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legal issues for the 

entrepreneur
	Learning Objectives


1

To identify and distinguish intellectual property assets 
of a new venture including software websites.
2
To understand the nature of patents, the rights they provide, and the process for filing one.
3

To understand the purpose of a trademark and the procedure for filing.
4

To learn the purpose of a copyright and how to file for one.
5

To identify procedures that can protect a venture’s trade secrets.

6

To understand the value of licensing to either expand a business or to start a new venture.
7

To recognize the implications of new legislation that affects Board of Directors 
and internal auditing processes for public companies.
8

To illustrate important issues related to contracts, insurance, and product safety and liability.

	CHAPTER OUTlINE AND TEACHING NOTES

	OPENING PROFILE(Daniel Schreiber

I.
WHAT IS INTELLECTUAL PROPERTY?



A.
Intellectual property, which includes patents, trademarks, copyrights, and trade secrets, represent important assets.



B.
Because entrepreneurs often don’t understand intellectual property, they can ignore steps that should be taken to protect these assets.


	PowerPoint Slide 6-1

“Entrepreneurship Title” (See PowerPoint slide show beginning on page 159 of this manual.)
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PowerPoint Slide 6-2

“Chapter Title” (See PowerPoint slide show beginning on page 159 of this manual.)
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Learning Objective 1.

To identify and distinguish intellectual property assets of a new venture including software websites.
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Intellectual property.

Any patents, trademarks, copyrights, or trade secrets held by the entrepreneur.


	
II.
NEED FOR A LAWYER



A.
All business is regulated by law.




1.
The entrepreneur needs to be aware of regulations that affect the new venture.




2.
At different stages the entrepreneur will need legal advice.




3.
The legal expertise required will vary based on factors such as type of product and organizational status.



B.
The entrepreneur should carefully evaluate his or her needs before hiring a lawyer.
	PowerPoint Slide 6-3 (Transparency Master 6-1)
“Intellectual Property” (See PowerPoint slide show beginning on page 159 of this manual. Also presented as a transparency master in Section 6 of this manual.)
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PowerPoint Slide 6-4
“Lawyer” (See PowerPoint slide show beginning on page 159 of this manual.)

[image: image5.jpg]\ -Why Have Gne# ‘)

\\\ Determine VWhat Is Needed @

\

\ Searchi For LawyerithispecraliExpErtize:

n\-low to Select [Lavwyer N
\)ne-Tlme Service or On-Going? 24\9 (Y

¥ 28

Seg Up Comfortable Working Relationship]
Determlne Costs Up-Front

\

74






	
III.
HOW TO SELECT A LAWYER



A.
Why Hire a Lawyer?




1.
The entrepreneur does not usually have the expertise to handle possible risks associated with difficult laws.




2.
A competent attorney is in a better position to understand all outcomes related to any legal action.



B.
Fees.




1.
The lawyer may work on a retainer basis (stated amount per month) which provides office and consulting time.




2.
This does not include court time or other legal fees.




3.
The lawyer may be hired for a one-time fee, i.e. filing for a patent.



C.
Choosing a lawyer is like hiring an employee—the lawyer you work with should be someone to whom you can relate personally.



D.
When resources are limited, the entrepreneur may offer the lawyer stock in exchange for his or her services.
	

	
IV.
LEGAL ISSUES IN SETTING UP THE ORGANIZATION



A.
There are many options an entrepreneur can choose in setting up an organization.



B.
Legal advice is necessary to ensure that the most appropriate decisions have been made.
	

	
V.
PATENTS



A.
A patent is a contract between the government and an inventor.




1.
The government grants the inventor exclusivity for a specified amount of time.




2.
At the end, the government publishes the invention, and it becomes part of the public domain.




3.
The patent gives the owners a negative right, preventing anyone from making, using, or selling the invention.



B.
Types of Patents.




1.
Utility Patents.




a.
A utility patent has a term of 20 years, beginning on the date of filing with the Patent and Trademark Office (PTO).




b.
Patents on any invention requiring FDA approval are extended by the amount of time it takes the FDA to review the invention.





c. 
Filing fees for a utility patent equals $690, plus some additional fees.




d.
The patent grants the owner protection from anyone making, using, and/or selling the invention.




2.
Design Patents.





a.
Covering new, original, ornamental, and unobvious designs for articles, a design patent reflects an object’s appearance.




b.
These are for a 14-year term and provide a negative right, excluding others from making an article having the same ornamental appearance.





c.
Initial filing fees are lower than for utility patents.





d. 
Each design application is $310.





e. 
Although design patents have traditionally been viewed as worthless, there has been renewed interest recently.




3.
Plant patents are issued under the same provisions as utility patents and are for new varieties of plants.



C.
Patents are issued by the Patent and Trademark Office (PTO.)




1.
This office also administers the Disclosure Document Program, whereby the inventor files disclosure of the invention, giving recognition that he or she was the first to develop the idea.




2.
Another program is the Defensive Publication Program, which lets the inventor protect an idea by preventing anyone else from patenting this idea, but gives the public access to it.



D.
International Patents.




1.
With the World Trade Organization (WTO) and its predecessor the General Agreement on Trade and Tariffs, more global free trade has been encouraged.



2. 
However, there still is a problem with internationalizing patent law to protect firms from imitation and knock-offs.




3. 
The Patent Cooperation Treaty (PCT) was established to facilitate patent filing in multiple countries.




4. 
The World Intellectual Property Organization (WIPO) administers the treaty.



E.
The Disclosure Document.




1.
The entrepreneur should first file a disclosure document to establish a date of conception of the invention.



2.
To file, the entrepreneur must prepare a clear description of the invention along with photos and a cover letter.




3.
Upon receipt, the PTO stamps and returns a duplicate copy establishing evidence of conception.




4. 
The disclosure document is retained for two years and then destroyed unless a patent application is filed within this time.



5.
Before actually applying for the patent, the entrepreneur should retain a patent attorney to conduct a patent search.



F.
The Patent Application.




1.
The patent application must contain a complete history and description of the invention as well as claims for its usefulness.




2.
The application is divided into sections:





a.
The Introduction Section contains the background and advantages of the invention and the nature of problems it overcomes.





b.
Description of Invention Section.






(i)
This section contains a brief description of the drawings, which must comply with PTO requirements.






(ii)
A description of the invention follows, including engineering specifications, materials, and components.




c.
Claims Section.






(i)
Claims are the criteria by which any infringements will be determined.






(ii)
Essential parts of the invention should be described in broad terms.






(iii)
The claims must not be so general that they hide the invention’s uniqueness and advantages.



3.
The application should contain a declaration signed by the inventor.




4.
When the application is sent, the status of the invention becomes “patent pending,” providing complete confidential protection until the application is approved.




5.
A carefully written patent should provide protection, but is also an invitation to sue or be sued if there is any infringement.




6.
In addition to the filing fees, there are also maintenance fees that are paid at intervals during the life of a patent.


G.
Patent Infringement.




1. 
The entrepreneur must be sensitive about whether he or she is infringing on someone else’s patents.



2.
Many inventions are the result of improvements in existing products.





a.
Copying and improving a product may be legal.





b.
If improvement is impossible, it may be possible to license the product from the patent holder.




3.
To ascertain the existence of a patent, the entrepreneur can now use the Internet.





a.
If there is an existing patent that might involve infringement, licensing may be considered.





b.
If there is any doubt on this issue, the entrepreneur should hire a patent attorney.
	Learning Objective 2.

To understand the nature of patents, the rights they provide, and the process for filing one.
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Patent.

Grants holder protection from others making, using, or selling similar idea.

PowerPoint Slide 6-5 (Transparency Master 6-2)
“Patents” (See PowerPoint slide show beginning on page 159 of this manual. Also presented as a transparency master in Section 6 of this manual.)
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As Seen in Entrepreneurship Magazine: Provide Advice to an Entrepreneur About Intellectual Property Protection.

Intellectual property laws can protect your trade secrets, trademarks, and product design, provided you take the proper steps. (Box in text on page 162)

PowerPoint Slide 6-6 

“Patent Documentation” (See PowerPoint slide show beginning on page 159 of this manual.)
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Disclosure document.

Statement to U.S. Patent and Trademark Office by inventor disclosing intent to patent idea.

Text Figure 6.1 
“Options to Avoid Infringement” 

(Text figure on page 165)

Text Table 6.1 
“Checklist for Minimizing Patent Risks” (Text Table on page 166)



	
VI.
BUSINESS METHOD PATENTS


A.
With the growth of Internet use and software development has emerged the use of business method patents.



1. 
Amazon.com owns a business method patent for the single click buying feature.




2. 
Priceline.com claims it holds a patent to a service where a buyer can submit a price bid for a particular service.



B.
Many firms have used these patents to assault competitors and provide a stream of royalties.


C. 
It is uncertain whether this type of patents will hold up over time.
	

	
VII.
TRADEMARKS



A.
A trademark may be a word, symbol, design, or some combination which identifies the source of certain goods.




1.
A trademark can last indefinitely, as long as it continues to perform its indicated function. 





a.
The trademark is given a 20-year registration with 20-year renewable terms.





b.
In the fifth to sixth year, you must file an affidavit with the PTO indicating that the patent is in commercial use.





c.
Trademark law allows filing a trademark solely on the intent to use the trademark in interstate or foreign commerce.





d.
There are benefits to registering a mark that has already been in use.




2.
Categories of trademarks:





a.
Coined marks denote no relationship between the mark and the goods and afford the possibility of expansion into other products.




b.
An arbitrary mark is one that has another meaning in our language.





c.
A suggestive mark is used to suggest certain features or characteristics of a product or service.





d.
A descriptive mark must have become distinctive and gained recognition before it can be registered.




3.
Registering a trademark can offer significant advantages to the entrepreneur.



B.
Registering the Trademark.




1.
The PTO is responsible for federal registration of trademarks.




2.
To file, the entrepreneur must complete the application form, which can be downloaded from the PTO website.




3.
Filing of the registration involves four requirements:





a.
Completion of the written form.





b.
A drawing of the mark.





c.
Five specimens showing actual use of the mark.





d.
The fee.




4.
An examining attorney at the PTO determines whether the mark is suitable for registration.




5.
Once accepted, the trademark is published in the Trademark Official Gazette to allow any party 30 days to oppose.




6.
If no opposition is filed, the registration is issued.




7.
The entire process usually takes about 13 months.
	Learning Objective 3.

To understand the purpose of a trademark and the procedure for filing.
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Trademark.

A distinguishing word, name, or symbol used to identify a product.

PowerPoint Slide 6-7
“Trademarks” (See PowerPoint slide show beginning on page 159 of this manual.)
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PowerPoint Slide 6-8 (Transparency Master 6-3)
“Trademark Filing Requirements” (See PowerPoint slide show beginning on page 159 of this manual. Also presented as a transparency master in Section 6 of this manual.)
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Text Table 6.2 
“Benefits of a Registered Trademark” (Text Table on page 167.)

As Seen in Entrepreneurship Magazine: Provide Advice to an Entrepreneur About International Trademark Protection.

Your trademark is a valuable asset, but it is harder to protect trademarks in other countries. (Box in text on page 169)



	VIII.
COPYRIGHT



A.
A copyright protects original works of authorship.




1.
The protection does not protect the idea itself.




2.
It allows someone else to use the idea in a different manner.



B.
Online Issues.



1. 
The copyright law has become especially relevant because of the tremendous growth of the use of the Internet especially to download music.




2. 
Although software was added to copyright law in 1980, the issues surrounding access to material on the Internet has been a major legal battle for the entertainment industry.





a. 
Napster enabled Internet users to exchange music files at will.





b. 
The music industry fought against this use and was able to win its battle with Napster.





c. 
However, other file swapping services have sprung up.




3. 
In response to these file swapping services, the music industry began backing several subscription-based online music services.




4. 
Copyright protection will continue to be a concern until precedents and regulations are made clear.


C.
Copyrights are registered with the Library of Congress.




1.
All that is needed is the form, two copies of the work, and the appropriate fee sent to the Register of Copyrights.




2.
The term of the copyright is the life of the author plus 50 years.



D.
In some instances, several forms of protection may be available: trademark, patent, and copyright.
	[image: image13.wmf]KEY
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Copyright.

Right given to prevent others from printing, copying, or publishing any original works of authorship.

Learning Objective 4.

To learn the purpose of a copyright and how to file for one.

PowerPoint Slide 6-9 (Transparency Master 6-4)
“Copyrights” (See PowerPoint slide show beginning on page 159 of this manual. Also presented as a transparency master in Section 6 of this manual.)
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PowerPoint Slide 6-10
“Copyright Protection” (See PowerPoint slide show beginning on page 159 of this manual.)
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PowerPoint Slide 6-11
“Monopoly Protections” (See PowerPoint slide show beginning on page 159 of this manual.)
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IX.
TRADE SECRETS



A.
A trade secret is not covered by any federal law but is recognized under common laws in each state.




1.
Employees may be asked to sign a confidential information agreement.




2.
The holder of the trade secret has the right to sue any signee who breaks the agreement.



B.
How much information to give to employees is determined by the entrepreneur’s judgment.




1. 
Historically, entrepreneurs tended to restrict access to confidential information.




2. 
Today there is a tendency to share more information with employees.



C.
Non-protected ideas could become a serious problem in the future unless the entrepreneur takes precautions.



D.
To maintain secrecy:




1.
Train employees to refer sensitive questions to one person.




2.
Provide escorts for all office visitors.




3.
Avoid discussing business in public places.




4.
Control information that might be presented by employees at conferences or in journals.




5. 
Keep important travel plans secret.



6.
Use simple security such as locked file cabinets and shredders.




7.
Have employees and consultants sign non-disclosure agreements.




8.
Debrief departing employees.




9.
Avoid faxing any sensitive information.




10.
Mark documents “confidential” when needed.


E.
Protection against the leaking of trade secrets is difficult to enforce, and legal action can be taken only after the secret has been revealed.
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Trade secret.

Protection against others revealing or disclosing information that could be damaging to business.

Learning Objective 5.

To identify procedures that can protect a venture’s trade secrets.

PowerPoint Slide 6-12 (Transparency Master 6-5)
“Trade Secrets” (See PowerPoint slide show beginning on page 159 of this manual.)
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Text Figure 6.2 
“A Simple Trade Secret Nondisclosure Agreement” (Text figure on page 206)



	
X.
LICENSING



A.
Licensing is an arrangement between two parties, where one party has proprietary rights over some information process or technology protected by a patent, trademark, or copyright.




1.
This requires the licensee to pay a royalty to the holder of the proprietary rights in (licensor) return for permission to copy the patent.




2.
Licensing has significant value as a marketing strategy to holders of patents.



B.
Procedure.




1.
A patent license agreement specifies how the licensee would have access to the patent.




2.
The agreement must be carefully worded and should involve a lawyer.



C.
Licensing a trademark generally involves a franchising agreement.




1.
The entrepreneur operates a business using the trademark and agrees to pay a fixed sum for use of the trademark.




2.
The franchisee also pays a royalty based on sales volume, buys supplies from the franchisor, or some combination of these.



D.
Copyrights are also popular licensed property.




1.
They involve the right to use or copy books, software, music, photos, and plays.




2.
Celebrities will often license the right to use his or her name or image in a product.




3.
Hit movies can also result in new products.




4.
Licensing is also popular around special sports events.




5.
Licensing opportunities are plentiful but should be carefully considered and planned.




6.
A large player in licensing is Walt Disney.


E.
Benefits.




1.
Licensing can increase revenues, without the risk and costly start-up investment.




2.
Licensing can also be a way to start a new venture when the idea may infringe on someone else’s patent.
	[image: image19.wmf]KEY
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Licensing.

Contractual agreement giving rights to others to use intellectual property in return for a royalty or fee.

PowerPoint Slide 6-13 (Transparency Master 6-6)
“Licensing” (See PowerPoint slide show beginning on page 159 of this manual. Also presented as a transparency master in Section 6 of this manual.)
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Learning Objective 6.

To understand the value of licensing to either expand a business or to start a new venture.
PowerPoint Slide 6-14
“Licensing Factors” (See PowerPoint slide show beginning on page 159 of this manual.)
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XI.
PRODUCT SAFETY AND LIABILITY



A.
The Consumer Product Safety Act, passed in 1972, created a five-member commission that has the power to prescribe safety standards for products.




1.
The commission also has the power to identify what it considers to be substantial hazards and bar products it considers unsafe.




2.
The act was amended in 1990 to establish stricter guidelines for reporting product defects and resulting injuries and deaths.




3.
Manufacturers could be subject to fines of $1.25 million for not reporting product liability settlements or court awards.



B.
Any new product should be assessed as to whether it falls under the law.




1.
If it does, the entrepreneur has to follow appropriate procedures.




2.
Product liability problems are complex.




3.
Recent attempts to reform the legislation have been unsuccessful.


C.
Claims regarding product safety and liability usually fall under one of these categories:




1.
Negligence extends to all parts of the production and marketing process.




2.
Warranty. Consumers may sue when advertising overstates the benefits of a product or when the product does not perform as stated.




3.
Strict Liability. A consumer can sue on the basis that the product was defective prior to its receipt.




4.
Misrepresentation occurs when advertising, labels, or other information misrepresents material facts concerning the quality of the product.



D.
The best protection against product liability is to produce safe products and to warn consumers of any potential hazards.
	Learning Objective 8.

To illustrate important issues related to contracts, insurance, and product safety and liability.

PowerPoint Slide 6-15 (Transparency Master 6-7)
“Product Safety/Liability” (See PowerPoint slide show beginning on page 159 of this manual.)
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Product safety and liability.

Responsibility of the company to meet any legal specifications regarding a new product covered by the Consumer Product Safety Act.
PowerPoint Slide 6-16
“Product Liability Claims” (See PowerPoint slide show beginning on page 159 of this manual.)
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ETHICS
Making a Federal Case Out of Overseas Abuses.

Should U.S. multinationals be held liable for the human-rights abuses of foreign governments? An obscure law, the Alien Tort Claims Act of 1789, has paved the way for suits against multinationals. (Box in text on page 170)


	
XII.
INSURANCE



A.
The entrepreneur should purchase insurance in the event that problems do occur.



B.
Most firms should consider coverage in specific areas as a means of managing risk in the business.




1.
Common types of insurance include:





a.
Property insurance.





b.
Casualty insurance.





c.
Life insurance.





d.
Worker’s compensation.





e.
Bonding.




2.
Each of these types of insurance provides a means of managing risk in the new business.





a.
Some insurance, such as disability and vehicle coverage, is required by law and cannot be avoided.





b.
Life insurance of key employees is not required but may be necessary to protect the venture.





c.
The entrepreneur should determine what kind of insurance to purchase, how much to purchase, and from what company.





d.
The entrepreneur should consider the increasing insurance premiums in cost projections.




3.
Skyrocketing medical costs have significant impact on insurance premiums, especially workers’ compensation.





a.
Insurance companies calculate the premium for workers’ compensation as a percentage of payroll, type of business, and prior claims.





b.
Some states are undertaking reforms in this coverage.




4.
Promoting safety through comprehensive guidelines and being personally involved with safety will help control costs.



C.
Health care coverage is an important benefit to employees and a significant cost to businesses.




1. 
Health insurance premiums are less expensive if there is a large group of insured participants.




2.
A self-employed entrepreneur has limited options.




3.
If you are leaving a corporate position, consider extending your health care benefits with a COBRA which allows you to continue on the same health policy for about three years.




4.
Individual health care policies are available.




5.
Policies that have higher deductibles can be considered because of their lower premiums.



D.
After many reports of corporate misconduct, Congress passed the Sarbanes-Oxley Act in 2002.



1. 
Provisions:





a. 
Under this law CEOs are required to vouch for financial statements through a series of internal control mechanism and reports.





b. 
Directors must meet background requirements and responsibilities regarding internal auditing and control.




c. 
Any attempt to influence the auditor or impede the internal auditing process would be considered a criminal act.




2. 
There is some concern that this law will discourage qualified individuals from being members of important boards.




3. 
Foreign companies that trade on U.S. stock exchanges have been forced to delist because the provisions of the law conflicted with the laws of that foreign country.




4. 
Private companies were not included in this act, but are subject to control if they consult to public companies.


E.
The government has ruled that a company is responsible for the safety or health violations in home-based offices.



F.
Advice and information on insurance is available at universities or the Small Business Administration.
	PowerPoint Slide 6-17 (Transparency Master 6-8)
“Types of Insurance” (See PowerPoint slide show beginning on page 159 of this manual. Also presented as a transparency master in Section 6 of this manual.)
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Text Table 6.3 
“Types of Insurance and Possible Coverage” (Text figure on page 176)

Learning Objective 7.
To recognize the implications of new legislation that affects Board of Directors and internal auditing processes for public companies.


	XIII.
CONTRACTS



A.
A contract is a legally enforceable agreement between two parties as long as certain conditions are met.



B.
Often business deals are informal, concluded with a handshake.




1.
When things are going smoothly, this procedure is sufficient.




2.
If there are disagreements, the entrepreneur may be liable for something never intended.




3.
One rule is to never rely on a handshake if the deal cannot be completed within one year.




4.
The courts insist that a written contract exist for all transactions over $500.



C.
The safest way to conduct business deals is with a written contract.




1.
Any deal involving real estate must be in writing to be valid.




2.
Leases, rentals, and purchases all need written agreements.



D.
Four essential items in an agreement to provide the best legal protection:




1.
All parties involved should be named and their roles specified.




2.
The transaction should be described in detail.




3.
The exact value of the transaction should be specified.




4.
Obtain signature(s) of the person(s) involved in the deal.
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Contract.

A legally binding agreement between two parties.

PowerPoint Slide 6-18
“Contracts” (See PowerPoint slide show beginning on page 159 of this manual.)
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Text Figure 6.4 
“Contract Conditions and Results of a Breach of Contract” 

(Text figure on page 178.)

PowerPoint Slide 6-19 (Transparency Master 6-9)
“Contract Ingredients” (See PowerPoint slide show beginning on page 159 of this manual. Also presented as a transparency master in Section 6 of this manual.)
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PowerPoint Slide 6-20
“Remedies for Breach” (See PowerPoint slide show beginning on page 159 of this manual.)
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XIV.
IN REVIEW: SUMMARY.


See “Learning Objectives Revisited” below.
	


	learning objectives revisited


Learning Objective 1.
To identify and distinguish intellectual property assets of a new venture including software and websites.

· Intellectual property includes patents, software, websites, trademarks, copyrights, trade secrets.

· These represent important assets.

Learning Objective 2.
To understand the nature of a patent, the rights they provide, and the process for filing one.

· A patent is a contract between the government and an inventor.

· The government grants the inventor exclusivity for a specified amount of time.

· The patent gives the owners a negative right, preventing anyone from making, using, or selling the invention.

· There are three types of patents: utility patents, design patents, and plant patents.

· The patent application must contain a complete history and description of the invention as well as claims for its usefulness.

· The application includes: the introduction section, description of invention section, and claims section.

· When the application is sent, the status of the invention becomes “patent pending,” providing protection until the application is approved.

· The entrepreneur must be sensitive about whether he or she is infringing on someone else’s patent.

· With the growth of Internet use and software development has emerged the use of business method patents.

Learning Objective 3.
To understand the purpose of a trademark and the procedure for filing.

· A trademark may be a word, symbol, design, or some combination which identifies the source of certain goods.

· A trademark can last indefinitely, as long as it continues to perform its indicated function. 

· To file, the entrepreneur must complete the application form, including the four basic requirements.

· An examining attorney at the PTO determines whether the mark is suitable for registration.

· Once accepted, the trademark is published in the Trademark Official Gazette to allow any party 30 days to oppose.

· If no opposition is filed, the registration is issued.

Learning Objective 4.
To learn the purpose of a copyright and how to file for one.

· A copyright protects original works of authorship.

· Although software was added to copyright law in 1980, there are continuing issues regarding access to materials on the Internet, especially music swapping sites.
· Copyrights are registered with the Library of Congress.

· The term of the copyright is the life of the author plus 50 years.

Learning Objective 5.
To identify procedures that can protect a venture’s trade secrets.

· Train employees to refer sensitive questions to one person.

· Provide escorts for all office visitors.

· Avoid discussing business in public places.

· Keep important travel plans secret.

· Control information presented by employees at conferences or in journals.

· Use simple security such as locked file cabinets and shredders.

· Have employees and consultants sign non disclosure agreements.

· Debrief departing employees.

· Avoid faxing any sensitive information.

· Mark documents “confidential” that need to be.

Learning Objective 6.
To understand the value of licensing to either expand a business or to start a new venture.

· Licensing is an arrangement between two parties, where one party has proprietary rights protected by a patent, trademark, or copyright.

· Licensing a trademark generally involves a franchising agreement.
· Licensing can increase revenues, without the risk and costly start-up investment.

· It can be a way to start a new venture when the idea may infringe on someone else’s patent.

Learning Objective 7.
To recognize the implications of new legislation that affects Board of Directors and internal auditing processes for public companies.
· After many reports of corporate misconduct, Congress passed the Sarbanes-Oxley Act.
· CEOs are required to vouch for financial statements.

· Directors must meet background requirements and responsibilities regarding internal auditing and control.

· Any attempt to influence the auditor or impede the internal auditing process would be considered a criminal act.

· There is some concern that this law will discourage qualified individuals form being members of important boards.

Learning Objective 8.
To illustrate important issues related to contracts, insurance, and product safety and liability.

· The entrepreneur should purchase insurance in the event that problems do occur.

· Most firms should consider coverage in specific areas as a means of managing risk in the business.

· Health care insurance is an important benefit to employees and a significant cost to the firm.

· Any new product should be assessed as to whether it falls under the Consumer Product Safety Act.

· Manufacturers could be subject to fines of $1.25 million for not reporting product liability settlements 
· Claims regarding product liability usually are in these categories: negligence, warranty, strict liability, and misrepresentation.

· The best protection against product liability is to produce safe products and to warn consumers of any potential hazards.

· A contract is a legally enforceable agreement between two parties as long as certain conditions are met.
· The safest way to conduct business deals is with a written contract, although oral contracts are legal and enforceable.

· There are four essential items in an agreement to provide legal protection.
	key terms


Contract. A legally binding agreement between two parties.

Copyright. Right given to prevent others from printing, copying, or publishing any original works of authorship.

Disclosure document. Statement to U.S. Patent and Trademark Office by inventor disclosing intent to patent idea.

Intellectual property. Any patents, trademarks, copyrights, or trade secrets held by the entrepreneur.

Licensing. Contractual agreement giving rights to others to use intellectual property in return for a royalty or fee.

Patent. Grants holder protection from others making, using, or selling similar idea.

Product safety and liability. Responsibility of the company to meet any legal specifications regarding a new product covered by the Consumer Product Safety Act.

Trademark. A distinguishing word, name, or symbol used to identify a product.

Trade secret. Protection against others revealing or disclosing information that could be damaging to business.

	research tasks and class discussions



The text includes several topics for student research and class discussions. These questions are open-ended, and the answers will be different for each student. There are no “correct” answers.

Research tasks:

1. Using the Internet, obtain copies of three patents that are at least three years old. What are the elements that are common across these patents? What are the differences? Which do you believe will be the greatest success? Can you find any evidence of products that are now on the market that incorporate any of these patented technologies?

2. Search press reports for patent infringement cases. Describe the process and the outcome. Of particular value are examples that list the legal costs of defending patent infringements and the amount awarded for a successful defense.

3. What are the world’s most famous trademarks? Use data to back-up your answer.

4. Provide a real life example for each of the different types of product liability: (a) negligence, (b) warranty, (c) strict liability, and (d) misrepresentation. Where possible report both the details and the payouts.

5. How much does it cost to apply for and obtain a patent?
 
Class Discussions
6. Provide three examples of companies that use trade secrets to keep competitors from imitating its products. What activities do they undertake to maintain this secrecy? How effective do you think they are?

7. Should copyrighted music be available on the Internet free of charge, even if it is against the wishes of the artist and the recording company? Consider both sides of the argument to make a more convincing argument.

8. To what extent should the government be involved in creating and enforcing safety laws and to what extent should companies (and industries) be responsible for creating their own standards and self-policing those standards?
	Visual Resources


The PowerPoint presentation for this chapter, shown on the following pages, includes the following slides.
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* Also included as a Transparency Master.

The following are included as transparency masters in Section 6 of this manual.
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Transparency Master 6-4
Copyrights

Transparency Master 6-5
Trade Secrets

Transparency Master 6-6
Licensing

Transparency Master 6-7
Product Safety/Liability

Transparency Master 6-8
Types of Insurance

Transparency Master 6-9
Contract Ingredients
	powerpoint slide show


	Slide 6-1

Entrepreneurship Title

[image: image30.jpg]nnnnnnnnnnn

ENTREPRENEURSHIP

SIXTH EDITION




	Slide 6-2

Chapter Title

[image: image31.jpg]Legal Issues For
The Entrepreneur






	Slide 6-3
Intellectual Property (Also presented as Transparency Master 6-1 in Section 6 of this manual.)
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Patents (Also presented as Transparency Master 6-2 in Section 6 of this manual.)
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Patent Documentation
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Trademark Filing Requirements (Also presented as Transparency Master 6-3 in Section 6 of this manual.)
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Copyrights (Also presented as Transparency Master 6-4 in Section 6 of this manual.)
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Copyright Protection
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Monopoly Protections
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Trade Secrets (Also presented as Transparency Master 6-5 in Section 6 of this manual.)
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Licensing (Also presented as Transparency Master 6-6 in Section 6 of this manual.)
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Licensing Factors
[image: image43.jpg]\ “Recognizable RPrioperiy
\ *Complement!Product/SErvice

\
\

\*Experience WithiProperiy
‘\Long-Term Outlook
*Kind Of Protection
°Commitment?

'Rerfewal Options/Terms

N
=T







	Slide 6-15

Product Safety/Liability (Also presented as Transparency Master 6-7 in Section 6 of this manual.)
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Product Liability Claims
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Types of Insurance (Also presented as Transparency Master 6-8 in Section 6 of this manual.)
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Contracts
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Contract Ingredients (Also presented as Transparency Master 6-9 in Section 6 of this manual.)
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Remedies for Breach
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