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THE APPLICATION OF JAPANESE
ARTICLE 35 REGARDING ‘REASONABLE’
COMPENSATION FOR PATENTS BY
EMPLOYED INVENTORS IN SYUJI
NAKAMURA V. NICHIA CORPORATION

Jean E. Healy7
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I. INTRODUCTION

In today’s society, “most inventions are employment-re-
lated.”* In Japan, “the ratio of patent applications by corpora-

1 Jean E. Healy earned her J.D. degree (2005) and a Certificate in Interna-
tional Law from Pace University School of Law, where she was a member of the
Pace International Law Review. She also holds a graduate degree in linguistics
from the Ohio State University. She has lived and worked in Japan and Malaysia
and is currently an Executive with the IBM Corporation.

1 C.C. Bjorklund, Employee’s Right to Compensation for Employer’s Use of
Employee’s Inventive Idea, 23 Am. Jur. 2d Proof of Facts § 1 (2004) (“Independent
American inventors, who routinely were awarded almost all of the United States
patents, initially propelled the American economy with their new technology.
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388 PACE INT’L L. REV. [Vol. 17:387

tions and government offices to the total of patent applications
is approximately 97%.”2 The majority of industrialized coun-
tries have patent laws that cover the rights of employed inven-
tors for patented inventions.? “The rules concerning allocation
of inventors’ rights and inventors’ remuneration are of consider-
able importance.” “In general, these laws provide that employ-
ees hired specifically to invent will not receive additional
compensation unless the invention is extremely successful or
profitable.”s

However, “Germany throughout the twentieth century has
been a world leader in patent scholarship and innovation of pat-
ent laws,”® and West Germany has “maintain[ed] a comprehen-
sive system. . . governing the rights of employee inventions
since 1957.”7 German patent law offers employed inventors “a
share of the value of the invention in addition to salary.”® Ja-
pan has followed Germany’s system of compensation for em-
ployee-inventors.® Japanese Article 35 of the current 1959
Patent Law1© covers the employee-invention system.!! Japan’s
Article 352 of the patent law “stipulates that even when new

Now, American inventors are typically employed by American corporations. Em-
ployed inventors account for seventy-five percent to ninety percent of all inven-
tions made in the United States.”); See Mark B. Baker & Andre J. Brunel,
Restructuring the Judicial Evaluation of Employed Inventors’ Rights, 35 ST. Louls
U. L.J. 399 (1991).

2 Patent System Subcommittee, Intellectual Property Policy Committee, In-
dustrial Structure Council, Improvement of Employee-invention System, 3, n.1
(2003) available at http://www.jpo.go.jp.

3 Henrik D. Parker, Reform for Rights of Employed Inventors, 57 S. CaL. L.
Rev. 603, 615 (1984).

4 Christopher Heath, Harmonizing Scope and Allocation of Patent Rights in
Europe - Towards a New European Patent Law, 6 MARQ. INTELL. Prop. L. REv. 11,
18 (2002).

5 See Parker, supra note 3.

6 Harold C. Wegner, Patent Harmonization on the Pacific Rim, 8 (May 1995)
available at http://www.apli.org/ftp/pacific-rim.pdf.

7 See Parker, supra note 3, at 616.

8 Id.

9 See Patent System Subcommittee, supra note 2, at 7.

10 Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan Patent
Office, The Case Studies of the Procedures under the New Employee Invention Sys-
tem (draft), 9-11 (2004) available at http://www jpo.go.jp/iken_e/pdf/200408_
newep/001.pdf. :

11 See Patent System Subcommittee, supra note 2, at 4.

12 Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan Patent
Office, supra note 10, at 9-11.

http://digitalcommons.pace.edu/pilr/vol17/iss2/10
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discoveries are made as part of one’s employment, the re-
searcher maintains the right to receive reasonable compensa-
tion.”3 Legal disputes and societal impact result from “rules
that unduly favor either the employer or employee.”'4 The Sy-
uji Nakamura v. Nichia Corporation case'® illustrates this
point.16

Syuji Nakamura, a Nobel candidate, “sued his former em-
ployer Nichia Corporation for approximately two billion Yen
over the invention of the blue light-emitting diode (LED) used
for display panels.”17 Nichia Corporation received significant
profits from the LED technology, “but Nakamura claimed in a
Mainichi Shimbun interview that all he received for the patent
was 20,000 yen.”'®8 The Mainichi newspaper wrote:

Some 436,800 patent applications were posted in Japan in
2000, a figure regarded as being the highest of any country. The
number of applications by Japanese individuals and corpora-
tions—including those filed overseas—had risen to No. 2 in the
world by around the early 1990s. But, a salient feature of these
petitions was that they were overwhelmingly filed by businesses.
In 95 percent of these cases, moreover, the inventor conceded the
patent rights to the employed. Businesses reap big payoffs from
the discoveries. The blue LED is one such example.1®

In January 2004, the Tokyo District Court awarded $190
million USD to Nakamura.2® This decision has made Japan’s
Article 35,21 employed inventors law, “the most controversial
patent law provision in the world.”?2 This award “supersede[d]

13 See Heath, supra note 4, at 18.

14 See id.

15 §. Nakamura v. Nichia Corporation, Case No. Heisei 13 (wa) 17772 (Tokyo
D. Ct., Jan. 30, 2004)(Translation on file with author).

16 See Heath, supra note 4, at 18; See Nakamura, Case No. Heisei 13 (wa)
17772.

17 See id.

18 See Heath, supra note 4, at 18.

19 See id. at 18 (quoting Editorial, Payoffs for Patents, MAINICHI DaiLy NEws,
Aug. 8, 2001, available at http://mdn.mainichi.co jp/news/archive/200108/26).

20 See Sharon R. Barner & Harold C. Wegner, The Employed Inventor in Ja-
pan and California: A Comparative View of the Two Systems, 1, Mar. 2004, http:/
www.foley.com.

21 Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan Patent
Office, supra note 10, at 9-11.

22 See Barner & Wegner, supra note 20.
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an employment regulation award of $200.00”23 for an invention
patented during Nakamura’s employment with Nichia
Corporation.24

The Nakamura?s decision referenced the Supreme Court
case in Olympus Optical Co., Ltd. v. Tanaka.26 In May 2001,
the Tokyo High Court issued its decision in the Olympus27? case
by “underlin[ing] the idea that work-related inventions belong
first and foremost to the inventor, while the employer is allowed
to enjoy a gratuitous licen[s]e to work the invention.”?8 The
Olympus?® decision also stands for the proposition that “the em-
ployer can legitimately become an applicant only after the in-
ventor has received fair compensation for his contribution to the
invention.”3® “In early 2003, the Supreme Court in the Olym-
pus3! case interpreted Article 3532 as permitting a judicial de-
termination of fair compensation to an employed inventor keyed
to the profits of the employer.”® Then, on January 28, 2004,
the Tokyo High Court decided the Hitachi34 case, holding “com-
pensation is to be calculated based not only upon domestic Jap-
anese patents but also based upon American and other foreign
patents.”5 The Tokyo District Court one day later, on January

23 See id.

24 See S. Nakamura v. Nichia Corporation, Case No. Heisei 13 (wa) 17772 (To-
kyo D. Ct., Jan. 30, 2004).

25 See id.

26 Olympus Optical Co., Ltd. v. Tanaka, 57 Minsau 477 (Sup. Ct., Apr. 22,
2003). (English translation available at http://courtdomino2.courts.go.jp/promjudg.
nsf?OpenDatabase&Start=82).

27 See Olympus Optical Co., Ltd. 57 MINSHU at 477, referencing the case for
the original decision by the Tokyo High Court, Heisei 11 (ne) 3208 (May 22, 2001).

28 Sonada & Kobayashi, Japan Courts back compensation for inventors, MaN.
AGING INTELLECTUAL PROPERTY, (Mar. 20083), available at http://www.managingip.
com (Follow “Full Archive” hyperlink; then follow “2003” hyperlink to “March
2003” hyperlink to “full contents”).

29 Olympus Optical Co., Ltd., 57 MINsHU at 477.

30 See Sonada & Kobayashi, supra note 28.

31 See Olympus Optical Co., Ltd. 57 MinsHU at 477. .

32 Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan Patent
Office, supra note 10, at 9-11.

33 See Harold C. Wegner, The 2004 Japan Employed Inventor Law Amend-
ments, Mar. 24, 2004, http://www.foley.com.

84 Hitachi Ltd. v. Seiji Yonezawa, Case No. Heisei 14 (ne) 6451 (Tokyo High
Ct., Jan. 29, 2004) (Translation on file with author).

35 See Wegner, supra note 33, at 2.
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29, 2004 awarded the unprecedented $190 million USD to
Nakamura for his work as an employed inventor.36

In the Olympus, Hitachi and Nakamura3? cases, the em-
ployer had “assigned the patent rights to his employed for mini-
mal compensation.”® In these three cases, the Japan judicial
system applied Article 353° of the Japan Patent Law as “permit-
ting the courts to look beyond the employment agreement
where the initial amount was not ‘reasonable.’”40

The question then becomes what is ‘reasonable’ compensa-
tion for an employed inventor, how is ‘reasonable’ compensation
determined, and what impact does it have on innovation in the
global marketplace in the twenty-first century for multi-na-
tional companies operating in Japan?

Part I of this article looks at the historical background of
Japanese Patent Law, Article 35. Part II examines the key case
regarding Article 35 compensation for employed-inventors, Sy-
uki Nakamura v. Nichia Corporation. Part III contains a criti-
cal analysis of the case and considers additional cases within
the employed-inventor classification and their potential nega-
tive impact on multi-national firms in light of the case. Part IV
states a conclusion for the application of Japanese Article 35
within Japan and the implications of its 2003 revision—to take
effect after April, 2005—on innovation in the twenty-first
century.

II. BACKGROUND: JAPAN PATENT Law, ARTICLE 35

Patent law in Japan covers the employee-invention system
as first seen in “the German rules for employees’ inventions. . .
codified in the Employees’ Inventions Act of July 25,
1957. . . .”41 The drafters of the current Japan 1959 Patent

36 See S. Nakamura v. Nichia Corporation, Case No. Heisei 13 (wa) 17772 (To-
kyo D. Ct., Jan. 30, 2004); See Wegner, supra note 33, at 2.

37 See Olympus Optical Co., Litd. v. Tanaka, 57 MinsHU 477 (Sup. Ct., Apr. 22,
2003); Hitachi Ltd. v. Seiji Yonezawa, Case No. Heisei 14 (ne) 6451 (Tokyo High
Ct., Jan. 29, 2004); S. Nakamura v. Nichia Corporation, Case No. Heisei 13 (wa)
17772 (Tokyo D. Ct., Jan. 30, 2004).

38 See Wegner, supra note 33, at 2.

39 Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan Patent
Office, supra note 10, at 9-11.

40 See Wegner, supra note 33, at 2.

41 See Heath, supra note 4, at 6.



392 PACE INT’L L. REV. [Vol. 17:387

Law, Article 35 “saw the benefits of the German system that
offered employed-inventors a statutory compensation right
keyed to the value of the contribution of the employee.”s2
Therefore, Japan enacted the employee-invention system in Ar-
ticle 35 of Japan’s 1959 patent system.43 This system was stip-
ulated in Japan’s 1921 Patent Law44 and occurs in similar form
in Japan’s 1959 Patent Law.45 Japan’s system also links the
profits of employers to possible compensation available for the
inventor(s) under the 1959 law.4¢ Historically, however, addi-
tional compensation for corporate employed inventors could be
characterized as ‘modest’*” until the recent Olympus4® decision
that opened the door for landmark financial awards granted in
the Nakamura*® decision.

Contract principles typically govern the relationship be-
tween employer and employee concerning intellectual property
for inventions.5° “A research scientist is typically given an em-
ployment contract (as in the United States). . . [and therefore],
operates under a regulation of his company. . . assign[ing] his
rights to an invention prospectively, before he starts his employ-
ment, to any inventions that are made in the course of employ-
ment.”®>  However, Japan Article 35, section (2) makes

42 See Barner & Wegner, supra note 20, at 5.

43 Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan Patent
Office, supra note 10, at 9-11. See Barner and Wegner, supra note 20, at 5.

44 See Patent System Subcommittee, supra note 2, at 4.

45 Japan Patent Law, Law No. 121 of 1959, art. 85 referenced in Japan Patent
Office, supra note 10, at 9-11. See Patent System Subcommittee, supra note 2, at
4,

46 See Barner & Wegner, supra note 20, at 4.

47 See id.

48 See Olympus Optical Co., Ltd. v. Tanaka, 57 Minsuu 477 (Sup. Ct. Apr. 22,
2003). See Barner & Wegner, supra note 20, at 4 (“Nothing of great significance
took place under the 1959 law for nearly two full generations. In the landmark
Olympus case, the Tokyo judiciary in a series of pronouncements established the
right of the employed inventor to a retroactive compensation right after commer-
cialization of the invention. The final chapter of the Olympus case was the 2003
Supreme Court affirmance of the Tokyo High Court ruling that throws out employ-
ment agreements for future compensation of inventors; it has opened a Pandora’s
box of controversy and uncertainty for innovation in Japan that is protected by
patents in that country.”); See Barner & Wegner, supra note 20, at 4.

49 See S. Nakamura v. Nichia Corporation, Case No. Heisei 13 (wa) 17772
(Tokyo D. Ct., Jan. 30, 2004). See Barner & Wegner, supra note 20, at 4.

50 See Barner & Wegner, supra note 20, at 5.

51 Id,

http://digitalcommons.pace.edu/pilr/vol17/iss2/10
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prospective employment contracts null and void.5? “A patent for
an invention is a grant of a property right by the Government to
the inventor (or his heirs or assignees).”s3 A patent that is se-
cured within the scope of the employer’s business and is part of
the employee’s job responsibilities is referred to as a ‘service’
invention.5* Generally, “the employee, as the inventor, owns
the service invention, but the employer is entitled to have a
nonexclusive license to practice it.”s> However, Article 35(2)56
“allows reserved succession of the right to obtain a patent or the
right to a patent granted, or the establishment of an exclusive
license for the employers.”” Yet, the purpose of a patent sys-
tem is to encourage innovation and the specific purpose of Pat-
ent law No. 121 of 195958 “shall be to encourage inventions by
promoting their protection and utilization so as to contribute to
the development of industry.”® “It is necessary to increase the
motivation for invention among the numerous personnel en-
gaged in research in Japan.”s® Therefore, Japan’s patent law
“provides the right to demand payment of ‘adequate remunera-
tion’ to the employees who have actually created the invention,
in return for allowing the employers to succe[ed] to the right to
obtain a patent or the right to a patent granted or the establish-
ment of an exclusive license for the employers.”s1

52 Japan Patent Law, Law No. 121 of 1959, art. 35, no. 2 referenced in Japan
Patent Office, supra note 10, at 9-10; See Barner & Wegner, supra note 20, at 6.

53 See US Patent and Trademark Office General Information Concerning Pat-
ents, AB.A. Sec. INTELL. PrOP. L. 3, available at http://www.abanet.org/intelprop/
comm106/106general.html.

54 See Vai Io Lo, Employee Inventions and Works for Hire in Japan: A Com-
parative Study Against the U.S., Chinese, and German Systems, 16 TEMP. INTL &
Comp. L.J. 279, 282 (2002).

55 See id. (“The right to obtain a patent may be transferred.”); Japan Patent
Law, Law No. 121 of 1959, art. 33, n. 1 referenced in Japan Patent Office, The Case
Studies of the Procedures under the New Employee Invention System (draft), 8,
Aug. 2004, available at http://www jpo.go.jp/iken_e/pdf/200408_newep/001.pdf.

56 See Japan Patent Law, Law No. 121 of 1959, art. 35, no. 2 referenced in
Japan Patent Office, supra note 10, at 9-10.

57 See Patent System Subcommittee, supra note 2, at 6; Japan Patent Law,
Law No. 121 of 1959, art. 35, n. 2.

58 See Japan Patent Law, Law No. 121 of 1959, art. 1 referenced in Japan
Patent Office, supra note 10, at 8.

59 See Japan Patent Office, supra note 10, at 8.

60 See Patent System Subcommittee, supra note 2, at 3.

61 See Patent System Subcommittee, supra note 2, at 6-7; Japan Patent Law,
Law No. 121 of 1959, art. 35, n. 3.



394 PACE INT'L L. REV. [Vol. 17:387

On the other hand, corporations who employ the research-
ers also play a critical role in making inventions possible by
“bear[ing] the burden of risks of providing the research and de-
velopment funds.”62 This burden borne by employers, such as
investment risks and the costs of commercialization for inven-
tions, can be included in the ‘adequate remuneration’ equation
for employees.63 Therefore, with these purposes in mind, Arti-
cle 35 of Japan’s 1959 Patent Law®4 strives to provide a stable
environment for innovation®s and to strike a balance between
the employee’s contribution to an invention and the employer’s
investment and profits from that invention when determining
‘reasonable’ compensation due to the employee who secured the
patent.66

There are three applicable sections in Article 35 to em-
ployee compensation: (1) section 35(3) grants the ‘right’ to
reasonable remuneration for employed-inventors when the em-
ployee transfers the property right of the patent;67 (2) section
35(4) stipulates that employers and employees need to agree to
the standards set for ‘reasonable’ payments by employers to em-
ployees for inventions®® by setting, in advance, a framework;6®
and, (3) section 35(5) provides the amount of remuneration will
be based on the profits of the employer and the proportionate
contribution by the employee to the invention itself.”® With the
increase of Japan’s interest in intellectual property to promote
industrial competitiveness,” “the existence of the provisions of
Section 35 of the Patent law has attracted attention [with] the
number of lawsuits concerning this Section. . .drastically in-

62 See id. at 4.

63 See Japan Patent Law, Law No. 121 of 1959, art. 35, no. 5 referenced in
Japan Patent Office, supra note 10, at 11.

64 See Patent System Subcommittee, supra note 2, at 6.

65 See Patent System Subcommittee, supra note 2, at 6-7; Japan Patent Law,
Law No. 121 of 1959, art. 35, n. 3 referenced in Japan Patent Office, supra note 10,
at 10.

66 See Patent System Subcommittee, supra note 2, at 6-7; Japan Patent Law,
Law No. 121 of 1959, art. 3 referenced in Japan Patent Office, supra note 10, at 9-
11.

67 See Patent System Subcommittee, supra note 2, at 6-7.

68 See id.

69 See Wegner, supra note 33, at 4.

70 See Japan Patent Office, The Case Studies of the Procedures under the New
Employee Invention System (draft), supra note 10, at 11.

"1 See Patent System Subcommittee, supra note 2, at 3.
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creas[ing]. . .and its significance being questioned.””? The ‘rea-
sonable’ compensation in the Nakamura™ case is just such a
case that has attracted attention for Japan’s Article 35.74

III. PRESENTATION OF THE CASE — S. NAKAMURA V.
NicuiA CORPORATION

A. Procedural History

In 2001, Syuji Nakamura brought suit in the Tokyo District
Court against his former employer, Nichia Corporation, for an
invention “concerning a growth method for nitride-semi-conduc-
tor crystal films”75 which was filed in 1990 and granted a patent
in 1997.76¢ Nakamura was registered as the inventor in the
1990 filing and Nichia Corporation was designated as the pat-
entee for the invention.”?” Nakamura made three claims in his
suit: (1) Nakamura, as the inventor, is owner of the patent and
patent ownership has not been transferred, but, by registering
the transfer of the patent (joint share), 0.1 billion Yen from ex-
cess profits, plus delayed damages, should be awarded to him;?®
(2) if patent ownership has been “transferred to the defendant
on the ground that the present invention was a service inven-
tion[,]”?® then “0.1 billion Yen, as a partial pecuniary claim of
the deserved consideration”®® should be given to Nakamura, the
inventor, under Article 35(3);8! and, (3) “if the claim for regis-
tering the transfer of a part of the present patent (joint share) is
not permitted,”s2 then 20 billion yen is the deserved considera-
tion under Article 35(3).83

72 See id. at 9.

73 See S. Nakamura v. Nichia Corporation, Case No. Heisei 13 (wa) 17772
(Tokyo D. Ct., Jan. 30, 2004).

74 See Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan
Patent Office, supra note 10, at 9-11.

75 See Nakamura, Case No. Heisei 13 (wa) 17772, at 2. (Translation on file
with author) (Page designation refers to English translation).

76 See id.

77 See id. (The Patent No. for Nakamura’s invention is No. 2628404).

78 See id. at 2-3.

7 See id. at 3.

80 See S. Nakamura v. Nichia Corporation, Case No. Heisei 13 (wa) 17772, 3
(Tokyo D. Ct., Jan. 30, 2004).

81 See id.

82 See id.

83 See id.
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The District Court, regarding claim (1), “made an interlocu-
tory judgment on 09/19/2003, which admitted the grounds of the
defendant’s argument that the right to obtain the present pat-
ent. . .was transferred to the defendant Nichia.”8¢ Therefore,
based on the determination that Nichia Corporation owns the
invention, the issue to be decided by the court was whether
Nakamura had been awarded “adequate compensation” under
Article 35(3) for claims (2) and (3).85

B. Facts

Nakamura became an employee of Nichia Corporation in
1979% and remained in the employ of Nichia until 1999.87
Nichia Corporation is a chemicals company primarily in “the
business of the production/distribution of phosphor materials
(calcium phosphate).” When Nakamura joined Nichia, the
company “was being challengled] [in] the production of GaP
(gallium phosphate) for the use as a material of semiconductor
crystal films for red LEDs (Light-Emitting Diode) etc., as a new
development field other than phosphor materials.”® “Soon af-
ter employed, the plaintiff engaged in R&D of GaP (gallium
phosphate), and GaAa (gallium arsenic) for use as a material of
infrared and red LEDs.”®® Nakamura also began research “on a
liquid-phase epitaxial growth method for GaAIAs (gallium alu-
minum arsenic crystal films. . . .”®! Nakamura began research
in 1988 on blue LED (Light-Emitting Diode) which is the sub-
Ject matter of the patent in question.?2

84 See S. Nakamura v. Nichia Corporation, Case No. Heisei 13 (wa) 17772
(Tokyo D. Ct., Jan. 30, 2004).

85 See id. “[Tthe plaintiff increased the amount of the preliminary claim (I-3)
li.e,, claim no. 3] to. . .5 billion [yen] by Plaintiff's Brief No. 28, dated 06/17/2003,
to. . .10 billion [yen] by Plaintiffs Brief No. 29 dated 06/19/2003, and to 20 billion
[yen] by Plaintiff's Brief No. 46 dated 09/19/2003.”

8 See id. at 4.

87 See id. at 12; Wegner, supra note 33, at 4.

88 See Nakamura, Case No. Heisei 13 (wa) 17772, at 4.

89 See id.

9 8. Nakamura v. Nichia Corporation, Case No. Heisei 13 (wa) 17772 (Tokyo
D. Ct., Jan. 30, 2004).

91 See id.

92 See id. at 4. “In the year 1988, the plaintiff made up to deal with a new
research on a blue LED (Light-Emitting Diode) which has not been achieved at the
time and supposed to be able to put it to actual utilization only in the 21st century,
and went abroad to study an organic-metal chemical vapor-phase deposition

http://digitalcommons.pace.edu/pilr/vol17/iss2/10
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2005] THE APPLICATION OF JAPANESE ARTICLE 35 397

Nakamura received 10,000 yen from Nichia when the pat-
ent application was filed in 1990° according to the company
regulations in effect for ‘service’ inventions at Nichia.®¢ In
1993, Nichia publicly announced the first double-hetero struc-
ture blue LEDs:%5

A NICHIA chief researcher Mr. A who undertook the research on
blue LEDS. . .developed an original ‘two-flow MOCVD (organic-
metal chemical vapor-phase deposition’ apparatus) . . .allow[ing]
crystals to be accurately aligned on a substrate. . . NICHIA de-
cided to skip pre-production stage and advance directly into full-
production . . . [and] plan[s] to make shipment of one million
pieces/month from April [with] the price [being] 500 [yen]/piece.96

It should be noted that the Japan Patent Office rejected
and cancelled the patent for the invention in question twice and
the Nichia Corporation had to defend and amend the present
patent application by filing a correction.®? The Patent Office
did accept the amendment and allowed for the continuation of
the patent in question (Patent No. 2628404).98

Therefore, the patented invention in dispute was in
Nichia’s line of business?® and Nakamura was employed as a
researcher to work on the subject matter of the patented inven-
tion.100 The patent in question was filed (1990) and granted
(1997) during Nakamura’s tenure at Nichia.’0' In addition,
Nichia had to defend and amend the patent in question on more

(MOCVD) method, as a method for growing a semiconductor crystal film, in Flor-
ida State University for about one year with the defendant’s consent. . . .”

93 See id. at 8.

94 See id. at 11.

95 S. Nakamura v. Nichia Corporation, Case No. Heisei 13 (wa) 17772, 9 (To-
kyo D. Ct., Jan. 30, 2004).

96 See id. at 9-10 (citing “Nihon Keizai Shimbun, Inc. dated 02/07/1994 on the

commercialization of the Blue LED. . . .").
97 See id. at 10-12.
98 See id. at 2, 12.
99 See id. at 4.

100 §, Nakamura v. Nichia Corporation, Case No. Heisei 13 (wa) 17772, 5 (To-
kyo D. Ct., Jan. 30, 2004); “In September 1990, the plaintiff made the present in-
vention concerning a growth method for nitride-semiconductor crystal films, using
a MOCVD apparatus. . .designed by himself such that a reaction gas and an inert
gas could be supplied to a substrate from directions approximately parallel to and
perpendicular to the substrate, respectively.”

101 See id. at 2, 12.

11
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than one occasion.’02 These are the foundational facts that the
Tokyo District Court took into consideration in determining the
adequate compensation for the invention in question under Ar-
ticle 35(3).103

C. Nakamura’s Allegations and Argument

Nakamura claimed the amount of compensation due to him
for the patent in question should be based on a ‘monopolization
profit’ formula.10¢ “Deserved consideration = Monopolization-
based profit according to the number of patents x the contribu-
tion rate of the present patent x the contribution rate of the
plaintiff (inventor).”195 This calculation takes into considera-
tion the value derived from the current service invention until
the expiration of the patent.1% Nakamura claimed the value
derived included the revenue from sales until patent expiration
minus the capital (operating capital, fixed capital) from after-
tax business profits and an ‘expected’ profit from the inven-
tion.1°? Nakamura asserted that the expected profits from the
mvention could be calculated at the time of the assignment of
the invention to the employer.108

The monopolization formula also takes into consideration
the ‘contribution rate’%® of the present patent when an em-
ployer combines multiple patents to commercialize a product.110
Nakamura claimed that even though Nichia did combine other
patents in the commercialization of the present patent, without
the present patent, commercialization would not be possible.111
Therefore, Nakamura maintained that the contribution rate of
the present patent was 100% and the monopolization profit
should be calculated on that full contribution rate.112

102 See id. at 10-12.

103 Id.; See Japan Patent Law, No. 121, Article 35 (1959) referenced in Japan
Patent Office, supra note 10, at 9-11.

104 See Nakamura, Case No. Heisei 13 (wa) 17772, at 13.

105 See id.

106 See id. at 14.

W07 See Nakamura, Case No. Heisei 13 (wa) 17772, at 13.

108 See id. at 26.

109 See id. at 14 -16.

110 See id.

111 See id. at 20.

112 See Nakamura, Case No. Heisei 13 (wa) 17772, at 20.
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In addition, Nakamura claimed the contribution rate
should be 100% because the present patent enabled market
dominance for Nichia which would not be overcome until com-
petitors could exploit the technology in the present patent.113
Nakamura asserted market exploitation of high-intensity blue
LED is not possible prior to patent expiration.!1# Nakamura’s
claim for 20 billion in deserved compensation was based on the
monopolization-based profit formula at a 100% contribution
rate.115

D. Nichia’s Defense

Nichia pointed out that there is “no established method of
calculating the deserved consideration.”'¢ Nichia’s proposed
calculation for “deserved consideration = defendant sales
amount x rate of sales obtained as the result of preventing com-
petitors from implementing an invention x royalty x contribu-
tion rate of an inventor.”17 ‘

Nichia has held that competitors have similar “growth
method (s} equal or superior to the present invention.”!® There-
fore, Nichia maintained that the ‘rate of sales19 should be zero
in terms of “the result of preventing competitors, such as Toyota
Gosei, from implementing the present invention.”'2¢ In addi-
tion, the ‘royalty’'2! component of the proposed formula is zero
because no license agreement with another company exists con-
cerning the present patent in this case.'??

Nichia maintained that the “contribution of the inven-
tor”123 needed to be balanced against the investment Nichia
made to enable the inventor to actually invent-and secure a pat-
ent, and to carry out the business development.'?* Nichia in

113 See id. at 16.

114 See id. at 18.

115 See id. at 16.

116 See id. at 22.

117 See S. Nakamura v. Nichia Corporation, Case No. Heisei 13 (wa) 17772, 22
(Tokyo D. Ct., Jan. 30, 2004).

118 See id. at 23.

119 See id. at 22.

120 See id.

121 See Nakamura, Case No. Heisei 13 (wa) 17772, at 23.

122 See id.

123 See id. at 24.

124 See id. at 25.

13
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particular argues that Article 35’s “share out of a profit”125
“should not be a mere enumerative profit but a profit eventually
left in the company’s own hand after deducting nonoperating
losses, such as interest costs and exchange loss.”26 Nichia
claimed that if the profit for the present patent is measured by
after-tax current income balanced against the investment costs
and fixed assets associated with R&D,127 then Nakamura’s de-
served consideration is zero.128

In addition, Nichia proposed that equity capital costs, i.e.,
“net assets derived by subtracting debts from assets,”12® should
be deducted from the profit numbers used to determine de-
served consideration under Article 35.130 Therefore, based on
the total cost of development and the investment risk incurred
by defendant, Nichia asserted the contribution rate of
Nakamura should be no more than the 5% contribution rate
awarded in Olympus Optical,'3! since Nichia bore more risk.132

E. Court’s Holding and Reasoning

The Tokyo High Court held that the plaintiffs invention for
blue LEDs and LDs enabled the defendant, Nichia Corporation,
to hold a dominant position in the marketplace33 and ordered
Nichia to pay 20 billion yen (approximately $192 million USD)
in remuneration to Nakamura.13¢ The court rejected the defen-
dant’s argument that Nakamura’s invention was incomplete
since it is considered an “‘industrially utilizable invention’ (Pat-
ent Law section 29a-1 preamble) at the time [the] present in-
vention was filed. . . .”35 The court used the monopolization-

125 Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan Patent
Office, supra note 10, at 9-11; See Nakamura, Case No. Heisei 13 (wa) 17772, at
28.

126 See Nakamura, Case No. Heisei 13 (wa) 17772 (Tokyo D. Ct., Jan. 30, 2004)
at 28.

127 See id. at 30.

128 See id.

129 See id. at 29.

130 See id.

181 See id. at 26 (referencing Olympus Optical Co., Ltd. v. Tanaka, 57 MINSHU
477 (Sup. Ct., Apr. 22, 2003)).

132 See S. Nakamura v. Nichia Corporation, Case No. Heisei 13 (wa) 17772, 26
(Tokyo D. Ct., Jan. 30, 2004).

133 See id. at 48.

134 See id. at 48, 72.

135 See id. at 49.
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based profit method to determine the “profit based on an excess
sales amount to be obtained by an employer before the expira-
tion of a patent.”36 Nichia’s profit based on this method was
determined to be 120 billion yen.!3? The court determined
Nakamura’s contribution rate to the present invention to be “by
himself based on his totally unique idea in the situation where
the defendant NICHIA has neither technical information about
blue LEDS nior human resource for giving advices to the plain-
tiff or supporting the plaintiff. . . .”138 The court reasoned that
the 10 year extinctive prescription right for claiming additional
compensation for Nakamura’s invention has not run out!3®
since it “shall be on and after 04/18/1997 when the patent was
registered.”14 Therefore, the court granted remuneration of
the plaintiff's claim of 20 billion yen.14t

F. Nichia’s Appeal and the January 2005 Settlement

The Nichia Corporation appealed the Tokyo District Court’s
decision to the Tokyo High Court.142 Judge Hisao Sato from the
Tokyo High Court indicated that he would hand down a ruling
on March 28, 2005.143 However, Judge Sato recommended that
Nakamura and Nichia Corporation mediate a settlement.144
The high court suggested the remuneration for the blue LED
invention be “of a sufficient amount to motivate employees and
at the same time be of a level that allows the company to sur-
vive and develop amid severe economic conditions and interna-
tional competition.”45 On January 11, 2005, Nakamura and

136 See id. at 53.

137 See id. at 61.

138 S, Nakamura v. Nichia Corporation, Case No. Heisei 13 (wa) 17772, 65 (To-
kyo D. Ct., Jan. 30, 2004).

139 See id. at 68, 69.

140 See id. at 68.

141 See Nakamura, Case No. Heisel 13 (wa) 17772, at 53; Note: Even though
the court determined Nichia’s monopolization-based profit was 120 billion yen and
that the plaintiff was entitled to 50% of that amount, the plaintiff’s claim was only
for 20 billion yen and this is the remuneration the court ordered. See id. at 61, 72.

142 Blue LED Inventor Not Happy with Compensation From Company,
MainicHi DaiLy NEws, Jan. 11, 2005. (on file with author).

143 Court Calls for Mediated Settlement in Blue-LED Case, MAINICHI DaILy
News, Dec. 24, 2004 (on file with author).

144 Jd.

145 Record Settlement Fails to Satisfy Inventor of Blue LED, THE Asami
SuimmBuUM, Jan. 12, 2005 (on file with author).

15



402 PACE INT’L L. REV. [Vol. 17:387

Nichia Corporation reached a settlement for 608.57 million yen,
plus interest for delayed payment!46 (i.e., 840 million yen to-
tal'4? or approximately $8 million USD).14¢ This settlement
amount is only 4.2% of the record 20 billion yen (approximately
$192 million USD) amount awarded to Nakamura by the lower
court in 2004.14° Although the settlement amount is a low per-
centage of the 20 billion yen previously awarded,15° it is still
“substantially higher than the 20,000 yen [approximately $190
USD] ‘reward’ that Nichia paid Nakamura when he was an
employee.”151

IV. AnAavLvsis oF THE CASE

Nakamura’s claim was based on Article 35, paragraph 3 of
Japan’s Patent Law'52 which gives the right to ‘reasonable com-
pensation’?? for employed inventors such as Nakamura.l54
This means that employer-specific remuneration policies are no
longer the basis for determining due consideration.s5 In deter-
mining ‘reasonable compensation’'56 for patents awarded
within the scope of one’s employment, Article 35, paragraph
4157 allows for consideration of company profits as well as the

146 See id.

147 See supra note 142, at 1.

148 Inventor settles over LED patent, THE AcGE, Jan. 11, 2005 available at http:/
www.theage.com.au/articles/2005/01/11/1105206096144 htm]?oneclick=true.

149 See id.

150 See id.

151 See supra note 145, at 1.

152 See Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan
Patent Office, supra note 10, at 9-11.

153 See id.

154 See Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan
Patent Office, supra note 10, at 9-11.

165 Yoshikazu Tani, JPAAS and ATPLA Joint Meeting on the occasion of the
25th Mid-Winter Institute, Current Status of Employee Inventions in Japan, 2
available at http://taniabe.co.jp/e/infomation/index.html (Jan. 22, 2002); “In the
past, a reasonable amount of remuneration is determined according to a remuner-
ation policy of each employer.” Id.; “Usually, a fixed amount is paid at the time of
filing (7,400 yen) and at the time of granting (16,000 yen).” Id.; “A variable amount
(35,000 yen — 600,000 yen) is paid according to the contribution of the patent to the
company’s profit and business, but normally has an upper limit (1,000,000 yen or
10,000,000 yen).” Id.

156 See Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan
Patent Office, supra note 10, at 9-11.

157 See id.
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employee’s contribution to the invention.158 The problem in de-
termining the consideration due to the employee comes in be-
cause “there is no clear definition as to ‘profit contribution’ by
law”159 under Article 35.160 The court’s award of an unprece-
dented amount of $190 million USD26! to Nakamura for his in-
vention may be due in part to this lack of clear definition.
Although the $8.1 million USD162 gettlement amount still was
‘unprecedented in a lawsuit filed by an individual over an in-
vention,”63 Nakamura was not at all satisfied with the judicial
system or the decision.'6¢ Nakamura’s dissatisfaction may be
attributed, at least in part, to a couple of factors. First, Tokyo
District Court’s decision that Nakamura was entitled to 50 per-
cent of the anticipated 120.8 billion yen in profits for the blue
LED invention (60.4 billion yen or approximately $570 million
USD) prior to its patent expiration in 2010.165 Yet, Nakamura
had only requested 20 billion yen in his claim and was thus
awarded that amount by the lower court.16¢ Second, the 50 per-
cent contribution to Nichia’s profits acknowledged by the lower
court was put at only 5 percent level by the higher court.167
In making the decision, the high court looked to other liti-
gation involving employed inventors in Japan seeking addi-
tional compensation for patents secured on their inventions.168
The Hitachil®® case was one such case where an employed in-
ventor was awarded additional compensation based on company

158 See id.

159 See Tani, supra note 155, at 2.

160 See Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan
Patent Office, supra note 10, at 9-11.

161 See supra note 145, at 1; See S. Nakamura v. Nichia Corporation, Case No.
Heisei 13 (wa) 17772, 2 (Tokyo D. Ct., Jan. 30, 2004) (Translation on file with
author) (Page designation refers to English language translation).

162 Todd Zaun, Japanese Company to Pay Ex-Employee $8.1 Million for Inven-
tion, N.Y. TiMEs, Jan. 12, 2005, at C3.

163 See supra note 145, at 1.

164 Japan Inventor, After Patent Settlement, Lambasts Legal System, WALL ST.
J. ONLINE, Jan. 12, 2005, http:/online.wsj.com; Id. quoting S. Nakamura “Japan is
treating people as though they’re all robots. .. .” Id. quoting S. Nakamura; “The
judicial system in Japan is rotten. . .I am outraged.”

165 See supra note 145, at 3.

166 See id.

167 See id.

168 See id.

169 See Hitachi Ltd. v. Seiji Yonezawa, Case No. Heisei 14 (ne) 6451 (Tokyo
High Ct., Jan. 29, 2004).
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profits.170 The calculation method to determine additional com-
pensation based on company profits was “the amount of profits
gained by the defendant from licensing agreements is consid-
ered to be the amount of profit gained by the employer based on
its exclusive right to work the invention, and this can therefore
be considered to be a reasonable basis for calculating the
amount of ‘due consideration.”?! In prior lower court rulings,
profits by an employer were established to mean not actually
realized profit, but “profit resulting from exploiting or mono-
polizing their patent right.”172

The Nichia Corporation, which “initially [was] a small, ru-
ral chemicals company based in Anan, Tokushima Prefecture,
has a virtual monopoly on the once-elusive blue LED.”173
Nakamura’s patent is used commercially in “auto dashboard
lighting, traffic signals, liquid-crystal-display panel backlight-
ing,”17¢ “mobile phones, large screens and next generation
DVDs,”175 “and other applications around the world.”176¢ The in-
vention “is widely recognized as being as valuable as Nobel
Prize winning achievements.”’”? Nichia noted in a statement
regarding the settlement that “the court acknowledged that the
invention of the blue LED was the result of efforts and creativ-
ity of not just Nakamura alone but of many people.”78 Yet,
“last year’s district court ruling found that Nakamura’s sole
contribution to the invention was worth 60 billion yen based on
company sales and licensing fees.”179

One has to look at whether the settlement amount did re-
flect a “judicial system. . . rigged to favor companies over work-
ers.”180 Nakamura’s lawyer, Hidetoshi Masunaga, stated at a
news conference, “I have the impression that the court re-
stricted the amount to avoid adversely affecting corporate activ-

170 See Wegner, supra note 33, at 2.

171 See Sonada & Kobayashi, supra note 28, at 2.

172 See Tani, supra note 155, at 2.

173 See supra note 145, at 1.

174 See id. at 2.

175 See supra note 164, at 1.

176 See supra note 145, at 2.

177 See supra note 142, at 1.

178 See supra note 145, at 3.

179 Blue LED inventor to get 843 million yen, THE JApPaN TiMES, Jan. 12, 2005,
available at http://www japantimes.co.jp/egi-bin/getarticle.pl5?nn20050112a1.htm.

180 See supra note 164, at 1.
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ities.”’81 This impression is not unfounded since the Tokyo
High Court proposed a settlement “cap of 600 million yen, ap-
parently out of concern over the effect that a larger amount
would have on Nichia’s financial health.”'82 “A company’s re-
ward for an employee’s invention should be offered within limits
that would keep the employer competitive, presiding Judge
Hisao Sato of the high court said in recommending a settlement
last year.”183 Japan’s Prime Minister, Junichiro Koizumi, even
commented on the settlement sum as “nothing to complain
about.”18¢ “Inventors may feel they deserve more because the
company reaps much bigger profits. . .but the amount is some-
what mind-boggling.”185 However, we do not know what Ja-
pan’s Supreme Court would say on the matter since
Nakamura’s lawyers “advised him he had no chance of winning
lif he appealed in the Supreme Court] because the higher courts
would likely be determined to reduce the cash award.”186
“There are no jury trials in Japan and the higher courts tend to
have more conservative judges.”187 Based on the fact that the
Tokyo High Court recommended the settlement'®® and on the
advice of his lawyers, Nakamura settled on a fractional amount
of the Tokyo District Court’s $190 million landmark decision.!8®

In looking at prior litigation for employed inventors, the
percentage between what is claimed by the inventor and what is
awarded by the court has ranged from lower single digits to
double digits.1?0 The court in determining the compensation

181 See supra note 142, at 2.

182 See supra note 179, at 2.

183 See id.

184 See supra note 148, at 1 (quoting Prime Minister Junichiro Koizumi).

185 See id.

186 See supra note 164, at 1.

187 See id.

188 See id.

189 See supra note 145, at 2.

190 See Tani, supra note 155, at 2, 3 (referencing Zojirushi Mahobin, Osaka Dis-
trict Court (1994), Case No. Heisei 3 (wa) No.5984 (ID: 27828238)) (also referenc-
ing Kaneshin, Tokyo District Court (1992), Case No. Heisei 1 (wa) No. 6758 (ID:
27816808) available at http://taniabe.co.jp/e/infomation/index.htm]l (Jan. 22,
2002)). The percentage between what is claimed by the inventor and what is
awarded by the court has ranged from lower single digits, as in the 1994 Zojirushi
Mahobin case (i.e., 4.2%) to double digits as in the 1992 Kaneshin case (20.7%) See
THE AsaHI SHIMBUM, supra note 145, at 2; See id. Yet, the Mahobin and Kaneshin
awards were under $50K USD (i.e., $49,000 and $49,400 USD, respectively); See
id. However, the award dollars were roughly even for these two cases despite the
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also took into account the contribution percentage by the em-
ployer and the royalty rate as factors influencing the percentage
awarded.191

The Tokyo High Court in the Hitachil®? case determined
that the deserved consideration “for the transfer of patent
rights related to optical disc technologies such as DVDs in the
1970s”193 was 163 million yen ($1.5 million USD)19¢ which is
17% against 952 million yen ($9.1 million USD) claimed by the
plaintiff.1%5 The court in Hitachi1®¢ “dealt with a quite compli-
cated issue of calculating the amount of profits which the em-
ployer will obtain from the plaintiff's invention by reviewing
many license and cross-license agreements.”197 “What compli-
cated the calculation was the fact that the defendant licensed or
cross-licensed a patent covering the plaintiff's invention in com-
bination with many other patents to many licensees.”198 The
court ended up calculating the profits based on the contribution
of the employee’s invention to “each license or cross-license
agreement.”199

In its 2003 decision in the Olympus20° case, the Supreme
Court upheld the $19.2 thousand USD (2.5 million yen)
award?°! which is 2.5% against the inventor’s claim of $7.7 mil-

contribution rate of the employer varying from 35% in the Kaneshin case to 80% in
the Mohabin case, while the royalty rate remained at 2% for both cases.

191 See Tani, supra note 155, at 2, 3.

192 See Hitachi Ltd. v. Seiji Yonezawa, Case No. Heisei 14 (ne) 6451 (Tokyo
High Ct., Jan. 29, 2004).

193 See supra note 148, at 2.

194 See id.

195 See Hitachi Ltd., Case No. Heisei 14 (ne) 6451.

196 See id.

197 Takamitsu Shigetomi, Two Judgments on Japanese Patent Law Article 35
Amazed Industry All Over the World, CASRIP (Center for Advanced Study and
Research of Intellectual Property, Univ. of Washington School of Law) Winter
2004, at 2 available at http://www.law.washington.edu/casrip/Newsletter/Backls-
sues.html.

198 See id.

199 See id.

200 See id.

201 Paul Morico & Thomas Morrow, Smart Pills: Shifting the Balance, the
Nakamura case dramatically illustrates how Japanese patent law can sometimes
favor inventors over their employers. U.S. inventors aren’t as lucky, INTELL. Prop.
L. anp Bus., June 2004, at 1 auvailable at http://www.ipww.com/texts/0604/
smartpills0604.html.
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lion USD (1 billion yen).2°2 Although “Nakamura wanted to
take the case to the Supreme Court despite the likelihood of a
smaller settlement sum,”2°3 his lawyers discouraged him.204
Therefore, Nakamura’s belief that “he could not expect the high
court to uphold the sum ordered by the district court™°® may
not have been unfounded based on the Olympus2°¢ decision.

Even though some Japanese companies have begun to pro-
vide greater compensation for employed inventors’ patents,°?
the risk of litigation is still present since Article 35(4)2%% does
not provide a clear definition of the ‘profit contribution’.209 Ja-
pan’s “aversion to litigation is fading,”?1° and overall patent liti-
gation is on the rise.2!1 “In the past Japanese companies rarely
sued infringers because of cultural traditions of showing re-
spect—even to competitors.”?12 However, suing foreign busi-

© 202 See Tani, supra note 155, at 2 referencing Olympus, Case No. Heisei 7 (wa)
3841 and Heisei 11(ne) 3208 (Tokyo D. Ct., Apr. 16, 1999) available at http:/
taniabe.co.jp/efinfomation/index.html (Jan. 22, 2002).

203 See supra note 145, at 2.

204 See id.

205 See id.

206 See Olympus Optical Co., Ltd. v. Tanaka, 57 MINSHU 477 (Sup. Ct., Apr.
22, 2003).

207 See Shigetomi, supra note 197, at 2; See id. (“Shimazu Corp., which is well-
known by news that an employee Koichi Tanaka was awarded the Nobel Prize in
Chemistry 2002, decided to not only abolish the upper limit of the amount of remu-
neration but also assure its employees to pay at least JPY 10 million yen as remu-
neration for Service Invention if sales amount of the product based on such
invention goes beyond JPY 10 billion yen per year.”); See Tani, supra note 155
(Additional examples of revised Japanese company policies around maximum re-
muneration include: “Sony, no upper limit (Apr. 1997)[;] Hitachi, no upper limit
(Apr. 1991)[;] Toshiba, no upper limit (Apr. 1998);} JVC, no upper limit (Apr.
1999)[;] Kenwood, non upper limit (Jan. 1999)[;] Honda, no upper limit (2002)[;]
Omron, 100 million yen (Apr. 1999)[;] Mitsubishi Chemical, 250 million yen (Dec.
2001)[;] Sankyo Pharmaceutical, 60 million yen (Sept. 1999).”

208 See Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan
Patent Office, supra note 10, at 9-11.

209 See Tani, supra note 155, at 2.

210 Eriq Gardner, Land of the Rising Patent Suit, Once strictly on the defensive,
Japanese companies are increasingly initiating litigation, INTELL. Prop. L. anD
Bus.,, Oct. 2004, at 1, available at http://www.ipww.com/texts/1004/asia-
gardner1004.html.

211 See id. (“According to an April article in The Japan Times, the main En-
glish-language newspaper in Tokyo, the number of IP suits filed by Japanese busi-
nesses has doubled in the past two years.”)

212 See supra note 210, at 1.
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nesses is not considered disrespectful?13 and could be a problem
for U.S. businesses.214

Since litigation specific to Article 35215 is also on the rise,216
“ex-employees of companies [who] are demanding reasonable
remuneration for their inventions made during employment,
[have a reasonable expectation of success because] . . . the J apa-
nese courts are listening to these demands.”?!” The impact to
foreign business could be significant in light of Japan’s commit-
ment to “develop an overall national goal to enhance Japan’s
competitiveness through maximization of intellectual property
value”218 especially in the “science and technology fields where
Japan is on the cutting edge.”1® Since “Japan is a part of the
global market, and many non-Japanese corporations have, or
plan to have, facilities, laboratories, and employees in Ja-
pan,”?20 under Article 35,221 “if employees of these non-Japa-
nese companies invent in Japan, the companies risk similar
lawsuits.”222

“Historically, the employee-employer relationship in Ja-
pan”?23 has been one of respect and trust where the employee
“seldom questioned the nature of their employer’s rights to any
inventions.”??¢ However with cultural changes such as the dis-

213 Id. at 1 (referencing Alan Johnston, a Tokyo-based IP partner with Morri-
son & Foerster, on suing a foreign business is “more acceptable.”)

214 See supra note 210, at 2 (“American businesses have already been targeted
in several recent patent cases: In February 2003 {tlhe Furukawa Electric Co.,
Ltd., sued Hickory, North Carolina based Corning Cable Systems LLC over pat-
ents for optical-fiber wire, in Tokyo district.”) See id. for other examples.

215 See Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan
Patent Office, supra note 10, at 9-11.

216 Michael Kelly & Naoki Yoshida, Companies pay up for employee’s inven-
tions, MANAGING INTELLECTUAL PRroP., Feb. 2004 at http://www.managingip.com.

217 See id.

218 Toshiko Takenaka, Prime Minister’s Science Council Submits recom-
mendations for Improving Competitiveness Through Intellectual Property, CASRIP
(Center for Advanced Study and Research of Intellectual Property, Univ. of Wash-
ington School of Law), Spring-Summer 2002, at 1 available at http:/fwww.
law.washington.edw/casrip/Newsletter/BackIssues.html.

219 See id.

220 See Kelly & Yoshida, supra note 216, at 2.

221 See Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan
Patent Office, supra note 10, at 9-11.

222 See Kelly & Yoshida, supra note 216, at 2.

223 See Morico & Morrow, supra note 201, at 1.

224 See id.
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appearance of lifetime employment225 increased litigation is
not surprising, especially since “Japan is in the midst of a
recession.”226

V. CoNcCLUSION

Prime Minister Junichiro Koizumi has mandated a na-
tional intellectual property strategy to help Japan recover from
its current recession and to ensure Japan’s competitiveness in
the global marketplace.22” The strategy is aimed at “developing
an effective intellectual property protection mechanism . . .
based on the value of intellectual property in the science and
technology fields where Japan is on the cutting edge.”?28 How-
ever, this strategy needs to be balanced against Japan’s Article
35229 which ensures ‘reasonable compensation’23° for employed
inventors. It is a delicate balance between Article 35’231 moti-
vating force for inventors with its ‘reasonable compensation’232
mandate and protection of a corporation’s ability to gain a hold
on the market in their areas of business without being ban-
krupted?33 by high remuneration awarded out of their profits by
Japan’s courts under Article 35.23¢ However, large corporations
who have research and development in Japan face increased

225 See Tani, supra note 155, at 4.

226 See id.; See also, Gardner, supra note 210, at 1 (quoting Christian Dippon,
“5 San Francisco based senior consultant with NERA Economic Consulting who
has conducted a broad historical study of IP litigation in Japan.”)

227 See Takenaka, supra note 218, at 1.

228 See id. (“Fields the experts suggested to focus on include (1) life sciencels],
particularly health care related technology and biotechnology, and (2) information
technology.”)

229 See Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan
Patent Office, supra note 10, at 9-11.

230 See id.

231 See id.

232 See id.

233 See supra note 179, at 2 (“A company’s reward for an employee’s invention
should be offered within limits that would keep the employer competitive, presid-
ing Judge Hisao Sato of the high court said in recommending a settlement last
year.”); See id. (The purpose of a patent system “shall be to encourage inventions
by promoting their protection and utilization so as to contribute to the develop-
ment of industry.”); See Japan Patent Office, The Case Studies of the Procedures
under the New Employee Invention System (draft), supra note 10, at 8.

234 See Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan
Patent Office, supra note 10, at 9-11.
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risks in light of recent litigation235 based on Article 35 of Ja-
pan’s Patent Law.236 Article 35237 allows for ‘reasonable com-
pensation’3® for employed inventors based on an employer’s
projected profits.23° However, what is ‘reasonable’ and how to
calculate the profits is not defined in Article 35.240 This lack of
definition creates uncertainty?4! of possible financial payouts
for employee inventions for companies — both Japanese and
foreign corporations — who employ inventors in J apan.?42 The
unprecedented $190 million USD243 remuneration awarded by
the Tokyo District Court in the Nakamura244 case is an example
of the financial impact that local and foreign companies who op-
erate in Japan may face in the future. Although the
Nakamura?4 case settled out of court in January 2005,246 the
fact that the Tokyo District Court determined Nakamura actu-
ally could have claimed $570 million USD247 based on a monop-

285 See id.; See also, Gardner, supra note 210, at 2. (“American businesses have
already been targeted in several recent patent cases. . . .”

256 See Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan
Patent Office, supra note 10, at 9-11.

237 See id.

238 See Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan
Patent Office, supra note 10, at 10.

239 See Japan Patent Law, Law No. 121 of 1959, art. 35, no. 4 referenced in
Japan Patent Office, supra note 10, at 10-11.

240 See Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan
Patent Office, supra note 10, at 9-11; See also, Tani, supra note 155, at 2.

241 See Shigetomi, supra note 197, at 3 (“If we take the Nichia case for exam-
ple, no one can predict in advance a specific numerical percentage of [the] court’s
finding. . .”); See id. (“To make matters worse, one still cannot understand how the
court reached such a specific percentage (“50%”) even after reviewing the Nichia
judgment (in other words, the court uses its discretion to find such a numerical
percentage.”); See id. (“Because of this legal uncertainty of the term ‘reasonable,’
many Japanese companies complain that they cannot stipulate a remuneration
standard which is ‘reasonable’ enough to avoid future disputes with its
employees”).

242 See Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan
Patent Office, supra note 10, at 9-11; See Tani, supra note 155, at 2; See Shigetomi,
supra note 197, at 2.

243 See supra note 145, at 1; See S. Nakamura v. Nichia Corporation, Case No.
Heisei 13 (wa) 17772 (Tokyo D. Ct., Jan. 30, 2004).

244 See Nakamura, Case No. Heisei 13 (wa) 17772.

245 See id.

246 See supra note 145, at 1.

247 See Nakamura, Case No. Heisei 13 (wa) 17772, at 61, 72 (The court deter-
mined that Nakamura was entitled to 50% of the 120 billion yen of Nichia’s monop-
olization-based profits.); See id.
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olization-based profit calculation,2¢®8 may give pause to
multinational firms who have inventors in their employ in Ja-
pan. However, the 2003 revision of Article 35,24 which is to go
into effect after April 2005,25° aids employers in determining
“its standard of paying remuneration to some extent, as long as
it provides its employees with enough opportunity to negotiate
the standard percentage or to determine the amount of remu-
neration with the employer.”25! Yet, “if the court finds that the
employer’s standard to pay remuneration is not still reasonable
in the context of Revised Article 35(4); Revised Article 35(5) is
applied.”252

Revised Article 35(5)253 outlines four ways to determine
reasonable remuneration: “(i) the amount of profits that the em-
ployer will obtain from the invention, (i) the expense and con-
tribution of the employer in relation to such invention, (iii)
treatment of the employee, and (iv) other circumstances.”?54
Still, Revised Article 35(4) and (5)%55 contains ambiguity on
what exactly constitutes ‘reasonable’ compensation.25¢

Japan’s highest court, the Supreme Court, has spoken on
Article 35257 in the Olympus?58 case. The court affirmed the re-
muneration of approximately $20,000 USD for an employed in-
ventor.252 More importantly, though, the Supreme Court
affirmed the right to base remuneration on company profits.26°
Yet, it should be noted that there is a belief that Japan’s highest
court will not allow remuneration for employed inventors to

248 See id at 61, 72.

249 See id.

250 See Shigetomi, supra note 197, at 3.

251 See id.

252 See id.

253 See Shigetomi, supra note 197, at 3 (referencing the 2003 revision of Japan
Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan Patent Office, supra
note 10, at 11).

254 Id..

255 Id.

256 Jd.

257 See Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan
Patent Office, supra note 10, at 9-11.

258 See Olympus Optical Co., Ltd. v. Tanaka, 57 Minsuu 477 (Sup. Ct., Apr. 22,
2003).

259 See id.

260 See id. at 3.
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bankrupt companies.26! If it did, the Prime Minister’s intellec-
tual property strategy262 would be null and void. J apan’s com-
petitiveness would also be null and void.

Therefore, the ‘theory’ of Article 35263 could be a major
threat to multinational companies operating in Japan. How-
ever, the ‘practice’ of Article 3526¢ based on recent court
cases?% indicates Japan’s courts are not willing to tip the scales
to the employed-inventor to the detriment of the corporation.266
The question moving forward is whether multinational compa-
nies will risk the ‘theory’ of Article 35267 based on current ‘prac-
tice’ and continue to invest in Japan’s economy? Or, will there
will be a disincentive to invest in innovation in Japan until
there is clear definition around what is ‘reasonable compensa-
tion’2%8 for employed inventors and how it will be calculated?
Whatever the answer is to these two questions, one can be cer-
tain that multinational companies are watching it closely and
weighing their alternatives when it comes to their investment
in innovation.

261 See supra note 145, at 1.

262 See Takenaka, supra note 220, at 1.

263 See Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan
Patent Office, supra note 10, at 9-11.

264 See id.

265 See supra note 142, at 1 (referencing Tokyo High Court Judge Sato recom-
mending a settlement in the Nakamura case); See Olympus Optical Co., Ltd. v.
Tanaka, 57 MINsHU 477 (Sup. Ct., Apr. 22, 2003).

266 See supra note 145, at 1.

267 See Japan Patent Law, Law No. 121 of 1959, art. 35 referenced in Japan
Patent Office, supra note 10, at 9.

268 See id.
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