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Company not a ‘subsidiary’ where parent has charged its shares 

 

In Enviroco Limited v Farstad Supply A/S, the Court of Appeal held that where a parent company provided shares 
in its subsidiary as security for a loan and the shares were registered in the name of the lender, the subsidiary 
would no longer be a ‘subsidiary’ within the meaning of sections 736 and 736A of the Companies Act 1985.  

Facts 

Enviroco Limited (Enviroco) and Asco UK Limited (Asco UK) were both subsidiaries of Asco PLC.   

The Bank of Scotland accepted Asco PLC’s shares in Enviroco as security for a loan.  As a condition of the loan, 

the shares were registered in the name of the bank.  It was agreed that Asco PLC could continue to exercise the 
voting rights attached to the shares subject to the proviso that those rights should not be exercised in such a way 
as to prejudice the value of the security.   

Subsequently, Farstad engaged Enviroco to clean the oil tanks of an oil rig supply boat owned by Farstad.  The 
boat was chartered to Asco UK.  During the cleaning operation, some oil ignited causing substantial damage to the 

boat and killing one of Enviroco’s employees. Farstad commenced proceedings against Enviroco seeking 
damages in respect of its losses.  

As a term of the charterparty between Farstad and Asco UK, Farstad agreed to indemnify Asco UK “and its 
affiliates” against all losses resulting from loss or damage to the boat. “Affiliates” were defined in the charterparty 
as: 

“any Subsidiary of [Asco UK] or a company of which [Asco UK] is a Subsidiary or a company which is 

another Subsidiary of a company of which [Asco UK] is a Subsidiary. For the purposes of this 

definition, “Subsidiary” shall have the meaning assigned to it in Section 736 of the Companies Act 

1985.” 

By way of defence to Farstad’s claim, Enviroco sought to rely on this indemnity, specifically the words which have 
been underlined above.  Enviroco argued that as both it and Asco UK were subsidiaries of Asco PLC, Enviroco 
was an “affiliate” of Asco UK.  It was, it argued, therefore entitled to benefit from the indemnity.  

Central to the success of Enviroco’s argument was the question of whether both it and Asco UK were subsidiaries 
of Asco PLC, within the meaning of section 736 of the Companies Act 1985.   Section 736(1) stated: 

“a company is a “subsidiary” of another company, its “holding company”, if that other company: 

a) holds a majority of the voting rights in it; or 
b) is a member of it and has the right to appoint or remove a majority of its board of directors; or 
c) is a member of it and controls alone, pursuant to an agreement with shareholders  or 

members, a majority of the voting rights in it, 

or if it is a subsidiary of a company which is itself a subsidiary of that other company.”  



Enviroco relied on subsection c. 

Section 22(2) of the Companies Act 1985 stated: 

“[every] person who agrees to become a member of a company and whose name is entered in its 

register of members, is a member of the company.” 

Farstad argued that Asco PLC was no longer a member of Enviroco as its shares in Enviroco had been charged to 

and were now in the name of the Bank of Scotland.  That meant that Enviroco was no longer Asco PLC’s 
subsidiary which in turn meant that Enviroco was not an affiliate of Asco UK and so could not benefit from the 
indemnity in the charterparty.    

Enviroco’s counter argument was that Asco PLC was able to exercise the full voting rights attached to the shares it 
had charged.  Asco PLC was, it argued, still a member of Enviroco under the terms of section 736A(7) which 

provided: 

 “rights attached to shares held by way of security shall be treated as held by the person providing the 

security: 

a) where apart from the right to exercise them for the purpose of preserving the value of the 
security, or of realising it, the rights are exercisable only in accordance with its instructions; 

b) where the shares are held in connection with the granting of loans as part of normal business 
activities and apart from the right to exercise them for the purpose of preserving the value of 
the security, or of realising it, the rights are exercisable only in his interests.” 

Decision 

On appeal, the Court of Appeal held that, as the shares were registered in the name of the bank, Enviroco was not 
a subsidiary of Asco PLC within the meaning of section 736 of the Companies Act 1985.  Enviroco could not 

therefore claim to be an affiliate of Asco UK under the charterparty and was not entitled to the benefit of the 
indemnity.  

The court looked into the legislative background of section 736A(7) and determined that the purpose of this section 
was to explain and supplement the expressions used in section 736. Section 736A(7) only determined who held 
the voting rights and the right to appoint or remove a majority of the board as mentioned in section 736(1) and did 

not otherwise affect or override the definition of subsidiary in section 736(1).  

Comment 

This case is relevant to those drafting commercial agreements and referring to the Companies Act definition of 
subsidiary in the definitions section.  Following this decision a group company may unintentionally fall outside the 

remit of the agreement (outside the definition of subsidiary) where its holding company has charged its shares in 
the subsidiary and the shares have been registered in the name of the lender.  Where contractual provisions are 
intended to extend to ‘subsidiaries’, some careful analysis of the factual position may be needed prior to drafting. 

Note that the provisions of sections 736 and 736A of the Companies Act 1985 are repeated, without material 
amendment, in section 1159 of the Companies Act 2006.  This decision is therefore still relevant to the definition of 

subsidiary under the new Companies Act 2006.  

Further reading 

Click here for a copy of the judgment 

 

http://www.bailii.org/ew/cases/EWCA/Civ/2009/1399.html


Rome I Regulation now applicable  

 

Regulation (EC) 593/2008 on the law applicable to contractual obligations (Rome I) is now fully applicable. 

Background 

Until December of last year, the courts of EU member states would apply the rules in the Rome Convention to 
determine which law governed a contract/contractual dispute where the contract itself was silent on this issue.  

Current position 

Rome I has now taken over the role of the Rome Convention in relation to contracts made on or after 17 December 
2009.  Contracts made before that date will continue to be governed by the Rome Convention.  Rome I is 
applicable in all EU member states except Denmark. 

What’s changed? 

Rome I is similar in many respects to the Rome Convention.   It does, however, introduce some substantive 
changes to the position under the Rome Convention.  For example, Rome I lists eight categories of contract (sale 
of goods, franchise, distribution etc) and provides specific rules for determining the governing law in relation to 

each.  This is a substantive change from the Rome Convention.  Also, Rome I introduces a broader definition of 
‘consumer contract’ to catch contracts made using the Internet.   

Anyone looking at governing law issues on which Rome I impacts should not assume that the position is as it was 
under the Rome Convention and should read the new Regulation. 

Further reading 

Click here for a copy of Rome I 

 

Commission guidance on Unfair Commercial Practices Directive 

 

The European Commission has published guidance on the interpretation of the Unfair Commercial Practices 

Directive (2005/29/EC).  The Directive was adopted in May 2005 and implemented in the UK by the Consumer 
Protection from Unfair Trading Regulations, which came into force in May 2008.   

The Commission has reacted to evidence that the Directive is being interpreted differently across EU Member 
States.  The purpose of the Directive was to equalise the rights of consumers and the obligations of traders across 
the EU and these differences in interpretation are undermining that objective.   

The guidance explains the meaning of some of the key concepts in the Directive and clarifies its scope. The 
guidance is comprehensive.  Anyone dealing with a matter covered by the Directive is advised to read the relevant 

sections of the guidance, as they may shed some useful light on the issue. 

Click here for a copy of the guidance 

 

http://ec.europa.eu/consumers/rights/docs/Guidance_UCP_Directive_en.pdf


 

Jackson costs review report published  

 

 
Lord Justice Jackson's final report on his review of costs in civil litigation was published on 14 January 2009. 
 
The report runs to 600 pages and makes some bold recommendations, such as the abolition of conditional fee 
agreements and the introduction of contingency fees.  A link to the full report is below.  We will be publishing 
separate briefings on the detailed content of the report in due course.   
 

Click here for a copy of the report 

 

Guidance on ‘Wrotham Park’ damages for breach of contract 

 

In Pell Frischmann Engineering Limited v (1) Bow Valley (2) P T Bakrie, the Privy Council has given guidance on 
how ‘Wrotham Park’ damages should be assessed. 

Background 

Section 50 of the Senior Courts Act 1981 provides that where the High Court or Court of Appeal refuses to grant 

an injunction or specific performance it may award damages in lieu. 

In Wrotham Park Estate Company Limited v Parkside Homes Limited, the High Court ruled on the measure of 

damages awarded under s50 in the case of a breach of contract.  Damages for breach of contract are usually 
compensatory, to put the party injured by the breach into the same position he would have been in had the 
contract been performed.  The level of damages is usually assessed by reference to the actual losses suffered by 

that party.  In the Wrotham Park case, the High Court held that this principle did not apply to Wrotham Park 
damages.  These would be assessed by reference to the benefit obtained by the contract breaker from the breach 
of contract and could, therefore, exceed the actual loss suffered by the injured party. 

In Pell, the Privy Council has given some further guidance on how Wrotham Park damages should be assessed. 

Facts 

This case concerned a contract with the National Iranian Oil Company (NIOC to develop an oilfield.   From July 

1995 to October 1996, Pell invested time and money in establishing good relations with NIOC and qualifying to bid 
for the oilfield project.   Bow had experience in drilling oilfields and Bakrie was able to provide financial backing for 
the project.  Pell, Bow and Bakrie agreed to work towards a joint venture in developing the oilfield.  Bow and Bakrie 

each entered into a confidentiality agreement with Pell. Clause 6 of each agreement provided: 

“[Bow/Bakrie] undertakes not to approach NIOC directly on this project without the express written consent 

of Pell” 

Pell was selected by NIOC to take the project forward.  Subsequently, Pell’s relationship with NICO deteriorated.  

In particular, it was unable to provide the $5m bank guarantee that NIOC required.  Bow and Bakrie made various 
offers to buy out Pell’s interest in the project but Pell refused to sell.  Bow and Bakrie entered into negotiations with 

http://www.judiciary.gov.uk/about_judiciary/cost-review/reports.htm


NIOC direct.  In July 1997 NIOC awarded the oilfield project contract to Bow and Bakrie.  The project ultimately 
turned out to be less profitable than Bow and Bakrie had originally hoped.   

In 2004, Pell commenced proceedings against Bow and Bakrie in the Royal Court of Jersey alleging breach of 
confidence.  On appeal, the Court of Appeal held that Bow and Bakrie had breached the express terms of the 

confidentiality agreement and an equitable obligation of confidence owed to Pell.  The breach of confidence had 
already occurred so it was too late for the court to grant an injunction or order specific performance.  The court 
awarded ‘Wrotham Park’ damages in lieu and assessed these at £500,000.  Pell appealed to the Privy Council on 

quantum. 

Decision 

The Privy Council agreed with Pell that the figure of £500,000 was too low.  In reaching this conclusion it set out 
some general principles concerning the award of Wrotham Park damages, which were: 

• Wrotham Park damages have an ‘equitable quality’. 

• To assess Wrotham Park damages, the court should ask ‘what sum would the contract breaker have been 
willing to pay to the injured party to be released from the obligation that it breached?’  The amount arrived 
at could exceed the actual loss suffered by the injured party from the breach. 

• That sum should be assessed as at the date of breach.  Events occurring after the date of breach which 
might affect what the contract breaker would pay to be released from its obligation should be ignored 

unless there is “good reason” to take it into account. 

• Wrotham Park damages will be available even where a claimant has not actually claimed an injunction or 

specific performance or, if it had been claimed, the court would never have made such an order. 

In assessing the damages payable in this case, the Privy Council took into account the fact that Pell’s right to veto 

Bow and Bakrie’s direct negotiations with NIOC using clause 6 had significant commercial value and it was this 
that Bow and Bakrie had to buy out.  It took the sums of money that Bow and Bakrie had offered to Pell during the 
negotiations to buy out its interest in the project as a guideline but reduced these to reflect the fact that Pell had 

delayed for seven years in bringing the legal proceedings.  It refused to reduce the damages further to reflect the 
fact that the oilfield project was less profitable than Bow and Bakrie had anticipated as this was an event that had 
occurred after the date of breach.  Taking all of these factors into account, the Privy Council awarded Wrotham 

Park damages of $2,500,000 for which Bow and Bakrie were jointly and severally liable. 

Comment 

Although the actual outcome in this case was confined to the facts the decision is interesting as a reminder of the 
availability of Wrotham Park damages in breach of contract cases and a concise statement of the Wrotham Park 

principles, including how these damages will actually be assessed. 

Further reading 

Click here for a copy of the judgment 

 

 

 

http://www.bailii.org/uk/cases/UKPC/2009/45.html


The Treaty of Lisbon and the ECJ 

 

The Treaty of Lisbon came into force on 1 December 2009.  It amends the two fundamental treaties on which the 
EU is founded – the Treaty on European Union and the Treaty establishing the European Community, with the 
latter to be known in future as the ‘Treaty on the Functioning of the European Union’ (TFEU).  

Amongst many other things, The Treaty of Lisbon makes some changes to the EU court structure.  The European 
Court of Justice (ECJ) will now be known as the Court of Justice. The lower court, the Court of First Instance, will 

now be called the General Court.  The Court of Justice of the European Union will be the new collective name for 
these two courts. 

Click here for a copy of the EUROPA press release 

http://europa.eu/rapid/pressReleasesAction.do?reference=CJE/09/104&format=HTML&aged=0&language=EN&guiLanguage=en
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Another case on the patent employee compensation provisions 

 

In Shanks v Unilever, the High Court has provided further guidance on the interpretation of the employee 
compensation provisions in the Patents Act 1977. 

Background 

S40 of the Patents Act provides that an employee may be awarded compensation for inventing something of 

outstanding benefit to the employer where it is just in the circumstances that the employee should be awarded 
compensation.  S41(1) deals with how the amount of compensation should be assessed.  The sum should be such 
as to give the employee a fair share of the benefit that the employer derives from exploiting the invention or “from 

the assignment … of the … invention ... or patent … to a person connected with the employer”. 

This case concerned the interpretation of s41(2), which provides: 

(2) For the purposes of subsection (1) above the amount of any benefit derived or expected to be derived by 

an employer from the assignment, assignation or grant of— 

(a)     the … patent; or 

(b)     the … invention; 

to a person connected with him shall be taken to be the amount which could reasonably be expected to be 

so derived by the employer if that person had not been connected with him. 

Facts 

Mr Shanks was an employee of Unilever UK Central Resources Limited (CRL).  In that capacity he was 
responsible for an invention subsequently used in blood testing kits for diabetics.  CRL applied to patent the 

invention.  CRL subsequently assigned the patent application to Unilever plc (PLC) in return for the nominal sum of 
£200.  PLC and CRL were connected persons within the meaning of s533 of the Income and Corporation Taxes 
Act 1970.  PLC did not exploit the invention for ten years after the assignment but when it did it achieved £23m in 

royalties.  Mr Shanks applied for compensation under S40.  

The question for the court was how S41(2) should be interpreted.  How should the benefit to the employer be 

assessed where there has been an assignment of the invention/patent to a connected person?  It was clear that 
the benefit should be based on what an assignee without a connection to the employer would pay for it.  But 
should that assignee be the actual assignee with all of its unique qualities but with the connection to the employer 

hypothetically removed (Unilever’s contention) or should it be any arms-length purchaser in the market to buy an 
invention of this nature (Shanks contention)? 

 



Decision 

Mr Justice Mann in the High Court preferred Shanks interpretation.  The words “that person” in s41(2) clearly 
referred back to the person just referred to, namely the actual assignee.  That would point to interpreting the 
section as Unilever contended.  But this would lead to a “very uncommercial” and absurd result.  Parliament’s 

intention in enacting s41(2) was to ensure that any commercial factors in the assignment which might have the 
effect of depressing the price (and so affecting the compensation payable) were removed.  Even if the fact of the 
connection was ignored, the connected person was an unlikely arms length purchaser.  Absent the connection, 

they may not have wanted to acquire the invention/patent at all.  This would mean that they would only be willing to 
pay a low price for it.  It may well be that any features which made the connected person an unlikely arms length 
purchaser were, in fact, attributable to the connection.  If so, and these were also stripped away as s41(2) 

required,  one would be left with an entirely arms-length purchaser.  If that was right, one might as well imagine 
such a person in the first place.   

Comment 

The result of this judgment is that when assessing what benefit an employer has received from an assignment of a 

patent/invention to a connected person, the court should consider what an unconnected arms-length purchaser 
would have paid for it.  This means that an employee’s compensation will not be reduced as a result of the 
connected person paying a lower than market price for the assignment because of the existence of the connection 

with the assignor. 

This case comes hot on the heels of the decision in Kelly v GE Healthcare which was the first case in which an 

employee succeeded in obtaining compensation under s40. 

Further reading 

Click here for a copy of the judgment 

 

Personal liability of directors for company acts of IP infringement 

 

In Boegli Gravures SA v (1) Darsail (2) Andrei Pyzhov, the High Court summarised when a director will be 

personally liable for an intellectual property infringement committed by the company. 

Facts 

Boegli was the proprietor of a European patent for a system of embossing packaging foils using rollers.   

Darsail began selling a competing roller system.  Mr Pyzhov, a director and shareholder of Darsail, had invented 
the system.  Darsail advertised it for sale on its website at www.darsail.com.  Boegli made a trap purchase of 
Darsail’s machine using an individual who went under the alias ‘Mr Green’.  Boegli then commenced patent 

infringement proceedings against both Darsail and Mr Pyzhov claiming that Mr Pyzhov was personally liable for 
Darsail’s patent infringement. 

Decision 

Mr Justice Arnold found that Darsail had infringed Boegli’s patent.   

http://www.bailii.org/ew/cases/EWHC/Ch/2009/3164.html


On the question of Mr Pyzhov’s personal liability for the patent infringement, Mr Justice Arnold held that a director 
will not be liable for an act of IP infringement committed by a company where the director has done no more than 

carry out his or her constitutional role in the governance of the company (voting at board meetings).  A director will 
only be liable where he or she has taken steps in relation to the infringement which go beyond the exercise of 
constitutional control and intends, procures or shares a common design with the company that the infringement 

takes place. 

None of the following facts were enough to make Mr Pyzhov personally liable: 

• Mr Pyzhov was one of just three directors; 

• Darsail was a small company (with around 12 employees); 

• Mr Pyzhov generally knew about anything that happened within the company; 

• Mr Pyzhov had invented Darsail’s infringing roller system; and 

• Mr Pyzhov controlled the content of Darsail’s website and had registered the domain name darsail.com. 

However, the following facts did point to Mr Pyzhov’s liability: 

• Mr Pyzhov personally dealt with ‘Mr Green’ and concluded the contract with him on behalf of Darsail; 

• He, together with his two co-directors, made the decision to supply Darsail’s rollers to Mr Green; 

• Mr Pyzhov gave instructions to Darsail’s staff concerning the sale to Mr Green. 

These facts were sufficient to make Mr Pyzhov personally liable since he was involved in committing the actual act 
of patent infringement (the sale of the infringing roller system to Mr Green).  His actions went beyond merely 

performing his constitutional role in the company.  Mr Pyzhov was jointly liable with Darsail. 

Comment 

This decision does not create new law but is nonetheless useful in setting out succinctly when a director will be 
jointly and personally liable for an act of intellectual property infringement by the company.  This decision extends 

beyond patent infringement to all types of IP infringement. 

Further reading 

Click here for a copy of the judgment 

 

High Court ruling validates new approach at the Trade Marks Registry 

 

The UK Intellectual Property Office (IPO) has recently changed how it handles trade mark invalidation 

proceedings.  Brand owners need to be aware of this change as it may result in an increase in the cost of 
managing a trade mark portfolio. 

 

http://www.bailii.org/ew/cases/EWHC/Patents/2009/2690.html


What is invalidation? 

Invalidation is a way in which a registered trade mark may be challenged.  If the challenge is successful the trade 
mark will be removed from the UK register and the owner of the trade mark will lose its trade mark rights.  

A trade mark may be challenged on ‘absolute grounds’ where it is not unique to the proprietor and is not sufficiently 
distinctive to clearly identify the proprietor’s goods or services from those of other traders.  Alternatively, or in 
addition, a trade mark may be challenged on ‘relative grounds’ where there is an earlier registered or unregistered 

trade mark which is the same as or similar to the trade mark being challenged and which is being used for the 
same or similar goods or services.  The absolute and relative grounds are set out in sections 3 and 5 respectively 
of the Trade Marks Act 1994.  Anyone may seek to invalidate a trade mark using the absolute grounds.  Only the 

proprietor or licensee of the earlier registered or unregistered trade mark may bring invalidation proceedings using 
the relative grounds.   

A challenge to a trade mark (known as ‘invalidation proceedings’) may be brought in the Trade Marks Registry 
(part of the IPO) and/or in the High Court.  The Hearing Officer in the Trade Marks Registry will usually decide 
whether or not a trade mark is invalid by simply looking at the parties’ written arguments without holding a formal 

hearing.  This keeps the parties’ costs down. Invalidation proceedings in the High Court are considerably more 
formal and costly.  A hearing will be held before a judge and witnesses will be required to attend and give evidence 
in the same way as in any other court action. 

Why invalidate a trade mark?  

A brand owner may want to invalidate a trade mark either to (1) prevent a competitor business having a monopoly 
over a name or logo that should never have been registered as a trade mark because it does not satisfy the legal 
criteria for registration; and/or (2) prohibit a competitor from encroaching on its registered or unregistered trade 

mark rights, eg if it has missed the opportunity to file an opposition to the mark when it was at the published 
application stage. 

A second bite of the cherry 

Legal proceedings are governed by the principle of ‘res judicata’.  This means that once a judge has ruled on a 

legal issue that same issue cannot be opened up for a second time and tried again in any other judicial tribunal. 
Until recently, res judicata did not apply to invalidation proceedings.  This meant that an applicant who made an 
unsuccessful challenge to the validity of trade mark in the Trade Marks Registry was free to begin proceedings in 

the High Court asking it to rule on the same question.  The applicant had a ‘second bite of the cherry’ in the hope 
that the High Court would reach a different decision.  The same could happen in reverse where invalidation 
proceedings had been brought first in the High Court. 

A new development 

A recent decision of the High Court in the case of Evans (trading as Firecraft) v Focal Point Fires Plc has 
established that res judicata should apply to invalidation proceedings.  In this case the Claimant, Firecraft, had 
been selling fireplaces under the mark FIRECRAFT for a number of years.  Firecraft did not have a registered 

trade mark but did have unregistered trade mark rights as a result of its use of FIRECRAFT.  This meant that it 
could prevent a competitor using FIRECRAFT for fireplaces by bringing an action for passing off. 

Focal Point successfully obtained a trade mark registration for FIRECRAFT for fireplaces and began selling 
fireplaces under this mark.  Firecraft brought proceedings in the Trade Marks Registry seeking to invalidate the 
trade mark on relative grounds relying on its passing off rights.  This required them to prove to the Hearing 

Officer’s satisfaction that they would be likely to succeed in a passing off claim against Focal Point.  Firecraft were 
successful and Focal Point’s trade mark was removed from the register. 



Despite this, Focal Point continued to sell fireplaces under the FIRECRAFT mark.  Firecraft commenced passing 
off proceedings in the High Court seeking damages and to prevent Focal Point using FIRECRAFT by means of an 

injunction. Focal Point sought to defend the claim.  Firecraft argued that Focal Point should not be allowed to do 
this.  It said that the Hearing Officer in the invalidation proceedings before the Trade Marks Registry had already 
decided that it had a claim in passing off against Focal Point.  Focal Point should be prevented (‘estopped’) from 

seeking to act as if that decision had not been made.  It would be an abusive use of the High Court to ask it to rule 
on that same issue again (an ‘abuse of process’).  The High Court agreed.  The Hearing Officer had already ruled 
that Firecraft had a claim in passing off against Focal Point.  Firecraft should not be put to the expense of proving 

this for a second time.  Focal Point could not ‘go behind’ the Hearing Officer’s decision and ask for a second ruling 
on this issue from the High Court. 

The current position 

The effect of the decision in Firecraft is that res judicata now applies to invalidation proceedings.  If the Trade 

Marks Registry has ruled on whether a trade mark is invalid it is no longer open to the unsuccessful party to bring 
proceedings in the High Court looking for a different ruling on the this issue.  The converse will also apply. 

Changes at the IPO 

In response to the Firecraft decision, the IPO has announced changes to the way in which it will handle invalidation 

proceedings from now on.  The Hearing Officer’s decision will no longer be made ‘on paper’.  The parties or their 
legal representatives will be required to attend a full hearing before any decision is made.  This is the position only 
where the challenge to the trade mark is made on relative grounds. 

The IPO’s announcement is recognition that the decision in Firecraft has serious implications for businesses.  A 
decision of the Hearing Officer on the validity of a trade mark will be final with no possibility of the High Court 

considering the same issue for a second time. This could pave the way for the proprietor of an invalidated mark to 
be sued for trade mark infringement and/or passing off and liable to pay substantial damages.  In these 
circumstances, it is important that the Hearing Officer makes an informed and accurate decision.   

Comment 

The move from a decision on paper to oral hearings is likely to mean increased costs for brand owners bringing or 
defending invalidation proceedings.  The introduction of a more formal hearing is likely to be accompanied by the 
need for an increased amount and improved quality of evidence and for the parties’ legal representatives to attend 

to provide argument on the key legal issues.  Brand owners will need to be aware of the IPO’s new approach and 
to factor these potential additional costs into their annual trade mark portfolio management budget.  They should 
also ensure that their case before the IPO is as strong as possible in order to avoid the negative ramifications of an 

adverse decision by the IPO. 

Further reading 

Click here for a copy of the judgment in Firecraft 

Click here for a copy of the IPO’s practice note 

 

 

 

http://www.bailii.org/ew/cases/EWHC/Ch/2009/2784.html
http://www.ipo.gov.uk/pro-types/pro-tm/t-law/t-tpn/t-tpn-2009/t-tpn-62009.htm


 

Court of Appeal rules on Star Wars copyright dispute 

 

In Lucasfilm v Andrew Ainsworth the Court of Appeal has ruled on various copyright issues including what 

constitutes a ‘sculpture’ within the Copyright Designs and Patents Act 1988 (CDPA) and whether US copyright can 
be directly enforced in the English courts. 

Background 

Section 4 of the CDPA defines an artistic work as 

 “..a graphic work, photograph, sculpture or collage irrespective of artistic quality” 

A “sculpture” is further defined as 

 “a cast or model made for the purposes of sculpture” 

Section 51 of the CDPA provides: 

 “It is not an infringement of any copyright in a design document …for anything other than an artistic work 

 …to make an article to the design …..” 

Facts 

Lucasfilm was the production company behind the Star Wars films. In 1976, Lucasfilm approached Mr Ainsworth to 

make helmets and armour for the Stormtrooper characters in the films.  Lucasfilm provided Mr Ainsworth with two 
drawings of the stormtroopers and a prototype helmet. Using these, Mr Ainsworth created moulds to produce the 
helmets and armour.  

Mr Ainsworth kept the moulds he created and in 2004 set up a website selling helmets and armour made using 
these moulds. Although Mr Ainsworth was based in the UK, sales were made to customers in the US through the 

website. 

Lucasfilm brought copyright infringement proceedings against Mr Ainsworth in the US courts resulting in $10 

million of compensatory damages being awarded to Lucasfilm.  Lucasfilm subsequently commenced copyright 
infringement proceedings against Mr Ainsworth in the English courts.  The proceedings centred on the helmets. 

The High Court held that the prototype model was neither a sculpture nor a work of artistic craftsmanship and was 
not protected by copyright.  Mr Ainsworth’s was producing helmets using his mould which reproduced the drawings 
of the helmets but as the helmets were not artistic works Mr Ainsworth had a defence under section 51.  The court 

refused to enforce the US judgment but agreed to directly enforce US copyright here and granted an injunction 
restraining Mr Ainsworth from advertising in any publication aimed at the US or sending replica helmets to the US.   

Lucasfilm appealed. 

Decision 

The Court of Appeal agreed that the prototype helmet was not protected by copyright as an artistic work as it was 
not a sculpture.  To be a sculpture a work must be created primarily for the purpose of visual appeal in the sense 



that it might be enjoyed for that purpose alone.  A purely functional item could not be a sculpture.  The prototype 
helmet was utilitarian and lacked any artistic purpose.   

The drawings were protected by copyright as artistic works.  Making the helmets reproduced the drawings.  
However, Mr Ainsworth had a defence to this copyright infringement under section 51 as the helmets were not 

artistic works.   

The parties accepted that Lucasfilm had US copyright which Mr Ainsworth had infringed.  However, the Court of 

Appeal refused to directly enforce Lucasfilm’s US copyright.  Such an issue was not justiciable in the English 
courts.  Infringement of an IP right was essentially a local matter involving local policies and local public interest.  It 
was matter for local judges.  Granting an injunction to restrain Mr Ainsworth’s acts of sale into the US would place 

a restraint on actions in another country – an interference which a foreign judge should avoid.  Assuming 
jurisdiction in relation to US copyright law could lead to a clash of national IP enforcement policies and may lead to 
increased forum shopping.  Also, no international agreement had ever put in place a regime for the international 

litigation of copyright issues.  For these “sound policy reasons” international jurisdiction over copyright infringement 
claims did not exist. 

The Court of Appeal also refused to enforce the US judgment.  The court said that it was only able to enforce the 
judgment if Mr Ainsworth had sufficient presence in the US.  Mr Ainsworth’s only presence in the US was via his 
website.  This was not sufficient to give Mr Ainsworth a presence in the US.  Merely advertising or selling goods in 

a foreign country could not render the advertiser present there and the advent of the Internet and websites did not 
change that established rule. 

Further reading 

Click here for a copy of the judgment 

 

Vodka protected by extended passing off 

 

In Diageo v Intercontinental Brands, the High Court has ruled on an unusual case of extended passing off. 

Background 

Extended passing off is where suppliers of goods of a particular description bring a passing off claim to restrain 
rival traders from using that description, or a confusingly similar term, in relation to goods which do not correspond 

to that description.  On this basis, the courts have prevented terms such as “Spanish champagne”, “sherry” and 
“Swiss chalet” from being applied to products which were not champagne, sherry from Jerez or Swiss chocolate 
respectively.  The early cases concerned descriptions relating to the geographic origin of goods but the case of 

Warnink v Townend in 1979 (the ‘advocaat’ case) extended the law to cover descriptions with no geographic 
element.   

Facts 

Diageo are the world’s leading supplier of alcoholic drinks.  One of the most well known brands in its portfolio is 

SMIRNOFF vodka.  Intercontinental Brands (IB) began selling a clear, virtually tasteless drink comprising of a 
mixture of vodka and neutral fermented alcohol with an overall ABV of 22%.  The drink was sold under the sign 
VODKAT initially in get up reminiscent of a vodka bottle comprising white letters on a red background in a style 

which was particularly common amongst vodka brands.  VODKAT was placed alongside vodkas on supermarket 
shelves. 

http://www.bailii.org/ew/cases/EWCA/Civ/2009/1328.html


The European spirit market is regulated by European legislation.  Regulation 110/2008/EC defines what 
constitutes vodka as “a spirit drink produced from ethyl alcohol of agricultural origin following fermentation with 

yeast from either potatoes and/or cereals or other agricultural raw materials…. The minimum alcoholic strength by 

volume of vodka shall be 37.5%...” 

In the 5 years in which it had been on the market, 13 million bottles of VODKAT had been sold. 

Diageo commenced passing off proceedings alleging that IB were selling VODKAT as vodka even though its ABV 

was only 22%. 

Decision 

Mr Justice Arnold found that IB had passed off VODKAT as vodka.  He found that all of the elements of extended 
passing off were satisfied.  He found that the term ‘vodka’ denoted a clearly defined class of goods.  That class 

was defined in the European Regulation.  He also found that the alcohol-consuming public in the UK had come to 
regard the term ‘vodka’ as denoting a particular class of alcoholic drink and used the term ‘vodka’ to distinguish it 
from other spirits.  Vodka had acquired a reputation as a “drink with recognisable qualities of appearance, taste, 

strength and satisfaction” which gave rise to a protectable goodwill. 

Arnold J also found that IB’s marketing of VODKAT amounted to a misrepresentation that it was vodka.  The 

product was not prominently described on the front as a mixture of fermented alcohol and vodka and had been 
presented in a get up which was reminiscent of vodka.  IB had not instructed supermarkets to display VODKAT 
away from the vodkas and the product was advertised in a way which failed to educate the public as to what it was.  

He had “no hesitation” in finding that the marketing of VODKAT in this way was calculated to deceive a substantial 
number of members of the public into believing that the product was vodka. 

Diageo adduced evidence of actual confusion amongst the public.  Journalists had described VODKAT as vodka in 
reviews, supermarkets had sold it as vodka, consumers had called it vodka on various consumer blogs and pubs 
and bars had served it when asked for vodka.  Arnold J was satisfied that a substantial number of people had been 

confused into thinking that VODKAT was vodka.  This confusion had been caused by IB’s failure to take care to 
neutralise the risk that people would be confused into believing that a drink named VODKAT in the get up in which 
it was sold was vodka.  

Diageo had suffered damage in the form of lost sales.  There was other damage too in that IB’s marketing of 
VODKAT was likely to erode the distinctiveness of the term ‘vodka’.  It would cease to be a term reserved for 

37.5% ABV spirits and would come to be seen as a term applicable to lower strength products.   

Arnold J concluded that IB had passed off VODKAT as vodka and stated that in his opinion this was “not a 

marginal case”. 

Further reading 

Click here for a copy of the judgment 

 

http://www.bailii.org/ew/cases/EWHC/Ch/2010/17.html
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The Digital Economy Bill 

 

The Digital Economy Bill was introduced in the House of Lords on 19 November 2009.  It implements some of the 
recommendations in the government’s Digital Britain: Final Report.  Some of the key aspects of the Bill are 

described below.   

Online copyright infringement 

Clause 17 

Clause 17 gives the Secretary of State for Business Innovation and Skills broad powers to amend aspects of the 
Copyright, Designs and Patents Act 1988 (CDPA) “for the purpose of preventing or reducing the infringement of 

copyright by means of the Internet if it appears to the Secretary of State appropriate to do so having regard to the 

technological developments that have occurred or are likely to occur”.   

The one digital economy issue that has exercised the government more than any other is how to tackle the 

problem of online copyright infringement, specifically the unauthorised sharing and downloading of music, films 
and games via peer-to-peer (P2P) networks.  The government is particularly concerned that over time Internet 
users will find new ways and new technologies to share and download copyright material which do not amount to 

copyright infringement under the CDPA as currently drafted.  It wants to be able to move quickly to scoop these 
practises into the remit of the CDPA as technology develops.  Clause 17 gives the Secretary of State power to do 
this using secondary legislation (a ministerial order) which need only be reviewed summarily by Parliament, 

bypassing the detailed scrutiny that primary legislation would have. 

Although the power to adapt the CDPA to keep pace with new technology seems sensible, there has been 

widespread concern that the powers given to the Secretary of State go further than is required.  For example, he or 
she may use them to go beyond what is necessary to catch uses of new technology, introducing new rights for 
copyright owners, for example, or cutting safeguards for those accused of online infringement by introducing a fast 

track trial procedure.  Arguably these are matters on which Parliament, and not a government minister alone, 
should legislate.  

Faced with tough opposition on clause 17, Lord Mandelson recently announced a number of concessions on its 
wording.  These would seek to narrow the powers so that amendments to the CDPA could only be proposed where 
their purpose is to prevent "any infringement of copyright by means of the Internet [and the Secretary of State is] 

satisfied that (a) the infringement is having a serious adverse effect on businesses or consumers, and (b) making 

the amendment is a proportionate way to address that effect."  He further proposes a new "super-affirmative" 
process which aims to ensure that any secondary legislation receives a proper airing in both Houses of Parliament. 

Initial Obligations 

Separately, the Bill introduces a new procedure to be followed by Internet Service Providers (ISPs) and copyright 
owners in cases of suspected online copyright infringement.   



A copyright owner may report an infringement of their copyright to an ISP by submitting a ‘copyright infringement 
report’ (CIR).  The CIR must include evidence of the infringement and the IP address of the subscriber concerned.  

The ISP is then obliged to notify the subscriber that a CIR has been filed about them.  This notification must, 
amongst other things, contain details of the alleged infringement and advice on how to legally download copyright 
works.  The purpose of the CIR is to let subscribers know that the copyright owner is ‘on to them’, to deter them 

from continuing to illegally download. 

ISPs will be required to keep a record of all CIRs and, in certain circumstances, provide a ‘copyright infringement 

list’ (CIL) to a copyright owner.  This list will indicate how many of the copyright owner’s CIRs are about any one 
particular subscriber.  So, the copyright owner will be able to see that of the 136 CIRs it has filed, 100 relate to 
subscriber X.  The purpose of the CIL is to help copyright owners identify serious repeat infringers against whom 

they may want to take legal action.  It is intended to help target legal action effectively making it a more attractive 
option for copyright owners.  The ISP will not include any of the subscriber’s personal details in the CIL, allaying 
fears about possible breaches of data protection and privacy laws.  If the copyright owner does want to commence 

legal proceedings against a subscriber identified on a CIL, it must first obtain a court order (a Norwich Pharmacal 
order) compelling the ISP to disclose that subscriber’s personal details. 

The duties to notify subscribers about CIRs and to provide CILs are referred to as the ‘Initial Obligations’.  They will 
be underpinned by an industry code of practice to be developed by relevant stakeholders (ISPs, copyright owners 
and consumers) or, in default, made by OFCOM.  OFCOM will be required to monitor the Initial Obligations and 

report to the government every three months on whether they are successfully reducing the level of online 
copyright infringement.   

Technical obligations 

If OFCOM concludes that the Initial Obligations are not reducing online copyright infringement, the Secretary of 

State may introduce secondary legislation requiring ISPs to impose ‘technical measures’ on subscribers that 
repeatedly download illegal material.  This could include bandwidth capping, making it more difficult to file-share, or 
the complete suspension of a broadband connection (effectively ‘cutting the subscriber off’).  Subscribers will have 

a right of appeal to a ‘First-Tier Tribunal’.  Failure by an ISP to comply with these ‘Technical Obligations’, and/or 
the Initial Obligations, will lead to a fine of up to £250,000.  An amendment was recently tabled to reduce this sum 
to £10,000. 

Comment 

The Technical Obligations have been criticised as draconian and for failing to build in adequate safeguards for 
subscribers.  For example, to what standard will copyright owners have to prove copyright infringement before a 
subscriber is cut off?  They are likely to have a lower evidential burden than would be required in copyright 

infringement proceedings before a court.   

The imposition of technical measures appears to fall foul of new laws recently approved at EU level (the ‘Telecoms 

Package’) which requires Internet access to be restricted or denied only after a ‘fair and impartial’ hearing.  It 
remains to be seen whether the proposed ‘First-Tier Tribunals’ will provide this.  The government has pre-empted 
this criticism and published a statement confirming that it considers the technical measures to be compatible with 

the Telecoms Package. 

In some cases, technical measures would not target the true illegal downloader.  For example, the Bill as drafted 

would allow an entire household to be disconnected from the Internet if just one member of it had illegally 
downloaded material.  A subscriber who failed to secure their Wi-Fi connection would risk being cut off if it was 
hijacked and used by someone else to illegally download.  Providers of public Wi-Fi hotspots (Starbucks, for 

example) would receive warning letters and face disconnection if users of their network accessed file sharing sites.   



Internet domain name registries 

The domain name system is the addressing system for the Internet.  Domain names are allocated to end users by 
registries, the largest in the UK being Nominet, the body responsible for administering the .uk country code Top 
Level Domain (CCTLD).   

The government has included provisions in the Bill which are a direct response to (1) recent disruptions at board 
level within Nominet which called into question the ability of domain name registries to self-regulate effectively; and 

(2) reported abuses of the .uk CCTLD including cybersquatting (registering and occupying a domain name that 
might reasonably belong to somebody else in the hope of making a profit by selling that address) and drop-
catching (waiting for the ownership of a domain name to expire and quickly re-registering it).   The government’s 

concern is that poor self regulation by the domain name industry and domain name abuses might prevent the 
Internet economy functioning efficiently and damage the UK’s reputation as a safe and secure platform for e-
commerce.  Consequently, the Bill gives the government power in certain circumstances to intervene in the 

operation of domain name registries established within the UK. 

Intervention for ‘serious relevant failure’ 

Where there has been a ‘serious relevant failure’ in relation to a UK domain name registry the Secretary of State 
may initially serve a notice on the registry requiring it to take remedial action.  If it fails to do so, the Secretary of 

State may appoint a manager to take over the running of the registry or apply for a court order altering the 
registry’s legal constitution.  The registry may appeal to the Competition Appeal Tribunal and ultimately to the 
Court of Appeal. 

A serious relevant failure is one where the registry, its end users or registrars (agents of end-users) have been 
engaging in practises which are unfair or which involve the misuse of domain names or where the registry’s 

arrangements for dealing with complaints are inadequate.  The failure will be serious where “it has or is likely to 

adversely affect the reputation or availability of electronic communications networks or services in the UK or the 

interest of consumers or the public in the UK”. What is ‘unfair’, ‘misuse’ or ‘inadequate’ will be set out in secondary 

legislation. 

Comment 

Strong measures may be taken against a registry where the objection is to the actions of end users or registrars, 
over whom a registry has limited control.  Registries will want to review their contractual arrangements with end 

users and registrars to ensure that they are contractually required not to behave unfairly or misuse a domain 
name.  Whether this will be sufficient for a registry to avoid sanctions remains to be seen.  Registries will also need 
to review the adequacy of their complaints procedures. 

From Bill to Act? 

This article reviews some of the key provisions in the current version of the Bill published on 19 November 2009.  
Amendments are being tabled daily and if the Bill makes it onto the statute books before the next general election 
(there may not be sufficient Parliamentary time) it is likely to be in a substantially amended form.   

 

 

 

 



New Regulations exempting providers of information society services from liability 

 

The government has published in draft the Electronic Commerce Directive (Hatred against Persons on Religious 
Grounds or Grounds of Sexual Orientation) Regulations 2010.  The Regulations specifically provide that providers 

of information society services (ISS) will not be liable for offences under Part 3A of the Public Order Act 1986. 

The E-Commerce Directive (2000/31/EC) regulates the provision of information society services which are, 

broadly, commercial services provided on the internet.  Articles 12 to 14 of the Directive require the UK to limit the 
liability of ISS providers who carry out certain activities essential for the operation of the Internet, namely those 
who act as ‘mere conduits’ and those who ‘cache’ or ‘host’ information.  The E-Commerce Directive was 

implemented in the UK by the E-Commerce Regulations. 

Part 3 of the Public Order Act 1986 created an offence of stirring up hatred on religious grounds.  The Criminal 

Justice and Immigration Act 2008 extended that offence to also catch stirring up hatred on the grounds of sexual 
orientation.   

It would be possible for an ISS provider to commit either of these offences if someone used their service to stir up 
hatred. The new Regulations create specific exceptions from liability for the new offences for mere conduits, 
caches and hosts in the circumstances set out in the Directive and reflected in the E-Commerce Regulations.   

Click here for a copy of the Regulations 
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