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WHAT EVERY PATENT HOLDER.
sHoULE kinow

ith dramatic economic growth and accompanying legal reforms in China in

recent years, an increasing number of companies are now seeking patent

protection for their products and technologies in China. Unlike the US common
law system, which provides a body of patent laws developed over the past two centuries,
China is a civil law country with a relatively short history of intellectual property legisla-
tion and enforcement. While US courts are accustomed to patent lawsuits, Chinese patent
litigation is a new and evolving phenomenon. Even companies experienced with patent
litigation in the US federal courts may not be familiar with patent enforcement in China.
Attorneys advising multinational companies are often faced with questions concerning
the Chinese legal system and how it compares to the United States with respect to
enforcement of patent rights.

To help answer such questions, this article provides a basic comparative overview of

patent litigation in the United States and in China, highlighting the most significant
differences between them.




Where Patent
Disputes Are Heard
Civil Actions

US law mandates
that suits (other than
actions against the US
government) arising
under the patent laws,
whether a patentee’s
assertion of infringe-
ment or an accused
infringer’s claim for
invalidity or unenforce-
ability, be brought in
federal district court.
Patent cases are heard
at the trial court level by
the same federal judges
who hear other civil
and criminal cases,
rather than in special
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for an administrative
investigation are
initiated with the
local SIPO bureau
where the infringing
activity is believed to
be taking place. Pos-
sible administrative
remedies include in-
junctions, mediation,
confiscation of illegal
earnings, and fines.
SIPO may also refer
serious matters for
criminal prosecution.
Fines and other ad-
ministrative actions
imposed by SIPO
may be appealed

to the Intermediate
People’s Courts.

patent courts. As such,

the judges who preside over patent litigation generally do
not have any particular technical or patent expertise. All
appeals from the trial court level in patent cases are heard
in the United States Court of Appeals for the Federal Cir-
cuit, rather than in a regional federal court of appeal. The
Federal Circuit establishes binding precedent with respect
to patent law which the federal district courts must follow,
lending national uniformity in the courts’ application of
the patent laws. Final appellate review, of course, may be
granted by the United States Supreme Court.

In China, intellectual property cases are typically brought
in the Intermediate People’s Courts. Patent infringement cases
are heard at the trial court level by established Intellectual
Property Tribunals, or by judges in the Intermediate People’s
Courts designated by the Supreme Court of China to hear
intellectual property disputes. The judges on those tribunals
and courts generally have no particular technical expertise.
Appeal from the Intermediate People’s Courts in China may
be had in the appropriate regional Higher People’s Courts.
If a patent infringement case involves significant claims or is
predicted to be exceptionally influential, a Higher People’s
Court serves as the trial court and the Supreme Court serves
as the appeals court.

Administrative Enforcement

Chinese patent holders can also seek redress for patent
infringement by initiating an administrative enforcement
action through the State Intellectual Property Office (SIPO).!
SIPO handles administrative enforcement in addition to its
role as the patent examination and issuing authority. Requests

Administrative
enforcement may be preferred over court action in many
cases as it is generally quicker and less expensive. However,
the administrative enforcement process has its limitations.
According to the US Embassy in Beijing, foreign companies
often cite disadvantages of the administrative process includ-
ing absence of compensation to the patent holder, fines in-
sufficient to deter infringers, and uncertainty as to whether
investigations will be pursued. In addition, local SIPO
offices are reluctant to intervene in disputes involving com-
plicated technical issues. Thus, administrative enforcement
is generally more effective in resolving relatively clear-cut
design patent and trademark disputes, and is less effective
in resolving disputes involving invention patents and utility
models, which typically involve complex technical issues.

The US Patent and Trademark Office does not perform
any similar administrative enforcement function.

Customs Actions

An alternative to bringing suit in federal district court
is available when a US patent holder believes an infring-
ing article is being imported into the United States from
abroad. In that case, the patentee may file a complaint
with the International Trade Commission, a non-partisan
US federal agency. The commission is authorized to in-
vestigate alleged infringement of US patents by imported
articles. The commission must exclude infringing articles
from importation, unless public interest factors dictate
otherwise. Notably, however, a patentee cannot recover
monetary damages from an infringer through a commis-
sion proceeding, though it is a common tactic to file a
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According to the US Embassy in
Beijing, foreign companies
often cite disadvantages
of the administrative process...

parallel patent infringement action in federal district court
to obtain damages. The commission’s trial proceedings
are presided over by administrative law judges, but the
decisions of the commission are appealable to the Federal
Circuit, again establishing a degree of national uniformity
in the application of the US patent laws.

China does not have an analogue to patent litigation
before the commission. However, a patentee may record
its patent with the Customs General. After the recording,
if it believes an infringing article is being imported into or
exported out of China, it may apply to the relevant Customs
office for a temporary seizure. The patentee is required to
provide preliminary evidence of infringement and to pro-
vide a bond. However, the seized goods will be released if a
preliminary injunction order is not obtained from a People’s
Court and provided to customs within 20 days of seizure.

China Customs is reluctant to take action in cases involv-
ing infringement of patents of invention or utility models
because of the inherent difficulty in determining whether
the accused product is infringing. However, because of the
relative low burden of establishing a preliminary showing
of infringement in the customs office, more patentees, es-
pecially those with design patents, are beginning to use this
seizure mechanism to ensure timely enforcement.

Alternative Dispute Resolution

In the United States, alternative dispute resolution (ADR)
is a purely voluntary procedure based upon an agreement of
the parties. It may take the form of binding arbitration (in
which the remedy may be enforced in federal district court)
or non-binding mediation. In both cases, the arbitrators
or mediators are usually licensed patent attorneys or retired
judges chosen by agreement of the parties.

The use of arbitration for patent infringement disputes
is rare in China, but mediation of patent infringement
disputes presided by the local SIPO office has recently
become a noticeable trend. SIPO mediation has many
characteristics associated with arbitration in the United
States and is generally faster, less formal, and cheaper than
litigation. Some of the SIPO officers who participate in
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the mediation may have technical backgrounds, and some
are even former SIPO examiners. The mediation results
become binding on the parties within 15 days if no party
appeals to the court for review.

Personal Jurisdiction and Venue

Personal jurisdiction of US courts generally depends on
the defendant’s contacts with the chosen judicial district,
or forum. The forum court may exercise specific jurisdic-
tion over the defendant only if it finds that the defendant
has “minimum contacts” with the forum district. The
Federal Circuit applies a “stream of commerce” test, under
which a defendant is subject to personal jurisdiction in any
forum to which it shipped the accused product through
established distribution channels, either directly or indi-
rectly. Indeed, a defendant’s maintenance of an interactive
website that accepts orders may be sufficient to establish
minimum contacts if there is some evidence that citizens of
the forum actually used the interactive website.>

If the defendant appears to be subject to personal
jurisdiction in more than one forum court, the plaintiff
must choose a venue in which to bring suit. In the United
States, “[a]ny civil action for patent infringement may be

brought in the judicial district where the defendant resides,
or where the defendant has committed acts of infringement
and has a regular and established place of business.” 28
USC. § 1400(b). For purposes of venue, a corporation
“resides” in any judicial district where it is subject to per-
sonal jurisdiction. 28 USC. § 1391(c).

Similarly, in China, personal jurisdiction is established
in the forum of the defendant’s domicile or any place
of infringement in which the defendant is involved. The
appropriate People’s Court in such forum may hear the
patent infringement lawsuit.> The defendant’s domicile is
the place of residence, for individuals, or the registered
or main place of business for a business entity. The place
of infringement may include places where the infringing
products are manufactured, made, sold, used, or import-
ed.* Patent holders sometimes will name a remote distribu-
tor of infringing products as a defendant in order to avoid
litigating in a court that may favor a local defendant.

Statutes of Limitation

US law generally limits recovery of damages to
infringement committed within six years of the filing of
the complaint for infringement, whereas China applies a
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two-year statute of limitations, which runs from the date
on which the patentee obtains or should have obtained
knowledge of the infringing act.

Declaratory Judgment Actions

A US patent holder may lose its ability to choose the
forum, or even be drawn into a lawsuit it did not want,
if the patentee communicates with a potential infringer in
a way that creates declaratory judgment jurisdiction. A
district court may exercise declaratory judgment jurisdic-
tion wherever a “substantial controversy” of “sufficient
immediacy and reality” exists.> In the context of a “substan-
tial controversy” involving patent infringement, an accused
infringer has long had the option of filing a declaratory
judgment action in the US courts against the patentee, ask-
ing the court to declare that it does not infringe, or that the
patent is invalid or unenforceable.

The Chinese Supreme Court recently approved a similar
cause of action called an “intellectual property non-
infringement confirmation” in its Regulations on the Cause
of Actions for Civil Cases.® Prior to this official recognition
in the new regulations, there were only a few isolated cases
before the Intermediate People’s Courts involving requests
for declaratory judgments by the accused infringer.’

Validity Challenges

The validity of the claims of a US patent may be challenged
in court through a declaratory judgment action or as an
affirmative defense in a patent infringement suit. Alternatively,
anyone can seek reexamination of a patent before the US
Patent and Trademark Office (USPTO) based on prior art not
previously considered by the Office that raises a “substantial
new question of patentability.” 35 USC. § 303. A federal dis-
trict court may elect to stay a lawsuit pending reexamination

Top 10 Differences Between Patent Litigation in the United States and China

United States

1. Two centuries of patent litigation.

2. Jurytrialsin patent cases are commonplace.

3. Patentcases are handled by courts of general
jurisdiction or the ITC.

4.  Upto six years of past damages available.

5.  Anaccused infringer can file a declaratory judgment
suit to obtain a ruling on non-infringement or invalidity
in the venue of its own choosing.

6. A patent’s validity can be challenged in courtorin a
reexamination in the USPTO.

1. Parties to a lawsuit must preserve evidence and
make it available for discovery.

8.  Each party to a patent suit can submit testimonial
evidence from technical experts.

9.  “Markman” claim construction hearing is required
prior to trial in all patent cases.

10. Damages awards can range into millions of dollars and
can be trebled for “willful” infringement.
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China

Approximately two decades of patent litigation.

Jury trials similar to those in the United States are virtually

non-existent in patent cases; parties may apply for a trial
heard by a panel of judges and People’s Assessors appointed
by the court.

Patent cases usually are handled by specialized Intellectual
Property Tribunals or designated judges of the Intermediate
People’s Courts by administrative enforcement in the State
Intellectual Property Office.

Two-year statute of limitations.

Pursuant to new regulations, an accused infringer can file
an “intellectual property non-infringement confirmation”
action.

A patent’s validity may only be challenged in an administrative

proceeding in the SIPO and SIPQ’s administrative decision may
later be challenged in court.

No formal discovery procedures are available, but courts may
in some cases compel production of crucial evidence.

rou

Testimony from a party’s “specialist” is not given much weight;
third-party “accreditation” experts and People’s Assessors

appointed to the case with intellectual property background are
more readily accepted.

No pre-trial claim construction ruling is available, though

the court may call on a pre-trial evidence exchange upon the

parties’ application or if the case involves large volume of
evidence or is relatively complicated.

Damages awards are typically very low, averaging
approximately $22,000.
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by the USPTO, though the court is not required to do so. A
patent holder dissatisfied with the USPTO’s ultimate decision,
after appealing to the USPTO Board of Patent Appeals and
Interferences, may appeal to the Federal Circuit or may chal-
lenge the USPTO’s action by filing a lawsuit in the US District
Court for the District of Columbia.

An important distinction in China’s patent law is that
the validity of a patent initially may only be challenged in
an administrative proceeding before SIPO, rather than in
court. The administrative decision by SIPO then may be
challenged in court. Jurisdiction over SIPO’s patent inva-
lidity decision lies only in the First Intermediate People’s
Court of Beijing, with appeal to the Higher People’s Court
of Beijing. In general, if the complaint is for infringement
of a utility model or design patent (which are not substan-
tively examined by SIPO prior to grant) and if the defen-
dant files its request within the 15-day response period,
the People’s Court hearing the case must stay the lawsuit
and allow any defendant to submit the issue of validity of
the patent to the Patent Reexamination Board of SIPO for
review.® With regard to a patent infringement claim based
on an invention patent (which is substantively examined
by SIPO before grant), or on a utility model patent for
which the Patent Reexamination Committee of SIPO
already has announced a decision affirming validity, it is
within the People’s Court’s discretion to stay the lawsuit,
but only if a defendant raises the invalidity counterclaim
within the 15-day response period.’

Preliminary Injunctions

Upon filing a complaint for patent infringement in the
United States, a patentee may ask the court for a prelimi-
nary injunction of the infringing activity. The patentee
must show a likelihood of success on the merits, a threat
of irreparable harm, that the harm to the accused infring-
er that would arise from a preliminary injunction does not
outweigh the threat of harm to the patentee, and that the
public interest does not weigh against the injunction. Fed-
eral district courts typically rule on preliminary injunction
motions within a relatively short time (perhaps one to
three months) from a hearing on the patentee’s motion.

In China, even before a complaint is filed, a patentee
may apply to the People’s Court of appropriate jurisdic-
tion for a preliminary injunction. The application may
only be granted if the applicant can establish irrepara-
ble damage to the applicant’s legal and legitimate rights
and interests will occur if the injunction is not granted.
A decision as to the grant of preliminary injunction
must be issued within 48 hours of the application and
the applicant is required to provide a bond; a counter-
bond by the opposing party will not suffice to defeat
the preliminary injunction. If the applicant does not

initiate a patent infringement lawsuit within 15 days
of the pronouncement of the preliminary injunction by
the People’s Court, the People’s Court will dissolve the
injunction.!®

Evidence and Discovery

In the United States, a party to a lawsuit is required
to preserve all materials in its possession, custody, or
control that are relevant to a claim or defense in the suit,
including paper documents, tangible items, and elec-
tronic files to include email, word processing documents,
spreadsheets, databases, and voicemails. Each party
must produce such materials at any other party’s request
for inspection and copying, unless the request is unduly
burdensome or the materials are protected by a privilege.
Discovery rules in the United States are designed to spur
the discovery process forward among the parties without
compulsion from the court in most cases.

In sharp contrast to the United States, there are no gener-
ally available discovery procedures or obligations in China.
Generally, it is the parties’ responsibility to obtain evidence
on their own in any manner not prohibited by law. In certain
circumstances, a party may successfully convince the People’s
Court that the other party or a non-party possesses crucial evi-
dence that will affect the case substantially; in such cases, the
People’s Court may decide to compel the other party or a non-
party to produce the evidence. The People’s Court may also
decide at its own discretion to issue a search warrant to collect
evidence from a party or non-party. Notably, however, if the
patent at issue covers a manufacturing method for a new prod-
uct, the burden of proof shifts to the defendant manufacturer,
who is responsible to provide evidence that the manufacturing
method it uses is different from the patented method.!

There are a number of significant differences between
evidentiary rules applied in US and Chinese courts. For
example, in contrast to the often less rigid evidentiary pro-
cedures of US courts, litigants in China must strictly follow
formalistic notarization procedures in order to ensure the
admissibility of evidence. Notarization generally requires
that a public notary be involved in the collection of the evi-
dence to certify its validity. Chinese courts will often reject
or ignore evidence that is not properly notarized. Chinese
courts also generally lack perjury and privilege standards
comparable to those applied by US courts.

Experts

In patent cases, experts are usually necessary to give
evidence on specialized topics. In the United States,
each party is expected to hire its own experts and must
prove to the court that each expert is qualified to testify.
Because the judge and jury cannot be expected to be pro-
ficient in the technical field to which the patent pertains,
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at least one technical expert from each party is usually
necessary. In addition, a financial or accounting expert is
often necessary to give evidence on the amount of dam-
ages suffered by the patentee as a result of the alleged in-
fringement. Each expert is required to produce an expert
report before trial setting forth what the expert’s testimo-
ny will be, and the supporting analysis for the testimony.
Assuming the experts’ opinions survive any challenges
relating to their scientific reliability,'? it is up to the finder
of fact to evaluate the parties’ competing expert testimony
and decide which expert is more reliable on a given topic.
In special cases, the court may appoint its own expert on
a matter of particular difficulty, but this is the exception
rather than the rule.

China uses a very different expert witness system. The
parties in a patent infringement lawsuit may apply to the
People’s Court to introduce one or two “specialists” to
explain certain technical issues to the People’s Court. The
specialists are subject to questioning by both the judge and
the opposing party. The People’s Court will not consider
any expert opinion without the expert having been ques-
tioned by the parties.”> Due to the partisan characteristics
of such “specialists,” in practice, their testimony does not
receive much credit from the People’s Court.

Third party opinions can also be introduced in a patent
infringement lawsuit in China by engaging a pre-qualified
accreditation agency to analyze the technical issues in the
case.'* In practice, because of the non-partisan nature of the
third party accreditation agency, the People’s Court gives
comparatively more credit to its evidence and tends to accept
the accreditation agency’s opinions without much scrutiny.

In addition, the Chinese courts are currently exploring
other methods of introducing expert opinions in an effort
to improve the current practice. The People’s Congress and
the Supreme Court have established the “People’s Assessor”
system, which permits the use of certain non-legal profes-
sionals at trial."” Various Intermediate People’s Courts and
Higher People’s Courts have started to recruit and retain
People’s Assessors with technical backgrounds to assist
with the trial of intellectual property disputes.

Claim Construction

In the United States, the Federal Circuit has established
a standard pretrial hearing procedure, commonly called
a Markman hearing, to decide patent claim construction.
Prior to the claim construction hearing, each party briefs
its position on how the claims should be construed. The
court then typically hears oral argument from the parties
and announces its claim construction ruling according to
a pre-trial schedule. After the court announces its claim
construction, the parties must prepare their infringement
and invalidity arguments for trial accordingly.

ACC Extras on... IP in China
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In contrast, China’s courts employ no separate, pre-trial
procedure for determining claim construction. However,
before the trial starts, the Chinese court may, if requested
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by the parties, conduct a preliminary meeting for the par-
ties to exchange the evidence to be submitted to the court
and to brief their respective claims construction positions.
The Chinese court is required to call on a pre-trial exchange
of evidence if there is considerable amount evidence

involved or the dispute is relatively complicated.!® To the

extent that Chinese courts conduct claim construction, it is
integrated into their final decision on the merits of the case.

Summary Judgment

In the United States, after the claim construction hear-
ing and completion of other discovery, one or both parties
to a patent infringement suit often move for summary
judgment. Because the determination of whether a prod-
uct infringes a patent often turns so clearly on how the
claims of the patent are construed, summary judgment in
the United States, or alternatively a settlement negotiated
by the parties, is common after the Markman rulings have
been made by the court. Though summary judgment is
available in Chinese civil litigation, it is not common in
patent infringement lawsuits.

Jury Trials

Either party may request a jury trial in a US court. In US
jury cases, the court rules on questions of law, such as claim
construction and validity, whereas the jury decides questions
of fact, such as infringement. If neither party requests a jury,
the judge will also be the finder of fact at trial.

China does not have a jury trial tradition comparable
to the US system. Instead, the current Civil Procedure of
People’s Republic of China provides that civil trials may
be heard jointly by judges and a people’s jury. Chinese law
provides that either party may request that a panel composed
of judges and People’s Assessors hear the trial jointly.'” The
People’s Assessor system provides that a People’s Assessor,
when retained by the relevant court and appointed to be on
the panel, shall serve as an equal to the other members of
the panel, except for the judge serving as the presiding judge.
Encouraged by recent regulations introduced by the People’s
Congress and the Supreme Court of China to promote the
use of People’s Assessors in civil cases,'® local Intermediate
People’s Courts have started to use professionals with intel-
lectual property technical expertise to serve as People’s
Assessors in patent infringement lawsuits.

Remedies for Infringement

In the United States, a judgment of infringement may lead
to any of several forms of relief. For example, a patentee may
obtain a reasonable royalty for the past infringing activity of
the defendant. In addition, the patentee may attempt to
recover lost profits. Importantly, if the patentee can prove
that the infringement was willful, the patentee may recover
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treble damages. The patentee may also recover its attorney
fees and costs if it proves the case was “exceptional.”

There are three ways of calculating damages in Chinese
patent infringement lawsuits:

e the actual financial damage caused to the patentee due
to the infringement,

the profit obtained by the infringer as a result of the
infringement, and

a reasonable amount not lower than a royalty on the patent.
For those cases in which the damages are difficult to
calculate, the court may pronounce damages not exceed-
ing RMB 500,000 (approximately $70,000). In general,
damages awards are in the range of RMB 5,000 to RMB
300,000 (approximately $700 to $43,000), depending on
the court’s assessment of the value of the infringed patent,
the duration of the infringement, and the detriment the
infringement has caused to the patentee."

Chinese patent infringement damage awards are
typically low by US standards. A recent analysis of 15
patent reported cases from the Beijing No. 1 Intermedi-
ate People’s Court between November 2005 and January
2007, found an average reported patent award of RMB
158,457 (about $22,000), with the largest award being
RMB 500,000 (about $70,000).2° By way of comparison,

a study of reported US federal district court decisions by
Pricewaterhouse Coopers LLP reported a median damage
award of $6 million in 2005.2' Thus, with little prospect
of obtaining significant damages for past infringement,
the primary incentive to most multinational companies in
pursuing a patent infringement lawsuit in China is to stop
ongoing infringing activity.

In China, as long as infringement is found, a patentee
may generally obtain a permanent injunction in accordance
with Article 118 of the General Civil Law Principles of
People’s Republic of China.?? However, the patent man-
agement agency under the State Council has the admin-
istrative right to grant compulsory licenses for invention
patents or utility models either upon approved applications
from business entities that state a need, or out of consider-
ation of “public interests” or State’s emergency needs.?

In comparison, no longer may a patentee in the United
States automatically obtain a permanent injunction against
further infringing activity by the defendant; the paten-
tee now must meet the traditional US requirements for a
permanent injunction. In practice, a permanent injunction
is granted about 75 percent of the time, usually where the
patentee is in direct market competition with the infringer.
If, however, the patentee does not practice the patented
invention itself, or has shown a frequent willingness to li-
cense the patent to others, its request for permanent injunc-
tion is more likely to be denied. In such cases, the court has
discretion to impose what is in effect a compulsory license,
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requiring the infringer simply to pay a royalty to the paten-
tee on future infringing products. The US government is
also allowed to infringe any US patent, but it is compelled
to pay a compulsory license fee for its use. 28 USC. § 1498.

Legislative Reforms

Finally, wide-ranging legislative patent law reforms are

currently pending before both the US?** and Chinese? legisla-
tive bodies. Although the nature and scope of the proposed
legislation and its effect on patent litigation was in flux at
press time, nothing is expected to pass prior to 2009. &%

Have a comment on this article? Email editorinchief@acc.com.
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