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FOREWORD

In the knowledge-driven global marketplace, where intangible
assets such as intellectual property, brand, customer relationship
and talent hold much more value than tangible 'visible' assets
such as capital, land, building, factories, etc, India emerges as one
of the leading intangible economies. Wealth and growth in modern
economies are driven primarily by the astute deployment of
intangible assets. Thus, recognition of the role of intangibles in the
value chain facilitates better organisational strategy, and more
aggressive management of intangible resources.

| am pleased to note that the Internal Audit Standards Board of the
Institute is issuing Technical Guide on Internal Audit of Intangible
assets. This Guide would help not only the members engaged as
internal auditors in gaining profound knowledge about the internal
audit of intangible assets, but also to others engaged in other
capacities to develop understanding on this area thereby assisting
them in playing an important role in efficient and effective
management of such assets.

| wish to place my appreciation to CA. Shanti Lal Daga, Chairman,
Internal Audit Standards Board, for bringing out this Guide on
Internal Audit of Intangible Assets. | am pleased to note that the
scope and structure of the Technical Guide is appropriately
framed which is well suited to cater the professional needs of the
members.

| am sure that the Guide would prove useful to members, in
practice and in industry, as well as others in gaining essential
knowledge of various critical aspects related to intangible assets.

May 27, 2009 CA. Uttam Prakash Agarwal
New Delhi President, ICAI






PREFACE

The maijor driver behind the recent surge in intangible assets is
the unique combination of three related economic forces -
intensified business competition brought about by the globalisation
of trade, the far-reaching deregulation in key economic sectors
and the acceleration of information technologies, most recently
exemplified by the Internet. The importance of intangible assets is
magnified by the fact that they are not restricted only to high
technology industries but are also dominant in every well run
organisation.

In view of the above, effective management and control of
intangible assets is attaining significance and an internal auditor
can play a vital role in this area. Leading organisations are looking
for the internal audit function to assume a leadership role in
assessing and managing their strategic risks, adding value to the
organisation and identifying operational improvement
opportunities. This Technical Guide on Internal Audit of Intangible
Assets has been written with the primary objective of discussing
the role that the internal audit function can play in efficient and
effective management of intangible assets.

This Guide has been structured into eight chapters which covers
all aspects relevant to internal audit of intangible assets. The first
chapter provides an introduction on significance of intangible
assets. The second chapter provides an overview of the legal
framework relating to intangible assets in India with special
reference to managerial and internal audit perspectives. The third
chapter provides guidance on effective and efficient management
of intangible assets. The fourth chapter discusses the overall
approach to internal audit of intangible assets. The fifth chapter
discusses the approach to internal audit of various internal
controls relating to intangible assets. The sixth chapter deals with
internal audit of accounting aspects relating to intangible assets.
The seventh chapter illustrates the application of the above in
internal audit of different types of intangible assets. The eighth
chapter contains a fairly comprehensive illustrative internal audit
programme for computer software.



At this juncture, | am grateful to Dr. Kamal Gupta, CA. Archana
Bhutani, CA. Deepa Agarwal and CA. Shruti Tiwari for squeezing
out time out of their professional and personal commitments and
preparing the basic draft of this Technical Guide.

| also wish to thank CA. Uttam Prakash Agarwal, President and
CA. Amarjit Chopra, Vice President for their continuous support
and encouragement to the initiatives of the Board. | must also
thank my colleagues from the Council at the Internal Audit
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Jain, CA. Sanjeev K. Maheshwari, CA. Mahesh P. Sarda, CA. S.
Santhanakrishnan, CA. S. Gopalakrishnan, CA. Vijay K. Garg,
Shri Manoj K. Sarkar and Shri K. P. Sasidharan for their vision and
support. | also wish to place on record my gratitude for the co-
opted members on the Board, viz., CA. N. K. Aneja, CA. Verendra
Kalra, CA. M. Guruprasad, CA. Dilip Kumar Vadilal Shah and CA.
K. S. Sundara Raman as also special invitees on the Board, viz.,
CA. K. P. Khandelwal, CA. S. Sundarraman, CA. Ravi H. lyer, CA.
Rajiv Dave, CA. Pawan Chagti, CA. Ram Mohan Johri and CA.
Arindam Guha for their devotion in terms of time as well as views
and opinions to the cause of the professional development. | also
wish to place on record the efforts put in by CA. Jyoti Singh,
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publication.

| firmly believe that this publication would serve as a basic guide
for the members and other readers interested in the subject.

June 10, 2009 CA. Shanti Lal Daga
Hyderabad Chairman,
Internal Audit Standards Board
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Chapter 1

Significance of Intangible Assets

1.1 The last few decades have witnessed a rapid and radical
transformation of major economies around the world from
predominantly manufacturing economies to service-oriented and
knowledge-based economies. The end of the cold war,
acceptance of the philosophy of globalisation almost throughout
the world and advances in telecommunication and information
technology (IT) have brought service sector to a place of
prominence in most world economies. Even in the case of
manufacturing concerns, the increasing competition has resulted
in a much greater emphasis being placed on search for new and
improved materials and manufacturing processes, innovative
products, and greater customer satisfaction. In this changed
scenario, tangible assets (plant and machinery, buildings,
furniture and fixtures, office equipment, etc.) and financial assets
(debtors, financial investments, etc.), the traditional drivers of a
business entity’s performance have been joined by another class
of assets, viz., the intangible assets. Intangible assets are
customer-centric or technology- or market-based and include
diverse items such as, computer software; copyrights in respect of
such items as motion pictures, sound recordings, plays, books
and designs; know-how; patents; licences; brand equity; customer
databases; distribution networks; non-compete agreements;
experienced staff exclusivity; and special rights such as service-
concession agreements. Knowledge-based intangible assets are
sometimes also referred to as intellectual capital.

1.2 The increasing significance of intangible assets has
manifested itself in a number of ways as would be evident from
the following:

. A study carried out a few years back estimated that by
2007, intangible assets will account for more than 90
percent of the value of the Global 2000 enterprises, up from
20 percent in 1978 and 70 percent in 1998.
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A recent study of trends in total market capitalisation of
Standard & Poor (S&P) 500 companies in the US concluded
that the percentage of intangible assets to total market
capitalisation had grown over the last three decades or so
as shown by the following table:

Trend in Book value of intangible assets as
Standards or the percentage of total market
Year capitalisation
1975 16.8
1985 32.4
1995 68.4
2005 79.7

Closer home, as per the Department of Industrial Policy and
Promotion of the Government of India statistics, the filing of
patent applications in India increased from 4,824 in the year
1999-2000 to 28,882 in the year 2006-07, i.e., by
approximately 500%.

Likewise:

0 As against only 8,010 registrations in the year 1999-
2000, 13 times more trademarks (1,09,361) were
registered in the year 2006-07.

o 3.38 lakh trademark certificates were issued between the
years 2004-05 and 2006-07 whereas only 1.65 lakh
trademarks were registered in 64 years up to and
including the year 2003-04.

0 39 Geographical Indication Products have been
registered since September, 2003. These include
Darjeeling Tea, Chanderi Saree, Solapur Chaddar,
Mysore Silk and Kullu Shawl.

o The filing of applications for designs increased from
2,874 in the year 1999-2000 to 5,372 in the year 2006-
07.
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Given the above scenario, it will not be incorrect to conclude that
the success of a modern entity no longer depends just upon its
production facilities and financial capital but also on intangible
assets.

Systems of Managing Intangible Assets and its
Benefits

1.3 While the significance of intangible assets has increased in
the recent times, organisational systems and processes for
accounting, controlling and managing them have not kept pace
with the changing economic realities. Consequently, the largest
portion of business entities’ economic activities, with which they
create value for stakeholders, is not captured and managed
systematically. Since intangible assets are not visible, their
importance can easily be, and often is, overlooked.

1.4 Effective management of intangible assets can enable an
entity to extract as much value from them as possible, such as in
the form of:

. Revenue derived from new licensing opportunities;
. Cost savings derived from increased productivity;
. Cost savings from reduced maintenance and filing fees;

o Minimising loss of revenue from unauthorised use/sale of
intangible assets of the entity by unscrupulous employees
and external parties; and

. Avoidance of penalties against unauthorised use of
intangible assets by others.

1.5 There are a number of examples of how some leading
companies have reaped the benefits of effective management of
their intangible assets.

° Dow Chemical Company, by aligning its intellectual assets
with business strategies, reduced its annual costs for
obtaining and maintaining patents by $1.5 million. By
reducing its patents portfolio from 12,000 patents to 8,500
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patents between 1993 and 1999, Dow saved an estimated
$40 million in maintenance taxes.

IBM has increased patent licensing royalty revenues
3,300% from $30 million in 1990 to $1 billion. This recurring
revenue stream represents 1/9th of IBM'’s pre-tax profits and
equates to $20 billion in product sales revenue.

Philips Electronics, which receives a significant amount of
income from licensing, increased licensing revenue by 45%.

Within the first six months of its new IP licensing strategy,
British Telecom generated close to $14 million in new
licensing revenue by data mining its patents portfolio and
unlocking new sources of revenue.

Entities’ Concern with Intangible Assets

1.6 The concern of different types of entities with intangible
assets differs.

For entities that are engaged in innovation, research and
development, artistic or literary activities (e.g., those
engaged in pharmaceutical research, computer software or
hardware development, motion picture or music companies,
etc.), one of the utmost concern is to safeguard the
intellectual property against loss, destruction, unauthorised
use, etc. To such entities, intangible assets like patents,
copyrights, trademarks, trade secrets, industrial designs,
know-how, and geographical indications are likely to be far
more valuable than any of their tangible or financial assets.

Other entities, that are users rather than creators of
intangible assets, are concerned, inter alia, with ensuring
that their resources deployed in intangible assets like,
computer software, special processes, designs, know-how,
formulas are put to an efficient use and are adequately
protected.

Besides, with the increasing awareness about the need for
protection of intellectual property rights, it is also a major concern
of such entities that they do not inadvertently infringe the
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provisions of laws such as the Patents Act 1970, the Copyright
Act 1957, the Trade Marks Act 1999, or the Designs Act 2000.

Special Features of Intangible Assets

1.7 One of the reasons for the general lack of effective
management systems for intangible assets is that many of such
assets are not recognised in books of account since they do not
meet the criteria for their recognition as assets in financial
statements. Common examples of intangible assets that remain
completely unrecognised as assets in accounting are internally
generated goodwill, brands, mastheads, publishing titles,
customer lists, etc. Many entites in the drugs and
pharmaceuticals industry charge off the entire expenditure on
development of new formulations as expenses in the profit and
loss account in the year of incurrence, even though some of the
development projects may eventually succeed. Even where
internally-generated assets are recognised as intangible assets,
the stringent rules governing their recognition and measurement
result in only a portion of the total cost incurred on related
research and development activities being recognised as asset,
with the remaining expenditure being charged off as expense in
the profit and loss account in the year of incurrence. While there
are good reasons underlying the rules of accounting that govern
recognition and measurement of intangible assets, from an
economic and managerial perspective, items not recognised as
intangible assets in accounting may be as (or even more)
valuable as those so recognised. Likewise, the true worth of many
of the intangible assets may far exceed the amount at which they
are reflected in the financial statements.

1.8 Effective management and control of intangible assets
(whether or not so recognised in accounts) requires appropriate
and adequate management processes to be applied at all stages
in the life cycle of an intangible asset, starting from the stage of
planning its acquisition or in-house development till its eventual
expiration or disposal. For example, at the preliminary stage of a
computer software project, an entity is likely to be confronted with
the following issues:

(a) Make strategic decisions to allocate resources between
alternative projects. For example, whether programmers

5
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(b)

(c)

(d)

(e)

should develop a new payroll system or direct their efforts
toward correcting existing problems in an operating payroll
system.

Determine the performance requirements and systems
requirements for the proposed computer software project.

Explore alternative means of achieving specified
performance requirements. For example, should the entity
make or buy the software.

Determine whether the technology needed to achieve
performance requirements exists.

Select a consultant to assist in the development and/or
installation of the software.

Once the preliminary project stage is over and acquisition or in-
house development of the computer software starts, management
systems and processes are needed, among others, to ensure
timely availability of requisite resources of right quality and in
sufficient quantity, and monitoring the actual progress against
budgets or other pre-determined targets in terms of time,
consumption or use of resources, performance parameters, etc.
Similarly, once the acquisition or development of the software is
complete, management systems and processes need to ensure,
among others:

(@)

(b)

availability of the software on a continuing basis including
resolution of problems in its functioning and periodic
upgrades;

availability of other resources to operate the software such
as, computer and network systems and qualified personnel;

efficient utilisation of software;

preventing authorised access to, or use of, the software as
well as its accidental loss or destruction;

Complying, on a continuing basis, with contractual, legal
and regulatory requirements relating to ownership and
operation of the software.
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Scope and Structure of the Technical Guide

1.9 As the above discussion shows, effective management and
control of intangible assets is a vast subject. The scope of this
Technical Guide is confined to discussing the role that the internal
audit function can play in this regard. Internal audit is an
independent management function, which involves a continuous
and critical appraisal of the functioning of an entity with a view to
suggesting improvements thereto and adding value to and
strengthening the overall governance mechanism of the entity,
including the entity’s risk management and internal control
system. Thus, through its appraisal of management processes
concerning intangible assets, internal audit can be of great
assistance in efficient and effective management of such assets.

1.10 The Technical Guide has been divided into eight chapters,
including the present one:

Chapter 1 deals with the significance of intangible assets in the
current economic scenario.

Chapter 2 provides an overview of the legal framework relating to
intangible assets in India with special reference to managerial and
internal audit perspectives. The provisions of the laws relating to
intangible assets are of direct and critical importance to
management since failure to comply with them may mean loss of
legal rights over valuable intangible assets or stringent penal
consequences.

Chapter 3 focusses on how an entity can manage its intangible
assets efficiently and effectively. In the context, the chapter
discusses the management processes relating to:

. Acquisition/development of intangible assets

. Identifying and recording intangible assets

. Safeguarding intangible assets

. Optimising the deployment/use of intangible assets

. Mitigating risks related to litigation.
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Chapter 4 seeks to discuss the overall approach to internal audit
of intangible assets, including objectives and scope, methodology,
reporting and follow-up. This chapter highlights the fact that the
objectives and scope of internal audit of intangible assets would
be determined primarily by the perceptions of those responsible
for governance and management of an entity. However, the
objectives and scope have to be sufficiently wide to enable an
entity to effectively discharge its legal and regulatory
responsibilities.

Chapter 5 discusses the approach to internal audit of various
internal controls relating to intangible assets. Thus, this chapter
focuses on how an internal auditor can evaluate the internal
control environment and other components of internal control.

Chapter 6 deals with approach to internal audit of accounting
aspects relating to intangible assets. In this context, the
requirements of Accounting Standard 26, Intangible Assets, are
quite significant and are, therefore, analysed in this chapter.

Chapter 7 discusses the application of the above in internal audit
of different types of intangible assets.

Chapter 8 contains a fairly comprehensive illustrative internal
audit programme for computer software, covering all relevant
aspects, to serve as a basic reference for development of
appropriate internal audit programmes for different kinds of
intangible assets and under different situations.



Chapter 2

An Overview of Legal Framework
Relating to Intangible Assets

2.1 An asset, by definition, is a resource controlled by an entity.
The control of a resource by an entity ensures that economic
benefits arising from use, sale, etc. of the resource flow to the
entity. Control of intangible resources often poses a much bigger
challenge than control of tangible resources primarily due to the
fact that for many intangible resources, the ability of an entity to
obtain economic benefits from their exploitation depends on its
ability to prevent others from accessing or using them. For
example, an entity’s ability to benefit from its brand depends on its
ability to prevent others from using its brand name. Similarly, the
ability to benefit from computer software developed for sale
depends on the ability to prevent others from making or using
unauthorised copies of the software.

2.2 The need for according protection to inventors, developers,
owners, etc. of resources of the above kind has long been
recognized in most countries, including India. Consequently, most
countries have enacted specific laws to protect many of the
intellectual and market-related resources of individuals and
entities from unauthorized access, use or sale. Besides, treaties
have also been reached at an international level to provide cross-
border protection in respect of such resources. An example is the
agreement on Trade-Related Aspects of Intellectual Property
Rights (TRIPS) which is an international agreement administered
by the World Trade Organization that sets down minimum
standards for regulation of many forms of intellectual property.
Specifically, TRIPS contains requirements that national laws must
meet in respect of intellectual property, including the rights of
producers of intangible assets e.g., sound recordings, computer
software, geographical indications, industrial designs, integrated
circuit layout-designs, patents, trademarks, etc. Thus, TRIPS lays
down a set of minimum standards which are required to be
complied with by member countries.
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2.3 In India, the first legal initiative towards protection of
intangible resources was taken almost a century back by the
enactment of the Patents and Designs Act, 1911, followed soon
by the enactment of the Indian Copyright Act, 1914. Presently, the
legislation for protection of intangible resources consists
principally of the following:

. Copyright Act, 1957

° Patents Act, 1970

o Trade Marks Act, 1999
° Designs Act, 2000

Besides, there are also some other enactments such as the
Geographical Indications of Goods (Registration and Protection)
Act, 1999 and the Semi-conductor Integrated Circuits Layout
Design Act, 2000 that seek to provide protection in respect of the
specified kind of intangible resources.

2.4 This chapter is devoted to discussing the salient features of
the four principal enactments listed above. This is followed by a
brief look at the recent trends in legislative and judicial view of
intellectual property rights in India. Consistent with the purpose
and scope of this Technical Guide, the ensuing discussion
focuses on provisions that deal with the rights and obligations
arising under the particular enactment and the effects of non-
compliance with its provisions and that are, therefore, of direct
relevance from an internal audit perspective. However, this
discussion is meant only to provide an overview and, therefore,
reference must be made to the complete law for guidance on any
practical issue.

Copyright Act, 1957

2.5 The Copyright Act, 1957 is an independent self-contained
law on the subject of copyright. It seeks to protect the rights of the
developers/owners/authors of literary and artistic works (including
computer programmes) and the like. It also seeks to meet the
country’s obligations as a signatory to international treaties. From

10
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the point of view of the internal auditor, this Act is significant to
identify:

(a) an entity’s legal rights relating to its copyrights. Action can
be initiated if there is a misuse of a copyright belonging to
the entity; and

(b) legal consequences to which the entity would be exposed if
either through oversight or due to slack controls, the entity
infringes the copyrights of others.

Meaning of ‘Work’ and ‘Copyright’

2.6 A copyright is in respect of a particular work. The term
‘work’ is defined under the Act as follows:

(a) aliterary, dramatic, musical or artistic work;
(computer programmes and computer databases are
included in the definition of literary work)

(b) acinematograph film;
(c) asound recording.

2.7 The term ‘copyright’ is defined in Section 14 of the Act as
the exclusive right subject to the provisions of this Act, to do or
authorise the doing of any of the acts as specified in the Act in
respect of a work or any substantial part thereof. The definition
lays down that in the case of a literary, dramatic or musical work,
not being a computer programme, this exclusive right relates to
the following:

(i) to reproduce the work in any material form including the
storing of it in any medium by electronic means;

(i) to issue copies of the work to the public not being copies
already in circulation;

(i) to perform the work in public, or communicate it to the
public;

(iv) to make any cinematograph film or sound recording in
respect of the work;

11
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(v) to make any translation of the work;
(vi) to make any adaptation of the work;

(vii) to do, in relation to a translation or an adaptation of the
work, any of the acts specified in relation to the work in sub-
clauses (i) to (vi).

Similarly, in the case of a computer programme, the definition
specifies the exclusive right:

(i)  to do any of the acts specified above';

(i) to sell or give on commercial rental or offer for sale or for
commercial rental any copy of the computer programme,
provided that such commercial rental does not apply in
respect of computer programmes where the programme
itself is not the essential object of the rental.

Likewise, the Act also specifies what constitutes copyright in
respect of an artistic work, cinematograph film and sound
recording.

Owner of ‘Copyright’

2.8 The right to reproduce the work, issue copies to public (not
being already in circulation), perform the work in public, make any
film or sound recording, translation, adoption or sell or give on
commercial rental are exclusive rights of the owner, which if
infringed, attract serious penal consequences. Section 17 of the
Act provides that subject to the provisions of this Act, the author
of a work shall be the first owner of the copyright therein. It is
provided that, in the case of a work made in the course of the
author's employment wunder a contract of service or
apprenticeship, the employer shall, in the absence of any
agreement to the contrary, be the first owner of the copyright
therein.

2.9 Copyright is a property right (as opposed to a personal right)
which can be assigned by the owner to any person, either wholly

T As specified in the case of a literary, dramatic or musical work, not being a
computer programme.

12
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or partially and, either generally or subject to limitations, and
either for the whole term of the copyright or any part thereof.
However, in case of the assignment of copyright in any future
work, the assignment shall take effect only when the work comes
into existence.

Licences

2.10 Section 30 empowers the owner of a copyright to grant to
any other person any interest in his exclusive rights in writing, i.e.,
by granting a licence. The licence may relate to an existing work
or a future work; in the latter case, however, the licence takes
effect only when the work comes into existence.

Term of Copyright

2.11 Chapter V of the Act, comprising Sections 22 to 29, lays
down the term of copyright in different kinds of work. Accordingly,
the term of copyright is broadly as follows:

. Published literary, dramatic, musical or artistic work or
computer programmes — within life time of the author and
until sixty calendar years following the year in which the
author dies;

. Photographs, cinematograph films, sound recordings — sixty
calendar years following the year of publication.

International Copyright

2.12 Section 40 of the Act empowers the Central Government to
extend copyright to foreign works. Accordingly, the Central
Government may, by order published in the Official Gazette,
direct that all or any of the provisions of the Act shall apply:

(a) to works first published in any territory outside India to which
the order relates in like manner as if they were first
published within India;

(b) to unpublished works, or any part thereof, the authors
whereof were at the time of the making of the work, subjects
or citizens of a foreign country to which the order relates, in
like manner as if the authors were citizens of India;

13
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(c) in respect of domicile in any territory outside India to which
the order relates in like manner as if such domicile were in
India;

(d) to any work of which the author was at the date of the first
publication thereof, or, in a case where the author was dead
at that date, was at the time of his death, a subject or citizen
of a foreign country to which the order relates in like manner
as if the author was a citizen of India at that date or time.

The copyright protection to foreign works is sought to be provided
only on a reciprocal basis, i.e., the works of Indian authors must
also be provided suitable protection in the respective foreign
countries.

Registration of Copyright

2.13 The copyright of a person in a work arises from his being
the author or owner thereof and does not necessarily require any
registration. However, registration of a copyright provides a more
effective protection against its infringement. For this purpose, a
Copyright Office has been established under the Act. The Office
is under the immediate control of the Registrar of Copyrights. A
Copyright Board has also been constituted under the Act to
perform the specified functions.

2.14 The Register of Copyrights, kept at the Copyright Office,
contains the names or titles of works and the names and
addresses of authors, publishers and owners of copyrights, and
other prescribed particulars. As per Section 45, the author or
publisher or owner of a work or other interested person therein
may make an application in the prescribed form accompanied by
the prescribed fee to the Registrar for entering particulars of the
work in the aforesaid Register. On receipt of the application, the
Registrar may, after holding such inquiry as he may deem fit,
enter the particulars of the work in the Register. Every entry made
in the Register is required to be published in the Official Gazette
or in such other manner as the Registrar may deem fit.

Infringement of Copyright

2.15 The Act contains an elaborate description of what
constitutes an infringement of a copyright. According to

14



An Overview of Legal Framework Relating to Intangible Assets

Section 51, copyright in a work shall be deemed to be infringed in
the following situations:

(@)

When any person, without a licence granted by the owner of

the

copyright or the Registrar of Copyrights or in

contravention of the conditions of a licence so granted or of
any condition imposed by a competent authority under the

Act:

does anything, the exclusive right to do which is
conferred upon the owner of the copyright; or

permits for profit any place to be used for the
communication of the work to the public where such
communication constitutes an infringement of the
copyright in the work, unless he was not aware and
had no reasonable ground for believing that such
communication to the public would be an infringement
of copyright.

When any person:

(i)

(ii)

(iif)
(iv)

makes for sale or hire, or sells or lets for hire, or by
way of trade displays or offers for sale or hire, or

distributes either for the purpose of trade or to such an
extent as to affect prejudicially the owner of the
copyright, or

by way of trade exhibits in public, or

imports into India any infringing copies of the work
(one copy of any work for the private and domestic
use of the importer is exempt).

Acts not Constituting Infringement

2.16 Section 52 lists more than thirty acts which do not constitute
an infringement of copyright. Some significant examples in the
case of a literary, dramatic, musical or artistic work, not being a
computer programme, are as follows:

Fair dealing for the purposes of private use, including
research, or for criticism or review.
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Fair dealing for reporting current events in a newspaper,
magazine or similar periodical, or by broadcast or in a
cinematograph film or by means of photographs.

Reproduction for judicial proceeding/supply in accordance
with any law in force.

Publication of short passages in a collection, mainly
composed of non copyright matter, for bonafide use of
educational institutions.

Reproduction by a teacher/pupil in the course of instruction/
examination.

Any matter in Official Gazette/Act and Rules/Report of
Government bodies/court judgements.

Likewise, it is not an infringement for a lawful possessor of a
computer programme to make copies of, or adapt the computer
programme:

In order to utilise the computer programme for the purpose
for which it was supplied.

To make back-up copies purely as a temporary protection
against loss, destruction or damage in order only to utilise
the computer programme for the purpose for which it was
supplied.

Doing any act necessary to obtain information essential for
operating inter-operability of an independently created
computer programme with other programmes provided that
such information is not otherwise readily available.

Observation, study or test of functioning of the computer
programme in order to determine the ideas and principles
which underlie any elements of the programme while
performing such acts necessary for the functions for which
the computer programme was supplied.

Making of copies or adaptation of the computer programme
from a personally legally obtained copy for non-commercial
personal use.
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2.17 It would be seen from the above that the scope of what
constitutes an infringement is very wide. For example, where a
stage play is performed in a theatre without permission of the
copyright holder, even the theatre owner may be liable for
infringement unless it is proved that he was not aware and had no
reasonable ground for believing that the performance of the play
would be an infringement of copyright. Likewise, using a software
acquired under a single-user licence on more than one computer
at the same time or using an unlicenced copy of the software or
an unlicenced copy of a music or video album would be an
infringement of copyright. Similarly, making copies of or adapting
a computer programme otherwise than in accordance with the
exceptions listed above would be an infringement of copyright.

Civil Remedies

2.18 Chapter XII of the Act, comprising Sections 54-62, deals
with civil remedies for infringement of copyright. It is provided,
inter alia, that where copyright in any work has been infringed, the
owner of the copyright is entitled, except as otherwise provided by
the Act, to all such remedies by way of injunction, damages,
accounts and otherwise as are or may be conferred by law for the
infringement of a right. However, if the defendant proves that at
the date of the infringement he was not aware and had no
reasonable ground for believing that copyright subsisted in the
work, the plaintiff is not entitled to any remedy other than an
injunction in respect of the infringement and a decree for the
whole or part of the profits made by the defendant by the sale of
the infringing copies as the court may deem reasonable.

Where, in the case of a literary, dramatic, musical or artistic work,
a name purporting to be that of the author or the publisher, as the
case may be, appears on copies of the work as published, or, in
the case of an artistic work, appeared on the work when it was
made, the person whose name so appears or appeared is
presumed to be the author or the publisher of the work, as the
case may be.
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Chapter Xlll of the Act, comprising Sections 63-70, deals with
offences.

Patents Act, 1970

2.19 A patent is an exclusive legal right granted to a person who
has made an invention to use or sell it for a specified period. In
India, the law relating to patents is contained in the Patents Act,
1970.

Non-patentable Inventions

2.20 Inventions means a new product or process involving an
inventive step and capable of industrial application. Section 3 of
the Act specifies that the following inventions are not inventions
within the meaning of this Act:

. An invention which is frivolous or which claims anything
obviously contrary to well established natural laws.

. An invention the primary or intended use or commercial
exploitation of which would be contrary to public order or
morality or which causes serious prejudice to human, animal
or plant life or health or to the environment.

. The mere discovery of a scientific principle or the
formulation of an abstract theory or discovery of any living
thing or non-living substance occurring in nature.

. The mere discovery of any new property or new use for a
known substance or the mere use of a known process,
machine or apparatus unless such known process results in
a new product or employs at least one new reactant.

. Substance obtained by a mere admixture resulting only in
the aggregation of the properties of the components thereof
or a process for producing such substance.

. The mere arrangement or re-arrangement or duplication of
known devices each functioning independently of one
another in a known way.

. A method of agriculture or horticulture.
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Any process for the medicinal, surgical, curative,
prophylactic, diagnostic, therapeutic or other treatment of
human beings or any process for a similar treatment of
animals to render them free of disease or to increase their
economic value or that of their products.

Plants and animals in whole or any part thereof other than
micro-organisms but including seeds, varieties and species
and essentially biological processes for production or
propagation of plants and animals.

A mathematical or business method or a computer
programme per se or algorithmsz.

A literary, dramatic, musical or artistic work or any other
aesthetic creation whatsoever including cinematographic
works and television productions®.

A mere scheme or rule or method of performing mental act
or method of playing game.

A presentation of information.
Topography of integrated circuits®.

An invention which, in effect, is traditional knowledge or
which is an aggregation or duplication of known properties
of traditionally known component or components.

Inventions relating to atomic energy.

Registration of Patents

2.21 An application for a patent for an invention may be made by
the ‘true and first’ inventor of the invention, or any other person
who is the assignee of the true and first inventor, or legal

2 These may, however, be subject of a copyright. See discussion on Copyright
Act, 1957.

% Ibid.

* Reference may be made in this regard to the Semi-conductor Integrated
Circuits Layout-design Act, 2000, which deals with registration of layout of
elements in a semiconductor integrated circuit.
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representative of any deceased person who immediately before
his death was entitled to make such an application.

2.22 The application for patent should state the name of the true
and first inventor, the complete or provisional specification of the
invention (in the form and manner prescribed by the Act)
accompanied by a declaration that the applicant is in possession
of the invention and believes that the person so named is the true
and first inventor. Where a provisional specification is filed at the
time of making the application, a complete specification should be
filed within 12 months (extendable by three months on
application) from the date of filing provisional specification, failing
which the application shall be deemed to be abandoned. The
complete specification should:

(a) fully and particularly describe the invention and its operation
or use and the method by which it is to be performed;

(b) disclose the best method of performing the invention which
is known to the applicant and for which he is entitled to
claim protection;

(c) end with a claim or claims defining the scope of the
invention for which protection is claimed; and

(d) be accompanied by an abstract to provide technical
information on the invention.

An elaborate procedure is prescribed in the Act to ensure that
patents are granted only to proper claimants. A patent is granted,
subject to certain prescribed conditions, only for one invention
and is effective throughout India. Subject to the other provisions
of the Act, a patent is dated as of the date of filing of the
application therefor.

Register of Patents

2.23 Every patent granted by the Controller General of Patents,
Designs and Trademarks, who has been designated as the
Controller of Patents for the purposes of the Act, is required to be
entered into the Register of Patents which contains details such
as the names and addresses of grantees of patents; notifications
of assignment and transmission of patents, of licences under
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patents, extension and revocation of patents; and matters
affecting validity or proprietorship of patents, etc.

Rights Conferred by a Patent

2.24 Section 48 of the Act lays down that subject to certain
conditions, a patent confers the following rights on the patentee
during its term:

(@) Where the subject matter of the patent is a product, the
exclusive right to prevent third parties, who do not have his
consent, from the act of making, using, offering for sale,
selling or importing for those purposes that product in India.

(b) Where the subject matter of the patent is a process, the
exclusive right to prevent third parties, who do not have his
consent, from using that process, and from the act of using,
offering for sale, selling or importing for these purposes the
product obtained directly by that process in India.

A patent is a property right (as opposed to a personal right) and
can be assigned. Likewise, the patentee has a right to grant
licence to another party for use of the patent.

Term of a Patent

2.25 Section 53 lays down that subject to the provisions of this
Act, the term of a patent granted is 20 years commencing from
the date of filing of the application for the patent. A patent ceases
to have effect on the expiration of the said period or on the failure
of the company to pay the renewal fee within the stipulated time
frame. On such cessation, the subject matter covered by the said
patent is no longer entitled to any protection. However, where
such cessation occurs due to non-payment of renewal fee, an
application for restoration of the lapsed patent may be filed within
18 months from the date on which the patent ceased to have
effect. But no suit or other proceedings can be filed in respect of
an infringement of a patent committed between the date of expiry
of the original patent and the date of restoration thereof.
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Patents of Addition

2.26 The Act also contains provisions with respect to grant of
‘patents of addition’, i.e., a patent in respect of any improvement
in or modification of an invention (‘main invention’) where the
applicant has also applied for a patent for the main invention or is
a patentee thereof. The term of a patent of addition is equal to the
unexpired term of the main invention, and shall remain in force
during that term or until the previous cesser of the patent for the
main invention and no longer.

Revocation of Patents

2.27 Section 64 of the Act lists a number of grounds on which a
patent may be revoked on a petition of any person interested or of
the Central Government. Some of these are:

. The invention was claimed in a valid claim of earlier priority
date contained in the complete specification of another
patent granted in India.

. The patent was granted on the application of a person not
entitled under the provisions of this Act to apply therefor.

. The patent was obtained wrongfully in contravention of the
rights of the petitioner.

. The subject of the claim is not an invention as defined by
the Act.

. The subiject of the claim is not patentable under the Act.

. The invention as claimed is not new having regard to what
was publicly known or publicly used in India before the
priority date of the claim.

. The invention as claimed is obvious or does not involve any
inventive step, having regard to what was publicly known or
publicly used in India or what was published in India or
elsewhere before the priority date of the claim.

. The invention is not useful.
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. The complete specification does not sufficiently and fairly
describe the invention and the method by which it is to be
performed.

. The scope of the claim is not sufficiently and clearly defined
or that the claim is not fairly based on the matter disclosed
in the specification.

. The patent was obtained on a false suggestion or
representation.

. The complete specification does not disclose or wrongly
mentions the source or geographical origin of biological
material used for the invention.

The Act also provides for revocation of patent in public interest by
the Central Government, if it is of the opinion that a patent or the
mode in which it is exercised is mischievous to the State or
generally prejudicial to the public. However, prior to such
revocation, an opportunity to be heard is required to be given to
the patentee.

Infringement of Patents

2.28 A patentee or exclusive licencee (and in certain cases, a
non-exclusive licencee) may institute a suit if the patent is
infringed. For this purpose, however, the following acts are not
considered as infringement of patent rights:

(i)  Any act of making, constructing, using, selling or importing a
patented invention solely for uses reasonably related to the
development and submission of information required under
any law in India, or in a country other than India, that
regulates the manufacture, construction, use, sale or import
of any product.

(i) Importation of patented products by any person from a
person who is duly authorised under the law to produce and
sell or distribute the product.
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Relief for Infringement of a Patent

2.29 The relief in a suit for infringement of patent rights may be
by way of injunction and, at the option of the plaintiff, either
damages or an account of profits. However, damages or an
account of profits shall not be granted if the defendant proves that
at the date of the infringement, he was not aware and had no
reasonable grounds for believing that the patent existed. The
court can also seize, forfeit or destroy goods which are found to
be infringing or are used in the creation of infringing goods,
without payment of any compensation.

Penalties

2.30 The Act provides specific penalties for non-compliance,
including for unauthorised claim of patent rights by falsely
representing that any goods sold are patented in India or subject
of an application for patent in India. Depending upon the nature of
non-compliance, the penalty may be only fine, or fine or
imprisonment, or both.

International Arrangements

2.31 Cross-border patenting of inventions has been greatly
facilitated by Patents Cooperation Treaty (PCT) of 1970. Prior to
this treaty, virtually the only means by which protection of an
invention could be obtained in several countries was to file a
separate application in each country. Each application being dealt
with in isolation involved repetition of work of examination in each
country. The PCT is aimed at establishing an international system
which enables the filing, with a single Patent Office (the Receiving
Office), of a single application (the International Application)
having effect in each of the countries which are party to the PCT
which the applicant names in his application. The PCT provides
for the formal examination of an International Application by the
Receiving Office and for subjecting each International Application
to an international search which results in a report citing the
relevant prior art (mainly published patent documents relating to
previous inventions) which may have to be taken into account in
deciding whether the invention is patentable. The PCT provides
the national patent offices with the benefit of reducing their work
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since they have the benefit of internationally centralized
procedures and, thus, need not duplicate those efforts.

2.32 The Patents Act, 1970 contains specific provisions to
facilitate compliance with India’s obligations as a member of PCT.
There is a separate chapter in the Act on finternational
arrangements’.

Trade Marks Act, 1999

2.33 In commercial parlance, a ‘trade mark’ denotes a word,
phrase, numeral, logo, or other graphic symbol used by a
manufacturer or seller or service provider to distinguish its product
or service from that of others. The main purpose of a trade mark
is to guarantee the genuineness of a product or service. In effect,
the trademark is the commercial substitute for one’s signature.

In India, the law relating to trade marks is contained in the Trade
Marks Act, 1999. The Act, which replaced the Trade and
Merchandise Marks Act, 1958, consolidates the law relating to
trade marks, to provide for registration and better protection of
trade marks for goods and services, and seeks to prevent the use
of fraudulent trade marks.

Meaning of ‘Trade Mark’

2.34 The term ‘trade mark’ is defined under the Act as “a mark
capable of being represented graphically and which is capable of
distinguishing the goods or services of one person from those of
others and may include shape of goods, their packaging and
combination of colours”.

The term ‘mark’ used in the above definition includes a device,
brand, heading, label, ticket, name, signature, word, letter,
numeral, shape of goods, packaging or combination of colours or
any combination thereof.

Collective and Certification Trade Marks

2.35 The term ‘trade mark’ also includes ‘collective marks’ and
‘certification trade marks’. A collective mark is a trade mark
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distinguishing the goods or services of members of an association
of persons (not being a partnership within the meaning of the
Indian Partnership Act, 1932) which is the proprietor of the mark
from those of others. A certification trade mark is a mark capable
of distinguishing the goods or services in connection with which it
is used in the course of trade which are certified by the proprietor
of such mark as possessing certain characteristics (e.g., those
relating to quality, accuracy or material) from goods or services
not so certified. Common examples of certification trade marks
are Woolmark and Agmark. The Act contains special provisions
for collective marks and certification trade marks.

Registration of Trade Marks

2.36 Chapter Il of the Act, comprising Sections 3 to 17, contains
provisions relating to maintenance of register of trade marks and
the conditions for registration of trade marks. Accordingly, the
Controller General of Patents, Designs and Trade Marks, who is
appointed by the Central Government shall be the Registrar of
Trade Marks for the purposes of this Act. Further provision has
been made for establishment of a Trade Marks Registry and its
branch offices. A Register of Trade Marks is required to be kept at
the Trade Marks Registry to record particulars relating to all
registered trade marks, viz., names, addresses and description of
the proprietors, notifications of assignment and transmissions, the
names, addresses and descriptions o