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here is a widespread belief among business
executives that the answer is “no”—you can't
enforce your intellectual property rights in
China. Indeed, in the past that answer could
have been substantially correct. However, recent
changes in Chinese law and substantial progress in
enforcement procedures now make the answer a quali-
fied “yes.” China now has active judicial and administra-
tive systems. For example, in 2004, the Chinese court
system handled over 8,000 intellectual property (IP)
civil cases and 385 IP criminal cases. In June 2005,
Chinese officials announced that they had arrested
2,600 individuals for product piracy as part of the
“Mountain Eagle” operation that began in September
2004." This operation alone resolved more than 1,000
cases of IP infringement valued at more than 100 mil-

lion dollars. On the administrative side, the administra-
tive enforcement system handled over 5,000 cases of
patent infringement in 2004, as well as roughly 40,000
trademark infringement and counterfeit cases, includ-
ing 5,400 cases involving foreign companies. China
also offers the option of registering your IP rights with
the Customs Office, which can enforce those rights at
the point of export.

Thus enforcement of your IP rights in China is pos-
sible, although currently only approximately 10 percent
of IP-related cases are brought by foreign firms each
year. However, the enforcement system is different from
that in the United States, and effective enforcement
requires a thorough understanding of how the system
works. In this article we will try to give you an overview
of that procedure from an insider’s point of view.




A Choice of Procedures

There are two distinct civil procedures for en-
forcing patent rights in China: the administrative
and the judicial. In addition, there is a Customs
Office registration procedure that can protect your
IP rights in goods being exported from China.
Each has certain advantages and disadvantages,
and you should consider each before attempting
IP enforcement in China. (Although this paper
focuses on patent enforcement, the same basic
procedure applies to copyright and trademark
enforcement.) (For some examples of recent cases
in China, see “Successful Cases,” on p. 56, and
“Portrait of a Successful IP Defense” on p. 65.)

The primary advantage of an administra-
tive procedure is its low cost, simple procedure,
and relatively quick decision time, as well as the
power of the administrative authority to termi-
nate infringement, destroy infringing products,
and even destroy the equipment used to make the
infringing products.

The administrative procedure does have sev-
eral disadvantages. The plaintiff cannot receive
a damage award. In addition, the administrative
realm lacks the specialized expertise in IP now
being developed by the Chinese court system.
Finally, the risk of local favoritism by the admin-
istrative authority—especially in less developed
areas—may be greater than would normally be
found in the civil court system.

Practice Tip: Administrative and civil actions.
Despite the disadvantages of the administra-
tive procedure, it does have one very significant
advantage over the civil action. An administrative
action does not foreclose a later civil action—but
the reverse is not true. Of course, whether to
proceed with both remedies will depend on the
costs, the extent of the infringement, and the
advice of your Chinese advisor. (For a quick

DR. LULIN GAO has
worked as the first
commissioner of China’s
State Intellectual Property
Office, has served as com-
missioner of China’s
Patent Office, has headed
numerous delegations for
the Chinese government
atinternational IP confer-
ences, and has served as
a senior advisor to the
World Intellectual Property
Organization. Dr. Gao is
currently president of East
IP Intellectual Property
Services, an IP law firm
in Beijing.

JUDGE YONGSHUN CHENG
was among the first judges
to hear IP cases in China,
and he has since presided
over many influential IP
cases. He was named one
of the 50 most important
figures in IP law by Man-
aging Intellectual Property
(July/August 2003). Judge
Cheng retired from the
bench in March 2005.

KEITH NOWAK is a
partner in the IP group of
Dickstein Shapiro Morin
& Oshinsky LLP. Working

out of the firm's New

York office, Mr. Nowak
specializes in IP litigation
and has extensive experi-
ence in Asian IP matters.

e experienced Chinese patent attorneys charge
substantially less than US$500 per hour,

e there is no discovery, per se, and

e a trial generally takes only a few hours.

In the authors’ experience, the average cost
for a patent litigation in China will be approxi-
mately one-tenth the cost for a patent litigation
in the United States, typically ranging from
US$80,000-100,000.

Practice Tip: Litigation costs. As with US
litigation, no Chinese lawyer can guarantee
that each case will be successful. Success will
depend on the strength of your particular case.
But as the total cost in China is roughly equal
to one or two months of litigation costs in the
United States, proceeding in China can be an
effective use of your litigation budget. There-
fore, if the infringing activities are centered
in China and one understands the Chinese
system, it may make good business sense to
pursue an infringer in the Chinese court sys-
tem rather than in the US system.

Investigate before you file

A prefiling investigation to support the com-
plaint is critical, given these two facts about
Chinese procedure:

e the parties have no right to discovery, and
e the initial complaint plays a more important
role in Chinese litigation than it does in the

United States. (See “What to file?” section at

p- 57)

This prefiling investigation is typically ac-
complished by using a local agent or hiring a
private investigator through a local Chinese
law firm. Evidence to support the complaint
can include material such as product samples,
technical specifications, product brochures,

product manuals, news articles, product photos,

summary of the choice between judicial and administrative
procedures, see “A Checklist for Successful IP Enforcement
in China,” on p. 66.)

Judicial Procedure

Patent litigation in China is generally much less expensive
than in the United States. A typical US patent litigation can
easily cost more than $2 million in legal fees and costs.? That
amount stems from attorneys’ fees (which can be over US$500
per hour for an experienced litigator), the extensive discovery,
and the length of trial. By comparison, the Chinese legal system
offers some significant advantages in terms of time and cost:

published papers, patents filed by the alleged infringer, and
affidavits from a technical expert who has examined the
infringing products.®> As noted by Judge Cheng in his book
on patent litigation, supporting evidence must be obtained
legally.* If the evidence is obtained illegally, the evidence
cannot be used to prove infringement and may subject the
patentee to criminal penalties.

Practice Tip: Collect evidence. One common mistake
of US patentees is to alert an infringer by sending warning
letters before the infringement investigation and evidence
collection are completed. An alerted infringer may try to
impede the patentee’s investigation.> A good rule is to make
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sure you have collected enough evidence to go to trial even
before the complaint is filed or the alleged infringer alerted.
Chinese counsel are familiar with the necessary steps. In
general, obtaining infringement evidence in China can be
difficult, and thus close cooperation with Chinese counsel or
investigators is important.

When to file? The statute of limitations

Article 62 of the Patent Law of the People’s Republic of
China/2001 requires that a patent infringement suit be filed
within two years from the time the patentee, or an interested
party, knew or should have known of the infringing activities.

Practice Tip: Monitoring activity in China. This two-year
statute of limitations means that you must carefully monitor
activity in China, as widespread infringement, even if only
in China, may be sufficient for a court to conclude that you
are barred by the statute because you should have known
about the infringement.® But if infringement still exists after
the two-year limitations period has expired and the patent
is still enforceable, the court may still decide in favor of the
plaintiff, granting a damage award calculated on the two
years before the filing of the complaint.”

Successful Cases

Sybase

Sybase provides one example of successful IP enforcement
in the Chinese judicial system. Sybase brought claims, including
copyrightinfringement and unfair competition, against Interna-
tional Software Development (Shenzhen) Co., Ltd., in Beijing's
First Intermediate People’s Court. In a July 2003 decision, the
court found for the plaintiff, ordered an immediate stop to the
infringement, awarded damages of RMBY¥ 200,000,* and ordered
the defendant to make a public apology to Sybase.

Cisco

Cisco was also successful in a recent administrative action
in Shenzhen city, where individuals were producing counterfeit
computer modules bearing the Cisco trademark. In this action,
the economic crime investigation squad seized 1,708 counterfeit
modules bearing the words “Cisco Systems,” 80,000 counter-
feit labels, and 10,000 counterfeit boxes. Four suspects were
arrested and tried in 2005. Two of the individuals were each
sentenced to 4 ¥2-year prison terms and fined RMBY¥ 50,000. The
remaining two individuals each received one year in prison and
fines of RMB¥5,000.

Who can file? The parties

Under Article 57 of the Patent Law of the People’s Repub-
lic of China/2001, either the patentee or any interested party
may file an action for patent infringement. An interested party
may be an assignee, an exclusive licensee, or a nonexclusive
licensee that has the right to sue pursuant to a licensee agree-
ment. The defendant is the direct or contributory infringer,
and can be a foreign company residing in China.?

Practice Tip: Know foreign party rights. It should be
noted that foreign nationals and foreign enterprises have the
same rights and obligations in civil litigation as do the citi-
zens, legal persons, and other organizations of the People’s
Republic of China, which rights are codified in the Chinese
Law of Civil Procedure.’ Foreigners are also assisted with
court-supplied translators and have longer periods to re-
spond to deadlines set by the court than do Chinese parties.

What must you prove? Plaintiff’s burden
As plaintiff, you must prove

e ownership of the patent,

¢ scope of patent protection,

¢ infringement,

Administrative Enforcement

Recent years offer several examples of successful admin-
istrative enforcement. For example, the Xicheng branch of the
Beijing Administration for Industry and Commerce (BAIC) sealed
two warehouses in March 2005 used for storing counterfeit
NIKE and Adidas sportswear, seizing and destroying over 10,000
pieces. Similarly, the Fentai branch of the BAIC closed down two
additional warehouses, seizing and destroying more than 5,000
pairs of counterfeit athletic shoes. In Guangzhou in January
2005, the Municipal Police, acting on an administrative decision,
seized and destroyed counterfeit Nokia, Panasonic, and Mo-
torola cell phone batteries and accessories with a market value
of over RMBY¥ 3 Million, and arrested and jailed two counterfeit
manufacturers. By the end of March 2005, BAIC had handled 499
trademark infringement cases with a market value in excess of
RMB¥30 Million and imposed fines of over RMB¥2 Million on the
infringers.

*Editor’s note: The renminbi (RMBY) is the official currency of
China. The base unit of the RMBY¥ is the yuan. The word “yuan” is
the usual translation for the word “dollar,” and the abbreviation
RMBY is sometimes written as CN$.
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e and that the defendant, without authorization, made, used,
offered to sell, sold, or imported the infringing product; or
used the patented process; or used, offered to sell, sold, or
imported the product made by the patented process.!°
Note that plaintiffs have no right to claim willful infringe-

ment or treble damages, and similarly defendants cannot

claim inequitable conduct.!

After the plaintiff presents a prima facie case with sup-
porting evidence, the burden shifts to the defendant to prove
that the plaintiff’s supporting evidence is not correct or is
nullified by appropriate legal principles.!'?

Generally, as in US practice, a party is required to set forth
the facts and legal principles supporting its claim or coun-
terclaim. The court, by law, must determine whether each
party has met its burden in accordance with the principles of
fairness, honesty, and credibility, with specific provisions re-
garding the evidence stipulated by other laws and regulations.
China codified its rules of evidence and the burden of proof
in Provisions Regarding Civil Rules of Evidence, issued by the
Supreme People’s Court on December 21, 2001.

Practice Tip: A method patent difference. Note that for
method patents, the burden of proof analysis varies from US
procedure. In the United States, the plaintiff has the burden
to prove that the defendant used the patented method. But
in China, if the method involves the manufacture of a new"
product, the plaintiff must only prove that the defendant
made the same product as plaintiff. The defendant has the
burden of proving that he used a different method.'*

Where to file? Jurisdiction, venue,
and specialized courts

In product infringement cases, suit can be brought where
the infringing product is made, or if that is unclear, where
the accused infringer is located. Multiple infringers making
the same product can be sued in different locations.'

There are a number of courts at different levels that can
potentially have subject-matter jurisdiction over IP cases.
The Chinese court system includes four levels: the Basic
People’s Court, the Intermediate Court, the High Court, and
the Supreme People’s Court.'®
e Copyright and trademark jurisdiction may be vested in

one or two Basic People’s Courts of some major munici-

palities designated by the High Court, with approval from
the Supreme People’s Court.!”

¢ Subject-matter jurisdiction for patent, copyright, trade-
mark, and unfair competition cases is normally vested in
the Intermediate Courts.'®

¢ China also established special Intellectual Property courts
in July 1993 as an adjunct to the Intermediate Court.'

The first two IP courts were in Beijing, and now also exist

in Shanghai and Tianjin, as well as in provincial capital

cities such as Guangzhou and Chongqing.?® The judges in

these special IP courts have training and experience in IP

matters and are generally familiar with handling matters
involving foreign as well as domestic litigants.

e Subject-matter jurisdiction for patent cases can also be
vested in the High Courts.

Practice Tip: Choose your forum carefully. It is very impor-
tant that you choose the right forum; experience in patent law
and dealing with foreign entities may vary widely from forum
to forum, with the specialized IP courts in major cities, such as
Beijing, Shanghai, or Guangzhou, usually being preferable.?!

What to file? The complaint’s contents

The complaint and the supporting evidence may be all the
evidence you are permitted to present to the court, although
you may be able to add additional details at the hearing or
trial. There is no discovery, per se, in China. Furthermore,
in contrast to US practice, a Chinese court does not have to
accept a complaint and can dismiss it on its own initiative
without requiring a request from a party to dismiss.??

Practice Tip: File a complete but realistic complaint. The
Chinese court’s ability to dismiss a complaint sua sponte and
the lack of a US-style discovery procedure make it imperative
that your complaint be as complete as possible. Your prefil-
ing investigation must therefore be as thorough as possible,
and should account for a substantial portion of the litigation
budget. (See “Investigate before you file,” section on p. 54.)
And remember that in China, filing fees for the complaint de-
pend on the amount of damages being claimed. If no or very
low damages are requested, filing fees are generally less than
RMBY¥50. But higher damages mean higher filing fees. (For
more details on the complaint and filing fees, see “Complain-
ing in Chinese,” on p. 58.)

Requesting a preliminary injunction

The Patent Law of the People’s Republic of China pro-
vides for an injunctive proceeding similar to that in the US
court system. Specifically, Article 61 states that

where any patentee or interested party has evidence
that another person is infringing or will soon infringe
his patent right and that if such infringing act is not
checked or prevented from occurring, it is likely to
cause irreparable harm, he may, before any legal pro-
ceedings are instituted, request the People’s Court to
adopt measures for ordering the suspension of relevant
acts and the preservation of property.

The procedure resembles a combination of the US temporary
restraining order and preliminary injunction. The plaintiff must
o clearly show that there is direct infringement,

e show that the plaintiff is suffering or will suffer irrepa-
rable harm, and
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® post a security bond, in an amount dependent on the
sales and value of the products at issue, the products to
be enjoined, and foreseeable losses suffered by the re-
spondent (including reasonable costs such as salaries).?

The Supreme People’s Court’s Judicial Interpretation
requires that the court decide a petition for a preliminary
injunction within 48 hours of accepting the complaint. The
court can order the immediate cessation of infringing activ-
ity. Although the procedure is ex parte, the respondent may
seek review within 10 days of the preliminary injunction
order. The request for review does not stay enforcement of
the order.?* If the moving party prevails, the preliminary in-
junction remains in force until the trial. The court can make
the injunction permanent after the trial is completed as well
as award damages.

Practice Tip: Consider preliminary injunctions and
evidence preservation. As this procedure is relatively new
in China, many courts still hesitate to impose preliminary
injunctions, but they do occur. This is not that different

Complaining in Chinese

In general, to start a civil action in China, you must meet the
following conditions:

» the plaintiff must be a citizen, legal person, or other organi-
zation with a direct interest in the matter;

e there must be a specific plaintiff(s) and defendant(s);

¢ the complaint must contain specific claims, supporting facts
and reasons for the litigation; and

e the case must be under the jurisdiction of the courtin which
itis filed.

The complaint, as filed, must include at least the following
information:

e the name, sex, age, nationality, occupation, and address of
the legal representatives and the names and addresses of
the principals or corporate officers;

¢ plaintiff's claims and the facts and reasons supporting those
claims; and

» the actual supporting evidence, and its source, as well as
the names and addresses of any witnesses.

An IP complaint should also be accompanied by the follow-
ing documents:

e acopy of the business license or certificate of incorpora-
tion of the plaintiff, certified by a Chinese notary public or
Chinese embassy or consulate;

* asigned power of attorney or written agreement that the
party can be represented by a person other than an attorney;

than in the United States, where it is also difficult to obtain
a preliminary injunction in a patent case. The combination
of a petition for a preliminary injunction and for evidence
preservation (see “What to do for discovery,” section on p.
60) can be an effective way to stop infringement promptly.
(For examples of cases involving preliminary injunction
requests—both successful and unsuccessful—see “Prelimi-
nary Injunctions,” on p. 60.)

How to respond? Service of process,
answer, and defenses

A plaintiff does not have to serve the complaint on the
defendant. Within seven days of the case being filed, the
court will decide whether to accept the case. If the case is
accepted, the court will send a copy of the complaint to the
defendant within 5 days. The defendant then has 15 days to
file a written answer; this period is fixed and cannot be ex-
tended by agreement of the parties. Defendants are encour-
aged to file an answer, but are not required to do so. If the

* acertification of the legal representative of the plaintiff;

e the complaint;

» sufficient evidence to support the prima facie case of the
plaintiff; and

* theissued patent or trademark registration certificates of
the IP rights that are allegedly infringed or in dispute.

e And of course, the plaintiff must submit a filing fee for the
complaint. Court fees are calculated according to the follow-

ing schedule'’:
DAMAGE CLAIMED COURT FEES
Less than RMB¥1,000 RMB¥50
RMBY¥1,000- RMBY¥50,000 4% (of claimed damages)
+RMBY10
RMBY¥50,000- RMBY¥100,000 | 3% + RMBY510

RMB¥100,000- RMB¥ 200,000
RMB¥200,000- RMB¥500,000
RMBY¥500,000-RMB¥1,000,000 | 1% + RMB¥5,010

More than 1,000,000 RMB¥ 0.5%+ RMB¥10,010

(The exchange rate is approximately 8RMBY to the dollar)

NoTEs

i. Catherine Sun, “Intellectual Property for Foreign Business,”
Lexis Nexis Hong Kong, Chinese Law of Civil Procedure (May
2004) at § 11.02 [1]

2% + RMB¥1,510
1.5% + RMB¥2,510
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defendant files an answer, the court will send a copy to the
plaintiff within five days of receipt.?

Practice Tip: Know the defenses. Even if the defendant
does not answer, the case continues to trial. Although
failure to file an answer does not result in all allegations in
the complaint being presumed proven, the defendant would
still be at a substantial disadvantage. A defendant in China
has the same defenses as in the United States, including
noninfringement, license, patent misuse, statute of limita-
tions, and invalidity (with the limitations described below).
Plaintiffs have no right to claim willful infringement or
treble damages, and defendants cannot claim inequitable
conduct.?® Finally, although this article is written mostly
from the standpoint of a plaintiff in the Chinese system,

Preliminary Injunction’s and
Evidence Preservation Requests

A preliminary injunction request is not often granted by
either a Chinese or US court. Butit can happen; and as the fol-
lowing examples show, it's far more likely to happen if proce-
dural requirements are scrupulously followed.

In the first case, Eli Lilly petitioned the Second Intermediate
People’s Court of Shanghai for an injunction and for evidence
preservation against Haosen Pharmaceuticals, on the grounds
that Haosen had completed all preparations for the alleged
infringement of two patents owned by Eli Lilly. After Eli Lilly
posted the required bond of US $100,000, the court granted
both petitions. At the subsequent trial, Haosen refused to dis-
close its manufacturing method, claiming it was a trade secret.
The court then submitted the method to an outside expert,
who decided that there was no infringement; the court adopted
the expert’s decision, and ruled for Haosen. Eli Lilly appealed,
arguing that the lower court had violated the appropriate rules
of evidence because Eli Lilly’s counsel had no opportunity
to cross-examine the expert. The Supreme People’s Court
agreed, and reversed and remanded for a new trial.

In the second case, A.0. Smith’s Chinese licensee peti-
tioned the Second Intermediate People’s Court of Shanghai
for a preliminary injunction against Shanghai Hexing Trade Co.
for trademark infringement. The court denied the petition, be-
cause the licensee failed to provide a translated and certified
Chinese version of the trademark license from the US licensor.
The petitioner corrected the problem and refiled the petition.
But this second petition also had to be withdrawn, because the
licensee did not provide sufficient information to the courtto
locate the respondent’s plant or the infringing products.

it’s worth keeping in mind that foreign companies can also
be defendants in Chinese IP cases. (For one example, see
“Story of a Non-Chinese Defendant,” on p. 61.)

A note on patent invalidity as a counterclaim

A counterclaim for patent invalidity is the typical re-
sponse by the accused infringer to the filing of an adminis-
trative procedure or a civil patent infringement action. But
it is important to note that patent trials in China do not ad-
dress the issue of validity during the trial. Validity issues are
considered solely by the Patent Reexamination Board (PRB),
which is part of the Chinese Patent office. Thus a defendant
who wishes to challenge the validity of an asserted patent
refers the matter to the PRB.

A referral to the PRB is the equivalent to filing a request
for reexamination in the US Patent Office. The procedure is
governed by Rule 65 of the Implementing Regulations of the
Patent Law of the People’s Republic of China.?” Filing of an in-
validity proceeding will not stay any civil action or administra-
tive proceeding involving an “invention” patent (equivalent to a
US utility patent), but may stay a proceeding involving a utility
model patent. A stay can cause unwanted delay in obtaining
relief from infringement, as the PRB has a heavy workload and
a decision by the PRB can take months. If the PRB finds the
patent invalid, the case is generally over. If the PRB finds the
patent valid, the case will resume in the forum in which it was
filed. However, whether the decision finds the patent valid or
invalid, it can be appealed by either party to the First Interme-
diate People’s Court, naming the PRB as a defendant.?

What to do for discovery? Post-filing investigations and
evidence preservation
Chinese practice regarding the discovery of facts in litiga-
tion is significantly different from US practice, particularly
in these respects:
¢ The court’s control of discovery practice extends to the
pretrial period. Any discovery conducted after filing
the complaint and before trial is conducted by the court
pursuant to Articles 64-74 of the Chinese Law of Civil
Procedure.
e The parties’ discovery requests are not granted as a mat-
ter of right but only at the discretion of the court.?
¢ The court can make its own discovery requests, though in
practice it is rare for a court to seek evidence on its own
initiative.
¢ The court can require witnesses to testify at trial and can
retain its own expert witnesses if it deems necessary.
Any evidence gathered by the court is provided to both
parties. Normally the court allows 30 days to exchange
evidence requested by the court. Original documents are
preferred, but copies are permissible; any documents not in
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Chinese must be translated for the court.>

Practice Tip: Be aware of the court’s discretion. As noted
above, discovery is mostly in the discretion of the court. This
is a strong argument for gathering all of the necessary evi-
dence as part of the prefiling investigation. (See “Investigate
before you file,” section on p. 54.) The discretionary nature of
discovery practice is also a strong argument for having local
counsel. Just as in the United States, much will depend on
the judge assigned to your case; an on-the-ground knowledge
of the judge and the practices of that particular court can be
invaluable. Your local Chinese lawyer should be familiar with
the judge assigned to your case and able to advise you on the
likelihood of discovery requests being granted.

Evidence preservation

In addition to petitioning the court to grant discovery
requests, parties can also ask the court to preserve evi-
dence. Parties frequently request evidence preservation
from the court if they fear that evidence is likely to be lost,
destroyed, or hard to obtain in the future. If the court grants
the request, it will order the affected party to preserve any
evidence identified by the court for use by the court or the
other party.> According to Article 74 of the Chinese Law
of Civil Procedure, the court may also take the initiative in
attaching evidence. Note that a petition for evidence at-
tachment may be filed before the complaint if a preliminary
injunction is requested at the same time.

Damages and recovery

As a plaintiff in China, it is not wise to make large and
perhaps unsupportable damage claims, as does happen in
the US court system. As noted above, filing fees escalate
rapidly with increases in damage claims. (See “Complaining
in Chinese,” on p. 58.)

There are four methods of measuring damages in China:

1) monetary loss to the patent owner,

2) monetary profits to the infringer as a result of

the infringement,

3) up to three times a reasonable royalty, or

4) statutory damages of RMB¥5,000 to RMB¥500,000

(US$600 to US$60,000).

The level of damages is often decided by the first and last
of these methods. The other methods pose difficulties; as
there is no discovery per se in China it is difficult to prove
damages, and in general Chinese judges have difficulty in
deciding what is a reasonable royalty.??

Practice Tip: Recognize success in Chinese litigation.
Damage awards have typically been modest. Although this is
starting to change, winning a patent litigation in China may not
mean recovering substantial damages, but rather stopping the
infringement at its source. Stopping infringement completely

has the greatest chance of success when the defendant is an
established Chinese company with a recognized name and repu-
tation to uphold. Smaller companies without established offices
are the most difficult to stop completely, especially in trademark
and copyright cases. But following the checklist we offer will
substantially increase your chances of success. (See “A Checklist
for Successful IP Enforcement in China,” on p. 66.)

At trial
Trial procedure is conducted in accordance with Articles

124-127 of the Chinese Law of Civil Procedure. A trial is

essentially a bench trial conducted in one or sometimes two

hearings. Patent cases are always tried by a panel of three
judges, with a majority verdict. A trial will typically take no
more than several hours and proceeds as described below.

e The parties or their lawyers make opening statements.

e The court then informs the witnesses of their rights and
obligations, takes testimony from the witnesses and reads
aloud any witness statements. Cross-examination is per-
mitted with the court’s permission.

® Any documentary evidence is displayed, including
physical evidence and/or audiovisual evidence.

¢ Any statements from expert witnesses are read into
the record.

¢ New evidence is usually not acceptable after the evidence
exchange period, except with the consent of the court.

Story of a Non-Chinese Defendant

This article mostly examines Chinese patent practice from
the standpoint of a plaintiff. Butit's important to remember that
your company could also be a defendantin a Chinese IP case.

For example, a few years ago, Shenzen Chuangge Science
and Technology Co. Ltd. sued Compaq in the Beijing Municipal
Higher People’s Court for infringement of a utility model pat-
ent. Compaq immediately filed a request for invalidation with
the Patent Reexamination Board (PRB) of the State Intellec-
tual Property Office. As the suit involved a utility model pat-
ent, the court stayed the proceedings pending a decision by
the PRB. After approximately 18 months, the PRB found the
patent valid, and the court proceedings were resumed. After
a trial, in December 2000 the trial court found no infringe-
ment by Compaq and the plaintiff appealed to the Supreme
People’s Court. In June 2001, the Supreme Court found that
the Compag product did not contain the inventive features of
the plaintiff's patent and therefore affirmed the lower court’s
decision of noninfringement.
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Alitigant contesting a judgment of first instance has a right of
appeal to the People’s Court atthe next higher level within 15 days of the judg-
ment and 30 days for a party who does not have residence in China.

e After the evidence has been presented, each party has
the right to make a statement and a reply regarding the
evidence, and the court will permit the parties to debate
any relevant issue.

At the conclusion of oral argument, each party has the
opportunity to make a closing statement.>3

The Civil Procedure Law generally requires that cases be
decided within six months after they are docketed. Exten-
sions are possible for good reason, but any extension requires
permission from the Chief Judge or an appellate court.>*

Trials involving foreigners
Generally speaking, the resolution of cases involving

foreigners takes about one year, not counting the time for an

appeal. The extra six months results from

¢ mandatory extensions of time given to foreigners for
responding to statutory deadlines (the primary cause);

¢ the requirement that evidence obtained abroad must be
notarized and legalized; and

e delays stemming from the need to translate all docu-
ments or written testimony into Chinese.

Trial judgment
The judgment in a civil proceeding must be in writing

and include the following:

¢ the subject matter of the case, the litigant’s request, and
the facts and issues in dispute;

¢ the facts established by the judgment, the court’s reason-
ing, and the law applied;

¢ the results of the judgment and the payment of the court
fees; and

¢ the time limit for appeal and the appellate court to which
the decision can be appealed.
The written judgment must be signed by the judge and

the recording clerk and sealed by the People’s Court.>

Trial courts and precedent

Although the courts are required to issue written deci-
sions explaining the factual basis for the decision and the
legal reasoning, China does not have any formal procedure
for reporting decisions. Essentially, China’s legal system
follows a statutory code format and is not a common law
system. Thus prior decisions are only guidelines and may
or may not be followed as precedent, which may lead to in-

consistent decisions on the same patent law issue. However,
as discussed above, China now has special IP courts in the
major cities. A body of law essentially based on precedent
is evolving that is enforced by the appellate courts. In the
provinces and away from the major cities, however, the trial
level courts are less likely to follow the IP court’s precedent.
Thus, filing in a court located in a major city may be essen-
tial to obtaining a reasoned decision.

On appeal

Appeals are possible and common. A litigant contesting a
judgment of first instance has a right of appeal to the People’s
Court at the next higher level within 15 days of the judg-
ment and 30 days for a party who does not have residence in
China.’® Appeals must be in writing and include the informa-
tion set forth in Article 148 of the Law of Civil Procedure.?
Generally, the information required is very similar to the
information that would be required in the United States.

At the appellate level, a multi-judge bench is formed
to consider the appeal, and the court decides whether a
hearing is necessary. Three judges are usual, though there
may be more, provided that there is still an odd number of
judges. The court can affirm the original judgment, modify
the judgment, or reverse and remand.>® Appeals should be
decided within three months of being docketed.>® There
is no further right of appeal; China has adopted a two-tier
trial system, which means that only two court levels will
hear a particular case. Thus if the trial is in the Intermedi-
ate Court, the appeal will be in the High People’s Court,
and that decision is final.*

Success on appeal of course depends on the facts of a par-
ticular case and, as in the United States, depends on errors
made by the lower court or administrative agency. However,
for administrative procedures generally, approximately 80
percent of decisions are upheld at the appellate level, the
First Intermediate People’s Court. For judicial procedures
brought in a First Intermediate Court and appealed to the
High Court, approximately 85 percent to 90 percent of the
lower court decisions are upheld on appeal. This level of suc-
cess on appeal applies to both domestic and foreign parties.

Administrative procedure
A patentee may pursue its infringement claim through
the court system, as described above, or may pursue an
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administrative action under article 57 of the Patent Law of
the People’s Republic of China/2001. The State Intellectual
Property Office (SIPO) is the administrative authority for
local administrative agencies, and the administrative proce-
dure is governed by the “Measures on Patent Enforcement”
issued by the SIPO on December 17, 2001 (SIPO Mea-
sures). Compared to litigation, the administrative procedure
is generally simpler, more flexible, and less expensive than
litigation, although it also has its drawbacks.

ACC Resourceson...

Administrative jurisdiction & venue

Under Articles 78 and 81 of the Implementing Regula-
tions of the Patent Law of the People’s Republic of China,
an administrative action may be brought with the admin-
istrative authority for patent affairs where the infringing
activities are committed or where the defendant is domi-
ciled. These articles also govern which of the various levels
of administrative authorities (ranging from the county level
and above) have the authority to handle your matter.
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Where two or more administrative authorities for patent
affairs have jurisdiction over a patent dispute, any party
concerned may file its request with one of them to handle
or mediate the matter. If a request is filed with two or more
administrative authorities for patent affairs, the authority
that first accepts the request shall have jurisdiction. If two
administrative authorities are disputing jurisdiction, the
administrative authority for patent affairs of their common
higher-level authority shall designate which body shall exer-
cise jurisdiction.

Application for administrative relief
The application for administrative relief in China is
generally similar to a claim for administrative relief in the
United States, and is governed by Article 5 of the SIPO
Measures.
e The one seeking relief must be the patent holder or
one with an established interest in the patent, such as a
licensee.
¢ The application must identify a specific infringer and

detail the claims being made and the facts to support

those claims.

e Supporting documents should be attached to the application.

You cannot ask for administrative relief if you have
already filed a civil lawsuit, but any administrative decision
can be reviewed by the People’s Court, as explained below.

No specific fees are required for administrative actions,
as the administrative authorities are not permitted to charge
fees for their work. However, the administrative authority
may require the parties to pay for any fees for collecting evi-
dence and other actions necessary to allow the administra-
tive authority to make a reasoned decision. The administra-
tive authority will generally form a panel of three or more
officials, who will not necessarily be expert in patent law or
the technology at issue.

Practice Tip: Investigate before you file. No pre-hearing
discovery is permitted in an administrative proceeding. A
prefiling investigation to determine infringement is there-
fore extremely important, just as in a judicial proceeding.
(See “Investigate before you file,” section on p. 54.)

Portrait of a Successful IP Defense: Glaxo v. South-West Hecheng

Pharmaceutical Factory

Plaintiff, Glaxo, owned a Chinese process patent for manu-
facturing products including, among other things, Ondansetron.
Believing that the defendant, South-West Hecheng Pharma-
ceutical Factory, was infringing its patent, Glaxo initially filed a
complaint with the local administrative authority requesting an
investigation and an administrative decision.

Glaxo subsequently withdrew the request for an admin-
istrative investigation and instituted a legal proceeding in
Chongging Municipal First Intermediate People’s Court, accus-
ing defendant of the infringement of its patent rights in China
and requesting that it cease its infringement, to make a public
apology, and to pay RMB¥320,000 in compensation for the
economic loss.

In response to a court order, the defendant submitted its pro-
cesses for the manufacture of Ondansetron and suggested that
the court conduct an on-site inspection and technical appraisal,
if necessary. The defendant asserted that it had not infringed
Glaxo’s patent, because the processes it had submitted were
essentially different from the patented process. But Glaxo as-
serted that although the defendant had furnished a process for
the drug’s manufacture, it had failed to prove that the process
submitted was the one it actually used. Glaxo, therefore,
requested that the defendant furnish the regulatory documents

covering the examination and approval of the drug’s clinical tri-
als and production, to verify that the submitted processes were
the ones in actual use.

In a second hearing, the court agreed with Glaxo's position.
It concluded that under article 60(2) of the Patent Law of the
People’s Republic of China, the defendant must both furnish
a process for the manufacture of the drug and prove that this
was the process it had actually used. The court ordered the
defendant to show the processes actually used, by submitting
to the court the regulatory documents containing the processes
examined and approved by the Ministry of Health for the manu-
facture of the new drug.

The defendant refused to furnish the court-ordered regula-
tory documents and failed to prove that the submitted processes
were the ones it actually used. Accordingly, the court ruled that
the defendant had failed to meet its statutory burden of proof
and was required to take the following actions:

e immediately cease its manufacture and sale of Ondansetron
and the related chemical compound;

e pay the plaintiff, Glaxo Group Limited, RMB¥320,000 in com-
pensation for its economic damages;

e make a public apology to the plaintiff in the press; and

e bearthe litigation fee of RMBY¥15,363.
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Administrative process

After the application is filed, administrative procedure
is relatively simple and governed by the SIPO Measures.
Within seven days after reviewing the application, the
administrative authority will notify the applicant if the
application is accepted. If it rejects the application, it must
give reasons. The defendant must file a written answer
within fifteen days of the notification. This period is fixed
and cannot be extended by agreement of the parties. Defen-
dants are encouraged to file an answer, but are not required
to do so. Any response by the defending infringer will be
provided to the one seeking relief.*' (Note that one com-
mon response by defendants is to file an action to challenge
the patent’s validity. See “A note on patent invalidity as a
counterclaim,” section on p. 60.)

The administrative authority can choose whether or not
to schedule a hearing on the matter, and if it so chooses, it
must notify the parties of the hearing date at least three days
before the scheduled date. If a hearing is held, both parties
have the right to oral argument. Whether or not the parties
can call witnesses is up to the discretion of the administra-
tive authority. The administrative authority has the power

to request and preserve evidence from any source, including
the parties, and any third party.

No specific time limit is set for the administrative author-
ity to reach a decision. Decisions are generally relatively
prompt and depend on the complexity of the particular case.

Any decision reached by the administrative author-
ity must be in writing, be signed by the members of the
administrative authority, and set forth the arguments
advanced by both parties, as well as the grounds for the
decision, including reference to the evidence that has been
considered. Both parties must be given adequate notice of
the decision.*?

Administrative remedies and damages
If the administrative authority concludes that there is an

infringement, it has the following powers:

e [t can immediately order that the infringement be
stopped, including the manufacture, use, or sale of the
infringing products.

e It can also order that all infringing goods be seized and
destroyed and even order the destruction of the equip-
ment used to make the infringing products.

A Checklist for Successful IP Enforcement in China

If you do decide to proceed with enforcement, pay careful
attention to the following points:

e Choose a competent Chinese law firm specialized and expe-
rienced in the field of IP law, with lawyers having internation-
al experience. This could be a US firm with offices in China,
or even better, a local Chinese firm with a better understand-
ing of the Chinese system. US companies should not be reluc-
tantto choose a Chinese firm because of concerns about a
language barrier. Experienced Chinese litigators familiar with
representing foreigners will be fluent in English.

e Gather as much evidence as possible during the prefiling
investigation to support your arguments, and make sure you
provide the evidence in accordance with the formality re-
quired by the courts or the administrative authority, such as
the requirements of certification, legalization, and translating
the evidence originating outside China.

e InIPinfringement cases, depending on the nature of the
defendant, itis recommended that you pursue administrative
enforcement first. Upon receiving the administrative deci-
sion, as IP owner you may initiate a civil proceeding to pursue
damages. This has several advantages:

o The relatively quick decision time and low cost of the admin-

istrative proceeding (six months on average) may enable
you to stop the infringement quickly and inexpensively.

o The evidence you gather in the prefiling investigation
for an administrative hearing can be used in the civil
proceeding.

o Ifyoureceive an unfavorable decision at the administra-
tive level, this generally will not affect the decision of the
judges in the civil proceeding, as the two systems are
completely separate. Thus if you experience local favorit-
ism in an administrative action, you can still bring a civil
action at the appropriate courtin one of the major cities
such as Beijing and Shanghai.

However, if the amount of damages claimed is relatively large
and the defendant is an enterprise with strong economic power,
we suggest you proceed directly with a civil action in a major
city such as Beijing or Shanghai.

The advantage of proceeding in China is its relatively low
cost and the possibility of stopping infringement at its source,
rather than litigating in multiple jurisdictions around the
world. Understanding the Chinese enforcement system and
selection of competent Chinese counsel is the key to success-
ful enforcement.
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e It cannot award damages. An award of damages is only
possible by way of a civil lawsuit.
Practice Tip: Increase your chances of administrative suc-
cess. The chances of success at the administrative level will
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greatly depend on the evidence gathered during the prehear-
ing investigation. Although the administrative body has the
right to request evidence, as a practical matter this is rare;
the IP owner must make sure that all necessary evidence is
presented. Again, this requires close cooperation with the
Chinese law firm retained to handle the matter. You should
choose a law firm with experience in gathering the necessary
evidence and in preparing the documents required for the
application for administrative relief.

Appeal of administrative decisions

Any party dissatisfied with the decision of the admin-
istrative authority may appeal the decision to the People’s
Court. Significantly, enforcement of the decision is normally
not stayed during the appeal. If the infringer ignores the
decision of the administrative authority, the administra-
tive authority may apply to the People’s Court to force the
infringer to comply.

Practice Tip: Use your leverage. If you prevail at a hearing
as a patentee, your leverage for a favorable settlement will be
greatly enhanced by the fact that the administrative ruling
is usually not stayed during the appeal. This lack of any stay
gives the infringer a strong incentive to settle the dispute to
prevent the possibility of significant damage to its business
as a result of destroyed inventory and equipment.

Registering IP Rights with Chinese Customs

So far we’ve discussed the judicial and administrative
routes open to you if you seek to enforce your IP rights
in China. There’s a third method that you should also be
aware of: registration of your IP rights with the Chinese
Customs Office.

Chinese law allows an IP owner to register its [P rights
with Customs. This prior registration will permit the
Customs Office to notify the applicant of any potential
infringement that it finds. For trademarks, copyrights, and
design patents, evidence of actual infringement must then
be supplied to Customs, so that the agent can compare the
registration and a photo or sample of the accused product.
A Customs agent will generally not be able to determine
the infringement of a product or method patent, due to an
inability to compare items visually.** Under appropriate
circumstances, Chinese Customs can then seize suspected
infringing goods that are being exported, dispose of the
infringing goods, and impose sanctions on the exporter.

Necessary documents to register IP rights with Chinese
Customs include the following:

e copies of the IP owner’s identification card, business
license, or other corporate registration documents;

® copies of proof of IP ownership such as a trademark
certificate or copyright certificate, samples of the copy-
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righted work, or photos of goods or packaging legally

owned by the IP owner;

e evidence or samples of the known infringing goods that
are being exported and any information on the export
procedure used by the infringer.

If there are no known infringing goods, you can give cus-
toms officials copies of your goods to compare to those being
exported. This method can also be used to prevent export of
infringing goods, even before you suspect infringement.

Chinese Customs will decide whether to approve the
Custom’s registration and will inform the applicant within
30 working days. The registration fee is RMB¥880, which as
of October 2005 exchange rates is approximately US$99.

Under new rules enacted by the Chinese government in
2003, entitled Rules on Customs Protection of Intellectual
Property Rights, IP owners who discover infringing goods
can ask Chinese Customs to seize those goods even without
advance registration of their IP rights. In 2004, Chinese
Customs dealt with over 1,000 cases of IP infringement,
with the total value of seized goods equal to approximately
RMBY 90 Million (over US$11 Million).

Practice Tip. Although it’s also possible to register your
IP rights with US Customs, that will only aid in the impor-

A Customs agent will generally
not be able to determine the
infringement of a product
or method patent, due to an inabil-
ity to compare items visually.

tation of infringing products. Registering with the Chinese
authority can also stop the export of goods—an important
tool to stop infringing goods at the source. Keep in mind
that the chance of a successful customs seizure, both in
China and the United States, depends to a great extent on
the information supplied to Customs. For example, be-

ing able to identify the shipping agent or the carrier of the
infringing goods is very important. To obtain such informa-
tion you need a knowledgeable investigator, someone your
Chinese law firm could help you find. Registering with Chi-
nese Customs is easy and inexpensive, and should be one of
the first options you explore when discovering the existence
of infringing goods.
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Defending IP Rights in China

Successful enforcement of patent rights in China is pos-
sible. A would-be plaintiff has a variety of avenues to choose
from: judicial, administrative, customs-based. When con-
sidering enforcement through the Chinese legal system you
should review all of your options; each has its own advan-
tages and disadvantages, with the best avenue often being
determined by an intimate knowledge of the facts of the
case, the requirements of Chinese procedures, and the reali-
ties of local conditions. Thus selection of experienced patent
counsel with strong local Chinese experience is extremely
important. The most efficient approach is to select a US firm
having experience with seasoned Chinese patent counsel,
with the US firm being responsible for overall management
of the litigation and the Chinese firm being responsible for
implementation.

Of course no one can guarantee your success if you try
to enforce your IP rights in China. But one thing is sure—if
you do not try, you are guaranteed no benefit from the ex-
panded array of IP-protective procedures that China is now
putting into place. &%
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