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1. Introduction

IP warranty and indemnification clauses are commonly set forth in a wide range of agreements,
especially in sales contracts. In this article, we introduce a recent Japanese judgement rendered by the
IP High Court on November 8, 2023, which interprets a certain ambiguous IP warranty and
indemnification clause in a sales contract. This judgement would be helpful to interpret the meaning of
unclear IP warranty and indemnification clauses in light of Japanese laws and to consider the language
of IP warranty and indemnification clauses that should be proposed.

2. Facts

According to the judgement, a statement of the facts is as follows:

(1) On November 30, 2015, the plaintiff and defendant entered into a master sales agreement (the
“Sales Agreement”) in which the plaintiff, as a buyer, purchases the defendant’s products with the
name of “Wall Catcher” (the “Defendant’s Products”) and re-sells the Defendant’s Products to
plaintiff's business partners. The Sales Agreement contained the following IP warranty and
indemnification clause:

(i) The defendant warrants that the Defendant’s Products do not infringe any industrial property
rights, such as patent rights and trademark rights, held by any third party; and

(i) If there are any infringements, the defendant shall deal with and settle such infringements at its
own cost and responsibility, and hold the plaintiff harmless.

(2) A patentee, who became an intervener in this case, argued against the plaintiff and defendant, in
around the end of 2016, that the Defendant’s Products infringed its patent rights. In response, the
defendant denied the alleged infringement and argued that the patent at issue would be invalidated
because the applicant of the patent failed to file the application with all of its inventors, which is one
of the invalidation reasons under the Patent Act.

(3) Around July 2017, the plaintiff reported to the defendant that one of the plaintiff's business partners
had indicated its intention to formally use the Defendant’s Products despite a conflict concerning the
patent among the plaintiff, the defendant and the patentee.

(4) However, around January 2018, the patentee and the plaintiff's business partner conducted direct
negotiations, and both parties reached an amicable settlement to the effect that the patentee would
not make any claims against the business partner arising out of alleged past infringements on the
condition that the business partner stops purchasing the Defendant’s Products from the plaintiff.
Accordingly, the plaintiff's business partner notified the plaintiff of its intention that it would not
purchase the Defendant’s Products from the plaintiff in the future, while itwould compensate the
plaintiff for stocks of the Defendant’s Products which the plaintiff was currently keeping in its inventory.

(5) The plaintiff filed a lawsuit against the defendant seeking damages including lost profits arising out
of the loss of future transactions with plaintiff's business partners, alleging that the Defendant’s
Products infringed the patent.

(6) The Osaka District Court dismissed the claim, finding that the defendant had not breached the IP
warranty and indemnification clause under the Sales Agreement, and the plaintiff appealed to the IP

5



High Court.
3. Judgement

The IP High Court in principle agreed with the Osaka District Court, and dismissed the plaintiff’s
appeal with the following explanation.

(1) From the language of the IP warranty and indemnification clause, the IP High Court found that the
defendant would be liable for compensation for the plaintiff's damages under the clause when the
fact of an infringement has been confirmed, such as confirmed by a binding judgement, and the
plaintiff incurred damages from the infringement.

(2) However, considering that the clause states, “the defendant shall deal with and settle such
infringement at its own cost and responsibility,” and that the defendant had technical knowledge
about the Defendant’s Products, the IP High Court found that the defendant would be liable not only
for the compensation described in item (1) above, but also to handle and settle any disputes
regarding patent rights at its own costs and responsibility.

(3) Therefore, the IP High Court ruled that the defendant assumed contractual obligations under the
clause to cooperate with the plaintiff and to provide it with information sufficient to protect it from
damages arising out of any disputes if a third-party patentee alleged patent infringement against the
plaintiff.

(4) In this case, the IP High Court found the following facts: (i) the defendant responded to the patentee’s
allegation regarding a patent infringement arguing that the patent would be invalidated; (ii) the
defendant promptly collected evidence to support the defendant’s arguments; (iii) as the result of the
defendant’'s explanation and submission of evidence to the plaintiff's business partner, it was
convinced and at once decided to use the Defendant’s Products; and (iv) the defendant’s arguments
had reasonable grounds and evidence, and therefore it had a chance of successfully defending itself
against the plaintiff from the patentee’s allegations. Based on these facts, the IP High Court found
that the defendant cooperated with the plaintiff and, upon the plaintiff's requests, provided it with
information including technical knowledge concerning the Defendant’s Products and the patent,
necessary to avoid any situation where it may suffer damages from a dispute. Therefore, the IP High
Court held that the defendant had not breached its obligations under the clause above.

4. Remarks

This judgment, on one hand, found that the defendant is obligated to pay compensation when an
alleged infringement is confirmed, such as by a binding judgement, considering that the IP warranty and
indemnification clause states, “The defendant warrants that the Defendant’'s Products do not
infringe...patent rights...,” and, “If there is an infringement”. On the other hand, this judgement found
that, when a third party alleges infringement of patent rights (i.e., even before an alleged infringement
has been confirmed), the defendant is also obligated to cooperate with the plaintiff and provide
information necessary to avoid any situation where the plaintiff may suffer damages from such
infringement dispute. This interpretation would be helpful to consider obligations under similar IP
warranty and indemnification clauses.



On a related note, it may be preferable for buyers to provide an IP warranty and indemnification
clause stipulating that a seller will be liable for compensation related to IP disputes “when an IP
infringement is alleged,” rather than one stipulating, “If there is an infringement,” similar to the clause in
this case. When we set forth an IP warranty and indemnification clause, we should consider the
preferable language of such clause, which may vary depending on the role of the contract at issue and
the situation.

[End of Document]
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1. Introduction

In Japan, a number of guidelines that examine the principles for handling Al have been published,
and Al thus operators have had to refer to multiple guidelines. In view of the need to resolve this situation
and the fact that these guidelines do not pay particular attention to the recent boom in generative Al, the
government is currently discussing new 'Guidelines for Al Operators' (“GL”) (of which the present author
has participated in the drafting stage). As the GL is currently being finalised based on public comments,
in the submission of which the public has been invited to participate until mid-February 2024, this article
will use as its basis the wording of the GL at the time of the call for public comments. Note that it is the
intention of the drafters that the GL will be positioned as a living document that is envisaged to be
updated from time to time.

2. Positioning of the GL

The GL has been prepared as a guideline that integrates the contents of Al R&D Guidelines, Al
Utilisation Guidelines, and Governance Guidelines for Implementation of Al Principles, while being
based on the Principles for a Human-Centric Al Society.

Social Principles of @—
Human-Centric Al oundation

vConsists of "Basic Philosophy,” "Vision," "Social Principles

of Al to which society should pay attention,” etc.
«Stated that the businesses should establish and comply
with “R&D and Utilization Principles of Al"

; A 4
.Corresponds to “R&D and Utilization Principles of Al” Ne\N\\J’ \:ormu\ated

Al R&D guidelines BE —
: Integration Al Guidelines for
: v'Compilation of Al R&D principles to be paid attention toin Al & . i B .
system development, along with explanation on the contents : /Review : usiness
Al Utilization Guidelines = Conslderation J

: v'Compilation of Al Utilization Principles to be paid attention to
¢ in Al Utilization, along with the explanation on them B

Governance Guidelines for _ ~ Trends in the

Implementation of Al principles international
v'Presentation of action targets to be implemented by businesses-: SOCiety
ioas well as hypothetical examples of implementation, with the : o T S - r
: aim of supporting the implementation of the Al principles that : Ern'ergence‘ Qf

"._ is required for the facilitation of provision of Al

new technology

3. Outline of the GL

In order to provide guidelines for the conduct of operators, the GL sets out the following ten
principles to be jointly observed by all Al operators (Part 2), and then classifies operators into the
categories of Al developers (Part 3), Al providers (Part 4) and Al users (Part 5), explaining how they
should act based on the guidelines for observing each principle. The report describes, with specific
points to bear in mind, how Al developers, Al providers and Al users should act to ensure compliance
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with each principle in light of the guidelines.

[The seven principles to be addressed in the development, provision and use of Al systems and services]
(i) Human-centred principle
(i) Principle of safety
(iii) Principle of fairness
(iv) Principle of privacy protection
(v) Principle of ensuring security
(vi) Principle of transparency
(vii) Principle of accountability

[The three principles that should be addressed in cooperation with society at large].
(i) Principle of education and literacy
(i) Principle of ensuring fair competition
(iii) Principle of innovation

Al operators are required to establish appropriate governance mechanisms under the leadership
of management in order to put the above ten principles and their guidelines into practice. However, since
the rate of change in Al-related technologies and services is unprecedented, and the goals that
governance aims to achieve are constantly changing, the practice of 'agile governance' is to be
encouraged when approaching the issue of Al. In practice, this means that a “double cycle” consisting
of the implementation of an environment and risk analysis phase, a goal-setting phase, a systems design
phase, and an operations phase, should be continuously and rapidly engaged in by multiple

Goal
/ Setting
Environmental
and
Risk Analysis
K(Evélluatmn

stakeholders.

System
Design

Operatmn

Changes in External Transparency and Accountability
Environment to Stakeholders (fairness, etc.)

[End of Document]
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