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“The Dialogue itself is an
innovation. It creates a new
opportunity for a wider and
deeper Sino-US dialogue in the
IPR area. And it also provides a
multi-dimensional insightful
framework for bilateral IPR
cooperation between the
governments.”

-Professor Liu Chuntian, Renmin
University of China, Chairman of
China IP Law Association

“This has been a truly unique
collaborative undertaking of
individuals from China and
United States each of whom has
vast knowledge and experience
in the field of intellectual
property rights and
enforcement. This group has
developed a set of ideas that |
hope will be examined
intensively and acted on by our
two governments.”

-Joseph Papovich, Co-chair of
the U.S.-China IP Cooperation
Dialogue

U.S.-China IP Cooperation Dialogue
2013

In 2013, IP experts from the U.S. and China engaged in-depth
discussions on the most complex and chalenging IP issues facing
China.

Background

Following the acceleration of new scientific and technologica
developments and the transformation to global industries, intellectual
property rights (IPR) are playing an increasingly important role as a
strategic resource in international competition. Both U.S. and China
IP systems need to be adjusted to adapt to the new redities. Chinais
implementing an innovation-driven development strategy targeted at
building China into a true innovation-oriented country by 2020, and
unquestionably, IPR protection will play an important role during
this process.

The experts unanimously agree the Dialogue is an important part of
the bilateral exchanges between the United States and China on IPR
matters, and will help the two countries address the new challenges
together, degpen mutual understanding, and promote cooperation.

The experts conducted effective discussions on a wide range of
topics relating to the protection and enforcement of 1PR. Consensus
emerged that effective IP enforcement must be built across al the
fields of 1P based on the rule of law.

The experts expressed a range of views, including differences on
some issues and consensus on others, and identified areas for further
research.

Executive Summary
The Diaogue generated the following forward-looking ideas and
practices:

e A *guiding case system” provides timely and authoritative
guidance nationwide for enforcement and judicia authorities. The
continued development in China of this system will alow the law
and public understanding of the law to move more swiftly than
legislative amendments, keep pace with the marketplace and
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technology, and help improve the consistency and uniformity of 1P adjudication.

e Examine the current system of granting evidence preservation and property preservation
ordersto IPR owners in Chinese courts.

e Encourage Chinese courts to apply the existing legal criteriato award damages.

e Make use of Criminal enforcement of IPR to provide effective deterrence against future
theft and encourages compliance with the existing laws. Adjustments to the criminal
protection system will help resolve many key problems in the enforcement of IPR, such
as adjustments to the “for profit” determination.

e To enhance the progress already made in the seizure of counterfeit and pirated exports,
China Customs must be fully resourced, and engaged with global partners.

¢ Amendments to the Copyright Law will modernize China’'s copyright protection to help meet
current chalenges for industry in the areas of online copyright protection, software piracy,
live sports programming, non-interactive streaming, and technical protection measures. In
additional, amending the Criminal code to address criminalization of various copyright
offenses should also provide the needed deterrence.

e On trademarks in China, challenges from bad faith registrations, cross borders enforcement
challenges, and the involvement of both online and express mail services adversely impact
the economy and endanger consumers. Positive measures must be taken to address these
challenges in China. The courts play the central role in adjudicating patent cases. The theft of
trade secrets, e.g., stealing of encryption codes, engineering documentation, and other know-
how, whether the victims are foreign or domestic entities, is not tolerable. It is necessary to
increase the courts' and companies’ awareness of the value of trade secrets and improve trade
secret enforcement in civil and criminal proceedings.

Areas of Further Research & Capacity Building

The experts identified numerous areas ripe for further in-depth research and collaboration.
Topics include the impact of IP crimes on economic and social development, the latest
techniques to effectuate evidence preservation orders, the availability of injunctive relief in
China and other markets, and the economic impact of online counterfeiting and piracy. The
experts also support training and education to support the changes identified in this paper.

Next Steps

Renmin University of China Intellectua Property Academy, the U.S. Chamber of Commerce,

and the experts who participated in the dialogue acknowledge the success of the effort and offer

the following next steps:

e The Dialogue members agree to provide their respective governments with a copy of the
paper, discuss the paper with relevant official g/judges/prosecutors/academics, and explore
opportunities for future engagement for the Dia ogue.

e Renmin University of China's Intellectual Property Academy and the U.S. Chamber of
Commerce expressed great interest in further discussion on potential phase two projects for
the Dialogue.
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1. Enforcement of IPR - Judicial

Chinese and U.S. experts acknowledge that accomplishing legidlative reforms takes time and
suggest an interim focus to work towards establishing an enforcement and judicia regime where
judicial decisions have greater impact in guiding behavior of the courts. They encourage
publication of significant case decisions to illustrate well-established points of application of law.
More detailed suggestions and comments on judicial enforcement relating to patent and trade
secrets are also listed out in the sections bel ow.

1.1 Guiding Case System

The experts aso agreed that China should continue developing its “guiding case system,” which
provides timely and authoritative guidance nationwide for enforcement and judicia authorities.
Thiswill alow the law and public understanding of the law to move more swiftly than legislative
amendments, keep pace with the marketplace and technology, and help improve the consistency
and uniformity of IP adjudication. The experts concluded that all these processes will eventually
increase efficiency and help reduce controversies in the application of law.

1.2 Amicus Briefs

The U.S. experts aso encouraged Chinese courts to allow amicus briefs so that outside parties
interested in important cases can offer the court the benefit of their views and expertise without
delaying resolution of cases. However, China experts believed that a simple transplant of an
Amicus Brief system in Chinawould not work.

1.3  Evidence Preservation Orders and Preliminary Injunctions

Experts expressed firm support for an examination of the current system of obtaining evidence
preservation from adverse parties (as well as other kinds of evidence discovery) and property
preservation orders to IPR owners in Chinese courts. The courts adoption of this policy is
essential to giving IP owners confidence in the civil system. Experts proposed more training and
guidelines would be useful on the gathering of evidence in complicated cases involving online
evidence and access to financial records.

With respect to the role and ratio in practice of specific measures like preliminary injunctions,
experts suggest conducting comparison studies between the judicia systems in China and
overseas.

1.4 Damage Awards

There is a consensus that the Chinese courts should apply the existing legal criteria to award
higher damages to generate effectively deterrence against infringement.

2. Enforcement of IPR - Criminal

There is broad consensus between Chinese and U.S. experts that minor adjustments to the
criminal protection system can fundamentally resolve many key problems in the enforcement of
IPR. Criminal enforcement generates efficient deterrence and encourages compliance.
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2.1 The True Nature of IPR

The U.S. experts believe that Chinas Criminad Code requires complex “for profit”
determinations as the basis for criminal liability. In their experience, the police have to resort to
the formula and numerical thresholds determined by ajudicial interpretation to decide if acaseis
worth pursuing. Thisleaves many offenders unaccountable.

However, the Chinese experts were of the opinion that the judicial interpretation issued by China
People’'s Supreme Court has provided clear definition of “for profit” upon which the judiciary
authorities are able to precisely decide whether an infringement act is a crime. In fact, they
referred to successful precedents. The Chinese experts believe this judicia interpretation will
improve the consistency of crimina adjudication to promote judiciary authorities to refer to these
precedents.

Some experts strongly believe that it is necessary to launch in-depth research on the impact of 1P
crimes on economic and social development. The outcome of the research will deepen the
understanding of the necessity of criminal 1P reforms.

2.2  The Criminal Penalty Conundrum

While there was a healthy debate about whether Chinese policy makers struggle with the terms
of imprisonment for IP infringement, the experts unanimously agree that criminal prosecution
provides the most effective preventative remedy driving widespread and voluntary compliance
by businesses and individuals. The Dialogue explored practical approaches to address concerns
about IP criminal enforcement.

2.3 A Practical Approach - Targeted Prosecutions and a Wider Range of Options

The Dialogue experts advocate police, prosecutors, and judges can be trained to exploit fully the

tools aready available in the crimina system to address IP violations without causing

unintended consequences. Some suggestions include:

e Vigorously prosecute serious IP crimes committed by repeat offenders, participants of large
scale counterfeiting/piracy groups, and cross-border criminals. Without the use of state
powers in investigations and prosecutions, IPR owners are vulnerable in pursuing
sophisticated IP criminals.

e Encourage officials to increase the volume of criminal prosecution, and allow experimenting
with appropriate criminal penalties for lighter IP violations. The authorities can permit plea
bargaining alike criminal settlement or victim-offender reconciliation or apply criminal fines
in proportion to the magnitude of the IP crimes. Criminal settlement and victim-offender
reconciliation during criminal proceeding have been adopted by China for a variety of other
kinds of criminal cases.

e Allow IP owners as victims to file “collateral civil clams’ (fudai) during the trials of
criminal IPcases. It could generate additional deterrence.

Some experts believe such “small” changes may yield very effective results for some piracy (e.g.,

enterprise end-user liability) and counterfeiting cases (dealing with large scale retail and whole

market management companies).
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2.4  Specialized IP Enforcement Teams

The experts agreed that further study is needed in the establishment of a dedicated, specialized IP
enforcement team funded by the national government. The experts pointed to successful models
in Taiwan, Hong Kong, and other regions. In fact, China has already set up special police teams
in response to food and drug safety. The eventual goal should be a speciaized force utilized
nationwide, but the force should first be deployed in counterfeiting and piracy “hotbeds.” Some
experts also proposed that specialized prosecutors should be deployed, such as those in Haidian
Beijing and Pudong Shanghai, in awider scope to facilitate prosecution.

2.5 Investigation and Enforcement Guidelines

The U.S. experts suggest supporting crimina prosecutions through the issuance and timely
updating of IP criminal investigation guidelines. Police nationwide need clearer guidance on key
issues such as how to launch criminal investigations, how to process and use leads from
informants, and what policies on controlled purchases should be adopted. In addition, the
publication of enforcement guidelines to enforcement agencies should increase transparency and
clarity. China has taken similar steps to guide police, prosecutors, and courts in other criminal
law fields such as financial crimes.

2.6  Prosecutorial Leadership

Some experts pointed to earlier involvement by prosecutors in complex counterfeiting, piracy,
and trade secret cases as crucial to successful prosecution and efficient use of the criminal justice
system. Prosecutors should be encouraged to consider additional factors such as facts, evidence
and relevant guiding cases to decide whether to prosecute a case. Prosecutors specializing in IP
matters should be stationed at district prosecutor offices, at least in “hotbeds’ areas. The experts
expressed firm support for District prosecutor offices with IP departments in Haidian Beijing,
Shanghai Pudong district, and Xuhui district, as good examples to follow.

3. Enforcement of IP - Administrative/Customs

The experts expressed firm support and appreciation for China Customs which has proven to be
instrumental in cracking down on smuggling and related criminal activities, and believe that
China Customs could be equally as effective at going after counterfeiting activities. China
Customs and certain other agencies of the central government have worked very closely with
rights holders to stop or reduce the manufacturing of counterfeit products. The experts
commended China Customs and these other agencies for this cooperation and encouraged the
agencies to continue sharing information and working with rights holders. Better resources (e.g.,
equipment, technology and specialized units to handle IPR cases) are part of the solution, and the
experts agreed to advocate for such resources to policy makers.

To effectively stop the export of pirated and counterfeits products, the experts suggest China
customs build a culture of trust and cooperation with the customs and law enforcement
authorities in other countries, and exchange information with rights holders and law enforcement
agenciesin other countries.
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4. Copyrights

China’'s first copyright law was enacted in the early stage of Chinese economic reform when
China was transferring from planned economy to market economy, which left it with certain
impacts of planned economy and the lack of knowledge about the damage of piracy and the
importance of crimina copyright enforcement. However, the Chinese legislators soon realized
that and issued interim regulations attaching seven-year-imprisonment as the top term to pirate
crimes.

The Chinese Communist Party and China government are focused on making China a market
economic and innovation-oriented country. The current amendment of Copyright Law is at the
service of this goal.

4.1  Online Copyright Protection

The experts believe that online piracy is different from traditional copyright infringement and
needs more research to find solutions. The U.S. and China legal professionals have some
successful experience in dealing with online piracy including pursing liability for Internet
intermediaries to establish online infringement rules.

The experts expressed primary support for the judicial interpretation on intermediary liability
released by the Supreme People’s Court in 2012 which established comprehensive rules to deal
with joint infringement, inducement, and contributory infringement in online piracy cases, and
praised the Supreme People’s Court for the transparency and openness in the process of drafting
the judicial interpretation. The entire process of researching and issuing the document illustrated
the ability of the Chinese courts to absorb the very best of international developments. The
timely and effective interaction between the court and international judicial authorities and
professionals will certainly help contribute to the maturing body of laws on a global basis.

Additional discussions points included:

e The rapid development of P2P brings challenges to both U.S. Digital Millennium Copyright
Act (DMCA) and Chinese copyright legislation. The legal professionals from both
countries are researching solutions to issues such as whether internet users involved in
piracy undertake infringement liability and how to pursue liability.

e Both the U.S. and other countries courts are also facing significant challenges in dealing
with online copyright infringement that involve new technologies. The U.S. experts
recommended that Chinese authorities develop the current judicial system to offer effective
and efficient solutions to resolving complicated and expensive copyright cases.

e Inthe process of discussing civil remedies for copyright cases, the Chinese and U.S. experts
held an in-depth discussion of U.S. companies |IP litigation strategy in China. Foreign or
foreign invested litigants represent less than 2 percent of the Chinese docket of 1P cases. This
may be a result of the primary stage of Chinese legal environment and foreign companies
investment and marketing tactics in China. Both the Chinese and U.S. experts hope this
Dialogue will encourage foreign companies investing in Chinato seek legal remedies.
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4.2  Software Piracy

For effective protection and enforcement of software copyright, China experts vaue the U.S.
experts opinions on the amendment of Chinese civil and crimina laws. China experts will
convey the opinions on the amendment of Crimina Law to the criminal legislative branch.

The nature of using pirated software for commercial purposes (whether for direct or indirect
economic benefit) infringes on private property and leads to unfair competitive environments.
The necessity of criminal liability for such infringement in addition to civil and administrative
liabilities shall be further discussed with tighter contact with criminal legislative branch.

U.S. experts recognized the Chinese government’ s continuous efforts over more than 10 years on
software legalization program and the effective results.

4.3  Live Sports Programming and Non-interactive Streaming

The experts unanimously agreed that when the production of live sports programming involves

creativity and originality, it shall be protected under current China Copyright Law.

e The experts supported the provisions of the latest available amendment of the Copyright Law
which provides a bifurcated approach - the adoption of “broadcast rights” to give protection
to non-interactive streaming media and the right of communication through information
networks to protect interactive streaming media. This approach should provide greater
flexibility and depth to the protection of the copyright.

4.4  Criminal Enforcement of Technical Protection Measures (TPMs)

The experts attached a great deal of importance to protection of TPMs, which not only relate to
the immediate protection of existing works, such as software and audio-visual works, but also
have great significance to cloud computing. If the law does not effectively protect TPMs,
rampant piracy will undermine developers incentives, and gravely harm the prospects of new
growth opportunities in many sectors including software and audio-visual distribution sectors.

5. Trademarks

5.1  Online Counterfeits: The Real Cost and Impact on the Economy

U.S. experts reported that online sales of fake goods are growing at a phenomena pace. The
online distribution of counterfeit goods can distort the marketplace by offering cut pricing,
endanger consumers with products of inconsistent quality, and threaten the survival of legitimate
businesses.

The experts expressed support for ongoing efforts at the State Administration of Industry and
Commerce (SAIC) demonstrated by Order No. 49 published in 2010 “Interim Measures
concerning Commaodity Trading Network and Related Services’ and is not being amended. The
SAIC plans to establish a national e ectronic database system that will record the true identity of
network operators and develop ways to preserve electronic evidence during the law enforcement
process. U.S. experts also recommended that Chinese courts consider the principals of the
Supreme People’s Court’s online copyright intermediary liability judicial interpretation and
apply such principles to online trademark infringement cases with the goal of encouraging

8
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greater and more effective cooperation between platforms and brand owners to reduce the online
sales of counterfeit products.

5.2  Bad Faith Trademark Registrations

U.S. experts agreed that bad faith trademark registration has created enormous problems in

China and called upon the government to give specia attention to resolving the situation. The

experts endorsed the following suggestions:

e China Trademark Office shall adhere to the principle of good faith trademark registrations
and ensure it isabasisto reject, revoke, and oppose an application.

e Removing the requirement for legitimate well-known brand owners to prove fame in China
before the bad faith may be shown with respect to newly filed marks.

China experts agreed that the new Trademark Law Amendments released on August 30, 2013

had touched upon the above issues, but the further clarification by implementing regulations and

judicial interpretations was still needed for the application of law.

5.3  Express Mail Services (EMS)

The U.S. experts called for increased efforts and close cooperation between EMS and other
express delivery service providers to track counterfeits and counterfeit distributors. The experts
noted that counterfeiters all over the world explore and exploit new and different methods to
distribute counterfeits including using the postal service and the courier industry. Counterfeiters
exploit weak links in the industry by splitting-up the delivery of small packages to customers
within China and around the world. The experts strongly supported the ongoing efforts of China
EMS to implement a system which requires positive identification or the recordation of the
sender’s real name and identification. Both sides agreed that this would substantially decrease
the amount of counterfeit goods shipped through express delivery services and increase the
ability to track and prosecute offenders. Asit currently stands, the system is far from sufficient.

6. Patents

The experts support an enforcement regime where legitimate right holders can effectively enforce
their patents and at the same time not be easily brought into meritless and costly patent
infringement proceedings, stifling rather than encouraging innovation.

6.1 Role of the Courts

Chinese and U.S. experts unanimously agreed that courts should play a centra role in

adjudicating patent cases. There should be systematic efforts to train judges and legal

professionals. There should be transparency and consistency in case adjudication around the
country.

e Both Chinese and U.S. experts agreed that the 89 courts that can hear patent litigation cases
are too many and suggested that China consider centralized jurisdiction over patent cases to
ensure improved specialization and consistency in patent decisions. For nearly twenty years,
China has been discussing the possibility of establishing a central patent court as has been
done in the United States, Japan, Korea, Germany, and Taiwan. If this cannot be placed into
the agenda of reforms in the foreseeable future, the Supreme Court should take actions to
reduce the number of courts that are allowed to hear patent cases.
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e The nature of patent infringement proceeding requires a higher level of expertise from lega
and technical sides. Injunctive relief, damages, evidence discovery, and outside expert
appraisal of technical issues and specific issues related to patent enforcement often concern
the patent owners. The very low rate of injunctive relief especially for invention patents as
reported in the official statistics shows strong reservation by the judiciary bodies to grant
such relief. Governments are urged to research the reasons behind such statistics.

e The experts recommended courts to reform the handling of cases in order to develop greater
credibility and confidence among patent owners and professionals. Patent owners, especially
those in high tech sectors, have been hesitant about litigating in front of Chinese courts due
to undue delays in expert appraisals and the insufficient methods available to obtain evidence
regarding infringement of manufacturing processes.

6.2  Article 26(3) of the Patent Law

Chinese and U.S. experts discussed the issue of Article 26 (3) of the Patent Law and its
application to pharmaceutical patents. Foreign pharmaceutical companies reported that China’'s
Examination Guidelines required pharmaceutical companies to submit at the time of filing more
experimental data than the other four largest IP offices.

Chinese experts pointed out that the State Intellectual Property Office (SIPO) is currently
utilizing severa different editions of the Patent Examination Guidelines. The retroactive
application of new examination guidelines on patents already granted or submitted under an
earlier version of the examination guidelines does not comply with Article 84 of China's
Legislation Law.

U.S. experts aso noted that the Patent Review Board (PRB) often invalidates pharmaceutical
patent claims with superficial reasoning that “the patentee fails to provide sufficient evidence ...
[for the purpose of Art. 26(3)].” Such conclusive assertions place patentees at a disadvantage.
U.S. experts point out that, to comply with due process requirements, the PRB and the courts
need to clearly state their analysisin the opinions and publish the decisions in atimely manner.
The lack of transparency has significantly increased the risks of arbitrary decisions.

In December, China's patent office reversed its decision to retroactively apply the new
guidelines and clarified that data supplementation will be allowed for the purposes of Art.26.3.
Pharmaceutical innovators are interested in how pending cases will be resolved in light of these
policy changes and whether this policy change applied also allows data supplementation for
purposes of inventiveness step in Art. 22.2.

6.3  Role of SIPO in Enforcement

The experts noted that SIPO is seeking an additional enforcement role in China and caution
against this expansion. SIPO is seeking extensive quasi-judicial power to conduct raid actions,
even the power to take enforcement actions against patent infringement activities that it
determines to be “market-disruptive’ and to award hefty fines. Given the existence and on-going
filing of numerous low quality patents in China, legitimate rights holders may have to face even
more meritless patent enforcement proceedings that are costly and burdensome.

10
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6.4  Judicial Review of Patent Prosecution and Validity Decisions

Some experts point out that courts need to take effective measures and apply stricter standards in
reviewing invalidity decisions made by the PRB. The decisions made by the PRB have been
upheld at a high rate with only afew decisions overturned by the courts. While patent examiners
at the PRB tend to have experience in handling technical issues, the current situation is worthy of
increased attention. The way that Beljing courts have invited PRB officials to participate in the
court’s own decision-making process must be carefully reviewed to ensure judicial impartiality.

6.5  Statute of Limitations, Chinese Litigation System, and Value of Patents

A study on the impact of the statute of limitations is useful as alonger period would extend legal
liability for repeat infringement in order to effectively protect rights holders. With respect to
setbacks encountered by foreign companies during the process of patent litigation, some Chinese
experts thought a big reason for that is due to foreign companies unfamiliarity with Chinese
litigation. Foreign companies need effective preparation and a plan for litigation in China. Some
experts pointed out that the weakness of patent enforcement has kept the value of Chinese
patents severely low. The overspending of resources in prosecuting low quality invention patents
and unexamined utility model and design patents has misdirected the entire patent profession and
significantly delayed development of professional expertise.

7. Trade Secrets

The consensus among the expertsis that the theft of trade secrets whether the victims are foreign
or domestic entities, is not tolerable.

7.1  The Unique Impact of Trade Secrets Theft on Business Decisions

Trade secret theft harms business value and destroys trust. The handling of trade secrets cases
can have a big impact on the sustaining the growth of R&D facilities and technological
collaboration in China.

7.2 Civil Enforcement of Trade Secrets

U.S. experts point out that civil remedies in China are often insufficient to compensate the

injured party and do not alone provide sufficient deterrence to trade secret theft. The main

problems encountered are: (1) lack of evidence discovery and high threshold of evidence; (2)

calculation of damage (lack of understanding of the value of trade secrets); (3) use of experts;

and (4) executing injunctions. Experts pointed out that courts play an essential role to make sure

rights are enforced in a meaningful way. Parties in such disputes should be given a fair

opportunity to discover key facts and to examine evidence fully without breaching

confidentiality.

e Allow police officers to conceal their identity during the criminal investigation of trade
secrets. (Refer to the revised Criminal Procedure Art. 151);

e Conduct research on whether allowing prosecutors to provide the investigation result to the
partiesin civil cases may be possible without breach of confidentiality.

11
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7.3  Criminal Prosecutions
Chinese experts cautioned that criminal prosecution may be abused, leading to serious damages

to legitimate businesses. In some cases, the civil and crimina results of the same trade secrets
case turns out to be completely different, and there is still a controversy over what constitutes

trade secrets between courts and in practice.

12
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