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Editorial

anaging IP has partnered with leading IP
experts to share knowledge and solutions
on China’s IP landscape in 2022.

The fourth amendment to China’s Patent Law
came into force on June 1 2021 reflecting the need to
strengthen IP protection. There are many highlights of
this revision that the IP experts will explore in depth
as well as a wide range of other relevant developments
in China’s IP terrain.

AFD China Intellectual Property Law Office
discuss the development of the law regarding OEMs
and trademark infringement in China while Beijing
East IP consider why adopting and promoting a
Chinese equivalent of a foreign language mark is
critical for foreign businesses to shine in China’s
market.

Administrative actions are an important tool for
IP protection in China. CCPIT Patent and Trademark
Law Office discuss how they can be used in practice
and what advantages they offer. Chang Tsi & Partners
explain why Chinese enterprises dealing with SEP
litigation should respond actively to ensure the issue is
litigated before the Chinese courts.

DEQI Intellectual Property’s article focusses on
why the patent prosecution highways programme is the
most and active international cooperation programme
in patent examination around the world. While
Kangxin explain why applicants and patentees should
understand the functionality of the compensation
system for the patent protection term

Liu Shen & Associates provide an analysis of IP
cases decided by China’s Supreme Court and consider
the characteristics of each. Panawell & Partners
explains why the patent evaluation report plays an
important role in patent infringement litigation.

Vivien Chan & Co explain how brand owners can
benefit from the changes introduced by the CNIPA
including reducing bad faith filings and Wanhuida
Intellectual Property provide an insight into obtaining
evidence on the infringing product/process and the
calculation of damages in China.

We hope you enjoy hearing from the IP experts
on a wide range of topics in the China IP Focus 2022.

Lorraine Yardley
Commercial editor
Managing IP
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China’s flexible approach to
territorial protection addresses

OEM conflicts

, and

discuss the development of the law regarding OEMs and trademark infringement in China

riginal equipment manufacturers (OEMs)

manufacture goods in China with foreign

trademarks labelled under the instruction of

overseas parties. The overseas parties then
pay the manufacturing fees and import all the finished
goods into a foreign market for sale.

The use of OEMs is common in international com-
merce. However, it has caused many disputes and con-
flicts between foreign trademarks and registered
trademarks in China.

The issues with OEM-related trademark infringe-
ment have attracted both domestic and interna-
tional attention. Despite this, since unified trial
standard or adjudication rules have not yet been
formed in the judicial practice, the judgments of
local courts may vary even where the findings of fact
are the same.

The examination of such cases tends to focus on the
following aspects: whether the OEM processing con-
stitutes a trademark use that identifies the origin of
goods, whether it is likely to cause confusion, whether
the manufacturer has exercised a reasonable duty of
care, whether it causes substantial damage to the do-
mestic trademark registrant, and the territorial protec-
tion of trademark rights. These points were either
individually or jointly reflected in specific cases and in-
fluenced the final judgments.

There are various elements involved in OEM activities,
such as Chinese domestic trademark registrants, over-
seas trademark registrants, domestic manufacturers,
and registered trademarks that are protected in differ-
ent territories.

This article analyses the territorial protection of trade-
mark rights in OEM-related activities, particularly in
combination with prior cases and other situations that
may exist in practice. It aims to offer some insights into
protecting the rights and interests of trademark regis-
trants through the flexible application of the principle
of territorial protection.

Territoriality of trademarks in OEM
disputes

The development of the representation of territoriality
in OEM disputes in China can be seen in several signif-
icant judgments of the Supreme People’s Court (SPC)
in the past few years.

2014 Minti Zi Judgment No. 38 (PRETUL
trademark case),

Tupeheamietass is a Mexican company and the owner
of the registered trademark for the trademark Pretul
and oval device in Mexico. The mark was registered to
be used on goods in class 6 (padlocks). Yahuan, a man-
ufacturer based in Zhejiang Province, was authorised
by Tupeheamietass to manufacture the padlocks with
the Pretul mark labelled. Both parties agreed that all
products would be sold back to Mexico.

Meanwhile, Focker Security Products International
Limited had the exclusive right to the oval mark Pretul
in China, which was also registered for padlocks in class
6. After hearing the case, the SPC ruled that the con-
cerned OEM processing did not constitute trademark
infringement.

2016 Min Zai Judgment No. 339 (Dongfeng
trademark case)

The Indonesian company Ptadiperkasabuana (PTADI)
registered the Dongfeng trademark in Indonesia for
diesel engines and other products. PTADI authorised
Jiangsu Changjia to manufacture diesel engines and
components thereof with the mark Dongfeng labelled.
Both parties agreed that the products would be com-
pletely exported to Indonesia for sale.

However, Shanghai Diesel Engine had the exclusive
registration for the Dongfeng mark in China, designat-
ing diesel engine products in class 7. Moreover, this
mark was recognised as a well-known trademark in
China in 2000. After hearing the case, the SPC ruled
that the concerned OEM processing did not constitute
trademark infringement.

The facts of the two cases are largely similar. After

WWW.MANAGINGIP.COM
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retrial, the SPC held that the OEM processing in both
cases did not constitute trademark infringement on
similar grounds. The grounds included: (1) the act of
a Chinese manufacturer affixing a foreign trademark to
the products it manufactured as entrusted by the for-
eign owner of the foreign trademark did not have the
function of identifying the source of the goods in
China, and thus did not constitute a use of the trade-
mark; and (2) all manufactured products were ex-
ported overseas without entering into circulation in the
Chinese market, and there was no likelihood of confu-
sion or misidentification of the source of the goods by
the relevant public.

From the decisions of other courts in that period, it is
clear that when analysing whether the OEM processing
constituted trademark infringement, most of the courts
would consider the territoriality of trademarks, i.e. the
determination of the likelihood of confusion caused by
the OEM processing (such as affixation of the foreign
trademarks or exportation of the manufactured prod-
ucts) was limited to the market circulation within the
territory of China. Thus OEM processing in which the
final products did not enter the Chinese market gener-
ally did not constitute trademark infringement.

The SPC’s judgment of non-infringement in these
OEM cases indicated that OEM processing did not
cause a likelihood of confusion regarding the source of
goods in China and was therefore an exception to
trademark infringement. But two years later, the SPC
gave a new decision with new reasons in the judgment
on the Honda trademark in September 2019.

2019 Min Zai Judgment No. 138 (Honda trademark
case), SPC, September 2019

A Burmese company Meihua entrusted Chongqing
Hengsheng Group to manufacture and use the Myan-
mar-registered trademark Hondakit on motorcycle
parts. Both parties agreed that the finished goods
would be completely exported to Myanmar for sale.
Honda Motor has the exclusive right to use the Honda
trademark in China on motorcycles.

OEMs

After the first and second instances, in a retrial of the
case the SPC finally determined that this OEM pro-
cessing constituted trademark infringement.

In its judgment, the SPC ruled that “use of a trademark
is an objective act, which often comprises multiple
steps, such as physical affixation, market circulation and
so on. Whether it constitutes a use of trademark under
the Trademark Law should be interpreted as a whole in
accordance with the Law, and should not be deter-
mined by segmenting such act and only looking at one
particular step”, and “the relevant public should also in-
clude, in addition to the consumers of the accused in-
fringing goods, the operators closely related to the
marketing of the accused infringing goods.

For example, the operators engaged in the transporta-
tion of the accused infringing goods are also likely to
come into contact with the goods. Moreover, with the
development of e-commerce and the internet, even if
the accused infringing goods are exported abroad, there
is still a likelihood of the goods coming back to the do-
mestic market. At the same time, China’s growing econ-
omy enables a large number of Chinese consumers to
travel and consume abroad, thus increasing the likeli-

3

hood of contact and confusion about the ‘OEM goods’

This judgment shows that when reviewing the case, the
SPC did not deny the foreign trademark’s impact on
identifying the source of the goods merely on the
grounds that the concerned OEM and mark labelling
only took place inside the Chinese manufacturer and
the goods did not enter the Chinese market. It also did
not deny the likelihood of confusion merely on the
grounds that the OEM goods were only sold overseas.

As to whether the use of a foreign trademark authorised
by an overseas entrusting party can be used as a defence
for non-infringement, the SPC also emphasised the ter-
ritoriality of trademark rights, holding that “as an intel-
lectual property right, a trademark right is territorial. A
trademark not registered in China, regardless of its reg-
istration in a foreign country, does not have the exclu-
sive right as a registered mark in China.
Correspondingly, the so-called ‘authorised use of a
trademark’ obtained by civil subjects in China is not a
legitimate trademark right under China’s trademark
law, and therefore cannot be used as a defence of non-
infringement of trademark rights.”

The judgment in the Honda trademark case shows that,
when reviewing this OEM case, the SPC applied a dif-
ferent set of rules to the territorial protection of trade-
mark rights from those in the previous cases. Specifically,
the SPC not only blurred the impact of trademark terri-
toriality on identifying the source of goods and causing
a likelihood of confusion, but also emphasised that the
authorised use of foreign trademarks cannot be automat-
ically protected in China in view of trademark territori-
ality. This strengthened the protection of the owners of
Chinese trademark registrations.

WWW.MANAGINGIP.COM
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Flexible application of trademark
territoriality

OEM processing generally involves three parties: the
registrant of a foreign trademark, the manufacturer in
China, and the registrant of a Chinese trademark.

As mentioned above, OEM processing involves a num-
ber of case elements. It is possible to analyse how to use
the territoriality of trademarks reasonably to resolve
trademark infringement disputes in OEM cases
through some hypothetical scenarios.

Scenario 1: Trademark is properly registered in
China

As ruled in the SPC’s judgment in the Honda trade-
mark case, the authorised use by an overseas entrusting
party cannot be used as a defence against trademark in-
fringement. The so-called ‘authorised use’ of a foreign
registered trademark obtained by a domestic

manufacturer is not a legitimate trademark right under
China’s trademark law, nor can it successfully defend
the non-infringement of the OEM processing.

The most direct embodiments of the territoriality of
trademarks lie in protecting the rights of trademarks
registered within the territory of China and prohibiting
trademark infringement (including the act of affixing
foreign trademarks to OEM goods) within the territory
of China according to the law.

Scenario 2: Trademark is properly registered in
China and has gained a certain reputation

The protection of intellectual property in China has in-
creasingly been reinforced, and punitive compensation
rules have been comprehensively established against
the infringement of intellectual property.

In terms of OEM cases, when a domestic trademark

CHINA IP FOCUS 2022



“In order to protect their
trademark rights, it is
necessary for entities from
various countries to register
their trademarks in China.”

properly registered has gained a certain reputation,
other manufacturers, as competitors, have a duty to
take reasonable care. In one aspect, having fulfilled the
duty to take reasonable care can become an effective
defence of non-infringement, which may exempt or
mitigate the compensation liability of a bona fide man-
ufacturer.

More importantly, strengthening the impact of the
territoriality of trademarks, and requiring domestic
manufacturers to fulfil the duty to take reasonable
care, can indirectly regulate the squatting of Chinese
trademarks by overseas entrusting parties, further pre-
vent trademark infringement in China caused by

OEMs

OEMs and urge all concerned parties to abide by the
principle of good faith stipulated in the Trademark
Law.

Scenario 3: Trademark registeredin Chinaby an
unfairmeans

If a trademark is registered in China in bad faith, then
the foundation of the right to seek protection is inher-
ently flawed. In this case, attention should be paid to
the protection of domestic OEMs, international traders
and genuine trademark registrants even when the gen-
uine trademark owners are not Chinese entities and
their trademarks are not protected in China.

Likewise, if a domestic trademark registrant causes
damage to a domestic OEM through malicious litiga-
tion, it will be liable for compensation.

Importance of trademark registration

With the deepening of global economic integration, the
Chinese market gains a closer connection with the
global market. In order to protect their trademark
rights, it is necessary for entities from various countries
to register their trademarks in China.

The change of attitude of the SPC in OEM cases shows
that where foreign entities do not intend to enter the
Chinese market for the time being due to trademark
territoriality then registering trademarks in China is the
only way to receive proper protection for their rights if
they face trademark infringement from competitors as-
sociated with OEMs in China.

WWW.MANAGINGIP.COM
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LANGUAGE MARKS

Key considerations when
protecting Chinese language

marks

and of

consider why adopting and promoting a

Chinese equivalent of a foreign language mark is critical for foreign businesses to shine in

China’s market

hina has risen to be one of the most important

markets in the world with its enormous pop-

ulation and growing purchasing power. Brand-

ing and marketing strategy become every
business’ frontline in attracting customers. Compared
to Roman languages, the Chinese language is much eas-
ier for Chinese customers to pronounce and memorise,
so adopting and promoting a Chinese equivalent of a
foreign language mark is critical for foreign businesses
to shine in China’s market.

If a foreign business does not adopt a Chinese equiva-
lent, the local Chinese media, consumers, or distribu-
tors will create their own, which may inevitably create
a series of problems for the brand owner.

First, the locally created Chinese words may not have
the pronunciation, expression, or connotations that the
brand owner would like to present to the China market.
Second, there is a risk that the general public would
begin referring the foreign brand using the locally cre-
ated words, instead of a chosen Chinese equivalent by
the brand owner. Also, under China’s ‘first-to-file’ trade-
mark system, failure to register a Chinese equivalent

10

mark in time runs the risk of an unwelcomed third
party squatting it, which often leads to laborious hours
and significant money spent on retrieving the squatted
mark.

In practice, registering the foreign language mark alone
may not be sufficient to establish priority over its un-
registered Chinese equivalent because a foreign lan-
guage mark may not automatically be deemed similar
to its Chinese equivalent.

An important lesson of securing protection of Chinese
language marks can be learned from the New Balance
case. New Balance registered its English mark ‘New Bal-
ance’ but neglected to register a Chinese equivalent
timely. A Chinese individual registered the marks ‘Bai
Lun in Chinese’ and ‘Xin Bai Lun in Chinese’ that later
became the popularly recognised Chinese equivalent
of ‘New Balance’ This individual sued New Balance
and the courts found New Balance infringing.

To avoid these potential pitfalls, nearly all famous
brand owners have selected, registered, and used their
Chinese equivalent marks in China. For example,
Apple uses ‘Ping Guo in Chinese), which means apple
in Chinese and Microsoft uses ‘Wei Ruan in Chinese),
which means micro software.

Both Apple and Microsoft literally translated their Eng-
lish marks as their Chinese equivalents. Transliteration
is another popular way of creating a Chinese equiva-
lent, which could be highly distinctive and have a sim-
ilar pronunciation to its Roman letter mark. For
example, Hilton uses ‘Xi Er Dun in Chinese’ and Ar-
mani uses ‘A Ma Ni in Chinese’

In addition to literal translation and transliteration,
combination of literal translation and transliteration is
also widely used among foreign businesses in selecting
their Chinese equivalents. A good example is ‘Lock &
Lock’ Its Chinese equivalent is pronounced as ‘le kou
le kou, which means ‘happily locked’ and the repeated
words also make it much easier for consumers to
memorise.

WWW.MANAGINGIP.COM
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In addition to various ways to select Chi-
nese equivalent, it is important to corrob-
orate that the selected Chinese
equivalent does not have negative mean-
ing or unwanted connotation.

Factors to be consideredin
trademark prosecution and
litigation

In practice, the determination of similar-
ity between a foreign language mark and
Chinese language mark varies depending
on the proceeding.

In substantial examination proceeding,
the China National Intellectual Property
Administration (CNIPA) mainly focuses
on literal translation of a foreign language
mark by referring to online dictionaries,
such as Kingsoft dictionary. Thus, it is
unlikely that examiners will cite translit-
erations of a prior mark or phonetically
similar prior marks to block a new foreign
language trademark application. To in-
crease the likelihood of registration, it is
advisable to conduct a clearance search
for literal translations of the foreign lan-
guage mark to ensure that there is no
prior Chinese language mark with iden-
tical or similar meaning.

In refusal appeal proceedings, the
CNIPA and courts apply a broader sim-
ilarity examination scope, and the fol-
lowing factors should be considered
according to the ‘Beijing High Court
Guidelines for the Trial of Trademark
Right Granting and Verification Cases’:
(i) the ability of Chinese consumers to
recognise the foreign language mark; (ii)

LANGUAGE MARKS
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the relevance or correspondence in
meaning and pronunciation between the
foreign language mark and the Chinese
language mark; (iii) the distinctiveness,
popularity, and ways of use of the cited
mark; and (iv) the actual use of the mark
in dispute.

In assessing ‘(i) the ability of Chinese
consumers to recognise the foreign lan-
guage mark), the type of foreign language
and the frequency of use of foreign words
should be considered.

Taking the ‘Little Black Dress’ case for
example, the court held that the refused
mark ‘Little Black Dress in Chinese’ and
the cited mark ‘La Petite Robe Noire’
did not constitute similar marks be-
cause most Chinese consumers do not
understand French, let alone knowing
the Chinese meaning of the cited
French mark. They would only recog-
nise the cited French mark as a combi-
nation of Latin letters and would not
associate it with a Chinese language
mark.

In assessing ‘(ii) the relevance or corre-
spondence between the foreign language
mark and the Chinese language mark), as
one foreign word can be translated or
transliterated into different Chinese char-
acters and vice versa, when determining
similarity between a foreign language
mark and a Chinese language mark, their
correspondence should be considered.
For example, the ‘Forever Mark’ mark
can be translated into “Yong Heng Yin Ji
in Chinese’, while “Yong Heng Yin Ji in
Chinese’ can also be translated into ‘For-

12

ever Mark. As ‘Forever’ and ‘Mark’ are both frequently
used English words in China and Chinese consumers
can readily understand the Chinese meaning of the
mark and will likely associate the mark with its corre-
sponding Chinese translation.

In reviewing invalidation and litigation proceedings,
the courts apply a more comprehensive ‘likelihood of
confusion’ judging standard. On top of comparison of
marks per se, other factors may be considered, such as
the cited mark’s distinctiveness, use and reputation,
the relatedness of goods or services, and the
registrant’s bad faith.

The courts look for a ‘stable) as opposed to ‘sole), cor-
responding relationship to be established between a
foreign language mark and its Chinese equivalent. To
achieve the ‘stable’ status, the brand owner needs to
provide significant amount of evidence to prove that
its foreign language mark and Chinese equivalent have

WWW.MANAGINGIP.COM



been widely used over a long period of
time, and the corresponding relationship
has been established and known to the
relevant public.

Typical cases

Having explained the above, we would
like to share some selected typical cases
that show how the courts apply the fac-
tors when determining similarity be-
tween a foreign language mark and its
Chinese equivalent.

A common business practice mistake
found in many typical cases involving the
Chinese equivalent of a foreign language
mark is that the brand owner does not
have an ‘official’ Chinese equivalent for
its foreign language mark.

This often leads to the public or media
creating and using a Chinese version of
the foreign language mark to refer to the
brand owner and its products. This is
considered as ‘passive use’ in contrast to
the active use of a mark by the brand
owner. In practice, the courts will exam-
ine whether the asserted ‘passive use’ is
used against the brand owner’s will, and
whether a corresponding relationship be-
tween the foreign language mark and its
Chinese equivalent has been established.
Further, the correspondence between a
foreign language mark and its Chinese
equivalent shall be in connection with
the specific goods or services used.

In the Freddie Mac case, the China
Supreme Court held that ‘Fang Di Mei in
Chinese), as one of the Chinese transla-

LANGUAGE MARKS
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A worse scenario of ‘passive use’ may
happen when a Chinese distributor cre-
ated a Chinese equivalent for the foreign
brand and registered the Chinese equiv-
alent on its own. This often results in un-
pleasant disputes because once the
business cooperation between the for-
eign brand owner and the Chinese dis-
tributer ends, the Chinese distributor
may start supplying identical products
using the Chinese mark it created, which
may inevitably mislead consumers about
the origin of products.

An important tip to remember when en-
forcing or defending a case involving a
Chinese equivalent is that the evidence
proving the creation of corresponding re-
lationship shall be either prior to the ap-
plication date of the disputed mark or
prior to the first use date of the accused
mark.

In the New Balance case saga, New Bal-
ance attempted to invalidate the “Xin Bai
Lun in Chinese’ mark by claiming ‘Xin
Bai Lun in Chinese’ is a Chinese equiva-
lent of ‘New Balance, but the Beijing
High Court denied New Balance’s ap-
peal, finding that New Balance used ‘Xin
Bai Lun in Chinese’ as the Chinese
equivalent of ‘New Balance’ later than the
application date of the ‘Bai Lun in Chi-
nese’ mark owned by the registrant of the
disputed mark. New Balance failed to
submit sufficient evidence to prove the
corresponding relationship between “Xin
Bai Lun in Chinese’ and ‘New Balance’
was formed prior to the application date

of the disputed mark.

tions of ‘Freddie Mac), has been widely used by Chinese
media to refer to Freddie Mac, and has established a
corresponding relationship with ‘Freddie Mac’ in the
field of financial services despite there exists several
other translations. This case highlights that the exis-
tence of several Chinese translations does not affect the
establishment of corresponding relationship between
one of the most popular Chinese translations and the
foreign language mark.

In the Facebook case, the Beijing High Court held that,
based on the third party evidence including Chinese
media reports and general understanding of the Chi-
nese relevant public, the ‘Lian Pu in Chinese’ mark was
the corresponding translation of the Facebook mark
when used on networking services. Although ‘Lian Pu
in Chinese’ has its fixed meaning in Chinese, facial
makeup in Chinese operas, when used in connection
with networking services, it refers to Facebook, rather
than any other entities.
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In the Penfolds case, however, Treasury Wine Estates
eventually prevailed in the invalidation action against
the trademark squatter, who had registered the Chinese
equivalent of Penfolds, ‘Ben Fu in Chinese’ The Beijing
High Court held that the submitted evidence was suf-
ficient to prove the corresponding relationship between
‘Ben Fu in Chinese’ and ‘Penfolds’ prior to the applica-
tion date of the disputed mark.

Another important claim that can be asserted when en-
forcing trademark right involving the Chinese equiva-
lent of a foreign language mark is that the Chinese
equivalent can be protected as an unregistered well-
known mark based on its well-established correspon-
dence with its foreign language mark. For instance,
Treasury Wine Estates, before successfully securing the
registration of its Chinese equivalent, won an infringe-
ment action against a Chinese brewing company. Here,
the local court affirmed the well-known status of ‘Ben
Fuin Chinese’ as an unregistered mark based on its cor-

CHINA IP FOCUS 2022



LANGUAGE MARKS

responding relationship with the English mark ‘Pen-
folds’, and held the defendants’ use of the accused ‘Ben
Fu in Chinese’ mark constituted trademark infringe-
ment.

Takeaways

To better protect the Chinese language marks, it is rec-
ommended that:

The brand owner should create its own Chinese
equivalent before entering the China market. If not,
Chinese consumers or media will create its own
Chinese version and squatters may even register
them;

14

o The brand owner should timely register its foreign

language mark and Chinese equivalent as soon as
possible. Those Chinese versions created by the
media and public may also be considered and regis-
tered as trademark for defensive purposes;

The brand owner should regularly monitor Chi-
nese equivalents in key classes and address squat-
ting or counterfeiting problems in a timely
manner; and

The brand owner should collect sufficient evidence
to establish the use and fame of the foreign language
mark as well as the corresponding relationship be-
tween the foreign language mark and its Chinese
equivalent.
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IP PROTECTION

Navigating administrative actions
for IP protection in China

Administrative actions are an important tool for IP protection in China. and

of

practice and what advantages they offer

he IP system plays an increasingly important

role in protecting innovation and promoting

economic and social development, due to the

deepening of economic globalisation and the
march of scientific and technological progress.

IP protection is a vital part of the development of the
IP system. When the IP system was established, China
provided for IP protection by both administrative and
judicial means. Practice has shown that this is in line
with China’s national conditions.

Administrative relief provides an effective way to pro-
tect IP. From the perspective of international rules, ad-
ministrative procedures are also specifically stipulated
among relief procedures in the Trade-Related Aspects
of Intellectual Property (TRIPS) Agreement.

The administrative enforcement and judicial protec-
tion of IP are complementary and mutually reinforcing.
Many countries are now adopting administrative en-
forcement in addition to judicial protection to
strengthen IP protection.

16

discuss how they can be used in

In its White Paper on China’s Intellectual Property
Rights in 2020, the China National Intellectual Prop-
erty Administration (CNIPA) committed to
establishing a comprehensive IP rights protection
mechanism. In particular, it noted the importance of
having:

the public security authorities (police) strengthen
communication with various departments within
the administrative authorities, e.g., intellectual prop-
erty, market regulation, customs, copyright, medical
products, tobacco, to improve collaboration system
among them regarding sighting reports, case trans-
fer, information sharing, and joint enforcement ac-
tions.

In the meantime, in recent years CNIPA has issued nu-
merous guidelines for the lower authorities with regard
to the determination of trademark infringement, the
handling of enforcement/mediation of patent infringe-
ment cases, etc.

These moves by CNIPA and other authorities signal
that the Chinese government is taking steps to em-
power the administrative authorities to be an equal or
more effective force compared to the courts in resolv-
ing disputes related to, and in the protection of, IP
rights.

General description and data

Different departments of the administrative branch of

the Chinese government have responsibility for differ-

ent aspects of IP protection. After the 2018 re-organi-
sation of the Chinese government, the current
demarcation is:

« Copyright enforcement — usually the Law Enforce-
ment on Cultural Market (LECM) within the local
Bureau of Culture and Tourism;

« Patent and trademark enforcement, unfair competi-
tion (passing-off, misleading representation, know-
how protection, etc.) — local Administration of
Market Regulation (AMR, succeeding both former
local Administrations for Industry and Commerce
and local Intellectual Property Administrations).

WWW.MANAGINGIP.COM
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The following authorities also provide

protection from different perspectives:

o Customs — having authority to seize
exporting and/or importing goods
that are suspected of infringing IP
rights.

« DPublic Security Bureaus (PSBs) — re-
sponsible for investigating IP infringe-
ments should they reach a certain level
and constitute criminal offences, and
for supporting local procuratorate of-
fices in prosecutions.

Combined, these law enforcement au-
thorities have formed a formidable and
multi-faceted force in combatting IP in-
fringements in China. According to the
CNIPA White Paper, during 2020 the
above law enforcement authorities
launched dozens of successful ad hoc
campaigns to clamp down on IP infringe-
ment and to provide effective protection
to IP rights owners. These included:

o PSBs nationwide have cracked over
21,000 criminal cases of IP infringe-
ment and manufacture and sale of
counterfeits and arrested more than
32,000 suspects. The aggregated vol-
ume involved in these actions reached
RMB18 billion (approximately $2.85
billion).

e AMRs around the country have con-
ducted tens of thousands of enforce-
ment actions against trademark
infringement, patent infringement
and/or unfair competition. The aggre-
gated case volume reached over
RMB3 billion and aggregated eco-
nomic penalties over RMB1.1 billion.

o The IP divisions within the AMR handled over

IP PROTECTION
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o Campaigns tackling piracy and
copyright infringement such as
Sword Next 2020 resulted in
deletion/removal of around 3.24
million infringing links and closure
of around 2,900 infringing web-
sites/apps. The aggregated case vol-
ume reached RMB300 million.

o Chinese customs as a whole seized
around 56.18 million pieces of
goods suspected of IP infringement,
an increase of over 20% in both the
amount of the seizures as well as the
seized goods.

e Among the above, roughly three
cases opened by AMR/LECM were
transferred to PSB each day. (Dur-
ing 2020, AMR transferred 811
cases in total to judicial authorities
for prosecution, and the LECM
transferred 177.)

Investigation of critical
importance

Despite the success of the Chinese gov-
ernment in general in taking administra-
tive actions against IP infringement, how
well a specific administrative action can
be carried out varies significantly de-
pending on the circumstances of the case.

For cases initiated based on the IP rights
owner’s complaint, having a careful in-
vestigation and collecting as much infor-
mation as possible regarding the infringer
is critically important for law enforce-
ment authorities to launch a successful
raid against the infringer.

42,000 administrative adjudications related to
patent infringement, an increase of 9.9% from the
previous year.
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On one hand, the administrative mechanisms and the
public awareness of IP protection are both improving,
leading to a heavier workload for local-level law en-
forcement officials, particularly those in coastal areas
such as Guangdong, Jiangsu and Zhejiang.

It is understandable that these local-level officials do
not have the time and resources to dig deep into every
case and trace down the real culprit behind it. They rely
on the IP owners to have investigations first and then
present as much information as possible about the in-
fringer when filing the complaint, so that they can take
swift and effective action to end the infringement.

On the other hand, local-level officials are generally
concerned about whether the case could lead them to
a solid conclusion that will not backfire should the in-
fringer file an administrative or judicial review of the
penalty decision. Therefore, it is crucial for the IP own-
ers to have concrete evidence and straightforward rea-
soning with regard to establishing IPR infringement
before the law enforcement authorities so as to help

WWW.MANAGINGIP.COM



reduce or even remove the potential risks

for the handling officials.

Generally speaking, information and evi-

dence that is helpful for the law enforce-

ment officials to take raid actions includes:

o Evidence on the complainant’s title in
respect of the IP rights (certificate or
licence);

o Identity, location, and/or contact
number of the suspected infringer;

« Sample of the alleged infringing prod-
ucts, or pictures thereof; and

o Comparison between the two parties’
products if necessary.

Overall enforcement strategy
After proper investigation is made and
sufficient information and evidence is
collected, administrative actions are not
the only option available to IP rights
owners to enforce their rights. They must
be contemplated on the basis of the evi-
dence and as a part of an overall strategy,
which may comprise both administrative
and court actions.

Compared to court actions, administra-
tive actions have the following pros and
cons that IP rights owners should take
notice of in formulating strategies:

Pros of administrative actions

« Low time (usually three-to-four
months) and hence low costs;

« Caserecords eligible for court’s admis-
sion as evidence to prove infringement;

o Most law enforcement authorities have

IP PROTECTION
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incentive mechanisms in place for officials to take ad-

ministrative actions.

Cons of administrative actions

« No compensation can be obtained from such ac-
tions without a parallel agreement with the in-

fringers;

o Most local law enforcement officials tend not to ac-
cept cases involving legal ambiguity or complexity.

A good enforcement action for an IP right in China
would carefully consider these pros and cons to make
the most of administrative actions. Factors that should

be taken into consideration include:

o The aim of the IPR owner: law enforcement author-
ities do not have the authority to award compensa-
tion to the complainant. If there is no parallel
settlement agreement reached between the com-
plainant and the complained-about party, the costs
of administrative action could not be recovered.
Therefore, whether to file administrative actions or
not largely depends on the IP owner’s aim. If the aim
is to stop the infringing acts as soon as possible and 19
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not ask for compensation, administrative

actions are highly advisable.

o The complexity of establishing IPR
infringement: law enforcement of-
ficials, especially those at local level,
are not as highly qualified as judges.
And their administrative decision is
subject to review by higher admin-
istrative authorities or competent
courts. This results in the law en-
forcement officials being careful
when handling complaints.
Therefore, if the facts on the alleged
infringement are simple and
straightforward, the administrative
action can be carried out swiftly and
effectively. However, if the facts are
complex, or involve legal ambiguity,
or the fact ascertaining requires the
local officials to have professional
knowledge or skill, filing adminis-
trative actions would not be as swift
and effective as expected.

o Timing: firstly, administrative ac-
tion is the preferrable course of ac-
tion when the alleged infringement
is at an early stage. Under those cir-
cumstances, it is probably hard for
the IP owners to obtain evidence on
the infringer’s profits and its own
losses. Collecting evidence on the
infringer’s bad faith or living from
the infringement could be hard as
well, and the establishment of such
facts is crucial to obtain punitive
damages in the court proceeding.
Filing an administrative action
complaint is therefore preferred
over filing a court action, which is
unlikely to produce much compen-
sation for the IP owner in such
cases.
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Secondly, the right timing means that the law en-
forcement authorities would put extra attention and
resource into the case. For example, according to
CNIPA’s 2022 National Intellectual Property
Administrative Protection Work Plan (2022 £
HRF=RATERIF LE S ), nationwide law en-
forcement authorities are required to “develop work
plans, establish emergency response mechanisms,
and strengthen IPR protection” around the impor-
tant dates of the year, such as May Day, the Mid-Au-
tumn Festival and National Day.

Coordination with court proceedings: in some cases
when the infringement is severe, an administrative ac-
tion can be filed as a pre-lawsuit step to obtain an ad-
ministrative order, enjoining the infringer from
continuing its infringement. The evidence preserved
through the administrative action can also be used in
the following court proceedings against the infringer.
In order to determine the volume of the case, law
enforcement authorities have the right to check the
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records of the infringer, which is usually not avail-
able to the IP owners. If the numbers so obtained
are indicated in the official penalty decision, it could
effectively expand the factual basis on which the
compensation could be claimed during the court
proceedings.

Only based on properly preserved evidence and the
analysis above could an administrative action be a
sound course of action in enforcing IP rights and pro-
duce a favourable outcome.

Administrative actions are a simple and powerful tool
for foreign IP owners to combat infringement in China.
However, as the Master Sun Tzu said in The Art of War:
“Plan before you move” (iR ZEM/EE)).

Using this tool and using it well require IP owners to
consult with experienced lawyers or private investiga-
tors in respect of factual and legal grounds, as well as
other factors that may affect the implementation.
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SEP LITIGATION

Encountering Chinese SEP
litigation in foreign jurisdictions

of explains why Chinese enterprises dealing with SEP
litigation should respond actively to ensure the issue is litigated before the Chinese courts

ne of the major advances in the telecommu-
nications industry in recent times is that
3GPP standards for mobile phone commu-
nications are applied on a global basis.

The global nature of the mobile phone trade market re-
quires that licenses for standard essential patents
(SEPs) are granted worldwide. However, the territorial
nature of patent rights raises the question of how the
courts of the country of origin should handle the issue
of worldwide licensing based on this territorial right
when the enforcer’s defense to allegations of patent in-
fringement on the basis of the fair, reasonable and non-
discriminatory (FRAND) principle invariably involves
a dispute over global trade and global licensing?

Patent lawyers spend a great deal of energy arguing
about what FRAND is and who should decide the def-
inition of FRAND, with each side trying to argue to the
court what it thinks is the most favourable outcome for
itself.

Licensing of SEPs is usually brought before the relevant
domestic courts in two situations: either to seek a court
decision granting a domestic injunction against in-
fringement, or to seek a court decision granting a li-
cense rate consistent with FRAND commitments.

In March 2014, Unwired Planet brought an action
against Huawei, Samsung and Google for the infringe-
ment of its UK patents, including five standard essential
patents covered by 2G, 3G and 4G telecommunication
standards.

After technical trials concerning the validity and in-
fringement of the patents at issue, two of these SEP
were held valid and infringed. Since Google and Sam-
sung settled with Unwired Planet during the proceed-
ings, only the non-technical issues on competition law
and FRAND remained to be resolved between Huawei
and Unwired Planet.

In April 2017, High Court of England and Wales (Eng-
lish High Court) issued a judgment for the non-techni-
cal issues (Unwired Planet v Huawei). In this judgment,
Mr Justice Birss issued a novel and interesting opinion
regarding the meaning of FRAND, FRAND royalties
and injunctions, which have raised intense discussions
in the academic and legal practice fields.

The English High Court’s decision, which decided that
Unwired Planet and Huawei should accept a global
FRAND license for the alleged SEP, may have exceeded
the territorial reach of the English court since the juris-
dictional reach of a court typically only extends to patent
rights granted in that jurisdiction. Any determination of
patent royalties outside that jurisdiction, which would
stem from patent rights granted by foreign jurisdictions,
would exceed the territorial reach of the court.

Huawei appealed to England and Wales Court of Ap-
peal (English Court of Appeal) and contended that the
imposition of a global license on terms decided by a na-
tional court based on a national finding of infringement
was wrong in principle and leaded to manifestly unjust
results. However, the English Court of Appeal sup-
ported the decision of the English High court, although
it disagreed the opinion that there is only one set of
FRAND license terms.

The court took a similar approach in the subsequent
cases of Conversant v Huawei and ZTE. Both the
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Wireless Planet case and the Conversant case were
eventually appealed to the UK Supreme Court. The
UK court stated that the injunction would not be en-
forced if the implementer accepted the FRAND li-
cense, and set out the relevant FRAND license terms.
The English court held that it was consistent with the
FRAND principle to rule on a global license and there-
fore set out specific conditions for a global license. This
decision is likely to impact IP strategy for Chinese com-
panies in the field of SEP litigation and negotiation.

This article begins with an analysis of the negative im-
pacts of Unwired Planet v Huawei and Conversant case,
and examines the jurisdictional claims as they relate to
Chinese SEP, and then provides a comparison of how
this situation may be viewed under Chinese legal prac-
tice. Finally, this essay will conclude with advice to Chi-
nese enterprises on how to deal with foreign enterprises
when they encounter SEP litigation in foreign jurisdic-
tions.

Negative impacts due to the judgmentin
Unwired Planet v Huawei

Patents are territorial in nature, and the principles of
territoriality cannot be casually breached. Nevertheless,
the English court decided to award global royalties for
Unwired Planet’s SEP, including those valid in China,
without the mutual consensus of Unwired Planet and
Huawei.

The rights granted by a patent are restricted to the
country or region where the patent is granted, and
courts in other countries cannot decide the validity of
this patent. In addition, the value of the patent should
be determined by courts in the country or region where
the patent is granted, in accordance with national and
local law. On the basis of the doctrine of international
comity, courts in other countries should not overstep
these territorial boundaries.

24

However, according to paragraph [543] in Unwired
Planet v Huawei [2017] EWHC 711 (Pat), the English
High Court considered the scale and geographical
scope of Unwired Planet’s portfolio, and held that only
the global license complied with FRAND, because “a
licensor and licensee acting reasonably and on a willing
basis would agree on a worldwide license. They would
regard country by country licensing as madness. A
worldwide license would be far more efficient”. Simi-
larly, the English Court of Appeal also held at paragraph
[55] in Unwired Planet v Huawei [2018] EWCA Civ
2344, “It may be wholly impractical for a SEP owner to
seek to negotiate a license of its patent rights country
by country, just as it may be prohibitively expensive for
it to seek to enforce those rights by litigating in each
country in which they subsist”.

As a result, Huawei was required to conclude a li-
cense agreement with Unwired Planet based on the
global royalties and terms confirmed by the English
High court. Without a SEP license, Huawei’s market-
ing activities would be blocked by an injunction. This
effectively meant that, without the license, Huawei’s
mobile phones and servers would be prohibited from
sale in the UK. This decision is a violation of the
principle of territoriality, because the English High
court also decided royalties for the SEP valid in
China when awarding global royalties for Unwired
Planet’s SEP.

The judicial determination of royalties in other territo-
ries should be based on the agreement between SEP
owners and licensees. However, in Unwired Planet v
Huawei, the English court decided on global royalties
and ordered both parties to conclude a global license
agreement, despite the objections of Huawei.

As a matter of fact, global licenses are concluded on
the basis of consensus between SEP owners and li-
censees, after they consider all commercial aspects, for
example, transaction costs, in terms of worldwide
patent portfolios covered by international standards.
Thus, global licenses are the embodiment of the free-
dom of commerce and the autonomy of the parties.
SEP owners and licensees can also agree to a national
license.

Nevertheless, in Unwired Planet v Huawei, Unwired
Planet’s proposal included offers of a worldwide SEP
portfolio license and a UK SEP portfolio. Huawei had
expressed its willingness to conclude a license based on
the UK patent portfolio, and a willingness to accept any
royalties and terms determined by the English High
Court as they relate to the UK patent portfolio. In this
scenario, the English High Court insisted on the valid-
ity of the global license, and forced Huawei to conclude
a license agreement with global royalties under the
threat of an injunction.

In SEP litigation and negotiation, the judicial deter-
mination of global royalties without the consent of
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both SEP owners and licensees may
cause the hold-up of royalties world-
wide. For example, in the event of a dis-
pute under the jurisdiction of Chinese
courts, the conduct of the English court
may ‘abduct’ patent licenses in China.
The reason is that it may force Chinese
enterprises to accept unreasonable roy-
alties (i.e. Huawei in this case) or other-
wise abandon the market in the UK. In
the meantime, it may encourage some
non-practicing entities (NPEs) to forum
shop, to choose one favourable jurisdic-
tion for the sake of achieving a global li-
cense for their SEP.

Accordingly, the judgment in Unwired
Planet v Huawei is more likely to cause an
increasing number of SEP owners to
bring an action against Chinese enter-
prises for patent infringement in the UK,
in order to seek global royalties, which
will have a negative influence on Chinese
enterprises. In fact, Convince case, which
may have been a direct result of UP v
Huawei, was followed by a series of patent
actions initiated by numerous NPEs in
the UK.

Rules onthe jurisdiction over
SEPlitigations in the framework
of Chinese Patent Law

Article 16 of ‘Guidelines of Guangdong
High People’s Court on Adjudicating
Cases of Disputes over Standard-Essen-
tial Patents (Trial)’ stipulates that,
“Where the claimed territorial scope of
the relevant licensed SEP on which judi-
cial determination is requested by the
patentee, or the licensee of the SEP ex-
ceeds the territorial scope of the court,
and the other party does not explicitly
raise an objection in the judicial pro-
ceeding, or the objection raised is
deemed unreasonable after examination,
determination can be made on the roy-
alty for such claimed territorial scope”.

Royalties to be determined are limited to the

territorial reach of the court

The case of Huawei v IDC ((2013) Yue Gao Fa Min
San Zhong Zi No. 305) concerned the disputes on
SEP license royalties. In this case, IDC held patents
essential for the 3G standard. It participated in the rel-
evant standard-setting organization and provided a

SEP LITIGATION

Michael Wu

Partner
Chang Tsi & Partners
T: +86 10 8836 9999
E: michaelwu@changtsi.com

Michael Wu is a partner at Chang
Tsi & Partners specialising in mat-
ters related to patent infringe-
ment, copyright infringement,
trademark infringement, and un-
fair competition litigation, en-
forcement of intellectual property
rights through administrative pro-
cedures and patent invalidation
proceedings.

Michael has earned licenses to
practice as an attorney at law and
as a patent attorney. He has a
unique understanding of mobile
telecommunications patent litiga-
tion, software patent litigation,
and copyright litigation related to
the internet.

He obtained his bachelor’s and
master's degrees in material sci-
ence from Wuhan Technology
University in 1996 and 1999, re-
spectively. He further pursued a
JM/JD degree at Peking Univer-
sity, School of Transnational Law
in 2014, where he systematically
studied Chinese and American
law.

Based on Chinese law, the Guangdong
High People’s Court comprehensively
considered the quantity, quality, and
value of the relevant SEP, the share of
patents in the standard, and the relevant
licensing conditions. The court finally
determined that the licensing rate
should not exceed 0.019%. The royalties
decided by the Guangdong High Peo-
ple’s Court was that Huawei needed to
pay IDC for Chinese SEPs in China.
Note that his decision was limited in
scope to royalties in China, instead of
globally.

Global royalties compliance with
FRAND based on negotiation
between SEP owners and licensees

In the case of Huawei v Samsung ((2016)
Yue 03 Min Chu No. 816), Huawei, as an
owner of the SEP for the 3G standard,
claimed that Samsung manufactured,
sold, promised to sell, and imported
handsets implementing the 3G commu-
nication standards without permission.

In the negotiation of SEP cross licenses
between the two parties, FRAND prin-
ciples was violated and the negotiation
was delayed. Thereafter, Huawei re-
quested an injunction for patent infringe-
ment. The Shenzhen Intermediate
People’s Court analysed this issue and
found that Huawei did not violate
FRAND principles, while deciding that
Samsung did. Therefore, it granted an in-
junction against Samsung.

In order to reach a license agreement for
the worldwide SEP portfolio, the subject
matter of the negotiation between
Huawei and Samsung involved a world-
wide cross license. Therefore, the Shen-
zhen Intermediate People’s Court
determined the global royalties that
Huawei provided to Samsung were in
conformity with FRAND principles,
based on the negotiations between

Huawei and Samsung.

FRAND commitment. The two parties held a long-

term negotiation, but they did not reach an agreement
on the amount of licensing fees. Therefore, Huawei
initiated an action and requested the court to deter-
mine the license royalties in accordance with FRAND

principles.

Contrary to the decision in Unwired Planet v Huawei,
Chinese courts can decide on royalties for Chinese
patents in China, or decide on whether global royalties
complied with FRAND based on the negotiation be-
tween SEP owners and licensees.

In 2021, the Supreme People’s Court of China heard
the case of OPPO v Sharp, in which the Supreme Peo-
ple’s Court found that it was entitled to determine the
global FRAND license rate for the defendant Sharp’s
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Advice for Chinese enterprises in terms of
SEP litigation

Considering the negative impacts caused by Unwired
Planet v Huawei, Chinese enterprises should not aban-
don their rights in respect of SEP disputes in Chinese
courts. The available options are, for example, request-
ing the court to determinate SEP license royalties, chal-
lenging the validity and essentiality of the SEP, seeking
a determination of non-infringement, or bringing an
antitrust claim against the SEP owner.

In terms of worldwide SEP, if the relevant patents are
valid in China, Chinese courts have jurisdiction over
disputes between the relevant patents. In Huawei v
IDC, IDC objected to the jurisdiction of the court. IDC
argued that the negotiation between IDC and Huawei
focused on worldwide patent portfolios covered by in-
ternational standards, rather than merely on Chinese
patents. Both parties never negotiated a specific patent
license in a particular country. Nevertheless, the
Guangdong High People’s Court held that this case was
under the jurisdiction of the original court where the
harm caused by the infringement occurred.

According to Article 533 of Interpretations of the
Supreme People’s Court on the Application of the Civil
Procedure Law of the People’s Republic of China, “Where
both a court of the People’s Republic of China and a
court of a foreign country have jurisdiction over a case,
if one party files a lawsuit in a foreign court, and the
other party files a lawsuit in a court in the People’s Re-
public of China, the People’s Court can accept the law-
suit”

Moreover, Su Hua suggested in her article Standard es-
sential patent disputes: jurisdiction, license and antitrust
— from the perspective of Unwired Planet v Huawei on
the publication of Price Supervision and Anti-Monopoly
in China(issue 3, 2018), in Unwired Planet v Huawei, if
the judicial determination of global royalties are re-
quested, Chinese courts are more suited to make this
decision because Huawei’s products are sold on a small
scale in the UK and Huawei’s products are manufac-
tured entirely in China.

Second, the provisions of Chinese Law should be re-
terred to and applied when competent Chinese courts
adjudicate SEP disputes. In China, the application of
patents should be governed by the rules of Chinese
Patent Law. Also, the protection for patents, after they
are granted, such as the duration of the patent and the
procedures, should follow the provisions of Chinese
Law, rather than following the rules of the applicants’
domicile or the rules of other countries.

Article 8 of the Guidelines of Guangdong High People’s
Court on Adjudicating Cases of Disputes over Stan-
dard-Essential Patents (Trial) provides that for adju-
dication of disputes concerning SEP, with regard to

26

issues including, but not limited to, the interpreta-
tion of FRAND principles, the determination of the
scope and exercise of the rights of the relevant SEP,
and the definition of the nature of related actions,
the court shall in general consider applying the local
laws of the place where the protection is claimed or
the lex fori.

In Huawei v IDC, the court held that, first, this case was
about SEP license royalties. The dispute between the
two parties was not about whether Huawei and IDC
should participate in the ETSI agreement, or whether
the relevant provisions of the ETSI agreement were ap-
propriate.

Second, according to Huawei’s claim, the SEP in this
case only pertained to those granted in China, not
those granted in France or other countries. In other
words, the subject matter of the dispute was IDC’s
patents or patent application in China.

Third, there was no agreement between Huawei and
IDC on the law to be applied in case of a dispute over
the SEP royalties. Huawei, with its domicile, had the
closest relationship with China. Fourth, the SEP in this
case was granted in accordance with Chinese patent
law. Therefore, Chinese law should be applied in this

case.

Finally, when the same subject of a case litigates against
the same subject matter in different jurisdictions, the
initiation of litigation in China will have a substantial
impact on the rights and obligations on the SEP. For
example, in Huawei and IDC, IDC sued Huawei for
patent infringement in the United States and requested
an injunction, while Huawei accused IDC of abusing
its dominant position in China ((2013) Yue Gao Fa
Min San Zhong Zi No. 306).

The Guangdong High People’s Court finally requested
IDC to immediately stop the overpricing, differential
pricing, tie-in selling, attaching unreasonable trading
conditions, and refusing to trade. The court also agreed
with the damages requested by Huawei and decided
that IDC should compensate Huawei for economic
losses of RMB 20 million. This judgment has helped
Huawei reduce its burden of patent infringement cases
launched by IDC in the United States.

In September 2021, ZTE filed a suit before the Shen-
zhen Intermediate People’s Court, asking the court to
determine a global license rate in line with the FRAND
principle for its own global patent portfolio of 4G LTE
SEPs held by ZTE. This is the first time a Chinese com-
pany has taken the initiative to request a court in China
to determine the global license fee rate for its own
patent portfolio.

In conclusion, when Chinese enterprises encounter
SEP litigation, they should respond actively, and ensure
the issue is litigated before Chinese courts.
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PATENT PROSECUTION HIGHWAYS

The rise of the patent prosecution
highways programme in China

of

explains why the patent prosecution

highways programme is the most and active international cooperation programme in

patent examination around the world

atent Prosecution Highways (PPH) is a pro-

gramme that provides a fast examination

channel for foreign applicants. Since the PPH

pilot was started between the JPO and the
USPTO in 2006, the number of IP offices participating
in the PPH programme via the bilateral or multilateral
agreements has gradually increased, and now 55 offices
have participated in the PPH programme.

The PPH programme is proposed with the economic
globalisation and the enhancement of the enterprises’
awareness of IP protection. The patent application of
the enterprises is no longer limited within the own
countries.

With the increase of the foreign patent applications, the
examination burden of IP offices in various
countries/regions increases year by year. For the patent
application of the same invention entering a plurality
of countries, the examiners in various countries may re-
peatedly search and examine.

To reduce the examination burden, improve the exam-
ination quality, shorten the examiner cycle, reduce the
examination cost and improve the grant rate, the PPH
programme has emerged.
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At present, the PPH programme is a patent examina-
tion cooperation programme with high participation
and utilisation rate around the world, and is an effective
means for foreign applicants to obtain an early exami-
nation of application entering China.

The basic concept

PPH means that, in the case that at least one or more
claims contained in the application submitted by the
applicant in the office of first filing (OFF) are deter-
mined to be grantable, the applicant can submit a re-
quest for accelerated examination of the subsequent
application to the office of second filing (OSF).

The above basic concept was first proposed when the
PPH bilateral agreement on patent applications was
signed between the US Patent and Trademark Office and
the Japan Patent Office in July 2006. However, in the ac-
tual patent applications to foreign countries, the IP of-
fice, which first made the examination results of grant, is
not the OFF due to the differences in patent examination
systems and examination cycles in various countries.

In July 2011, the JPO proposed the PPH expansion
pilot programme- PPH MOTTAINAI, which expands
the acceptance conditions of PPH, that is, adding the
situations that the OFF is the IP office of the third
country/region and that the OSF makes the examina-
tion result of grant in advance.

Thus, the concepts of the Office of Earlier Examination
(OEE) and the Office of Later Examination (OLE)
emerge. At present, the concepts of the OEE and the
OLE are widely employed in PPH practice in China.
Therefore, it can be considered that the PPH means
that, in the case that at least one or more claims con-
tained in the application submitted by the applicant in
the OFF are determined to be grantable by the OEE,
the applicant can submit a request for accelerated ex-
amination of the subsequent application to the OLE.

Classification of PPH
There are five types of PPH: Normal PPH, PPH MOT-
TAINAIL PCT-PPH, IPS PPH and Global PPH.
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Normal PPH means that the applicant
makes a PPH request to the OSF using
the domestic work products made by the
OFF, and can be further divided into
PPH via the Paris Convention and PPH
via PCT. the difference between the PPH
via PCT and the PCT-PPH lies in that
the PPH via PCT depends on the work
products made in the national state,
whereas the PCT-PPH depends on the
work products made in the international
stage.

PPH MOTTAINALI is an expanded pro-
cedure based on Normal PPH, can make
use of the PPH procedure without being
restricted by the fact that the OFF first
makes the work products, and thus in-
creases the opportunity for the applicant
to make use of the PPH procedure.

It should be noted that, although based
on Normal PPH, PPH MOTTAINAI
cannot be used aslong as Normal PPH is
included, and can be used only in the
countries/regions participating in PPH
MOTTAINAL

PCT-PPH is a procedure which uses the
work products in the international phase
for PCT application. These work prod-
ucts in the international phase include:
the Written Opinion of the International
Searching Authority (WO/ISA), the
Written Opinions of the International
Preliminary ~ Examining Authority
(WO/IPER), International Preliminary
Examination Report (IPER).

Both the PCH-PPH and the PPH via
PCT of Normal PPH are PPH related to
PCT application, the PPH via PCT
needs to wait for the examination prod-
ucts of national stage, but the PCT-PPH
uses the work products of international
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then may request other participating of-
fices to accelerate the examination. Like
IPS PPH, Global PPH was implemented
on January 6, 2014, and Normal PPH,
PPH MOTTAINAI and PCT-PPH can
also be implemented.

At present, 27 countries/regions have
joined the Global PPH programme,
China has not joined this programme
and thus Normal PPH, PPH MOT-
TAINAI, PCT-PPH and IPS PPH can be
implemented in China.

Practice of PPH in China

It has been 10 years since China imple-
mented the first PPH programme with
the JPO on November 1, 2011. During
these 10 years, China has signed bilat-
eral/multilateral PPH agreements with
30 foreign patent examination institu-
tions, such as US, Germany, South Ko-
rean, Russia and the Eurasian patent
office. Among them, the utilisation of
PPH is highest between China and US,
Japan, Europe and South Korea.

The charts show the PPH application
numbers in other four offices when
China is the OLE and the OEE (the PPH
application numbers in 2021 in this fig-
ure refer to those from January to June
2021).

As can be seen from the charts the num-
bers of PPH request submitted by US
and Japan to the CNIPA far exceed those
in other countries or regions. The China’s
PPH requests abroad are mainly directed
to US, which substantially corresponds
to the numbers of overseas application
submitted by the applicants from various
countries.

Further, from January to June 2021, in

state and thus facilitates early examination and the
grant.

IPS PPH is an examination cooperation procedure im-
plemented on January 6, 2014 between five offices
(IPS) including CNIPA, JPO, EPO, KIPO and
USPTO, and meanwhile Normal PPH, PPH MOT-
TAINAI and PCT-PPH can also be implemented be-
tween IPS.

Global PPH is established to solve the problem of in-
convenience to the applicant due to the different re-
quirements of PPH request by the OLE. According to
the programme, a unified qualification applicable stan-
dard is employed, when one of the participating offices
makes an examination result of grant, the applicant

30

China, the average time from the filing of the PPH re-
quest to the receipt of the first office action is 2.2
months, and the average time from filing the PPH re-
quest to the receipt of the final examination results is
11 months, and the average number of office actions
received in the substantial examination as for the appli-
cation filing PPH request is 1.

The PPH request to China can greatly speed up the ex-
amination time, fully make use of the examination re-
sults of the OEE, enable the patent applications to be
granted as soon as possible and improve the grant rate.

(Note: the data herein refers to the information disclosed
from PPH global portal https://wwwjpo.gojp/
toppage/pph-portalj/index.html).
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Chart 1: Officer of later examination (OLE)
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Chart 2: Officer of earlier examination (OEE)
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Key points when submitting a PPH
request

(1) When submitting a PPH request, the claims in
China and the claims of the corresponding application
that has been found allowable/patentable by the OEE
should meet the sufficient correspondence which
means the protection scopes of the claims are exactly
same or smaller. It should be noted that ‘smaller pro-
tection scope’ can be understood to further define the
claims based on the original records in the Chinese de-
scription and not to further define the claims by sum-
marising the technical features even if the summarised
technical feature does not go beyond the scope dis-
closed in the original description and claims.

(2) Chinese patent application must have been pub-
lished. That is, the PPH request in China must be sub-
mitted until the notice of publication of the patent
application is made by the CNIPA.

(3) Chinese patent application must have entered the
stage of substantive examination. That is, the PPH re-
quest in China must be submitted until the notice of
entering the substantive examination stage is made by
the CNIPA.

However, an allowable exception is that the applicant
may make a PPH request at the same time of filing a re-
quest for substantive examination.

32

(4) Chinese patent application has not received any no-
tice of office action made by the substantive examina-
tion department of the CNIPA.

(5) Chinese patent application must be an electronic
application.

(6) There are only two opportunities to make a PPH
request and the requirements for submitting PPH
should be strictly observed.

(7) When making a Normal PPH request, the granted
announcement text of the corresponding application
should be published. When making a PCT-PPH re-
quest, the PCT application should be published. Al-
though it is not the reasons why the PPH request is not
passed that the granted announcement text and the
PCT application has not been published, the CNIPA
will examine whether such PPH request meets the con-
ditions of the PPH request, that is, to review whether
the PPH request meets the related conditions after the
publication of the granted announcement text and the
PCT application.

(8) The opinion on the possibility of grant/patentabil-
ity made by the OEE must be the latest examination re-
sults. When the third party raises an invalidation or
objection to the corresponding application after the
OEE has made a decision to grant the corresponding
application and the announcement text has been is-
sued, it is necessary to wait until the results of the in-
validation or objection is made before considering
whether or not to submit the PPH request.

PPH programme plays a positive role

As a programme sharing the patent examination results
among various participating countries, PPH pro-
gramme brings about the benefits of accelerating ex-
amination, saving costs, having a higher grant rate,
reducing the examination workload, improving the
quality of examination, and is currently the most exten-
sive and active international cooperation programme
in patent examination around the world.

It plays a positive role in terms of promoting patent ex-
amination cooperation among countries, boosting
technology innovation and protecting IP rights.

WWW.MANAGINGIP.COM



DEQI 515
INNOVATIVE IP

MANAGEMENT FOR
PROTECTION OF :
INNOVATIVE IDEAS w@:&[&@

PATENT | DESIGN | TRADEMARK

COPYRIGHT | INVALIDATION
LITIGATION | SEARCH AND ANALYSIS
COUNSELING | ENFORCEMENT

DEQI INTELLECTUAL PROPERTY

Q Beijing Q Hong Kong mail@degi-iplc.com

www.deqi-iplc.com



PATENT PROTECTION

A closer look at the compensation
system for the patent protection

termin China

of explains why applicants and patentees should understand the
functionality of the compensation system for the patent protection term

ince its implementation in 19885, the Chinese

Patent Law has been revised four times in

1992,2000, 2008 and 2020, respectively. The

last revision of the Patent Law came into ef-
fect on June 1 2021.

One of the highlights of this revision is the establish-
ment of a compensation system for the patent protec-
tion term when there is an unreasonable delay during
the granting process.

According to Article 42, paragraph 2, of the revised
Patent Law, “Where the patent right was granted for an
invention after the expiration of four years from the
date of filing and three years from the date of requesting
for substantive examination, the patentee may request
for compensation for the protection term of the patent
right when there is an unreasonable delay during the
granting process of the invention patent, except for if
the unreasonable delay was caused by the applicant.”

From Article 42, three key pieces of information can be
extracted:

1) The compensation for the patent protection term is
not initiated automatically, but needs to be re-
quested by the patentee;

34

2) The patent for which compensation of protection
term is obtained needs to meet two time require-
ments, one is that the grant date is beyond four years
from the date of filing, and the other is that the grant
date is beyond three years from the date of request-
ing for substantive examination, both of which are
indispensable; and

3) The ‘unreasonable delay’ that should be compen-
sated for the protection term shall exclude an unrea-
sonable delay caused by the applicant. The revised
Patent Law provides general provisions on the com-
pensation system for patent protection term, but
does not provide relevant explanations on specific
implementation issues such as the determination of
an ‘unreasonable delay’ and the calculation of the
compensation term.

For reference, “the granting process of the invention
patent” in Article 42 refers to “the prosecution proce-
dure of the invention patent application”.

In order to ensure the implementation of the revised
Patent Law, the State Intellectual Property Office has
formulated and issued the Interim Measures for the
Handling of Examination Services Related to the Im-
plementation of the Revised Patent Law (Interim
Measures), which also came into force on June 1 2021.

Item S of the Interim Measures stipulates: “For inven-
tion patents granted from June 1, 2021, the patentee
may, in accordance with Article 42, paragraph 2 of the
revised Patent Law, submit a request for compensation
for the protection term of the patent right in paper
form, within three months from the date of announce-
ment of the patent grant, and then pay the relevant fees
in accordance with the payment notice issued by the
State Intellectual Property Office.”

From the item above, the following preliminary guid-
ance can be ascertained:

1) The compensation system only applies to the inven-
tion patents granted on or after June 12021; and

WWW.MANAGINGIP.COM



PATENT PROTECTION

CHINA IP FOCUS 2022




PATENT PROTECTION

Figure 1: Formula calculates the compensation time

S actual number of
compensation time = =
days delayed

unreasonable delay time i
during granting process caused by applicant

unreasonable delay time

Unreasonable delay time
during granting process

The unreasonable delay time during granting process
refers to the date of the announcement of grant of
the invention patent minus the date of the expiration
of four years from the filing date of the invention
patent and the expiration of three years from the date
of requesting for substantive examination.

Delays caused due to the following circumstances do
not belong to the unreasonable delays during the
granting process: suspension procedures,
preservation measures, administrative litigation
procedures, and reexamination procedures of
patents granted after amending the patent
application documents in accordance with Rule 66
of the Implementing Regulations of the Patent Law.

The filing date here refers to the filing date stipulated
in Article 28 of the Patent Law. For international
applications, it refers to the date of entry into the
Chinese national phase. For a divisional application,
it refers to the date of submitting the divisional
application.

The date of requesting for substantive examination
refers to the effective date of the substantive
examination request, which is the issuance date of the
notice of entering the substantive examination stage
of the invention patent application.

Unreasonable delay time
caused by applicant

For the following unreasonable delays caused by the
applicant, the delay time is:

1) For a delay caused by failure to reply to the
notice issued by the Patent Office within the
specified time limit, the delay time is from the
date of expiration of the time limit to the date of
the actual submission of the reply;

2

—

For the case of requesting for delayed
examination, the delay time shall be the actual
delay time of examination;

For a delay caused by the incorporation by
reference, the delay time is the delay time caused
in accordance with the Rule 45 or Rule 46.1 of the
Implementing Regulations of the Patent Law;

3

=

4

=

For a delay caused by request for restoration of
right, the delay time shall be from the date of
expiration of the original time limit to the issue
date of the notice of approval of the request for
restoration of right, unless it can be proven that the
delay was caused by the Patent Office;

Ul
)

For a delay under the situation that the
international application enters the Chinese
national phase within 30 months from the
priority date (which means the entry date is
earlier than the expiration date of 30 months)
but the applicant does not request an early
processing of the application, the delay time is
from the date of entering the Chinese national
phase to the date of expiration of 30 months from
the priority date.
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2)A patentee can request for patent term
compensation within a time limit, i.e.
within three months from the date of
announcement of the patent grant,
and after the time limit, the right to re-
quest for compensation will be lost.

At the same time, the State Intellectual
Property Office has also issued the
“Amendments of the Implementing Reg-
ulations of the Patent Law (Draft for
Comment)” (draft regulations). Al-
though the final revised version of the
Implementing Regulations of the Patent
Law has not yet been released, the
amendments related to the compensation
system proposed in the draft regulations
can be referred to by applicants and pat-
entees.

In the draft regulations, rule 85.3 states
that “The compensation for patent pro-
tection term shall be made according to
the actual number of days delayed. An
unreasonable delay caused by the appli-
cant includes the following situations:
(1) Failure to reply to the notice issued
by the patent administrative department
within the specified time limit; (2) Re-
quest for delayed examination; (3) Incor-
poration by reference; and (4) Other
circumstances.”

According to the draft regulations, a pre-
liminary understanding of how the com-
pensation time is calculated can be
obtained. However, based only on the
provisions above, for a specific case, the
patentee may still not be able to deter-
mine whether there is an opportunity to
obtain compensation for the protection
term and the specific compensation time
that may be obtained at present.

PATENT PROTECTION
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according to the actual number of days
delayed, and the actual number of days
delayed refers to the unreasonable delay
time during the granting process of the
invention patent minus the unreasonable
delay time caused by the applicant.”

Figure 1 shows the formula that calcu-
lates the compensation time.

The draft guidelines further specify what
is “unreasonable delay time during grant-
ing process” and what is “unreasonable
delay time caused by the applicant” The
specific description in the Draft Amend-
ment could be summarised in the follow-
ing table.

Based on these explanations, a basic un-
derstanding can be obtained of the con-
ditions for compensation for the patent
protection term and of the calculation of
the compensation time.

For cases that have recently obtained
patent rights, we can preliminarily con-
sider whether a request for compensa-
tion for the patent protection term can
be made, and estimate the possible com-
pensation time.See below an example
that demonstrates the calculation of the
possible compensation time.

There is a Chinese invention patent ap-
plication which is a divisional application
with the filing date of the parent applica-
tion on October 19 2007, and with the
date of submitting the divisional applica-
tion on April 30 2015.

On September 23 2015, the Patent Of-
fice issued a notice of entering the sub-
stantive examination stage for the

In addition, the State Intellectual Property Office has
further carried out adaptive revisions to the Guidelines
for Patent Examination. In the “Draft Amendment to
the Patent Examination Guidelines (Draft for Com-
ment)” (draft guidelines), the relevant provisions on
compensation for the patent protection term have been

added.

Although the final revised version of the Guidelines for
Patent Examination has not yet been released, we be-
lieve the detailed explanations on the compensation
system in the draft guidelines could provide practical
guidance and assistance for applicants and patentees to
some extent.

The draft guidelines clearly stipulate that “The com-
pensation for the patent protection term shall be made
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divisional application. During the substantive exami-
nation process, the applicant submitted four requests
for a two-month extension of replying to office actions.
The examiner issued a decision of rejection on Novem-
ber 192018.

The applicant filed a request for reexamination on Feb-
ruary 28 2019, and made amendments to the applica-
tion documents during the reexamination process to
overcome the defects pointed out in the decision of re-
jection. The panel issued a decision of reexamination
on March 18 2021 to withdraw the decision of rejec-
tion. The divisional application was finally granted on
July 13 2021.

Let’s first determine the filing date, the date of request-
ing for substantive examination and the grant date. For
a divisional application, it should be noted that the fil-
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ing date for determining compensation refers to the
date of submitting the divisional application, then the
filing date for calculating the delay time in this case
should be April 30 2015. The date of requesting for
substantive examination is September 23 2015 and the
grant date is July 13,2021.

The granted application has gone through the reexam-
ination procedure, and the defects pointed out in the
decision of rejection were overcome by amending the
application documents in the reexamination procedure.

In such a situation, the entire reexamination process
does not belong to the unreasonable delay during the
granting process, and the time period of the reexami-
nation process should be excluded from the unreason-
able delay time during the granting process.

Regarding how to calculate the time period of the re-
examination process (particularly, how to define the
starting time and ending time of the reexamination
process), we could not find any description in the draft
guidelines. It is estimated that the patent office may opt
to define the time period of the reexamination process
to be from the issue date of the decision of rejection to
the issue date of the decision of reexamination. How-
ever, this is only for reference and should be subjected
to the practical operation measures of the patent office.
For this case, we can just calculate the time period of
the reexamination process as taking about two years.
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During the substantive examination process, the appli-
cant submitted four requests for a two-month exten-
sion, and each time the applicant submitted a reply on
the date of expiration of the two-month extension pe-
riod. That s, the unreasonable delay time caused by the
applicant can be calculated as eight months.

From the above listed information, we could obtain the
“unreasonable delay time during granting process” and
the “unreasonable delay time caused by applicant” for
the specific case, and could conclude that the “unrea-
sonable delay time during granting process” is less than
the “unreasonable delay time caused by applicant”.
Thus, there is no “actual number of days delayed”. Ac-
cordingly, a compensation for patent protection term
could not be obtained for this case.

Attention needs to be paid in terms of two aspects for
this case: one aspect is the definition of ‘filing date’
under the compensation system for the patent protec-
tion term; the other aspect is the situation which needs
to be excluded from the unreasonable delay during the
granting process (e.g., the reexamination procedure of
a patent granted after amending the application docu-
ments during reexamination). If these two aspects are
not taken into account, it may be mistakenly believed
that this case can be compensated for the patent pro-
tection term.

Although the revised versions of the Implementing
Regulations of the Patent Law and the Guidelines for
Patent Examination have not yet been released, the
draft regulations and draft guidelines, as well as the re-
vised Patent Law and the interim measures, provide a
general framework of the compensation system for the
patent protection term.

Applicants and patentees could preliminarily consider
whether the granted invention patent is likely to be
compensated for the patent protection term and esti-
mate the possible compensation time based on the
above.
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IP CASES

Defining IP cases decided by
China’s Supreme Court

and of

provide an analysis of IP cases

decided by China’s Supreme Court and consider the characteristics of each

he Supreme Court IP Tribunal was estab-
lished on January 1 2019. Statistics publicly
issued on February 28 2022 are attracting at-
tention.

In 2021, there were 4335 newly-accepted technical
cases and anti-monopoly cases, an increase of 36.4% on
a yearly basis. 3460 cases were concluded in 2021, an
increase of 24.1% on a yearly basis. In 2019 and 2020,
the newly-accepted cases were respectively 1946 and
3117.1In2021, the average trial cycle was 134 calendar
dates for all cases. The average trial cycle for second in-
stance civil cases is 129.4 calendar dates and that for
second instance administrative cases is 143.6 calendar
dates.

Different types of IP cases have their own characteris-
tics. For patent infringement cases, claim construction
has become the most important and difficult issue and
the court is making efforts to match patent protection
scope and strength with patent contribution over the
prior art.

Defences in patent infringement cases are mostly legit-
imate source defence and prior art defence, with rever-
sal rate of 18.8%. For patent invalidity cases, fields
related to pharmaceuticals, telecommunications,
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internet, big data, electrical commerce, artificial intel-
ligence and block chain are increasing.

Most cases are related to evaluation on novelty and in-
ventiveness, with a reversal rate of 6.6%. Legal mecha-
nism interconnecting patent infringement and
administrative invalidity cases has further improved.

Feedback mechanism is established between the courts
and the China National Intellectual Property Admin-
istration (CNIPA) on patent infringement proceedings
and patent invalidity procedure, so that the adjudicat-
ing on cases related to both infringement and invalidity
can be synchronised.

For computer software cases, most are related to soft-
ware copyright dispute and software development con-
tract dispute. Ownership of software presents many
difficulties, such as a loop in date to complete the soft-
ware and multiple rounds of evidence collection.

Some influential Supreme Court cases are discussed
providing a general picture on developments of
Supreme Court practice.

Difficulty of proving prior use reduced
Prior use defence concept has been existing in the
patent system for a long time, however, in legal practice,
small amounts of defendants finally win the case based
on prior use defence. In Shezhen Saiyuan v. Dongguan
Lefang, the Supreme Court IP Tribunal issued a judg-
ment (2021) SPC IP Final No. 508 to reverse a
Guangzhou IP Court first instance judgment by sup-
porting such prior use defence.

In the first instance, the defendant Dongguan Lefang
produces 40 pieces of evidence to prove that accused
infringing loudspeaker has been prepared well for man-
ufacturing before the filing date of patent. This evi-
dence is collected from various angles, including design
documents, PCB sampling letter, modelling factory
offer sheet, email correspondences, testing reports of
speakers, trial product quality summary reports, ro-
bustness testing reports, sampling testing reports,
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materials lists and offer sheets. However,
the Court of First Instance admits none
of this evidence with the reason being
that they are made by the defendant,
therefore authenticity cannot be con-
firmed.

In the second instance, four new pieces
of evidence are submitted by the defen-
dant, including communications with
one modelling factory and plant lease
contract. The attitude of the Supreme
Court IP Tribunal is quite different from
the Court of First Instance.

The Supreme Court points out that re-
garding effectiveness of the evidence, all
the evidence should be comprehensively
considered, and the effectiveness should
not be directly denied simply based on
the reason that those technical drawings,
processing files and testing reports are
formulated single-handedly by one party.
Only if the evidence is reasonable and
can be corroborating with each other to
meet the standard of a “high degree of
probability”, should the evidence be ac-
cepted.

In view of this, the Supreme Court be-
lieves that the evidence submitted by the
defendant is sufficient to prove that be-
fore the filing date of the patent, the de-
fendant has prepared main
manufacturing device and purchased
necessary raw materials, and manufactur-
ing scope and scale have not been ex-
tended ever since. Therefore, the prior
use defence is successful.

This case shows that the difficulty of
proving prior use is being reduced, with
the application of standard of a “high de-
gree of probability”. Although not a fre-
quent defence, prior use defence may still
be worth considering in future. The most
important point to note is that the courts
would not be so hesitant to accept as
before.

Limitation on doctrine of
equivalence

In the Xuzhou Zhongsen v Changzhou
Gardening case, the doctrine of equiva-
lence is applied in the first instance since
the patent is protecting an electrically

driven hedge trimmer, while the accused infringing

product is a trimmer driven by oil.

The first instance judgment believes that electrical
driven and oil driven are two most commonly used 42
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driving solution in the hedge field, both
of which are using driving blade to recip-
rocate to perform the trimming func-
tion. No matter what kind of driving
solution is used, there is no influence on
the switching between flat trimming
mode and round trimming mode.
Therefore, the driving solution has no
relation with the inventive concept of
the patent.

The Supreme Court IP Tribunal thinks
differently by laying more focus on being
‘electrically driven. The Tribunal be-
lieves that the electrically driven has
been defined in the claim language and
no pollution is alleged as a new technical
effect over the prior art, which means
that when drafting, the patent applicant
has the intention of not pursuing oil-dri-
ven engine as driving source. In this sit-
uation, if the oil-driven solution is still
protected by the patent, it would not be
beneficial to protect public trust inter-
ests and the principle of publicity.
Therefore, this case is reversed in the
second instance to support the opinions
of the defendant.

This case provides guidance to the inter-
actions between patent drafting and en-
forcement. If the patentee has clearly
known certain solution during drafting
but does not involve the solution into the
claim scope, the doctrine of equivalence
should not be applied to cover this solu-
tion into the protection scope. Then the
question comes to how to judge whether
‘the patentee has a clearly known certain
solution’ The answer is to see what can
be understood by those skilled in the art
when reading the claims, the description
and drawings as a whole. It can be seen
that abuse of doctrine of equivalence is
being prevented so that a clarified
boundary between patent and known in-
formation is presented to the public.

Extension on scope of
background and conditional
feature

The background and conditional feature
is a kind of claim feature describing the
background or condition where the pro-
tected subject matter is applied. Such a
feature is special since if a feature is con-

sidered as background or conditional, it would gener-

ally not be necessary to map this feature to accused
infringing products, but only the need to prove that the
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In the past, such background and condi-
tional feature is generally recognised as
mounting structures, connecting rela-
tions and use case. In ALC Technology v
Wenzhou Xionggeng, the newly issued
Supreme Court IP Tribunal judgment
(2020) SPC IP Final No. 313 decides
that claim features such as the use, objects
where the subject matter is applied and
using manner should also be considered
as background and conditional feature al-
though such features are not directly
defining the product structures.

This case is related to an adhering de-
vice. A first and second band and an ob-
ject are defined in the claim language,
however such a first and second band
and the object are actually what the ad-
hering device is working on, which is not
an internal structural feature of the ad-
hering device. The main issue is that if
such a first and second band and object
are needed for infringement mapping,
the difficulty of evidence collection and
complexity of infringement mapping will
be greatly increased. The second in-
stance judgment decides that the object
and the related first and second bands
are background feature and inference can
be made that the object can be, for exam-
ple, an outsole, which is reasonable com-
mercial use for infringing an adhering
device.

Value of ‘offering for sale’
added

China Patent Law bans five infringing
acts, including manufacturing, selling, of-
fering for sale, using and importing.
Among them, ‘offering for sale’ is always
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been recognised. The Tribunal also
points out that the infringing offering
for sale will cause adverse outcome to
the patentee, such as price erosion of
patented products and loss or delay of
commercial opportunities. The Tribu-
nal concludes that although the infring-
ing loss caused by offering for sale is
difficult to calculate, statutory damages
may still be applied case by case based
on factors such as willfulness of in-
fringement and  specific  case
circumstances.

From this case, from the strategic level,
the patentee should not ignore the at-
tacking on infringing offering for sale
since it is recognised by the Supreme
Court of its own value, thus can be cor-
roborating with other infringing acts to
strengthen the willfulness of infringers.

Another point to note for offering for
sale is forum shopping. If the plaintiff
wants to bring the defendant out of its
hometown but it is difficult to purchase
the products from other places, some
trade shows in such other places may be
leveraged to establish the jurisdiction
since appearance in trade shows can be
considered as infringing act of offering
for sale.

Determination of damagesin
trade secret cases

Trade secret cases have become a hot
topic in IP litigation. The amount of
trade secret cases are increasing continu-
ously, within widespread technical fields.
In 2019, 12 trade secret cases were ac-
cepted by the Supreme Court IP Tribu-

considered not that important since damages caused
by offering for sale are hard to calculate. However, the
second instance judgment (2020) SPC IP Final No.
1658 in the Qingdao Qinke v Qingdao Chenyuan case
provides updated judicial opinions on damages on
‘offering for sale’

The Tribunal summarises the influences by infringing
offering for sale in three scenarios: since the price of of-
fering for sale is lower than that of patented products,
adverse hints will be caused in the consumer’s mind to
influence reasonable pricing of patented products; con-
sumers may give up purchasing patented products but
turn to infringers, causing regular sale of patented prod-
ucts delayed or decreased; such infringing offering for
sale may cause adverse influences on advertisement for
patented products.

This is the first time adverse influences caused by of-
fering for sale by the Supreme Court IP Tribunal has
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nal, in 2020, this number increased to 44 cases and in
2021, it further increased to 79 cases.

The legal issues in such cases are complicated and di-
verse, including how to identify trade secret points and
scope, how to determine damages of trade secret in-
fringement and secret-keeping measures, how to iden-
tify the acts in trade secret infringement, substantive
contribution in trade secret and whether the trade se-
cret as claimed is really unknown to the public.

More cases are being awarded with high damages, such
as ‘Kapo’ the trade secret case awarded with five times
punitive damages of $S million and the ‘Vanilin’ case
awarded with $26 million.

How to determine damages is a tricky problem. In Chi-
nese practice, accurate calculation is adopted in some
cases, but the commonly used way is to list the factors
to be considered and finally determine a figure
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discretionarily by courts based on those factors, with-
out accurate calculation steps.

In the Shanghai Youkai v Shanghai Luqi case, the second
instance judgment lists these factors: innovative degree,
development costs, commercial values, competitive ad-
vantages, technical contribution, subjective fault degree
of infringers and specific case circumstances.

IP CASES
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In this case, the trade secret is related to sawing processing
technology, not a simple technical mixed-up and different
from common sawing with regular measuring and sawing
separated, which should be combined with special de-
signed software, electronically-controlled hardware and
related mechanical structures. The advantages include
sawing efficiency improving and processing accuracy.
The development costs are approximately $75,000, with
repetitive testing and in-depth analysis. The average price
is $50,000-$80,000 and 82 devices were sold by the de-
fendant between 2008 and 2013, with the sales amounts
as high as $7 million and raw profit rate being 55.43%.
Based on the above, the damages are determined as
around $900,000, higher than the average.

The experiences are that the more data evidence pro-
vided, the higher the damages to award. Such data evi-
dence includes annual reports, financial books, third
party sales amounts statistics and the plaintiff should
try their best to collect the evidence.

If an accurate calculation cannot be made, the court
shall determine the damages on its discretion, which
would not be that high as those calculated based on
accurate and reasonable figures.
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PATENT INFRINGEMENT

The impact of negative patent
evaluation reports in China’s
patent infringement litigation

of explains why the patent evaluation report plays an

important role in patent infringement litigation

ince the ‘utility model patent search report

system’ was added by the second amendment

of the Patent Law in 2000, Chinese patent law

has gradually introduced and formed the cur-
rent ‘patent evaluation report system, which is a sup-
plement to the patent type that adopts the preliminary
examination system.

The subject matter and scope of the report has been ex-
tended: from the original utility model patent only to
utility model and design through the third amendment
of the Patent Law in 2008; from only determining the
novelty and inventiveness of utility model to almost all
the grounds for invalidation.

As the fourth amendment of the Patent Law officially
enter into force from June 1 2021, the applicant who
can request such a report has been expanded from ‘lim-
ited to the patentee’ at the beginning of the search re-
port system, adding ‘the interested party’ in the third
amendment, now to ‘the accused infringers’

The ‘Proposal for Amendments to the Implementing
Rules of the Patent Law (Draft for Comment)’ pub-
lished in November 2020 intends to further expand the
applicant who can request such a report to ‘any entity
or individual’ It can be seen that the patent evaluation
report system has been continuously improved at the
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legislative level in recent years, and has gradually be-
come an important system in the patent system.

Since the third amendment of the Patent Law in 2008,
the patent evaluation report has been allowed to be
viewed and copied by any institution or individual, so
that the patent evaluation report with a negative con-
clusion (that is, the patent evaluation report finds the
grounds that lead to the invalidation of the patent at
issue) will also be open to the public.

Combined with the fourth amendment of the Patent
Law and the tendency of the implementation rules of
the Patent Law to completely open up the applicant of
the patent evaluation report in the future, the patentee
should have a full understanding of the possible impact
of a negative evaluation report in a patent infringement
lawsuit based on utility model or design patents.

This article discusses the impact of negative patent
evaluation reports in patent infringement litigation, and
is intended to introduce relevant legislation and prac-
tice, rather than to advise on the full range of options
that may be offered in a particular case.

Submitting a patent evaluation report
when filing a patent infringement lawsuit
During the implementation of the ‘utility model patent
search report system), the “Several Provisions of the
Supreme People’s Court on Issues concerning the Ap-
plication of Law in the Trial of Cases on Patent Dis-
putes” (Patent Judicial Interpretation) stipulated in
Article 8, paragraph 1, that “a plaintiff shall provide a
search report issued by the patent administrative de-
partment of the State Council when instituting an ac-
tion for infringement upon a utility model patent”,
which has led to a requirement that the utility model
patentee must submit a patent search report when filing
a lawsuit, otherwise the case will not be accepted as it
will be deemed not meet the conditions for filing.

The Supreme Court once clarified that “the search re-
port is only used as a preliminary evidence of the va-
lidity of an utility model patent, and the issuance of a
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search report is not a requirement for the plaintiff to
file a utility model patent infringement lawsuit. The
word ‘should’ mentioned in the judicial interpretation
is intended to emphasise the strict implementation of
this system, so as to prevent it from being too loose
and making it meaningless. All cases that meet the
prosecution conditions stipulated in Article 108 of
the Civil Procedure Law shall be accepted by the peo-
ple’s court”. Then, when the Patent Judicial Interpre-
tation was revised in 20135, the word ‘should” was
changed to ‘may’.

In view of this, it can be seen that the patent evaluation
report is not a necessary condition for the right owner
of an utility model or design patent to file an infringe-
ment lawsuit.

Potential impact of negative evaluation reportsin
patentinfringement litigation

The guidelines for patent examination clearly mention
that the patent evaluation report is not an administra-
tive decision, and the patent owner or the interested
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party cannot initiate an administrative reconsideration
or administrative litigation against it, but can only re-
quest correction when certain conditions are met.

Consequently, a negative patent evaluation report itself
does not have the effect of denying the validity of the
patent. Combined with the above-mentioned interpre-
tation of the Supreme Court and Article 66 of the
Patent Law saying that the patent evaluation report is
used as evidence for adjudicating or handling disputes
over patent infringement, it can also be known that the
patent evaluation report is a reference used by the court
to access the stability of the patent at issue when hear-
ing patent infringement cases.

In patent infringement litigation, the stability of the
patent at issue is the starting point and focus of dispute
for the court when hearing the case. According to the
current patent judicial interpretation, the court may re-
quire the plaintiff to submit a patent evaluation report
(or a search report) on the patent at issued according
to its needs for the adjudication of the case.
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In the case where the plaintiff did not
apply for a patent evaluation report when
filing the lawsuit, the court may require
the plaintiff to submit a patent evaluation
report and rule to suspend the trial to
give time to apply for the report.

Where the plaintiff fails to submit the re-
port without any justifiable cause, the
court may: (i) decide to suspend the trial
and wait for the review result of the inval-
idation proceeding before the CNIPA ini-
tiated by the defendant; or (ii) if the
defendant does not file a request for inval-
idation of the patent within a reasonable
period, the court may rule to dismiss the
lawsuit and the plaintiff shall be responsi-
ble for such an adverse consequence.

When a patent evaluation report is sub-
mitted, in most cases, the conclusion of
the evaluation report will mainly affect
the court’s judgment on whether to sus-
pend the trial:

o If the report issued by the plaintiff
does not find any ground for the in-
validation of the patent, according to
the provisions of the Patent Judicial
Interpretation, even if the defendant
has requested to declare the patent in-
valid within the period of submitting
a statement of defense, the court may
not suspend the litigation;

o If the report issued by the plaintiff
finds some ground for the invalida-
tion of the patent, the court may do
the following in practice:

« Inthe case where an invalidation pro-
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ceeding against the patent at issued has been initi-

o Inthe case where the defendant has
not filed an invalidation proceeding
against the patent at issued, ruling
that the patent is still valid before in-
validation, and the trial continues;

o In very few cases, the court will
refer to the grounds for invalidation
given in the report and determine
that the patent at issue does not
meet the conditions for granting the
patent right, and reject the plain-
tiff’s claims.

Summary

With the continuous improvement of
China’s patent evaluation report system, the
patent evaluation report will play an impor-
tant role in patent infringement litigation.

From the perspective of the right holder,
the patent evaluation report has the func-
tion of knowing in advance whether the
legal status of the patent is stable.

Considering that an evaluation report
with a negative conclusion will have an
impact on the prospect of the patentee’s
right protection, especially the issue of
whether to suspend the lawsuit that af-
fects the trial cycle of the case, and the re-
fusal to submit such a report when the
court requires it may lead to serious ad-
verse consequences of dismissing the law-
suit, the right holder should make a
prudent assessment of the stability of the
patent before filing a lawsuit, especially in
the case of having more than one patent
over the accused product, choose a patent
with relatively strong stability as much as
possible to initiate the lawsuit.

ated by the defendant, ruling to suspend the trial
and awaiting the review result of invalidation;
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At the same time, since submitting a patent evaluation
report is not a requirement for filing a patent infringe-
ment lawsuit, the right holder can also choose not to
apply for a patent evaluation report when filing a law-
suit, but it needs to weigh and evaluate the following
three situations that may exist: (i) If the defendant has
not filed a request for invalidation in the litigation and
there is not sufficient evidence to prove that the patent
atissue is unstable, the court may not require the plain-
tiff to apply and submit such an evaluation report; (ii)
The court, after active review, may consider that the
stability of the patent at issue needs to be proved by a
patent evaluation report and thus require the plaintiff
to apply and submit one; and (iii) If the defendant files
a request for invalidation within the period of submit-
ting a statement of defense or there is evidence to prove
that the legal status of the patent at issue is unstable,
the court may also require the plaintiff to submit an
evaluation report accordingly.
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CNIPA PRACTICES

China’s revision of trademark law
and the impact on CNIPA practices

and of

explain how brand owners can benefit from

the changes introduced by the CNIPA including reducing bad faith filings

he Amended Trademark Law of the PRC has

been implemented for more than two years

since it became effective on November 1

2019. It is therefore a good time to take stock
and to analyse the real effect of the changes. Further
steps have been taken by the China National Intellec-
tual Property Administration (CNIPA) to ensure its ef-
fective implementation and crack down on bad faith
filings.

This article discusses the significant updates on CNIPA
practices with insight on how brand owners may effec-
tively benefit from such positive moves.

CNIPA's initiative to reject bad faith filings

One of the most important amendments made to the
Trademark Law was the codification of prohibition
against bad faith filings. Article 4 was specifically
amended to state that “applications for trademark reg-
istrations in bad faith which are not intended for use
shall be refused”. The amended Article 4 confers power
on the CNIPA to pro-actively reject bad faith trade-
mark applications with no intent to use.

The CNIPA has since taken a more active role in reject-
ing bad faith filings. In 2021, the CNIPA rejected over
450,000 bad faith trademark applications for lack of in-
tention to use based on Article 4.

To align the examination standards across examiners,
and to bridge the gap between the previous edition of
the Trademark Law and the Amended Trademark Law,
the CNIPA has further published the new ‘Guidelines
for Trademark Examination and Trial’ (the Guidelines)
which came into effect on January 1 2022.

In particular, section 2 of the Guidelines elaborates on
the standards in examining applications which are not
intended for use, and sets out the factors that the
CNIPA may consider when applying Article 4:

« Applicant’s company status and scope of business;

o Number of trademarks filed and classes designated
by applicant and their affiliates;

o Number of applications filed within a short interval
and number of classes designated;

o Whether marks applied for:

o Are similar to others’ prior marks with certain de-
gree of reputation or high distinctiveness;

o Incorporate geographical names, scenic spots, in-
dustry terms or other names/terms within the
public domain;

 Incorporate famous individuals’ names, trade
names, online shop names, and character names;

« Incorporate famous and distinctive slogans, artis-
tic works, designs and other commercial sym-
bols;

o Previous offers for sale of trademarks and failure to
provide evidence showing the intent to use before
sale or assignment;

WWW.MANAGINGIP.COM



CNIPA PRACTICES

CHINA IP FOCUS 2022



o Whether the applicant has compelled
others to enter into business coopera-
tion arrangements with them;

o Applicant’s demands for high assign-
ment fees, license fees, monetary com-
pensations for infringements and
settlement fees; and

o Prior decisions holding that the appli-
cant lack the intent to use, commence
infringement actions or lawsuits for
profit or is acting in bad faith.

While we may not fully assess the impact
on the Guidelines on practice of the
CNIPA at this stage, it is expected that
the Guidelines will encourage examiners
to take a more consistent and holistic ap-
proach in determining bad faith.

Bad faith as a basis of
opposition and invalidation
Apart from pro-active steps taken the
CNIPA against bad faith filings, the
amended Article 4 can also be relied
upon by brand owners as a basis of op-
position and invalidation against bad
faith applications/registrations. It is
encouraging to note that since the im-
plementation of the Amended Trade-
mark Law, the CNIPA has adopted a
more flexible approach in finding bad
faith.

Traditionally, a large number of filings
has always been seen as a prerequisite
to establish that an applicant is a squat-
ter. However, the CNIPA has been
shifting away from such a rigid ap-
proach. Apart from the number of fil-
ings made by the applicant, the CNIPA
considers other factors, such as those
listed above. Further, in one of the ex-
amples given, the CNIPA found an ap-
plicant to be acting in bad faith on the
basis that it was unable to establish its
intent to use nor explain the origin of
the mark applied-for, despite holding
only 20 trademarks.
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When filing opposition or invalidation
against bad faith filings, especially those
filed by squatters holding a relatively
small number of marks, it is therefore
helpful for brand owners to elaborate on
the creation of their mark(s) and adduce
supporting evidence. Brand owners
should also draw the examiner’s attention
to the fact that it is not a mere coinci-
dence for the squatter to have filed/reg-
istered a mark that is highly similar or
identical to the brand owners’ mark(s)
despite the small number of marks held
by the squatter.

Defensive filing exception
When the amended Trademark Law was
first implemented, there was a concern
on whether defensive and gap filings
may accidentally be caught by Article 4
as applications which are ‘not intended
for use’ Such concern has been ad-
dressed in the Guidelines. The Guide-
lines has explicitly set out two
exceptions to Article 4, namely (i) de-
fensive applications; and (ii) reasonable
number of applications for future busi-
ness needs.

The CNIPA further clarified that Article
4 intends to only combat trademark
squatting and elaborated on the scope of
the two exceptions in its ‘Answers to Key
Questions to the Guidelines’ (the
‘Q&A’) published in February 2022. In
particular, it was discussed in the Q&A
that:

o  For ‘defensive applications’ it
refers to acceptable filings for
marks similar/identical to the core
brand on goods/services outside
the applicant’s principal business
for the purpose of preventing oth-
ers from riding on or damaging the
reputation already formed in the
principal business and the core
brand; and

o Asfor ‘reasonable number of appli-
cations for future business needs),
the CNIPA acknowledges that
there may be a time gap between
trademark filing and actual rollout
of the products and services, and
early trademark filings to prevent
trademark squatting or avoid in-
fringement shall be allowed.

That said, the CNIPA emphasised in the Q&A that the
52 above exceptions are not absolute, and brand owners
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should avoid excessive filings beyond the
reasonable and necessary scope when
devising defensive and/or gap filings
strategy.

If the marks filed are for future business
needs, it is also prudent for brand owners
to docket evidence related to such busi-
ness plan which can illustrate genuine in-
tention to use the marks filed.

Closer scrutiny on trademark
assignments by squatters

In China, trademark assignments must
be approved by the CNIPA before they
may become effective, and the CNIPA
has power to disapprove trademark as-
signments which would easily cause con-
fusion or have adverse effects on the
public. The CNIPA traditionally would
only invoke such power to raise objec-
tions if similar marks covering similar
goods/services are not assigned to-

gether.
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should know the trademark to be filed
for registration by such client falls
under the circumstances prescribed in
Article 4...”.

o  Further, under Article 68, the assis-
tance of bad faith filings in viola-
tion of Article 4 or Article 19 is
included as a new situation where
administrative penalty such as
warning and a maximum fine of
RMB100,000 (approximately
$15,000) may be levied. The trade-
mark agency’s person in charge and
other directly responsible person-
nel may also be fined up to
RMBS0,000.

In March 2020, the above Articles 19 and
68 were first invoked in penalising the
agencies who assisted in filing of bad
faith trademarks related to the coron-
avirus epidemic.

However, we have seen a recent trend for
the CNIPA to disapprove assignment ap-

In early 2021, the CNIPA further issued
the Special Action Plan to Combat Ma-
licious Squatting of Trademarks (the

plications where trademark squatting

may be involved. The Guidelines has fur-

ther codified this examination practice and has speci-
fied that objections may be raised by the CNIPA if a
registrant owns a relatively large number of trademarks
and has previously assigned the marks to various as-
signees. The objection may only be overcome only if
valid evidence showing the intent to use the assigned
trademarks is submitted.

While this practice may deter trademark squatting,
it may not be favourable for those brand owners who
have already reached an agreement with the squatter
to buy back the mark. In such situations, it is advis-
able to include clauses in assignment agreements to
deal with possible disapproval of assignment appli-
cations. For example, brand owners should put in
place clauses stipulating that if an objection is raised
by the CNIPA, the squatter should cooperate with
the brand owners in responding to the same, and in
case the assignment is eventually disapproved, the
squatter should voluntarily surrender the relevant
trademark(s). Back-up trademark applications
should also be filed by the brand owners to protect
its rights.

Trademark agencies who assistin bad
faith filings

It is expressly prohibited under the Amended Trade-
mark Law for trademark agencies to assist in bad faith
filings:

o Article 19 provides that “trademark agency is for-
bidden to represent the client where it knows or

53

‘Action Plan’). The trademark agency

which knows or should know that its
client is engaged in the malicious filings, but still ac-
cepts its instruction in violation of the Amended
Trademark Law was identified as one of the acts to be
curbed in the Action Plan. It was also stated in the Ac-
tion Plan that such trademark agencies shall be inves-
tigated and penalised.

Since then, enforcement of penalties against trade-
mark agency has rapidly expanded beyond the scope
of those who assist with bad faith filings with notable
political and social impact, but to those who has
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assisted squatters in applying for trademarks imitating
or copying foreign brands in bad faith. In most cases,
the CNIPA will work closing with local administra-
tion of market regulation authorities in rejecting such
bad faith filings and in imposing fines and other
penalties on the squatters and their trademark
agencies.

Squatter database

To further step up the effort against trademark squat-
ting, the CNIPA has maintained an internal blacklist of
bad faith applicants. Blacklisted applicants’ applications
may be provisionally rejected, and the applicants will
be required to produce evidence and explanation show-
ing that the application was not filed in bad faith. The
same greatly saves the time and costs for brand owners
to launch oppositions against each of the applications
made by the squatter.

54

While the process is informal and yet to be codified,
the CNIPA has been increasingly receptive to brand
owners filing informal complaints against bad faith ap-
plications during the examination stage.

From our experience, to enhance the chance of the
complaints being fully considered by the CNIPA, it is
helpful to include prior favourable opposition/invali-
dation decisions obtained against the applicant and to
draw the CNIPA’s attention to the applicant’s history
of bad faith filings. The same will assist in establishing
that the applicant is a habitual squatter.

Conclusion

It is apparent from the above that reducing bad faith fil-
ings and related activities has been a focus of the
CNIPA. Brand owners can further rely on these meas-
ures in protecting their marks in China.
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PATENT LITIGATION

Obtaining evidence for patent
litigation in China

of

provides an insight into obtaining

evidence on the infringing product/process and the calculation of damages in China

btaining evidence has long been acknowl-

edged as one arduous task for patentees

seeking to take legal actions in China. The

fact that plaintiff bears greater burden of
proof in judicial proceedings in China has drawn criti-
cism from the legal community. The matter is further
complicated by the lack of discovery procedure and the
high bar set for admissibility of evidence.

Evidence ontheinfringing
product/process

Notarised purchase

Courts in China have set high bar for the assessment of
the authenticity of evidence. It is practically impossible
for Chinese courts to rely purely on witness affidavit.
Documentary evidence is the most popular and fre-
quently adduced evidence in China.

Under most circumstances, notarisation is recom-
mended in preservation of key evidence, given the no-
tarisation process will lend further credence to the
evidence. Therefore, patentee usually resorts to no-
tarised purchase when gathering evidence on the in-
fringing product/process.

The typical procedure is to purchase the accused prod-
uct (often by the patentee or its proxy) directly from
the infringer (manufacturer or distributor) under the
witness of notary public. The infringing products will
be packed and sealed by the notary public for court in-
spection at a later date (usually at the hearing).

Generally speaking, if the infringing product is con-
sumer goods, the right holder could make a purchase as
an anonymous consumer under the witness of notary
public. Conversely, the difficulty for the notarised pur-
chase of infringing products designed for industry use
will increase significantly. The reason is simple — the in-
fringer would want to vet the identity of the buyer, es-
pecially in an industry with a small number of players.

Patentees will have to disguise their true identities
and pose as trustworthy buyers. It could take the
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patentee some time to build trust with the infringer
before the latter lets down his guard and sells the
infringing product.

Legitimacy issue under procedural law

Technically speaking, notarised purchase is not risk-
free under procedural law. After all, the infringer could
challenge the legitimacy of the evidence gathered from
the notarised purchase, contending that the right
holder fabricated an identity and tricked the infringer
into selling the infringing product.

Fortunately, China’s Supreme People’s Court (SPC) af-
firmed the legitimacy of the approach in an exemplary
case Founder v Gaoshu [ (2006) Min San Ti No.1] in
2006. The principle observed in this case has been
widely followed since then.

The plaintiff, Founder is the copyright owner over a set
of software. The defendant, Gaoshu secretly duplicated
and sold the pirated software to quite a few customers.
To obtain evidence, an employee of Founder posed as
a customer and approached Gaoshu, using a bogus
name, to purchase the pirated software.

The employee first purchased some hardware prod-
uct to gain the defendant’s trust and then asked the
defendant whether they provided pirated software.
After receiving a positive answer, the parties signed
sales contract and the defendant installed the pi-
rated software on the buyer’s computers as per his
request. The transaction and software installation
process were witnessed by the notary public, with-
out divulging their true identities throughout the
process.

In the ensuing litigation, the defendant argued that
Founder tricked their salesperson into selling the pi-
rated software, because their standard offer would be
genuine software, it was Founder’s employee specifi-
cally requested pirated software. The evidence collec-
tion approach is therefore illegal and the evidence shall
not be admitted by court. The opinion of the trial
court and that of the court of appeal diverged greatly
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on the legitimacy of the approach and the case was
later petitioned to the SPC for re-trial.

The SPC allowed the aforesaid evidence collection ap-
proach: “Despite the fact that laws have expressly stip-
ulated offences, more often than not, due to the breadth
of social life and complexity of interests at stake, laws
tend to establish legal principles, rather than provide
an exhaustive list of offences, so that judges may exer-
cise discretion by weighing interest and taking into ac-
count value orientation.

Therefore, regarding an act that is not expressly pro-
hibited by laws and regulations, whether such act is
detrimental to public interest shall be assessed based
on its substantive fairness. The notarised approach
Founder employed in evidence collection is not un-
justified in terms of its objective and the acts did not
harm public interest or others’ legitimate interests.

In addition, considering that computer software in-
fringement is often covert and relevant evidence is dif-
ficult to gather, the approach employed by Founder is
conducive to overcoming the difficulty in evidence col-
lection, deterring potential infringers and ramping up
intellectual property protection. The approach shall be
deemed as legitimate and valid, and the evidence
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gathered shall be found admissible in ascertaining the
facts of the case”

Alternative evidence collection approaches

In case it is impossible for the plaintiff to gather evi-
dence of his own accord, the plaintiff may seek assis-
tance from the court. Courts may, upon the plaintift’s
request, investigate and gather evidence on the accused
product/process.

To serve that purpose, plaintiff needs to produce prima
facie evidence to substantiate the infringement, adduc-
ing evidence showing the whereabouts of the accused
product or product line and submitting a written state-
ment, elaborating on the urgency of gathering evidence
and the hindrance keeping the plaintiff from obtaining
evidence of his own accord. With or without a pre-liti-
gation hearing to listen to plaintiff’s grounds, court will
decide whether the prima facie evidence merits the
granting of the plaintiff’s evidence collection request
and to what extent the plaintiff’s burden of proof is to
be alleviated.

In Henglian v Changyi [ (2013) Min Shen Zi No. 309], the
patent at issue concerns a type of paper manufacturing
process, for which the plaintiff is unable to produce no-
tarised evidence. Plaintiff thus requested the court to
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gather evidence. To make a strong case, the
plaintiff produced a video record of the de-
fendant’s product line as preliminary evi-
dence and the request was granted. When
the judges went to the defendant’s factory
to preserve evidence, they were deliber-
ately led by the defendant to the wrong
product line. The trial court ordered the
defendant to disclose the manufacturing
process, but to no avail. The court thus
found infringement based on the plaintiff’s
preliminary evidence.

The lower court’s decision was upheld by
the SPC, affirming that courts may shift
the burden of proof to the defendant, pro-
vided that the plaintiff has proved the ac-
cused product is identical with that
produced by the process patent at issue,
and the plaintiff has made every effort to
gather evidence, based on common sense
and life experience, judges may conclude
itis highly likely that infringement can be
established.

In practice, courts may also designate
other parties to gather evidence. By issu-
ing court order, courts may authorise
lawyers to gather evidence by asking the
parties to hand over evidence in their
possession. Such court order rarely ap-
plies when the plaintiff needs to collect
the infringing product/process from re-
calcitrant infringer. Nevertheless, the ap-
proach is being widely used in the
scenarios where the evidence is con-
trolled by government agencies or the
third-party companies (like e-commerce
platforms).

Evidence on the calculation of
damages

Parametersin determination of
damages

In China, damages may be calculated by
the following methods: i) actual losses
incurred to the right holder; ii) illegal
proceeds acquired by the infringer; or iii)
reasonable multiple of patent royalties.

PATENT LITIGATION
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Infringer’s illegal proceeds

Turnover of the infringing product
X

Operational profit margin of the
infringing product

X
Patent contribution rate to the profit

The question is — without discovery pro-
cedure, how could the right holder find
evidence of infringer’s profit? In practice,
right holders may find sales price of the
infringing products, bits and pieces of
sales figures through public channel and
maybe the average profit of the infringer
if they get lucky, but not a chance when
it comes to the infringer’s profit margin
of the specific infringing product nor the
patent contribution rate to the profit.
The most direct evidence - the in-
fringer’s transaction record of the infring-
ing product- is usually under the
infringer’s control and out of the reach of
the patentee.

Figure 1 shows the outcome and number
of cases with damages over RMB 1 mil-
lion (inclusive) of all the published
patent civil decisions (available at
https://www.iphouse.cn/) made by the
Intellectual Property Court of the
Supreme People’s Court (the SPC IP
Court), the sole appellate court for
patent infringement litigation since 2019.
Of all the cases where infringement could
be established, those with over one mil-
lion damages accounts for 4.4% in 2019.
The percentage rises slightly to 4.7% in
2020 and 4.8% in 2021, which means se-
curing high damages has yet become less
onerous in China.

Where it is difficult to ascertain damages by the afore-
said three approaches, the court may resort to statutory
damages and determine at its discretion the amount of
damages ranging from RMB30,000 to RMBS million.

In practice, right holders often opt to calculate the illegal
proceeds acquired by the infringer, or statutory damages
substantiated by proof of infringer’s illegal proceeds,
which is calculated based on the below formula:
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High damages

The fourth amendment of China’s Patent Law, which
comes into effect as of June 12021, incorporates into
law (Article 71.4) the possibility of shifting burden of
proof to the defendant, mandating that the defendant
is to produce the account books related to the accused
product, if the patentee has made best efforts to ad-
duce evidence whilst the financial books or materials
related to the infringement are controlled by the
infringer.
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Figure 1: Patent civil appeals adjudged by SPCIP Court - Outcome
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Noncompliance may result in the court’s award of dam-
ages by reference to the claims and the evidence pro-
vided by the patentee. The case below is a live example
of the application of Article 71.4.

In Synthes GmbH v Double Medical [ (2021) Zui Gao Fa
Zhi Min Zhong No. 148] the SPC IP Court awarded
the plaintiff RMB 20 million ($3.2 million) by admit-
ting the plaintiff’s evidence and shifting burden of
proof to the defendant.

The plaintiff Synthes owns a patent concerning a med-
ical device for the treatment of femoral fractures. The
defendant Double Medical, which is a listed medical de-
vice company, was sued by Synthes for patent infringe-
ment. Synthes sought damages of RMB 20 million. The
court of first instance only awarded damages of RMB 1
million. Both parties appealed to the SPC IP Court.

To prove defendants’ illegal profit, Synthes collected
preliminary evidence about the defendant’s turnover of
the accused product, including defendant’s online sales
tigure of the accused product for about 42 days and de-
fendant’s revenue as disclosed by its financial report,
based on which Synthes deduced that the turnover of
the accused product reached RMB 39.74 million.

Though the defendant also published its overall opera-
tional profit margin (53%) in the financial report, this rate
does not specifically correspond to the accused product.
Given that Synthes had fulfilled its burden of proof, the
court ordered the defendant to produce the account
books of the accused products. The defendant, in defi-
ance of the court order, merely produced photocopies of
partial sales data and several invoices, alleging that the

2020

B Infringement not found

60

2021

[ Damages over RMB 1 million

original documentary proof were no longer available. The
defendant also argued the calculation method adopted
by Synthes is flawed: the turnover and operational profit
of the accused product is not accurate, the patent contri-
bution rate is not considered, among others.

The court opined that there is no just cause warranting
the defendant’s refusal to disclose its account books. As
a listed medical device manufacturer, the defendant is
obliged to keep an elaborate dossier on the production
and sales record of the accused products and should be
capable of accurately calculating the sales and profit
margin based on its account books.

The court acknowledged that the plaintiff’s evidence
might not be accurate, but also concluded that based
on the prospectus, annual reports and the narratives
published on the defendant’s website, which are avail-
able to the public, it would be safe to deduce that the
defendant’s illegal profit has exceeded RMB 20 million.
The court therefore found the preliminary evidence
produced by the plaintiff admissible and awarded dam-
ages of RMB 20 million.

Due to the lack of discovery, obtaining evidence will
remain a challenge in China. As the nation’s judiciary
is growing increasingly pro-right holder, patentees are
encouraged to fulfill their burden of proof by leaving
no stone unturned in their search for physical and elec-
tronic evidence surrounding the business operation
and financial performance of the infringer. With the im-
plementation of China’s new Patent Law, we expect to
see a trickle-down effect in the alleviation of plaintift’s
burden of proof and the award of significant damages
in the long run.
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