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Glossary
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Executive Summary

IP Australia, the agency responsible for administering Australia’s intellectual property
(IP) rights system, including trade marks, inventions (patents), designs, and plant
breeder’s rights, welcomes the opportunity to contribute to the Review of the National
Innovation System (NIS) and to provide this submission.

Globalisation and technological change are profoundly transforming the world
economy. Today, knowledge capital, more than tangible capital, drives the Australian
economy. Important implications of these changes relate to the way knowledge
producers and users endeavour to secure and control ideas, technologies, know-how
and expertise on which their competitiveness depends.

The IP system provides an essential framework to promote and protect innovation.
The system is framed by global treaties and agreements to which Australia is a
signatory. The IP system in Australia and internationally has seen considerable
changes. It is now being used more widely and more intensively, particularly as
countries such as China and India have become more integrated into the global
economy.

Increased R&D cooperation and higher reliance on external sources have become
important ways of sourcing knowledge in order to generate new ideas and bring them
quickly to market. These innovation strategies have recently been termed “open
innovation”.

IP rights lie at the core of “open” as well as traditional models of innovation.
Importantly, “open innovation” necessitates the implementation of a business strategy
explicitly incorporating IP. There is a risk that the research and business community
will weaken their competitive position if they apply “open innovation” without a
suitable business strategy which includes IP.

The “open” environment for innovation presents unprecedented opportunities for
using and applying IP rights. At the same time alternative methods of IP protection
are being used more widely, particularly by small and medium sized enterprises
(SMEs). These alternative methods include: various contractual arrangements,
confidentiality agreements, carefully managed information sharing and relationship
management with customers, collaborators, suppliers and other parties.

While global developments over the past years have given IP a greater prominence in
the Australian and global economy, challenges still remain. It is necessary to help
Australians use the IP system in the most effective way so that they can fully enjoy
the benefits that the globalised world presents. IP Australia is progressing activities
aimed at raising IP awareness and improving the efficiency and effectiveness of the IP
system at both the domestic and international level.
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In response to the call for submissions to the Review of the NIS, IP Australia
proposes initiatives that further improve the IP system and the way it is utilised by
Australian innovators. There are three areas in which IP Australia concentrates its
initiatives to improve Australia’s framework for innovation:

e making IP information more accessible and valuable for the business decision
process;

e helping Australians, and in particular SMEs, to use the system and develop IP
strategies; and

e improving access for Australians to the IP system both in Australia and
overseas.

In each of these areas, there is good work underway, but more could be done. The list
of initiatives follows. Taken together, these proposals will ensure that Australia has an
IP system that better meets the needs of its users and its knowledge-based economy.
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IP Australia’s Proposed Initiatives:

Making IP information more accessible and valuable for the business decision
process:

Initiative 1.1 Patent Galleries

Facilitate access to patent collections that would be easily searchable and regularly
updated. Ideally, these collections should be available as an Open Source platform so
that innovators can share their views and observations with each other.

Helping Australians, and in particular SMEs, to use the IP system and develop
IP strategies:

Initiative 2.1 Centre for Excellence in Applied IP Management

Establish a Centre for Excellence in Applied IP Management offering postgraduate
courses in Applied IP Management and R&D Management. The courses would
provide professionals with practical skills in these fields.

Initiative 2.2 Units of IP Competency for Universities

Incorporate IP modules into university courses to encourage a culture of innovation,
awareness and respect for IP in the various scientific, engineering, design and creative
disciplines.

Initiative 2.3 IP Advisory Services Targeted at the SME Sector

Provide accessible and affordable advice to business, in particular the SME sector, in
the fields of IP protection, utilisation and enforcement.

Improving access for Australians to the IP system both in Australia and
overseas:

Initiative 3.1 IP Enforcement Facilitation / Non-Binding Validity and
Infringement Opinion

Investigate the introduction of a government service to assist parties to settle IP
disputes by providing access to an impartial and affordable assessment of the main
issues in the dispute, namely the issues of validity and infringement.

Initiative 3.2 Experimental Use - Patent Infringement Exemption

Frame an experimental use exemption that will ensure that the patent system does not
constitute a barrier to innovation by preventing research and development on patented
inventions, while still meeting its goal of encouraging innovation in Australia.
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Initiative 3.3 Improvements to the Australian Patent System

Strengthen patent rights and raise the level of patentability to international standards,
particularly in relation to novelty and inventive step.

Provide a fast-track option for those patent applications in Australia where a patent for
the same invention has already been granted in a recognised jurisdiction.

Tailor examination of patent applications according to the extent of work already
conducted by IP offices in countries recognised for their quality.

Increase transparency by providing early patent search and validity opinions that
would assist third parties to determine the likely scope of any patent to be granted at
an early stage.

Increase transparency by allowing third parties to request examination of a patent
application.

Optimise process timings and reduce some of the current legislated timeframes when
IP Australia is an office of first filing. This would allow IP Australia’s work to be
available for use by foreign IP offices at an earlier date for the benefit of the
Australian applicant.

Qualifications

It should be recognised that some of IP Australia’s initiatives detailed above are
conceptual in nature and will require further detailed investigation and broader
consultation. Some of the initiatives proposed would require identification of the most
suitable funding and delivery mechanism and, with respect to the delivery mechanism,
this should not be construed as necessarily being IP Australia.
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Introduction

About IP Australia

IP Australia is the agency responsible for administering Australia’s intellectual
property (IP) rights system, including trade marks, inventions (patents), designs and
plant breeder’s rights. It advises the Australian Government on the development of IP
policy to support Australia’s and the international IP system. IP Australia also has a
key role in promoting IP awareness. It regulates the IP profession® and actively
engages in international fora to influence the global IP system for the benefit of the
Australian economy and society.

IP Australia strives to support national innovation, investment and competitiveness by
contributing to an effective, efficient, consistent and accessible IP system both within
Australia and internationally.

Further details about how IP Australia’s activities contribute to the national
innovation system can be found in several parts of this submission. IP Australia has
also identified a number of additional initiatives which could further enhance the
national innovation system. Some of these initiatives build on IP Australia’s expertise
and extensive experience in administering, promoting and shaping the IP system.

Intellectual Property and the Wider Innovation System

The relationship between knowledge, research and wealth creation is becoming
increasingly significant. Twenty years ago, efficiency in production, services and
mass marketing were generally sufficient for steady wealth creation for both the firm
and the economy as a whole.? Today, the shortening of product lifecycle and
development, coupled with increasing integration of large emerging economies into
the global marketplace, puts an enormous emphasis on being innovative and
technologically competitive.

One of the most important implications of these changes relates to the way knowledge
producers and users endeavour to secure and control the ideas, technologies, know-
how and expertise on which their competitiveness depends. The question of how to
best extract value from IP in this new innovation environment is a central concern.

Innovation can be defined as the process of transforming ideas into value-creating
outcomes such as products, processes and services. "An important distinction is made
between invention and innovation. Invention is the first occurrence of an idea for a

! Registered IP professionals in Australia include patent attorneys and trade mark attorneys. The
Professional Standards Board, established under sec 227A of the Patents Act 1990, administers the
regulatory and disciplinary regimes for patent and trade marks attorneys in Australia.

2 See Webster, A. and Packer, K. (1996). Innovation and the Intellectual Property System. Kluwer Law
International.
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new product or process, while innovation is the first attempt to put it into practice".?

Although the term innovation is often used to refer to new technology, most
innovation in Australia occurs in the services sector. Furthermore, the vast majority of
technological innovation is incremental — that is a follow-on development in an
existing technology field.

The IP System in Australia

The modern IP system has been developing steadily since the late 19" century. Since
then, innovation has been generally associated with the existence of IP rights divided
into two categories: Industrial property, which includes trade marks, inventions
(patents), designs, plant breeder’s rights and circuit layouts; and Copyright, which
includes literary and artistic works such as novels, poems and plays, films, musical
works, artistic works such as drawings, paintings, photographs and sculptures, and
architectural designs. Rights related to copyright include those of performing artists in
their performances, producers of phonograms in their recordings, and those of
broadcasters in their radio and television programs.

IP rights are administered in Australia by two federal agencies. The Attorney-
General’s Department administers rights in relation to copyright and circuit layouts
under the auspices of the Copyright Act 1968 and the Circuit Layouts Act 1969. IP
Australia administers rights in relation to trade marks, patents (standard and
innovation), designs and plant breeder’s rights under the auspices of the Trade Marks
Act 1995, Patents Act 1990, the Designs Act 2003 and the Plant Breeder’s Rights Act
1994. IP Australia is an active participant in the current debate within a number of
international fora on the protection of traditional knowledge and geographical
indications which are informing Australia’s policy developments in these areas.

Various mechanisms and strategies, such as know-how, business names, domain
names, speed to market, confidentiality agreements, and trade secrets, also play a role
in protecting new ideas / knowledge and stimulating innovation. These are often not
thought of as part of the system of IP rights in Australia but they also play an
important role in protecting and exploiting IP. Indeed, one of the themes of this
submission is that innovators are increasingly using a mix of formal IP rights and
these other forms of protections to extract value from their innovations. The broader
set of tools for IP protection, and IP Australia’s role within the toolbox, can be
illustrated as follows:

% See Fagerberg, Jan, Mowery, David C. and Nelson, Richard R. (2007). The Oxford Handbook of
Innovations. Oxford University Press. p. 4
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Trade Names IP Australia . Trade Secrets

Patents

Plant Breeder’s Rights .
Trade Marks Information
Designs

Copyright

Circuit Layout Rights

Figure 1 - The IP system and related mechanisms in Australia

Registrable IP rights

A trade mark is a sign (a word, phrase, letter, number, sound, smell, shape, logo,
picture, aspect of packaging or a combination of these) used to distinguish the
services of one trader from another.

A patent is a right granted for any device, substance, method or process which is
new, inventive and useful. A patent is legally enforceable and gives the owner the
exclusive right to commercially exploit the invention for the term of the patent.

There are two types of patents in Australia:

e astandard patent gives long-term protection and control over an invention for
up to 20 years; and

e an innovation patent is a relatively fast, inexpensive protection option, lasting
a maximum of 8 years. The innovation patent replaced the petty patent on 24
May 2001.

A design relates to the features of shape, configuration, pattern or ornamentation
which, when applied to a product, gives the product a unique appearance. Registration
of a design gives the owner protection for the visual appearance of the product but not
for how the product works.

Plant Breeder’s Rights are exclusive commercial rights to a registered plant variety.
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Copyright is a type of property that is founded on a person's creative skill and labour.
It is designed to prevent the unauthorised use by others of a work, that is, the original
form in which an idea or information has been expressed by the creator. Copyright
protection is granted automatically from the time an original work is created. Hence
no registration is required.

Circuit Layouts are plans which show the three-dimensional location of the
electronic components of an integrated circuit. Circuit layouts give the owner of the
plans certain rights, including the right to make an integrated circuit from the plans.
There is no requirement for registration for the granting of rights to the owner of a
layout.

The International IP Framework

IP is protected on a country-by-country basis, however, it is clear that IP protection
for successful products and services is usually required across national boundaries,
particularly in today’s rapidly globalising, knowledge-based economy.

The Australian IP system is highly developed and is consistent with international
standards provided for in international IP and trade agreements. In the context of trade
across borders, internationally harmonised approaches to IP protection are important
for Australian businesses as harmonisation drives down the transaction costs inherent
in seeking IP protection in all necessary markets.

Membership of international treaties provides Australia with opportunities to
influence further development and enhancement of each treaty and further
harmonisation of the international IP system. By actively participating in the
international IP environment, as outlined below, we can seek to influence the
development of the international IP architecture. We seek a balanced approach
between right holders and the rights of the public more generally

Australia is a leading member of the IP community regionally, particularly for the
development cooperation and technical assistance IP Australia has provided to other
IP offices in the region. These programs aim to build and strengthen the IP systems of
Australia’s key regional trading partners. Strengthening regional IP systems
contributes to efforts that ensure Australian innovators are afforded strong, consistent
and transparent IP protection in our major export markets. Providing technical
assistance also provides IP Australia with the opportunity to influence the
development of effective regional IP systems in line with Australia’s policy interests.

World Trade Organisation

The World Trade Organisation (WTO), under the direction of its member economies,
administers a wide-ranging system of rules for international trade, aimed at
liberalising and expanding trade under agreed and enforceable rules for reciprocal
benefit. This system has led to significant benefits for Australian exporters, yielding
improved market access and lower tariffs in many sectors. The Agreement on



IP Australia’s NIS Review Submission

Trade-Related Aspects of Intellectual Property Rights (TRIPS) is one of the set of
agreements making up the integrated WTO system of trade rules. As such IP
regulation at the minimum standard required under TRIPS is an obligation of all WTO
members including Australia. TRIPS forms the basis of Australia’s IP system.

TRIPS is intended to maximise the contribution of IP systems to economic growth
through trade and investment by:

o Establishing minimum standards for IP rights protection in the national
systems of WTO members.

e Prescribing agreed elements of an effective mechanism for administration and
enforcement of intellectual property rights.

o Creating a transparency mechanism - each WTO member is required to
provide details of their national intellectual property laws and systems, and to
answer questions about their IP systems.

o Creating a predictable, rules-based system for the settlement of disputes about
trade-related IP issues between WTO members.

o Allowing for mechanisms that ensure that national IP systems support widely
accepted public policy objectives, such as stamping out unfair competition,
facilitating transfer of technology, and promoting environmental protection.

World Intellectual Property Organisation

Australia is also a party to the several international IP treaties which are administered
by the World IP Organisation (WIPO). A foundational IP treaty setting the basic
standards of IP protection is the Paris Convention for the Protection of Industrial
Property. The Berne Convention is the foundational copyright treaty.

Australia also belongs to two global protection system treaties, the Protocol Relating
to the Madrid Agreement Concerning the International Registration of Marks
(Madrid) and the Patent Cooperation Treaty (PCT). These treaties provide that
one international application or registration for a trade mark or patent has effect in any
or all countries party to the agreement which have been designated by the applicant.
They simplify application and maintenance processes and reduce costs for applicants.

The Budapest Treaty on the International Recognition of the Deposit of
Microorganisms for the Purposes of Patent Procedure is also considered to be a
global protection treaty as it allows a microorganism to be filed in a recognised
depositary and negates the need to file the microorganism in each country.

The third type of WIPO international IP treaties are classification treaties and
Australia is a party to, the Strasbourg Agreement concerning the International
Patent Classification and the Nice Agreement concerning the International
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Classification of Goods and Services for the Purposes of the Registration of
Marks.

Australia is also undergoing domestic treaty making processes to join the Patent Law
Treaty and the Singapore Treaty on the Law of Trademarks, treaties that provide
agreed standards on formalities issues regarding patents and trade marks. Australia
already provides a patent and trade mark system that complies with both the Patent
Law Treaty and the Singapore Treaty, and therefore provides significant benefits to
local and foreign applicants in this country.

Accession to both these treaties by other countries, including Australia’s major
trading partners, will be a significant benefit to Australians applying for patent and
trade mark protection overseas. Australian patent and trade mark holders will benefit
further in export markets which join the treaties, because the application and
maintenance processes will be more user-friendly and consistent, particularly where
electronic filing is introduced. Importantly, they will also benefit from lower
application and maintenance costs due to reduced requirements for supporting
documentation, a very significant cost saving over the life of the IP right. There is
also increased security in IP rights where these treaties apply.

Australia is also a member of the Convention establishing the World Intellectual
Property Organisation (WIPO) and the International Convention for the
Protection of New Varieties of Plants.

Benefits of the IP system

The IP system, as it has evolved in Australia and elsewhere, rewards innovators with
the right to control and extract benefit from their IP rights. The IP system rests on the
assumption that by providing such a reward Australians are encouraged to invest in
innovation.

Additionally, the IP system facilitates technology transfer and promotes investment
in Australia by foreign entities. Australia is a net importer of technology and hence
the IP system plays a major role in creating an environment conducive to foreign
investment. Most technological innovation is cumulative and hence speedy access to
cutting edge research and technologies is crucial for stimulating supplementary
innovation in Australia.

Still further, the IP system helps Australian exporters to secure and exercise their
IP rights in other jurisdictions. With accelerating globalisation and
internationalisation of trade and research and development (R&D) activities, the IP
system is gaining a new momentum; manifested, among other things, in the increasing
harmonisation of IP systems and laws around the world.
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About this Submission

IP Australia has embraced the Review of the National Innovation System as an
opportunity to consider the broader context in which innovation and the IP system
operate globally and within Australia.

IP Australia’s submission consists of two parts:

PART 1 - provides an overview of the key developments of the global IP system
including current challenges facing the domestic and international IP system.

PART 2 - is focused on initiatives that could advance national innovation. These
initiatives are categorised as follows:

Topic 1 Analysis and Diffusion of Technology and Patent Information

is aimed at making IP information more accessible and valuable for the
business decision process. Under Topic 1, one initiative is proposed, namely:

= |nitiative 1.1 Patent Galleries.

Topic 2 IP Education and Awareness
includes three initiatives to help Australians, and in particular SMEs to use the
IP system and develop IP strategies. The initiatives proposed under Topic 2
are:
= Initiative 2.1  Centre for Excellence in Applied IP Management;
= |nitiative 2.2  Units of IP Competency for Universities; and
= Initiative 2.3  IP Advisory Services Targeted at the SME sector.

Topic 3 IP System
is targeted at improving access for Australians to the IP system both in
Australia and overseas. Topic 3 includes the following initiatives:
= |nitiative 3.1  IP Enforcement Facilitation/Non-Binding Validity
and Infringement Opinion

= |nitiative 3.2  Experimental Use — Patent Infringement
Exemption

* Initiative 3.3 Improvements to the Australian Patent System
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PART 1. The Evolving IP Landscape and Innovation

The IP system in Australia and internationally has seen considerable changes over the
past few years. These changes have been principally driven by firstly, the accelerating
pace of globalisation and secondly, the proliferation of information and
communication technologies (ICT). These have essentially affected the way
companies operate, compete and innovate both in Australia and internationally.

Companies now face an environment where competition is global, where knowledge
is spread more widely, where R&D investments are increasing, where the life cycles
of products are shortening, and where expectations concerning the sustainable use and
safe disposal of these products are rising. To meet these challenges, companies are,
among other things, adopting new approaches to innovation processes and business
processes, including IP protection. As a result of these developments, new approaches
to innovation have emerged. These are coupled with unprecedented growth in demand
for IP rights and new ways of using IP.

This part discusses these two trends in more detail. It is divided into two sections. The
first section provides an overview of the key changes in the IP system around the
world. The discussion highlights selected indicators of Australia’s IP activity and
performance.

The second section provides insights into the ways companies innovate in an
increasingly globalised world. It describes the emerging “open” forms of innovation
and compares them with traditional “closed” models. This part also considers IP and
the way it is applied in both the “open” and “closed” models of innovation.

Section 1 - The changing IP landscape

The accelerating pace of innovation poses challenges for the IP system — these can be
grouped into four types:

e Territorial: the IP system has been subjected to a globalisation process
pushing IP laws and processes toward harmonisation and standardisation.

e Administrative: the demand for IP protection has never been greater and
continues to increase. The exponential growth of scientific knowledge,
increasing volumes of patent literature and the different languages used have
posed significant challenges for IP Offices processing applications for IP
rights.

e Substantive: IP Laws have moved toward the extension of IP rights to an ever
larger range of life-forms and forms of invention. These technical shifts have
in turn raised:
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e Ethical questions about which IP rights can be legitimately claimed.

This section aims to provide insights into some of the IP trends, focusing primarily on
comparative analysis of statistical data reflecting developments in IP filings. Some
indicators concerning Australia’s IP performance are also provided.

Increasing demand for IP rights

In recent years we have witnessed significant growth in trade mark filings. This trend
is illustrated in Figure 2 below which, inter alia, contrasts the total number of trade
mark applications* in 1986 with those filed in 2005.

Figure 2 - Worldwide Trade Mark Applications 1986-2005
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Source: WIPO Statistics Database

The number of patents filed in the world has almost doubled over the past 15 years, to
approximately 1.6 million per annum®.

* A trade mark application may, however, be an application for one or more classes of goods / services.
The number of classes applied for significantly exceeds the number of trade mark applications — this
can be observed from Figures 5 and 6.

> In 2005, about 1,660,000 patent applications were filed worldwide, which is an increase of 7% over
2004. Source: WIPO Statistics Database
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Figure 3 - Worldwide Patent Applications 1986-2005
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The concept of IP adopted by emerging economies

In the past, the IP system has been utilised mostly by large, multi-national companies
actively participating in the global economy. This is changing. Today the IP system is
being used more widely and more intensively, particularly as emerging countries such
as Korea, China and India have become more integrated into the global economy.
Hence IP is no longer a business tool employed exclusively by developed economies.
For example, as illustrated in Figure 4, the notion of patent protection has been
embraced by China® and India.

® With an increase of almost 33% over 2004, the patent office of China became the third largest
recipient of patent filings (up one place) in 2005. Source: WIPO Patent Report: Statistics on Worldwide
Patent Activities 2007.
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Figure 4 - Patent Applications in Australia, US, China, India and Brazil 1991-
2004
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Continuing demand for IP in developed economies

At the same time the demand for patent protection in most developed economies also
continues to increase at a steady rate. The patent offices of Japan and the United
States of America are still the largest recipients of patent filings followed by China,
the Republic of Korea and the European Patent Office’. These five patent offices
account for 77% of all patents filed in 2005, which represents an increase of 2% over
2004 (75%).2

How does Australia compare?

Trade Marks

Trade marks are essentially local in their nature. In 2006, 62 % of trade mark right
applicants in Australia were Australians as shown in Figure 5. At the same time

” Note that the European Patent Convention, establishing the European Patent Office (EPO), entered
into force in 1977. From that date, filings at European national offices (Germany, France and United
Kingdom) declined because, while some applicants continued to use the national route, many chose the
newly available regional route

8 Source: WIPO Patent Report: Statistics on Worldwide Patent Activities 2007.
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“local” trade marks are increasingly being used in a global context. For example, with
the intensifying globalisation of trade, firms increasingly employ global branding
strategies.

Figure 5 - Australian Trade Mark Applications by Class - Residents and Non-
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As illustrated in Figure 6, the number of trade mark applications filed at IP Australia
has increased significantly over the last twenty years, with 59,032 trade mark
applications filed in 2006.

Figure 6 - Australian Trade Mark Applications 1986-2006

NB: Multi-class applications became possible from 1 January 1996
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Patents
As depicted in Figure 7, the level of patenting activity in Australia has continued to

grow
comp

over the past two decades consistent with the global trend. There were 27,104
lete patents® filed in Australia in 2006, out of these 23,330 (86%) were by

foreign applicants and the remaining 3,774 (14%) were by Australian applicants (see
Figure 8).
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Figure 7 - Australian Complete Patent Applications 1986-2006
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Figure 8 - Australian Complete Patent Applications by Residents and Non-
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The number of applications granted to Australian nationals in Australia (3943 in
2006) does not represent the total number of applications granted to Australian
nationals worldwide since many Australian innovators file patent applications directly
in IP offices overseas, targeting primarily their export markets. For example, as shown
in Table 1, the number of patents granted to Australian nationals in the US in 2006
was 1,325.

Table 1: Patents Granted to Australian Applicants by Country (2006)

Office NAME Total
AU | Australia 924
BR Brazil 27
CA Canada 152
Cz Czech Republic 3
DE Germany 13
DZ Algeria 3
EA Eurasian Patent Organization 18
EP European Patent Office 300
Fl Finland 4
GB United Kingdom 73
HK Hong Kong, China 45
HU Hungary 3
IL Israel 82
M Jamaica 5
JP Japan 98
KR Republic of Korea 177
MN Mongolia 3
MX Mexico 77
NL Netherlands 2
NZ New Zealand 297
PE Peru 6
PL Poland 7
RU Russian Federation 33
SE Sweden 2
SG Singapore 234
SK Slovakia 3
TJ Tajikistan 3
UA Ukraine 9
us United States of America 1325

Other countries 20
TOTAL 3943

Source: WIPO Statistics Database
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Australian patent holdings vs global patent holdings

Australia holds a very small proportion of patents in the world patent landscape.
There were 5,242,703 patents in force world wide in 2004 of which 22,502 had an
Australian resident as the patent applicant which equates to 0.42% of patents in
force world-wide in 2004. This compares to 2.89% of world scientific publications
from 2000 - 2004.%

Designs

As is the case with trade marks, the number of applications for designs has risen over
the past decade. However, there is some suggestion that the designs system may be
under-utilised compared to some other developed countries. Further analysis of
utilisation of the designs system in Australia may be warranted.

Figure 9 - Australian Designs Applications 1996-2006
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19 Source: WIPO Patent Report: Statistics on Worldwide Patent Activities 2007.
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Plant Breeder’s Rights

The number of applications for plant breeder’s rights (PBR) remains relatively steady.
There were 364 PBR applications filed in 2006.

Figure 10 - Australian Plant Breeders Rights Applications 2000-2007
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Economic Analysis — IP System

Whilst extensive data and information is available in relation to the use of the IP
system, which clearly demonstrates high demand for IP rights, limited empirical
analysis has been conducted around the economic benefits of the IP system. There is
a broad recognition of this fact and in recent discussions with heads of IP offices,
including UK, Canada and India, agreement has been reached on increased
collaboration in this area.

Key points:

e The IP system including trade marks, patents, designs, plant breeder’s rights
provides a set of incentives for innovation.

e Securing and protecting IP in an increasingly globalised world is a central
policy concern. The IP system underpins Australia’s national competitiveness.

e Australia’s membership of IP treaties inter alia facilitates:
0 better access to IP systems in other jurisdictions,
o reduction of transaction costs, and
o enforcement of IP rights in other jurisdictions.
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e The IP system in Australia and internationally has seen considerable changes
over time. These changes are territorial, administrative, substantive, and
ethical in their nature.

e The demand for IP rights has never been greater both internationally and in
Australia.

e [P is no longer the domain of the developed world. In fact, economies such as
China and Korea are now key global IP players.

e Whilst patenting activity in Australia continues to increase, Australia does not
appear to be contributing to the world patent landscape commensurate with its
knowledge base.
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Section 2 - The IP System and the Emerging “Open” Forms of Innovation

Traditionally, innovators have exercised full control over the whole innovation
process, from generating ideas, through to product development, manufacturing and
marketing, as well as distribution. This model is now referred to as closed innovation.

Over a short period of time, the Internet has been adopted as a platform to conduct
business in the international context. Underlying the expansion of electronic
commerce is the emergence of “openness” characterised by, among other things, the
global availability and accessibility of the Internet and internationalisation of trade
and R&D activities. To meet these challenges, companies need to adopt new
approaches to innovation processes. These new innovation strategies have recently
been characterised by a trend towards increased cooperation and work sharing, termed
open innovation by Henry Chesbrough.™

“Openness” is associated with concepts such as open source and open innovation.
These concepts are discussed in detail below. In this discussion particular emphasis is
placed on the overlap between open source and open innovation. There is also an
examination of the application of IP rights and emerging views on capturing any
economic benefits resulting from open innovation.

Open Source

While the phrases open source and open source software'? are relatively new, the
phenomenon has deep roots in information technology. In the 1950°s and 1960’s
software development was underpinned by an ethos of sharing and allowing anyone to
modify code developed by another programmer.

Open Source and IP

From the 1970s onwards the ethos of sharing was slowly replaced by attempts to
control and own software. It became increasingly popular to control the source code
under copyright (and later also business method patents) and then license the software
to users and developers.

Two distinct types of licences to use software have evolved from these developments
— proprietary (copyright, business method patent, trade marks) and open source
(General Public Licence™ and Creative Commons licences™).

1 Chesbrough, H. (2003). Open Innovation: The New Imperative for Creating and Profiting from
Technology. Harvard Business School Press.

12 Terms Open source and Open Source software are being used interchangeably.

3 General Public Licence (GPL) provides a licensing scheme for “free software”, utilising what was
called “copyleft” (as opposed to copyright).
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Open Innovation

Open innovation is a paradigm that assumes that firms can and should add external
ideas as well as internal ideas, and internal and external paths to markets, as the firms
look to advance their technology. Open innovation combines internal and external
ideas irL'g)o architectures and systems whose requirements are defined by a business
model.

The open innovation model implies that companies, in relation to their working
environment, look both inside-out and outside-in. Increased R&D cooperation and
higher reliance on external sources have become important ways of sourcing
knowledge in order to generate new ideas and bring them quickly to market. At the
same time companies now better commercialise their own ideas as well as innovations
developed externally.

There are two common models of open innovation:
Model 1. Open Innovation based on the Open Source platform

The attractiveness of open innovation depends on the technological and industrial
context that a company operates in."® The open innovation model is perhaps most
evident in the ICT sector, where it enables companies to use open source software and
helps them cope with accelerating innovation cycles and global competition.

Model 2. Open Innovation based on international R&D collaboration

Open innovation is also increasingly found in industries such as the pharmaceutical
and biotechnology, industries where there is great value in bringing in new ideas and
skills at the early stages of a drug discovery program. An emerging model in the
pharma-biotech sector is built around a large company establishing a cluster of
smaller companies to expand its network of collaborators involved in the drug
discovery process.

An essential feature of open innovation is releasing information into the public
domain. In addition to the open innovation approaches discussed above, firms may be
releasing information about their R&D, products and services into the public domain
for one or more of the following reasons:

i) lack of interest in obtaining and/or enforcing patent or design protection;
ii) desire to prevent others from obtaining a monopoly;

4 The Creative Commons licenses enable copyright holders to grant some or all of their rights to the
public while retaining others through a variety of licensing and contract schemes including dedication
to the public domain -- information not controlled or owned by anyone.

5 Chesbrough, H. (2003). Open Innovation: The New Imperative for Creating and Profiting from
Technology. Harvard Business School Press.

16 Chesbrough, H.; West, J.; and Vanhaverbeke W. (2006). Open Innovation: Researching a New
Paradigm. Oxford University Press.
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iii) publication in the public domain which may be used as evidence if
infringement proceedings are brought against the firm at a later date, or

iv) intention to take advantage of the grace period’’ and file a complete
application for a patent within 12 months of the disclosure of an invention in
the public domain.

Since a very large proportion of innovative activity lies in the services sector, the
informal ways of IP protection are being used more widely, particularly by the SME
sector. These informal methods include various contractual arrangements,
confidentiality agreements, carefully managed information sharing and relationship
management with customers, collaborators, suppliers and other parties.

Open Innovation and IP

Importantly, open innovation is not an altruistic concept, even though major
advocates of open innovation promote it as such. In reality, IP or other forms of
proprietary or contractual rights are intrinsic to open innovation. Most commonly,
open innovation is used with regard to copyright and patents.

Accordingly, open innovation is essentially based on a firm’s commercial decision
about:
e what information should be controlled by the firm, kept confidential and/or
protected with IP in-house; and

e what information should be released into the public domain and/or shared with
collaborators.

This decision generally lies at the core of the firm’s business strategy to capture
(economic) benefits. These benefits may flow from any form of supplementary
innovation occurring in the public domain, or result from its semi-open collaboration
with partners.

At present, the research and business community still lacks an understanding of the
importance of effective IP management to a successful open innovation strategy;
namely IP protection and IP asset management. Applying open innovation without
proper regard by the participants to the need to develop and understand a suitable
business strategy incorporating IP may weaken their competitive position.

Y7 Under sec 24(1) of the Patent Act 1990, any information made publicly available by or with the
consent of the patentee, or their predecessor in title (in particular including the inventor) by publication
or use within 12 months before the filing date of the complete patent application must be disregarded
for the purposes of deciding whether the invention is novel or involves an inventive step. These 12
months are referred to as the "grace period".
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Key points:

There is a tendency to see open innovation as the predominant model of
innovation for the future. Caution is required. While the trend towards
“openness” and open innovation is clearly present, it is most likely that the
future will be marked by the co-existence of open and closed models of
innovation.

Whilst open source is one platform where open innovation occurs, it is not
the major collaborative model associated with open innovation.

IP lies at the core of both open and closed innovation models. “Proprietary”
forms of IP such as patents, copyright, trade marks, designs and the like
continue to co-exist with “open” forms of IP including Open Source and the
Creative Commons.

Open innovation necessitates the implementation of an open business model
explicitly incorporating innovation, R&D and IP strategies.
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PART 2: IP  Australia’s Contribution to an
Improved National Innovation System

This part of IP Australia’s submission to the Review of the National Innovation
System (NIS) focuses on new initiatives for the IP system to advance national
innovation. As stated earlier, the submission is restricted to a consideration of the IP
system and related subject matter. It has therefore only addressed a subset of the
questions posed by the NIS review panel in the call for submissions. In particular the
following questions are relevant:

e How do we get more firms and organisations to use the best available tools and
techniques, from anywhere around the world, in what they do?

e How do we make it easy for people to use tools or apply ideas in novel ways?
e How do we educate and equip our people to be creative and innovative, life-long?

e As a relative small country, how does Australia prioritise its innovation efforts to
make the most of what it has or can do?

PART 2 consists of three topics. Each topic includes several initiatives:

Topic 1 Analysis and Diffusion of Technology and Patent Information
is aimed at making IP information more accessible and valuable for the business
decision process. Under Topic 1, one initiative is proposed, namely:

= |nitiative 1.1 Patent Galleries.

Topic 2 IP Education and Awareness
includes three initiatives to help Australians, and in particular SMEs to use the IP
system and develop IP strategies. The initiatives proposed under Topic 2 are:
= |Initiative 2.1  Centre for Excellence in Applied IP Management;
= Initiative 2.2  Units of IP Competency for Universities; and
= Initiative 2.3  IP Advisory Services Targeted at the SME Sector.

Topic 3 IP System
is targeted at improving access for Australians to the IP system both in Australia and
overseas. Topic 3 includes the following initiatives:
= |nitiative 3.1  IP Enforcement Facilitation/Non-Binding Validity
and Infringement Opinion;

= Initiative 3.2  Experimental Use - Patent Infringement
Exemption; and

= |nitiative 3.3  Improvements to the Australian Patent System.
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It should be recognised that some of IP Australia’s contributions included in Part 2 are
conceptual in nature and will require further detailed investigation and broader
consultation. Some of the initiatives proposed would require identification of the most
suitable funding and delivery mechanism and, with respect to the delivery mechanism,
this should not be construed as necessarily being IP Australia.
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TOPIC 1 Analysis and Diffusion of Technology
and Patent Information

Summary

The international and collaborative nature of innovation in the world today
increasingly focuses upon electronic information sources and networks. The ability to
exploit available information resources effectively and extract value from the wealth
of information on offer is becoming a critical element for success.

Global patent information® is a valuable source of information generally reflecting
developments in research and technology. The information has enormous potential to
stimulate supplementary research and follow-on innovation and thus promote
economic growth, particularly as the number of patents filed in Australia each year
represents less than 2% of the total number of patents filed worldwide.™

Facilitating access to patent information from other jurisdictions will assist Australian
innovators in deciding areas of future research, product or service development or to
identify partners, collaborators and competitors both internationally and in Australia.

In this section IP Australia proposes improvements to the dissemination of patent
information to Australian innovators. The initiative proposed under topic 1 is:

e [Initiative 1.1 Patent Galleries

The initiative is described in detail below.

Background

The patent system, as it has evolved in Australia and elsewhere, rewards innovators
with the right to control, for a limited period of time, their inventions in exchange for
disclosing these inventions to the public. The IP system rests on the assumption that
by providing a guarantee of control over who benefits from their inventions,
innovators are encouraged to invest in innovative activities. Patent offices generally
divulge patent applications to the public 18 months after the date of filing.

18 patent information is the technical and legal information contained in patent documents that are
published periodically by patent offices. A patent document includes the full description of how a
patented invention works and the claims which determine the scope of protection as well as details on
who patented the invention, when it was patented and reference to relevant literature.

19 According to the World Intellectual Property Organisation (WIPO) about 1,660,000 patent
applications were filed worldwide in 2005. WIPO cites 31,192 patent applications filed in Australia in
the same year.
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For a patent to be granted, the invention must be fully disclosed so that a professional
skilled in the particular technology area can carry out the invention. Accordingly,
patent information is a valuable source of information generally reflecting
developments in research and technology.

The ongoing publication of patent applications over the last century or so has
produced some impressive collections that form valuable public resources, rich in
technical detail and diverse in nature. Australia’s patent collection currently stands at
around 1.2 million while the entire global collection consists of more than 60 million
records and continues to grow at the rate of about 1.6 million per year.?’ IP Australia
has recently released an improved version of its patent searching system called
AusPat?* which provides a single point of enquiry for all of IP Australia's online
patent records?.

The ability to search patent databases and analyse the data, presents a unique
opportunity to diffuse technological knowledge to a wider research and innovation
community. Moreover, with further analysis, technology trends, ‘hot spots’ and
forecasts can also be generated.

Whilst some full-text patent databases can now be accessed freely on-line,?® the
available patent collections are fragmented and do not cover all of the jurisdictions
which have a vibrant R&D community and associated patent activity. Additionally,
the parameters for searching existing publicly available patent databases are quite
limited and expert knowledge is generally required to identify patent specifications
relevant to any search query.

These factors may act as barriers for smaller businesses that are often unable to
develop in-house expertise. Ideally, this information should be easily accessible and
searchable online so that innovators can make informed decisions about their
investments in R&D and innovation.

This section considers novel platforms for analysing and disseminating patent and
technology data to Australian innovators and policy makers.

IP Australia would welcome the opportunity to facilitate progress in these areas. Our
organisation has implicit knowledge and expertise in analysing and interpreting patent
data. IP Australia is the single authoritative source of Australian patent data holdings
and has access to a number of key international patent databases.

20 Source: IP Australia and WIPO Statistics Databases.
2! http://www.ipaustralia.gov.au/auspat/
22 AusPat capability and data coverage is set to evolve over time. The data coverage of the first release
of AusPat is provided in Annex A.
% For example: Google Patents: http://www.google.com/patents
Esp@cenet: http://www.espacenet.com/index.en.htm
Patent Lens: http://www.patentlens.net/patentlens/structured.cqi
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Initiative 1.1 Patent Galleries

Summary

It is proposed that the concept of “patent galleries” is considered as an effective way
of promoting technological innovation. IP Australia’s concept of a “patent gallery” is
relatively broad and could feature one or more of the following:

e Filtered on-line collections of publicly disclosed patent applications and/or
granted patents that are available to be commercially exploited and can be
used for generating subsequent innovation in Australia.

e Technology reports — providing details of a selected technology
area/landscape both internationally and in Australia with reference to
emerging trends, key patents, major participants, lists of subsequent (citing)
patents and the like.

e Patent maps — visual depictions of patent landscapes produced by extracting,
analysing and visualising a vast number of patent documents according to a
chosen set of criteria. Technology maps depict, among other things, the
relationships between a group of patents or participants (usually competitors).

There are also sophisticated data mining and visualisation software tools available to
extract, analyse and visualise patent data according to a chosen set of criteria. IP
Australia is currently conducting a trial of two such software tools from Thomson
Reuters. The tools are commercially available and widely used by other IP offices
such as the United Kingdom, Singapore and Germany.

Included in Annex B are examples of technology maps and analytical reports that can
be produced utilising the patent analytics tools. IP Australia wishes to acknowledge
Thomson Reuters for providing support with the production of these reports.

New communication mechanisms such as RSS feeds®, blogs, wikis and social
network tools could be used to disseminate latest technology and patent information
to Australian innovators and exporters.

These tools would enable the ongoing monitoring of patent activities overseas and in
Australia according to a pre-defined set of search criteria. For example, a network of
Australian companies undertaking research in biotechnology could subscribe to
receive regular alerts about relevant patent applications filed in other jurisdictions.

24 RSS is a format for sharing content among different websites. Sites can syndicate “feeds” (content)
and Internet users can use an application called an RSS reader or aggregator to download feeds.
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Objectives

A primary objective is to improve access to patent collections that would be easily
searchable and regularly updated. Ideally, these collections should be available as an
Open Source platform so that innovators can share their views and observations with
each other.

A number of individual patent galleries could be developed, associated with a specific
technology sector, for example medical devices, nanotechnology, environmental
(green) technologies, biotechnology etc. These galleries would provide an ideal forum
for collaboration akin to a “Dating service for R&D”.

Further, technology reports and trends would constitute a valuable source of
intelligence for government policy and business decision makers.

Still further, novel ways of disseminating the patent data and technology information
could be provided to Australian innovators. This would save effort and avoid the
complexity involved with developing numerous search queries and then culling the
search results.

Issues

e The presence of various forms of patent galleries in other jurisdictions would
suggest that a gap exists in the Australian context. However, market research
IS required to validate this assumption.

e The delivery model/mechanism will need to be carefully considered. Options
include: commercial service, non-profit (cost recovery), fully subsidised,
public agency or private enterprise.

e There are possibly existing national capabilities that could be leveraged from.
IP Australia’s knowledge of these is by no means comprehensive, but two that
we are aware of are:

CAMBIA, a non-profit organisation dedicated to fostering innovation,
particularly in life sciences, has developed the Patent Lens which is an
integrated informatics platform of ‘life sciences’ related patent data.

NICTA (National ICT Australia) has research IT capabilities in areas related to
patent analytics and semantics.
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Benefits

Improved access to, and usability of patent and technology data has a potential
to improve the linkages between national and international innovators. Patent
galleries could be a platform for “‘open innovation’ in Australia and the wider
region.

Patent galleries could result in better diffusion of technology/patent
information to the Australian business and R&D communities which, in turn,
can stimulate supplementary innovation in Australia.
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TOPIC 2 IP Public Education and Awareness

Background

Public Education and Awareness (PE&A) activities have the potential to raise the
level of awareness and understanding of IP amongst a specific target market or within
the general community. IP Australia has extensive experience with PE&A activities
targeting a variety of industry sectors, including universities, vocational and
educational training, business, school children, business advisers, the media and the
general public.

The content of PE&A campaigns is broader than just providing information on the
four types of IP rights IP Australia administers. Some PE&A activities focus on IP’s
role in the commercialisation process whilst others contain a raft of IP related subject
matter from auditing to taxation information. It should be noted that content produced
under any PE&A program would not constitute advice.

Apart from registered IP rights, the PE&A activities also cover other forms of
unregistered and informal IP protection available in Australia, namely unregistered
and related rights including copyright, trade secrets, domain names and business
names. This information is included (albeit in less detail) to ensure the public is given
a contextual overview of the scope of IP and related rights available in Australia.

IP Australia seeks to structure its PE&A activities so that each stage of the education
continuum is addressed. Hence IP information is delivered at one or more contact
points during a person’s progression from student to business person.

Other Innovation Related Information / Advice Providers

IP Australia is one of a number of Federal and State Government agencies and semi-
private organisations providing innovation-related information to the general public
and Australian businesses. A more integrated approach to the delivery of innovation-
related information services may assist innovators to more easily access these services
in the context of the ‘innovation cycle’ and provide a ‘seamless’ service regardless of
the Government agency providing the actual information.
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IP Australia’s Current Public Education & Awareness Activities

IP Australia applies the following criteria in determining the market for its PE&A
activities:

e market segment is important to the Australian economy,
e the market segment lacks an understanding of IP related issues, and/or
e the market complements other Federal Government initiatives.

Some examples of current PE&A programs include:

e Vocational Education and Training Sector (VET) Program — currently in the
development phase, this three year program aims to create IP based units of
curriculum in a wide range of TAFE courses, with the potential to reach over
one million students per year.

e Small Business Education Program — now in its sixth year of operation, IP
Australia’s Smart Start publication and website is aimed at educating new-to-
business and business starters in the basics of IP. This is a critical program as
IP is often misunderstood by people new to business and it is an area that is
difficult to rectify once an initial mistake has been made.

e Media — IP Australia has developed a dedicated website and publication, The
Journalist’s Guide to IP, for educating the media on IP issues and correct
reportage of IP. The objective here is to use the media to educate audiences
about IP and its benefits.

Proposed New Initiatives

As part of topic 2, IP Australia proposes three initiatives primarily targeted at
developing awareness, knowledge and skills in IP management in both the public and
private sectors. These initiatives include:

e Initiative 2.1 Centre for Excellence in Applied IP Management
e Initiative 2.2 Units of IP Competency for Universities
e Initiative 2.2 IP Advisory Services Targeted at the SME Sector

Figure 11 below depicts the current and proposed future IP PE&A activities provided
to the identified market segments.
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Figure 11 — Current and Proposed Future IP Public Education and Awareness
activities
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Initiative 2.1 Centre for Excellence in Applied IP Management

Summary

With an increasing trend towards open innovation models, the importance of IP
management is becoming critically important to Australia’s global competitiveness.
Reducing the current IP management knowledge and skills gap in both the small to
medium sized enterprise sector and the business advisory sector is the key to future
competitive success.

“Australia’s position on the world stage is at risk, not because intellectual assets do
not exist within the country and society, but that they are not given sufficient “pride of
place” in managerial thinking.”

This capability could be developed by providing practical IP training and education
courses for IP professionals, business managers, inventors and creators to assist them
in exploring the options available for exploiting their IP through sale, licensing,
manufacturing etc.

Objectives

IP Australia, in association with an Australian university, proposes establishment of a
Centre for Excellence in Applied IP Management that would offer postgraduate
courses in Applied IP Management and R&D Management. The courses would
provide professionals with practical skills in these fields.

Issues

e While a market need has been identified through consultations in the course of
current activities, a more formal market assessment remains to be undertaken
to confirm need and readiness for such an institution.

e There are a number of funding models that would need to be analysed before
this initiative proceeds.

Benefits

The main benefit of establishing such a body would be increasing the level of
knowledge within the Australian business community, including those that advise
them, of the important role IP plays in making innovation a commercial reality with
market sustainability.

% Devinney, T. M. and Liberman, A. (2003). Management of Intellectual Property in Australian
Organisations. Sydney, CCC.
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Initiative 2.2 Units of IP Competency for Universities

Summary

The VET training initiative currently underway has the potential to form the basis of a
similar scheme for the Australian higher education sector. Subject to a detailed
scoping review, the VET units of competency could be used as a basis to meet the
technical demands of tertiary training in universities.

IP Australia has undertaken PE&A activities in the university sector. The activities
were designed to help educate university researchers and teaching staff in the fields of
engineering and science about the value of IP and the important role it plays in their
research or in their students' education. The program included seminars, a website,
lecture material and a regular direct mail offering. Whilst these initiatives were
successful in helping to change the way IP is perceived in universities, further work is
required. The original program was difficult to sustain and, as a result, a new way
forward of developing units of curriculum that can be dropped into existing courses is
thought to be an effective means of increasing IP understanding by the next
generation of Australian innovators.

Objectives

To incorporate IP modules into university courses to encourage a culture of
innovation, awareness and respect for intellectual property in the various scientific,
engineering, design and creative disciplines.

Issues

e While VET units are aimed at building foundation and literacy skills in IP,
tertiary training would require advanced level competencies such as technical
and expert application of IP principles in the various disciplines and faculties.

e It is important to note that there may be significant difficulties in embedding
IP training broadly within the higher education sector due to the
institutionalisation of curriculum development by each university.

e The national VET system enshrines the principle of widespread access to
products and services produced by its Industry Skills Councils on behalf of
industry to any potential users as freeware, thus delivering maximum exposure
to industry benchmarks. This same exposure may not be achievable in the
university sector due to the inherent structure of the higher education system.
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Benefits

Integrating IP modules into university courses would increase the number of
Australian graduates having a far greater understanding of the important role IP plays
in innovation.
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Initiative 2.3 IP Advisory Services Targeted at the SME Sector

Background

The Australian SME market appears to be under serviced from an IP perspective.
SMEs are reluctant to engage an attorney or IP lawyer due to the associated costs and
have an expectation of a greater role by government in the enforcement of their IP
rights. As a result, many good ideas generated by SMEs may never be protected or
commercialised.

Objectives

To provide accessible and affordable advice to business, in particular the SME sector,
in the fields of IP protection, utilisation and enforcement.

Possible IP related advisory services that could be provided include:

Patents

Patentability search To help innovators decide whether their invention is likely
to be patentable (i.e. whether it is novel and whether it is
not obvious in the light of prior art).

State of the art search | To assess the state of a particular technology area.
Sometimes used by companies to identify opportunities
(such as overseas patents with no Australian family

member).
Infringement -- To assess whether their product or process may infringe
“Freedom to Operate” | somebody else’s patent.

search
Patent validity advice | To assess whether a granted patent is valid (that is novel
and non-obvious) in the light of prior art.

Trade Marks, Designs and Plant Breeder’s Rights

Overseas trade mark To assess potential for infringement of an already

search registered trade mark in key global markets

Designs and Plant To help decide whether the design or plant variety is worth
Breeder’s Rights registering or to help check the validity of an existing
search registered design or plant variety.

General Services
IP mediation service Settlement of IP disputes by mutual consent of interested
parties. This service would provide a quick and cost-
effective alternative to litigation.

IP Watching Service Monitoring service that informs the IP rights holder of
potential infringers in their industry or market place.
IP Advisory Service - Conduct of advocacy programs to inform and assist
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Exporters Australian business to navigate international systems and
processes.

Enforcement Provide basic advice to right holders on infringement

facilitation advice issues and possible enforcement options. Such a service is
offered by many IP offices within the Asian region.

Issues

At present IP Australia does not have the resources to provide these services, it
could, however, quickly develop the capability and/or facilitate the provision
of these services in partnership with other public or private entities.

A number of overseas IP offices including Sweden, Singapore and the UK are
providing such services.

To date IP Australia has maintained an ‘information, not advice’ policy. Some
of the proposed services would require explicit acknowledgement of a shift in
this policy position.

Some of these services are currently provided by commercial providers. If
delivered by Government, pricing of these services would have to be
addressed with regard to competitive neutrality and professional indemnity
Issues.

Benefits

Increased accessibility and affordability of IP services to Australian innovators
which will result in inventions having a higher chance of becoming
commercialised.

Help the Australian business and R&D community to make informed
decisions about IP.

Adding value to the IP rights IP Australia grants via the *‘after sales support’
enforcement facilitation services.

Increased utility of IP Australia’s capabilities to reach the people who would
otherwise not seek such services from other existing service providers.

Opportunities to partner with other innovation industry experts and bodies that
are part of the Government’s innovation support mechanisms.
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TOPIC 3 The IP System

Background

This topic focuses on initiatives directed at improving the efficiency and effectiveness
of the IP system, internationally and domestically. To meet the needs of Australian
innovators, the IP system should be simple, open, fair, offer value for money, and
deliver high quality rights which are recognised and enforceable in multiple
jurisdictions. Additionally, the IP system should reflect the interests of the public and
the applicant and be fit for the purpose of a global knowledge-based economy.

IP Australia is progressing a number of initiatives to improve the efficiency and
effectiveness of the IP system at a domestic and international level. These initiatives
are directed at:

e Improving accessibility and reducing transaction costs for the applicant,
through:

0] streamlining the system;
(i) reducing rework among IP offices; and

(i) shaping the IP system through legislative changes, including
accessions to international treaties.

e Improving the quality of the system to ensure that rights granted are strong and
enforceable, through:

Q) improving the quality of IP Australia’s operations; and

(i) undertaking technical assistance and capacity building activities in
developing economies, which already are, or are likely to become, key
markets for Australian business.

The key initiatives currently include:

e Multi-lateral negotiations within WIPO to improve the Patent Cooperation
Treaty and the Madrid system. Enhancements directed at ensuring that
international systems are effective and efficient.

e Accession to the Singapore Treaty on the Law of Trade Marks and the Patent
Law Treaty. These treaties harmonise application formalities across
jurisdictions, reducing transaction costs.

e Negotiation of IP issues, including an IP Chapter within six Free Trade
Agreements (FTASs); China, NZ/ASEAN, Japan, Chile, Malaysia, and Gulf
Cooperation States, focused on setting IP standards that benefit Australian
businesses operating in those economies. Key benefits include improved
transparency of IP systems, simplification of IP rights registration processes
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and enhancements to processing and enforcement regimes. Importantly, FTAS
provide an opportunity to address specific impediments to market access
identified by Australian stakeholders regarding the acquisition and
enforcement of IP rights.

e Involvement in international negotiations relating to the Anti-Counterfeiting
Trade Agreement (ACTA) proposed by the US and Japan. The treaty aims to
establish a new standard of IP enforcement to combat the high levels of trade
in pirated and counterfeit goods worldwide.

e Conduct of advocacy programs (China/Japan) to inform and assist Australian
business to navigate international IP systems and processes.

e Conduct of technical capacity building activities within the region targeted at
developing economies which represent key or potentially key markets for
Australian business. These activities are predominantly funded through a
combination of WIPO, APEC* and AusAid programs, and are often delivered
in cooperation with other regional IP offices. A key focus of these activities is
to improve the quality and efficiency of the IP regime in a targeted economy.

e Pilot of the Patent Prosecution Highway (PPH) between the USPTO?" and IP
Australia. It puts in place a procedure whereby a national IP office can make
use of relevant work already conducted by another IP office when conducting
patent examination. The intent behind PPH is to grant a patent for an identical
invention in another jurisdiction sooner and at a lower cost than would
normally be possible.

e Implementation of a quality management system: the majority of IP
Australia’s IP rights business processes are now certified under the 1ISO 9001
quality standard.

This section proposes a number of new initiatives aimed at improving the patent
system in Australia so that it better meets the needs of Australian innovators. These
initiatives include:

= |nitiative 3.1 IP Enforcement Facilitation / Non-Binding
Validity and Infringement Opinion

» |Initiative 3.2  Experimental Use - Patent Infringement
Exemption

= [nitiative 3.3  Improvements to the Australian Patent System

%6 Asia-Pacific Economic Cooperation Forum
2" United States Patent and Trademark Office — an agency of the United States Department of
Commerce
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Initiative 3.1 IP Enforcement Facilitation-Non-binding Validity and
Infringement Opinions

Background

Over recent years there have been repeated calls from IP owners concerning the
difficulties associated with enforcing IP rights after they have been granted.

One of the main issues associated with IP rights enforcement is the costs associated
with taking enforcement action. There is also a view within the small business
community that litigation is about who has the greater financial resources rather than
whether the IP right is valid or infringed. Such practices can lower confidence in the
IP system and limit the benefits of IP protection to those who have large financial
resources.

A lack of knowledge and experience with IP, particularly for new users of the IP
system, is a recurring problem in Australia. Despite educational and awareness
programs, there are still some commonly held misconceptions about patent
enforcement. The most common is where the responsibility for enforcement lies.
Many individuals and SMEs mistakenly believe that IP Australia is responsible for the
enforcement of their IP rights.

Patents and trade marks have been described as probabilistic in nature, i.e. once
granted, they do not provide any guarantee of validity if challenged in the courts. To
enforce property rights one must prove that litigants have such rights and that these
rights are being infringed by certain acts. Unlike physical property rights, IP rights
are not so easily delineated and therefore a degree of uncertainty is inevitable.

If the enforcement of IP is to be effective, it should be speedy, inexpensive and
reasonably predictable. Ideally IP enforcement should ensure that the outcomes of
enforcement actions are fair, just and independent of the financial strength of the
parties to the dispute.

Objective

To investigate the introduction of a government service to assist parties to settle IP
disputes by providing access to an impartial and affordable assessment of the main
issues in the dispute, namely the issues of validity and infringement. Such a service is
currently provided by the UK Patent Office.

The proposed service is intended to be relatively quick and simple, based on the
exchange of written submissions or ‘observations’ on the matter in dispute and
although legally not binding, technically credible. The fact that an opinion is being
sought on a particular IP right would be advertised to the public. This gives anyone
who is interested in the issues opportunity to make written submissions.
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The service would not be a form of new binding proceedings, it is rather aimed at
helping parties to focus on the key issues in a dispute and test the strength of their
arguments, without committing themselves to a subsequent course of action. Hence
such a service could help avoid costly and potentially lengthy litigation and court
hearings and help prevent or alleviate the diversion of business resources away from
more productive innovative activities.

Issues

The trend in Europe, for example in the UK, Germany and Sweden, recognises that
that IP offices can have a proactive role in assisting patent owners to resolve their
disputes in a cost effective way. In Australia, the Commissioner of Patents does have
legislative powers to re-examine patents if asked to do so by a patent owner or any
other person. This service is limited to re-examining the validity of a patent i.e.
whether the invention is novel and/or whether the invention involves an inventive
step.”® However, neither the Commissioner of Patents, nor the Registrars of Trade
Marks, Designs or Plant Breeder’s Rights nor IP Australia itself, currently have the
power to provide an opinion on whether one patent / trade mark / design / PBR is
infringing another.

Benefits

The non-binding opinion service would not be a form of new legally binding
proceedings, but is aimed at helping parties to focus on the key issues in a dispute and
to test the strength of their arguments. Hence such a service could help avoid costly
and potentially lengthy litigation and court hearings and help prevent or alleviate the
diversion of business resources away from more productive innovative activities.

28 patents Act 1990, Section 98.
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Initiative 3.2 Experimental Use - Patent Infringement Exemption

Background

There has been considerable concern expressed both in Australia and overseas that
patent rights may in some circumstances create a barrier to innovation. For example, it
has been claimed that biotechnology patents may be inhibiting further or secondary
research into disease prevention and cure because they are restricting access to
fundamental research products and tools.

Other countries have addressed this issue through a specific experimental use
exemption in their patent law while others have clear case law indicating the existence
and scope of the exemption. The rationale for having an experimental use exemption
Is to reduce uncertainty and resulting inefficiencies and underperformance in research
by clarifying the limits to patent rights.

In England (post 1977) there is a statutory basis for allowing experimental use. In the
early 1970’s there began moves to introduce a unitary patent for all European Union
countries called the Community Patent. Adopting the principle laid out in the
Community Patent Convention, many European jurisdictions exempt from
infringement “acts done for experimental purposes relating to the subject matter of the
patented invention”. Japanese patent law also has an experimental use exemption.

The courts of the US, Canada and New Zealand have found an experimental use
exemption to exist even though there is no statutory basis for allowing experimental
use. In the United States however the exemption was said to be “truly narrow” by the
Court of Appeals for the Federal Circuit (CAFC) in Roche Products, Inc v. Bolar
Pharmaceuticals Co.,Inc (1984). This interpretation was confirmed in Madey v Duke
University (2002) where the CAFC stated “regardless of whether a particular
institution or entity is engaged in an endeavour for commercial gain, so long as the act
is in furtherance of the alleged infringer’s legitimate business and is not solely for
amusement, to satisfy idle curiosity, or for strictly philosophical inquiry, the act does
not qualify for the very narrow and strictly limited experimental use defense.” There
has been much controversy in the US over this decision.

Australian patent law does not contain an explicit statutory exemption. Furthermore,
there is no Australian case law indicating whether an experimental use exemption
exists under the Act. There is UK case law which indicates that a patent right does not
prevent bone fide acts of experimentation on a patented invention with a view to
improving the invention, so long as there is no intention of selling the patented
products. However, there is uncertainty as to the extent to which this UK case law is
applicable in Australia.

The Australian Law Reform Commission (ALRC) and the Advisory Council on
Intellectual Property (ACIP) have considered whether Australia should introduce a
specific experimental use exemption. Both organisations have recommended that the
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Patents Act 1990 be amended to include an explicit experimental use exemption as
does an OECD paper on the subject®.

Objective

To frame an experimental use exemption that will ensure that the patent system does
not constitute a barrier to innovation by preventing research and development on
patented inventions, while still meeting its goal of encouraging innovation in
Australia.

Issues

In order to promote primary innovation, the patent system gives initial inventors an
incentive to innovate by providing a limited monopoly for their technical advances. In
order to promote further or secondary innovation based on a patented invention, the
patent system has to limit the monopoly of patent owners so as to not hinder
subsequent research and development.

There is a need to balance relevant interests to seek a solution that encourages
innovation overall as both these competing aspects of the innovation-promoting
policy of the patent system are deserving of protection. A consultation process will
need to be undertaken to ensure that any experimental use exemption be framed
carefully to preserve the integrity of patent rights and at the same time provide
certainty for researchers.

Benefits

An experimental use exemption should encourage innovation by providing
researchers with greater certainty in conducting research and development by
clarifying limits to patent rights.

2 OECD (2006), Research Use of Patented Knowledge: A Review, STI Working Paper, OECD, Paris.
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Initiative 3.3 Improvements to the Australian Patent System

Background

While the patent systems in Australia and other countries are broadly similar, there
are a number of differences to processes for obtaining patents, patentability standards
and enforcement options. These differences add significant cost and uncertainty to
innovators protecting their inventions in multiple countries.

Increasing harmonisation of IP systems around the world reduces the number of
different administrative requirements and legislation standards applicants for IP rights
face in different jurisdictions. International IP treaties such as the Patent Cooperation
Treaty and the Madrid system for the international registration of marks, assist with
streamlining administrative requirements for IP owners trading internationally. But
there is an increasing need to provide innovators with cost effective and flexible
alternatives when seeking to protect their invention in the global marketplace.

The Australian patent system needs to be better aligned to take advantage of
international initiatives aimed at reducing the burden of examination and enhancing
the quality of patents worldwide. Australian innovators also face significant
challenges when trying to enforce their patents in other jurisdictions. Streamlining
patent processes and adopting international standards of patentability are the keys to
such a system.

The Australian patent system should be refined to ensure greater alignment of the
public and IP owners’ interests in a more internationally harmonised and
interdependent patent system. The proposed changes to the Australian patent system
would:

e Position the Australian patent system within an international standard for
patentability so that the scope of patents granted in Australia is no broader
than that possible in the jurisdiction of our major trading partners and
conversely Australian applicants can have confidence that a patent assessed in
Australia has a high probability of a grant in other jurisdictions.

e Increase alignment of Australia’s patenting processes with those of other
countries. This would maximise the benefit for Australia from the increasing
interdependence between jurisdictions as national patent offices seek to reduce
rework; that is the office of first filing undertaking the original work, which is
then made available for exploitation to the fullest extent possible by the offices
of subsequent filing with benefits of timeliness and/or reduced overall costs
flowing on to the applicants.
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Harmonisation of Laws and Practice - Strengthening Patent Rights

Objectives

Changes to Australia’s patent laws are required to raise the level of patentability to
international standards, particularly in relation to novelty and inventive step. The
distinctions between Australian law and other jurisdictions on the level of disclosure
of the invention required to obtain a patent also need addressing.

Aligning Australian patent law with other jurisdictions requires:

e Pursuing closer harmonisation of the prior art and its application to questions
of novelty and inventive step.

e Ensuring that the requirements of section 40 of the Patents Act 1990 including
in relation to full description and fair basis achieve the objectives of the patent
system and, as appropriate, are harmonised with our major trading partners. As
well, there is a need to consider the level of disclosure required to support a
priority claim and whether amendments to incorporate new matter into a
specification should be allowed.

e Continuing to work closely with all stakeholders to identify other differences
which are not justifiable for the Australian market place.

Issues

A patent is a right granted for any device, substance, method or process which is new,
inventive and useful. For a valid patent to be granted, an invention must satisfy
certain criteria or standards of patentability®®. For a standard patent, the invention
must:

e be new, (‘'novel’) which means that the invention has not been publicly
disclosed in any form, anywhere in the world;

e involve an inventive step for a standard patent. (This means that the invention
must not be obvious to someone with knowledge and experience in the
technological field of the invention);

e Dbe a 'manner of manufacture'. This includes any device, substance, method or
process, but it excludes artistic creations, mathematical methods, plans,
schemes or other purely mental processes; and

e Dbe useful - the invention should do what the patent applicant says it will do.

There are other requirements relating to a patent specification®’. The specification
must have a description of the invention (the invention must be fully described) and it

% Section 18 of the Patents Act 1990
31 Section 40 of the Patents Act 1990
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must have claims that set out the legal limits of the exclusive rights (the claims must
define the invention). These claims must be “fairly based’ on the description. These
requirements are intended to provide that the exclusive rights granted are supported
by the disclosure of the invention to the public and that the public can work the
invention once the term of the patent expires.

The Australian High Court has recognised that the level of invention required to
obtain a patent in Australia is lower than elsewhere.®* Fair basis, full description, the
prior art base for novelty and obviousness and the current ability to introduce new
matter into a patent specification are significant areas where Australian patent law is
clearly out of step with major jurisdictions such as the United States and the European
Patent Convention (EPC). The lower level of inventive step, together with lower
disclosure requirements and more generous amendment provisions, puts Australia at
greater risk of patent thicketing®® or becoming a resting place for bad patents, both of
which can impact adversely on innovation in the Australian market place.

Benefits

Studies and commentary on the economic effects of the Australian patent system
suggest that it is in Australia’s international commercial interest to maintain a patent
system. But as a net importer of technology, standards of patentability should be no
less than the highest threshold set by any country with which we conduct substantial
technology trade.®* Improved alignment of laws with our trading partners will also
better enable patent offices in those countries to exploit to fullest extent possible
IP Australia’s original work, thereby reducing transaction costs for Australian
innovators seeking patents in other countries.

Harmonisation of laws with those of our trading partners also provides greater
opportunities for reducing rework within the international patent system, as discussed
in more detail below. This would have significant flow on benefits for innovators
seeking patent protection in multiple jurisdictions thereby reducing the social costs of
the patent system. Increasing the strength of patents to international standards would
also reduce the opportunity for patent thickets which can have a negative effect on
innovation. In this regard it is recognised that harmonisation is not a goal in itself but
needs to reflect the interests of the Australian patent system as a whole.

%2 | ockwood Security Products Pty Itd v Doric Security Products Pty Ltd (No. 2) [2007] HCA 21 and

Aktiebolaget Hassle v Alphapharm Pty Ltd [2002] HCA 59

% patent thicket refers to “a dense web of overlapping intellectual property rights that a company must

hack its way through in order to actually commercialise new technology” — Carl Shapiro, Navigating

the Patent Thicket: Cross Licences, Patent Pools, and Standard-Setting, 2001, Innovation Policy and

the Economy (Vol 1) (Jaffe et al, eds) pp119-150, MIT Press

# Sample sources of commentary on the economic and competitive effects of the Australian patent

system include:

e Review of Intellectual Property Legislation under the Competition Principles Agreement, ‘the
Ergas Report’, September 2000

e Mandeville T.D et al, “Economic effects of the Australian patent system- a commissioned report to
the Industrial Property Advisory Committee”, April 1982.

e Bureau of Industry Economics, “The economics of patents”, Occasional Paper No 18, 1994.
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Reducing Rework - Efficiency and Quality of the Patent Granting
Process

Objectives

Fast-tracking Acceptance of Patent Applications

Provide a fast-track option for those patent applications in Australia where a patent for
the same invention has already been granted in a recognised jurisdiction.

The patent application would be accepted through an administrative process for a low
fee on the basis that it has been substantially examined at least once by a recognised
foreign patent office. The specification would need to be substantially identical to a
patent granted or allowed by a recognised office and is not limited to English
language grants. The applicant would file a submission that the Australian application
is substantially identical to the granted or allowed foreign patent and that it does not
claim subject matter excluded from patentability under Australian law. To bring the
application into conformity with the granted or allowed foreign patent it will be
sufficient to request substitution by the text of the foreign patent or suitable
translation. This will not need to be filed unless it cannot be obtained directly by
IP Australia.

Tailoring Examination of Patent Applications

Tailor examination of patent applications according to the extent of work already
conducted by IP offices in countries recognised for their quality.

Complementing the fast-tracking system with tailored examination, that is where
search and/or examination results are available from a recognised foreign office or
from IP Australia, IP Australia would use this work to the fullest extent possible in
examining the application. Where no recognised search or examination results are
available, IP Australia would conduct an original search, upon which examination is
based.

Under the tailored examination proposal a two-tiered examination fee would reflect
the extent of original search and examination work required, with a lower fee
applying where recognised search and/or examination results are available. This
examination practice and fee structure would reduce unnecessary rework and increase
transparency of IP Australia’s examination practices.  Existing invalidation
(opposition and re-examination) and revocation mechanisms would be retained to
further safeguard against invalid patents being granted or maintained.

Issues

At present innovators have essentially the same application repeatedly searched and
examined in multiple countries. Innovators must bear the costs of this work, which is
substantially rework that provides little value to the applicant or the validity of the
granted patent. A way of reducing transaction cost to IP applicants and to increase
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patent quality is to facilitate reduction of rework among IP offices. There are already
a number of such initiatives underway between IP offices. Examination of Australian
patent applications can be better tailored to take account of work produced in
Australia and overseas on related patent applications.

Australia currently offers Modified Examination, in which IP Australia conducts a
streamlined examination for patent applications that are textually identical to a patent
granted in specified countries. Modified Examination is requested for only 3-5% of
applications. The modified examination system, which is based on textual identity
and language capabilities of foreign countries rather than on quality grounds, should
be abandoned. It should be replaced with a process for fast-tracking acceptance
patent applications where a patent has already been granted in a country whose IP
office is recognised by IP Australia for the quality of its work.

For all other applications, tailoring examination based on the amount of work already
performed would allow Australians to benefit from international work-sharing
initiatives currently underway or being considered.

Benefits

Leveraging off the work of other IP offices will provide efficiency gains in the
prosecution of patent examination and result in higher patent quality. The proposed
mechanisms for fast-tracking and tailored examination would allow resources to be
allocated more efficiently. It would allow resources to be applied to original
examination work rather than spent reworking examination that has already been
conducted elsewhere. This refocussing of effort will enhance the quality of original
examination work.

Increasing Transparency - Early Patent Search and Validity Opinion

Objective

The national system for search and examination of patent applications should be more
closely aligned with that of the internationally recognised Patent Cooperation Treaty
(PCT) system. This would involve having an Australian original search and opinion
issued within three months from filing or nine months from priority date, whichever is
later.

National route applicants would have a choice of:

e having an Australian original search and opinion issued within 3 months of filing
or 9 months from priority, whichever is later, similar to that for PCT applications,
or

e relying on available search or examination results from a recognised foreign
patent office, or
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e in cases where an Australian search and opinion or results from a recognised
office are not available, examination will include an original Australian search.

Publication of the patent specification at 18 months would include the Australian
search and opinion or details of the foreign application to be relied on.

Issues

Patent applications may be filed in Australia through the PCT route or the national
route, with the current split being approximately 84% and 16%, respectively.®® As
noted above, the PCT system provides the applicant with an early indication of
validity and affords the public a high level of transparency. For patent applications
filed through the national route, an indication of validity is not provided to the
applicant until the first national examination report is issued, currently around four
years from filing. The public also do not get any indication of the likely validity until
examination occurs. This is a long period for there to be uncertainty in the market
over the extent of rights likely to be awarded.

Benefits

Provision of the search and opinion much earlier in the application life-cycle provides
an early indication of validity of the invention. This satisfies the public interest of
providing third parties an early indication of validity without incurring inefficiencies
caused by separating search and examination. Currently, prior to examination, third
parties need to carry out their own investigations (at their own cost) to determine if a
patent application will impact on their business. The early search and opinion will
provide information at an early stage that will assist third parties in determining the
likely scope of any patent to be granted.

It will also provide patent applicants with an early indication of the likely validity of
any patent to be granted for their invention. This will allow applicants to make more
informed decisions about commercialisation and protection of their invention in
Australia and overseas. Applicants that also file for patent protection overseas may
choose either to receive an early search and opinion or to rely on the results of a
search and examination conducted by a recognised foreign patent office (i.e. office of
subsequent filing). This sort of choice may better suit their patent protection and
commercialisation strategy.

® Excluding divisional applications filed under section 79B of the Patents Act 1990.



