What is due diligence of trademarks?

The term “Due Diligence” refers to the suitable care that one needs to undertake in respect of trademarks, for the purpose of making an informed decision so as to gather comprehensive information and documentation. Due diligence is recommended in the following cases:
1. At the time of adoption of a new trademark, care must be taken to adopt a mark that is distinctive from the other marks used in respect of the same goods as well as in respect of goods of the same trade description not necessarily falling within the same class. On adoption of a distinctive mark, its honest visible use forms the main pillar for its survival, popularity and perks earned by the proprietor in the long run. A search will reveal what are the marks similar to the proposed mark and the extent of use or goodwill in such mark. This would help in evaluating the chances of obtaining registration without any objection from the Registrar or opposition from third parties or making you in any way liable for infringement or passing off action. 
2. Trademark watch: Once a mark is registered, one of the major tasks of the proprietor of the mark is to guard his trademark against unauthorized use and illegal and dishonest adoption of identical or deceptively similar marks by third parities By keeping a trademark watch, especially of the Trademark gazette, the owner of the mark can exercise diligence, by instituting timely opposition proceedings against applications for identical or deceptively similar trademarks seen in the trademark gazette. This would prevent such marks from  proceeding   to registration, and thereby reduce the distinctiveness of the original trademark. Opposition could also be filed against applications for marks, which if registered are likely to impede or prohibit use of dictionary words to describe products in the honest course of trade. A due diligence may also be required at the time of responding to an examiners report or responding to opposition proceedings.
3. Assignment and licensing of trademarks: Conducting a “Due Diligence” is a must prior to assignments and brands and when contemplating ‘in licensing,’ in such instances, a due diligence search would help to ascertain if there are closely similar marks on the Register and the extent of use. It would also help to ascertain if as a result of lack of diligence on part of the licensor, the mark has become publicis juris and more than one mark by the same name exists on the Register, or if other owners have been granted registration on the basis of honest concurrent use. Such a due diligence would give a correct picture of the distinctiveness of the mark, how well its distinctiveness can be defended, whether the goods under the brand can be effectively marketed, what is the likelihood of apprehended litigation and possible outcomes. This would help evaluate whether the assignment is worth the consideration of the assignment. 
4. Valuation of trademarks Valuation of trademarks and brands may be necessitated on several occasions. For eg, at the time of mergers, de-mergers and acquisitions, for mortgaging of trademarks, at the time of foreign collaboration, or mere assignment of trademark. : Brands and trademarks are the intangible assets of a company. If being valued for the first time, its value to a large extent would depend upon the goodwill and reputation associated with the mark. Both goodwill and reputation is to an extent ‘arbitrary assessment’ but would depend on several factors. Their values would be influenced by their extent of use, the inherent distinctiveness of the trademark/ brand, the targeted group of customers and popularity in terms of sale of products. A particular trademark or brand may be highly valued if  the brand or trademark maintains distinctiveness, has good customer  brand recall, develops brand affinity with the consumers, has an edge over its competitors and maybe even has a monopoly in the market,  and hence fetches higher sales . A search of the Register for identical and similar marks would provide information of the satellite of trademarks which influence or affect the distinctiveness of the mark in question. If the mark for example, has a common prefix or suffix or such suffix or prefix is common to trade, or reflects the character, constituent or use. In such cases, one cannot prevent third parties from adopting similar or identical prefix or suffix. This would adversely affect the distinctiveness of the mark or brand which is being valued. The intangible value of the mark as a result of its distinctiveness increases the valuation of the mark. 
. 

How to observe due diligence:

The following are some of the ways in which due diligence can be observed in respect of trademarks and brands.

1. Identification of trademark & Brands:

The trademarks were traditionally in the form of word marks or logos. The modern day trademarks & brands require minute observance as they are seen in various kinds of color, shape, taste, sound and even smell.  Some marks may lack distinctiveness and hence may appear common to the trade. Some marks may indicate the source or origin of the goods or services, name of the proprietor, description of the nature of services etc.

2. Specification and Use:

The specification of the mark should not be too narrow or too broad. It should cover the relevant goods for which it is used or proposed to be used. The use or non-use of the mark is an indication of the intension of the proprietor of the mark. The non-use of any mark for 5 years or more may be liable to be cancelled.

3. Registered / Non-registered trademark & Ownership:

Whether the mark is registered and if registered, whether the user of the mark is also the proprietor of the mark. If the user is not the proprietor of the registered trademark, then one must look for the recordal of assignment or any registered user agreement whereby beneficial interest in the mark has been transferred. Trademarks maybe held jointly by a group of companies and may be actually used by one or two companies. In such a case, the infringement and passing off action against the use of the mark may be collectively counter-challenged by a number of companies, leading to immense loss to the proprietor opposing such a mark. Also, check for trademarks registered with customs authorities.
4. Common Law rights: Rights to a mark accrue on first use and not merely on first application. Sometimes marks have been in use for several years but do not have any statutory protection, since an application for the same has never been made. Information about such marks is not available on the trademarks register or trademark database. Some times the use of a mark is by someone other than the proprietor of the mark.  If use is not by way of ‘permitted use’ or ‘licensed use’, and there has been acquiescence by the promoter of the mark to such unauthorized use, it may have over a period of time created common law rights in favor of such unauthorized user. Further even if there has been no acquiescence, but there has been laches and delay in objecting to such use, and such delay is not explained, it may have created common law rights in such unauthorized user.   Hence, such information can be gathered only through market survey, trade magazines, trade registers, pharmacopea , web survey, web search etc. 
5. Conditions on registration:

The Registrar may impose certain conditions or restrictions on registration of the trademark. The conditions may relate to no exclusive right to certain aspects, colour limitations and blank space conditions (where such blank spaces may be used for an associated mark, left as it is or for some descriptive matter etc.). Some marks may also have territorial restrictions. 

6. Composite marks:

Composite marks, refers to the marks having various features or sub marks or product identification marks. In this case each feature of the mark can be registered separately. Hence, a search should be conducted of each individual feature, and if so registered by the same party, all the registered features so registered should be part of the assignment. If the individual features, are not all registered by the assigning party, then the assignee party needs to be forewarned. 
7. Associated marks:

Various companies own a string of associated marks. Hence, due diligence must be observed at the time of assignment of the trademarks. All the associated marks must be assigned collectively or else it will invalidate the assignment.  

8. Status of the mark:

The documentary status of the mark is the only proof of the authenticity of any mark. One must check whether the mark is registered, opposed, objected, any pending oppositions, rectification or cancellation proceedings and whether it is likely to proceed to registration. Whether the proprietor of the mark has instituted any opposition, rectification or cancellation proceedings against any other mark and its outcome. 

9. Renewal status:

The renewal of marks is not automatic; one has to apply for the renewal. In case the proprietor has not used the mark and merely renewed the mark, the mark may be vulnerable to getting struck off from the Register by an application for rectification. Hence, it is essential to safeguard the mark by maintaining  proof of use of the trademark.

10. Transfers:

Check if the mark intended to be transferred was self-generated or an acquired mark. Also if the transfers are valid and the assignment is made with the goodwill. Assignments without goodwill mean no trademark rights have been acquired by the assignee, by virtue of prior use. Parent documents conveying the rights have to be examined. This would also provide information on whether any restrictions were specified on the use. For eg, territorial restrictions.
Due diligence may sometimes be a long drawn process but should never be circumvented. The diligence report may sometimes throw up surprises, which are better addressed at its initial stage of adoption of a mark or prior to assignment. While performing all of the tasks mentioned above, if due diligence is observed, the result will be minimal legal annoyance. It is an investment of time and money, which gives returns in both long and short runs. 
