PTO”),
which may or may not agree that the
subject of the patent application deserves
patent protection. Under the U.S.
Constitution, a process (which includes
business methods), machine, manufacture,
or composition of matter, or an
improvement thereof may be patented if it
is new, non-obvious and useful. Those are
the key criteria used by the PTO to
examine patent applications.  

Each patent applicant has a critical duty
of disclosure. The inventor is obligated to
disclose the claimed invention fully, clearly,
concisely, and in exact terms to enable one
skilled in the relevant field to implement
and practice the invention based on such
disclosure.  Therefore, withholding certain
aspects of the invention from disclosure
may subject the patent to an invalidity
challenge. Each patent application filed
with the PTO and pending eighteen months
after the filing date is published, i.e. anyone
in the world can read it at that time. Thus,
by applying for a patent, an inventor allows
public access to the claimed invention. If a
patent is eventually granted, the inventor
will have the right to exclude others from
practicing the invention claimed in the
patent. However, if the patent application is
denied, the applicant will be unable to
protect the same information as a trade
secret.

While patent protection is granted for a
limited time (generally, for 20 years after
the application filing date), theoretically,
trade secret rights may last indefinitely.
Many types of information are likely to be
obsolete in 20 years. However, there are
certain types that retain their competitive
edge for longer periods of time. While
creative patenting strategies may offer
ways to effectively extend patent protection
for various aspects of the same technology,
trade secret rights, if available, may offer a
better way to protect information for longer
periods of time.

Generally, patent rights provide
protection against infringers, regardless of
the infringer’s knowledge of the existence
of the relevant patent and regardless of any
independent development of the same
technology. Conversely, trade secret rights
do not guarantee protection against anyone

who develops the same information independently, i.e. without misappropriating it from the
owner of the trade secret. That aspect of the trade secret protection mechanism creates an
additional risk when the subject information may be derived independently.  Likewise,
usually, the owner of a trade secret is not protected from a competitor’s efforts to reverse
engineer the trade secret from the final product that either incorporates the trade secret or
was made with the use of the trade secret information.

The cost of obtaining and maintaining the relevant rights is another differentiating factor.
While protecting a trade secret requires one only to take reasonable steps to maintain its
secrecy, obtaining a U.S. patent may generally cost between $5,000 and $30,000, and, in
some cases, more. In addition, U.S. patent holders are required to pay several maintenance
fees during the life of the patent.

Another important factor in selecting the appropriate protection mechanism is whether
rights in foreign jurisdictions are desirable. Depending on the foreign jurisdiction, there may
be certain additional advantages and disadvantages in each strategy.

Schiller’s advice that “It is wise to disclose what cannot be concealed” has yet another
important meaning. Not keeping important information as a trade secret and not applying for
a patent to protect it may be dangerous because a competitor may obtain a relevant patent
and then use it to prevent others from using the same technology. Therefore, even if no
patent protection is sought and no steps are taken to establish trade secret rights, it may be

continued on page B-47
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n Ass’n for Molecular Pathology v. Myriad Genetics Inc., the Supreme Court held that a
naturally occurring, isolated segment of DNA is a product of nature and is not patentable.
In contrast, the Supreme Court held that synthetically created DNA (cDNA) is patent
eligible because it is not naturally occurring even if derived from DNA.

The Association for Molecular Pathology filed suit
against Myriad Genetics Inc. seeking a declaration that Myriad’s
patents covering naturally occurring DNA segments as well as
synthetic DNA were not patentable and therefore invalid under
Section 101 of the Patent Statute. Myriad’s patents covered the
BRCA1 and BRCA2 genes which, when mutated, indicate a
significantly higher risk in women for breast and ovarian cancer.
Myriad asserted that certain tests for mutations in the genes
infringed its patents.

In rejecting patentability of natural DNA segments, the Court concluded “[M]yriad did not
create or alter any of the genetic information encoded in the BRCA1 and BRCA2
genes...Myriad’s principal contribution was uncovering the precise location and genetic
sequence of the BRCA1 and BRCA2 genes...” It held that “a naturally occurring DNA segment
is a product of nature and not patent eligible.”

Regarding the patentability of the synthetically created DNA, i.e., cDNA, the Supreme Court
stated “cDNA does not present the same obstacles to patentability as naturally occurring,
isolated DNA segments” because “creation of a cDNA sequence from mRNA results in an
exons-only molecule that is not naturally occurring...it is distinct from the DNA from which it
was derived. As a result, cDNA is not a ‘product of nature’ and is patent eligible under §101...”

The Supreme Court limited its decision by noting that method claims (e.g. methods for
manipulating genes) were not before it. Its decision also does not extend to applications of
sequences, which Myriad patented and which were not challenged. Finally, the Court’s
decision did not consider the patentability of DNA “in which the order of the naturally occurring
nucleotides has been altered.”

Thus, while affirming that products of nature are not patentable, the Supreme Court clarified
– in the context of synthetic DNA – that products derived from naturally occurring products
continue to be eligible for patent protection.

Can Your DNA Be Patented?
The Supreme Court Draws a Delicate Balance

by Stanley Gibson, Chairman; and Gregory Cordrey, Partner; 
Jeffer Mangels Butler & Mitchell LLP
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he America Invents Act (AIA), which became fully effective this year, includes a
provision1 that purports to be a pre-filing “grace period.” Under this provision, a
public disclosure of a “claimed invention” not more than one year before the
application filing date is not “prior art” that can be cited to reject the claimed

invention, provided that the disclosure was made by the inventor or someone who
“obtained” the disclosed subject matter from the inventor.2 Moreover, if the inventor (or one
who obtained the disclosed subject matter from the inventor) has made such a disclosure
(within the one-year pre-filing period), any subsequent (“intervening”)disclosure of that
subject matter by anyone else would not qualify as prior art against the claimed invention.3

Questions arise, however, that can make reliance on the grace period problematical. For
example, if the inventor makes a qualifying pre-filing disclosure, how close does the subject
matter of the intervening disclosure need to be to the subject matter of the inventor’s pre-
filing disclosure before it can be disqualified as prior art? Obviously, if the intervening
disclosure describes the same subject matter as the inventor’s disclosure, it is clearly
disqualified. But what if the intervening disclosure describes something similar to, but
distinct from, the inventor’s pre-filing disclosure? Suppose, for example, the inventor’s pre-
filing disclosure describes a device that employs ball bearings to reduce friction, while the
intervening disclosure describes the same device, but with roller bearings. What is the
availability of the intervening disclosure as prior art? That depends on whether the USPTO
would consider the two disclosures as describing the same subject matter, as explained in
Examination Guidelines4 that the USPTO has published.

The “Grace Period” for Patent Applicants
Under the AIA: a Trap for the Unwary?

by Howard J. Klein, Klein, O’Neill & Singh LLP

T
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he past decade has seen unprecedented growth and the
evolution of the Internet into a ubiquitous channel for
marketing and trade (often referred to as “e-commerce”). A
key component of this e-commerce expansion has been
search engine marketing, such as through Google’s

AdWords program, which permits vendors to bid on (or “purchase”)
keywords that will trigger display of the vendor’s ad when searched
through Google’s search engine. Vendors can tie keywords to specific ads and use
“negative keywords” to ensure their ads are not triggered by certain terms. Vendors can
also target ads to specified geographic areas. Internet consumers have become
increasingly savvy in their understanding and use of the Internet, and this has had an
important impact in the field of trademark law, where “likelihood of confusion” is often a
critical element of trademark infringement claims. The Ninth Circuit’s landmark decision in
Network Automation Inc. v. Advanced Systems Concepts Inc., 638 F.3d 1137, 1152-53
(9th Cir. 2011), emphasized that in the modern era, reasonable, prudent and experienced
consumers are used to exploration of the Internet by trial and error. The Court also held
that “mere diversion” of competitor’s customers via purchased keywords is insufficient to
establish initial interest confusion, and identified several factors that are particularly
relevant to making a likelihood of confusion determination in the search engine keyword
context. Network Automation is widely viewed as having broadened the permissibility of
bidding on another’s trademark as a keyword, and that trend has continued with recent
changes made by Google to its trademark policy.

Very recently, Google announced an important update to its keyword trademark policy.
Specifically, prior to April 23, 2013, Google’s stated policy was, following a trademark
complaint and investigation, to restrict vendors from bidding on another vendor’s
trademarks as keywords for advertisements in certain regions, including China, Hong
Kong, Macau, Taiwan, Australia, New Zealand, South Korea and Brazil. The same
restriction did not apply throughout the rest of the world. As of April 23, 2013, however,
Google updated its policy to remove this restriction in the affected regions, meaning that
Google’s stated policy now is to permit vendors to bid on another vendor’s trademark as a
keyword anywhere in the world. This update provides for a unified, consistent approach
across the globe and is seen by most observers in the industry as a sign that use of a
competitor’s trademark on the Internet for advertising purposes will increase dramatically
over the next few years.

Notably, in all regions, the policy of Google and many other search engine companies
continues to be to prohibit the use of another company’s trademark in ad text. So while
vendors anywhere in the world can now bid on another company’s trademark as a
keyword to trigger an advertisement, the vendor still cannot include the trademark in the
text of any resulting advertisement displayed (or any other advertisement).

What do these policy changes mean for your business?
If your business is looking to grow in markets such as China, Hong Kong, South Korea,

or any of the other previously restricted regions, these changes should enable you to gain

Internet Search Engine Policy Changes Expand the Use of Trademarks as Ad Keywords
by Glenn Dassoff, Partner; and Beau Stockstill, Associate; Paul Hastings
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greater ad exposure to relevant consumers by using trademarks as
keywords. Bear in mind though, that the trademark’s owner can still
pursue litigation directly against your business if the law in the
relevant region permits such a claim. For example, a U.K. court
recently held a company that purchased trademarks as keywords
liable for trademark infringement. Interflora Inc. v. Marks and
Spencer PLC, [2013] EWHC 1291 (Ch).

If your business owns trademarks held in any of the previously restricted regions, these
policy changes mean that you will no longer be able to file a trademark complaint directly
with Google to restrict vendors from using your trademarks as keywords. However, if
vendors use your business’s trademarks in ad text, anywhere, you are still able to request
that Google take action to prohibit such use. Notwithstanding this important change in
policy by Google, depending on the law in the relevant region, you may be able to pursue
litigation directly against the vendors bidding on your business’s trademarks as keywords.

Google’s policy update presents another interesting development in the interplay
between intellectual property and competition on the Internet.
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According to the aforementioned Guidelines, the inventor’s pre-filing disclosure and the
intervening disclosure in the above example describe different subject matter, because they
describe two different types or “species” of anti-friction bearings. The intervening disclosure
would thus qualify as prior art, which could be cited by an examiner to reject a claim
defining the device as including ball bearings (as in the inventor’s pre-filing disclosure) on
the grounds that a device with ball bearings is an “obvious” variation of the roller bearing
device described in the intervening disclosure.

The lesson? Do NOT depend on the “grace period.” File an application, even a
provisional application, as soon as possible after the inventor’s own disclosure. And
because most foreign countries have no grace period, filing before any disclosure, if
possible, will not only reduce the potential pool of prior art, it will assure that foreign patent
rights are not lost.

1 35 U.S.C. §102(b)(1)
2 35 U.S,C. §102(b)(1)(A)
3 35 U.S.C. §102(b)(1)(B)
4 78 FR 31, Feb. 14, 2013, pp. 11059 et seq.

For more information, visit www.koslaw.com; 18200 Von Karman Ave., Suite 725
Irvine, CA 92612; Phone: 949.955.1920; Email: info@Koslaw.com.

THE “GRACE PERIOD” FOR PATENT APPLICANTS UNDER
THE AIA: A TRAP FOR THE UNWARY?
continued from page B-44

a preliminary injunction.
The district court relied on Lombard Medical Technologies v. Johannessen, 729 F.Supp.2d

432 (D.Mass. 2010), which observed that “[e]ven if [the defendant] fully intend[ed] to protect
[the plaintiff’s] confidential information, [he] does not begin at [the defendant company] with ‘a
tabula rasa with respect to [the plaintiff’s]...customers and other significant business
information...’ Given the similarities among the products and the [individual] defendant [’s]
position[] at the companies, I find that disclosure would be inevitable.” Likewise, the court in
Corporate Technologies concluded that, “[n]o matter how hard Harnett may try (assuming he
tries at all), he cannot wipe his mind of the confidential CTI and client information he learned
while employed at CTI and will inevitably call upon that information in his capacity as an OnX
salesman if he is permitted to do business with his former clients.”

There was also a dispute over whether the inevitable disclosure doctrine could be used in
considering the success of the merits of CTI’s allegations or whether it was limited to
evaluating irreparable harm. The court held that, “[t]he inevitable disclosure [doctrine] is fully
grounded here as a proper consideration under the likelihood of success analysis.”

New York
The trial court in DoubleClick Inc. v. Henderson, 1997 WL 731413 (N.Y. Sup. 1997),

enjoined two employees from starting their own competing business because there was a
“high probability of inevitable disclosure of trade secrets.” In Earthweb Inc. v. Schlack, 71

INEVITABLE UNCERTAINTY? 
THE INEVITABLE DISCLOSURE DOCTRINE
continued from page B-36

F.Supp.2d 299 (S.D. N.Y. 1999), however,
the district court characterized DoubleClick
as “a high water mark for the inevitable
disclosure doctrine in New York,” and noted
that “its holding rests heavily on evidence of
the defendants’ overt theft of trade secrets
and breaches of fiduciary duty.” Accordingly,
“absent evidence of actual misappropriation
by an employee, the doctrine should be
applied in only the rarest of cases.”

Since Earthweb, inconsistency has
followed. In Marietta v. FairHurst, 301 A.D.2d
734 (N.Y. App. Div. 2003), the court
explained, “[a]s no restrictive covenant was
in existence here and our well entrenched
state public policy considerations disfavor
such agreements, the doctrine of inevitable
disclosure is disfavored as well, ‘[a]bsent
evidence of actual misappropriation by an
employee.” However, in Estee Lauder Co. v.
Batra, 430 F.Supp. 158 (S.D. N.Y. 2006), the
district court enjoyed an employee from
working for a competitor for six months.
Even though the court found that the
employee “lacked credibility,” it explained
that it would have issued the injunction “even
assuming the best of good faith.”

advisable to simply publish the relevant
information. Such publication should,
generally, prevent others from obtaining
relevant patent protection.

Many business and legal factors affect the
analysis to determine the best protection
strategy and careful consideration should be
given before releasing any proprietary
information that is capable of being
protected by either patent or trade secret
rights. Fortunately, there are strategies that
enable businesses to postpone this decision
and the bulk of the possible patenting
expenses. One such strategy is to file a
patent application with a request for non-
publication, which will cause it to be kept
secret in the PTO until a decision on the
patent application is made. If, during that
time, a business makes the decision to
retain the subject information as a trade
secret, the patent application may be
expressly abandoned, thereby ensuring its
continued secret treatment within the PTO,
and the subject information may then be
protected as trade secret. Although this
strategy prevents obtaining patent protection
in foreign countries, it preserves the
applicant’s ability to terminate the patenting
process before the patent issues and rely on
trade secret rights.

Selecting proper mechanisms and
strategies for protecting valuable company
intellectual property is an important business
decision, and it can be key to a company’s
ability to maintain that critical edge.
For additional information, please visit

www.gtlaw.com. Allan Litovsky can be
reached at 949.732.6500 or
LitovskyA@gtlaw.com.

TRADE SECRET OR
PATENT – THE CHOICE IS
NOT ALWAYS SIMPLE
continued from page B-43
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