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As a country, China is the biggest player in the global patent market. In 2019, approximately
4.381 million patent applications were submitted to the China National Intellectual Property
Administration (CNIPA)'. Furthermore, 452,804 patents were granted, dwarfing the country in
second place, the United States, with 354,430 patents granted, and the European Patent Office at
only 137,782.2 In addition, China is part of the World Intellectual Property Organization
(WIPO), having joined in 1980, as well as the Paris Convention in 1985, and a member of both
the Agreement on Trade-Related Aspects of Intellectual Property Rights (TRIPS) and the Patent
Cooperation Treaty (PCT). The recent changes in approach by China to patent damages are,

therefore, of high significance.
Chinese Patent Law: A Multi-layered Approach to Damages

China's Patent Law (CPL) was enacted in 1985 and amended in 1992, 2000 and 2008.
Importantly, on 17 October, 2020, a new review was passed, with the amendments due to take
effect on 1™ June, 2021.° Compensation for patent infringement is one of the key areas of focus.
Because of the enormous pace of growth in recent years, and the country's preeminent position
highlighted above, China recognized that reforms were needed to make the law sufficiently

robust to tackle the demands of the rapidly expanding market and create a better playing field for
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both designers and investors.* The aim, therefore, of the new CPL is to improve patent quality
and strengthen patent protection,” by ramping up law enforcement and increasing damages for

IPR infringements to act as a deterrent.

Rather like the legal approach in the U.S. and EU, the traditional framework for calculating
patent damages in cases of infringement in China is multifaceted and founded on actual
compensation. However, in practice, China utilizes statutory damages in place of assessed
compensatory damages. According to research at Zhongnan University, 97.25% of all patent
infringement judgments are awarded statutory damages,® thus making it nigh on impossible to
analyze any judicially imposed royalty rates. Despite statutory levels not existing in U.S. law, the
25% ‘rule of thumb’ rule “is, in fact, not meaningfully different from a statutory damages rule”,’
and their use in China is for similar reasons, namely the benefit of simplicity and clarity.® As
Llewellyn writes, when using a traditional approach to assess damages, “a court is almost
inevitably forced to engage in speculation about what might have been: rarely is it merely a
matter of looking at how much profit did the plaintiff lose as a result of the defendant's infringing
activity and awarding such a sum as damages”.” This adds a great degree of uncertainty as well

as introducing complicated evidential problems. A fixed royalty rate circumvents this problem,

as do statutory damages (assuming the discretionary range is not too great). However, in
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financial terms, China's statutory damages were of a significantly lower order of magnitude to
the pre-Uniloc 25% rule approach.'” This received much criticism from scholars and
practitioners'', with patent infringement awards being generally substantially lower in China
than in the U.S."* Following pressure to address the problem; this gap has been reduced in the

recent change of law, as highlighted below.

Actual Damages

The starting point in China is that compensation will be calculated based off the actual
losses, calculated as the benefits accrued to the infringer, the losses suffered by the patentee or a
multiple of an assessed licence fee. Article 65 of the 2008 Patent Law states that: “the amount of
compensation for the damage caused by the infringement of the patent right shall be assessed on
the basis of the actual losses suffered by the right holder because of the infringement”."” If
difficult to assess, Article 65 goes on to state that profits earned because of the infringement can
be used as the basis (effectively, a disgorgement argument). If this also proves difficult, the

“amount may be assessed by reference to the appropriate multiple of the amount of the
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exploitation fee of that patent under a contractual license”.'* As in US law, there is no fixed,
p p

statutory royalty rate.

However, the problem with actual damages is an evidential one. Ni Xiang explains that
many Chinese companies fail to keep transactional documents (either because of poor
administrative practices or deliberately for tax evasion purposes)'’. This is exacerbated by the
fact that China does not currently have a discovery process as they do in the US. Moreover,
many right holders are reluctant to disclose the necessary evidence because it can reveal sensitive
business information. Irregular licence agreements also make it difficult to prove if licence fees

have been paid or not, rendering the royalty rate method ineffective. '

Statutory Damages

Because of these problems, Chinese courts rely heavily on statutory damages. Although not
an option in most Western systems, Chinese law specifically enables this: Article 65 states that if
the first three methods of assessing actual damages already listed are too ‘hard to determine’, the
court may award statutory awards instead, with the current range being from 10,000 yuan to 1
million yuan (approximately $1,490 to $148,950)." In theory, therefore, statutory damages are
the fourth and last resort method in the hierarchy. Despite being considered by some to be

‘inadequate’ and ‘one size fits none’,'® statutory damages have become the standard remedy.
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However, this has a self-fulfilling effect because, with exceptionally few awards being based on
actual losses, unfair profits or a multiple of royalty rates, many lawyers and industry specialists

. . 19
do not even consider these as options.

Although case law shows a move towards higher patent damages claims,*” in practice many

* making it difficult to

are settled prior to judgment,”' and political pressure is also a factor,’
discern a consistent legal thread. Moreover, the Supreme Court’s 2016 Judicial Interpretation
shows that, for increased awards, the primary focus is on the first two methods of calculation, i.e.

proof of actual losses and profits, rather than royalty rates.”” The result is that royalty rate

assessments are broadly overlooked as a calculation method.

The New CPL 2021
Punitive damages

As a significant step to further the deterrent principle, the 2021 reforms in China will
introduce punitive damages for the first time. Despite reservations by certain scholars over
litigation abuse and innovation suppression,** the CNIPA explained that this is part of the move

towards a more prescriptive, stricter approach to compensating patent infringements.> From
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June 2021, Chinese law will allow the judge to award up to five times the original compensation
(the benefits of the infringer or the losses of the patentee) in punitive damages if he/she deems
that the infringement has been severe, wilful and/or persistent.”® This obviously mirrors the US
remedy of ‘enhanced damages’ allowed under the 2009 Patent Act’’. However, although
considerable, US enhanced damages are only on a multiple of three, not five. Chinese courts,

therefore, now have very significant deterrent powers.

Increased Statutory Damages

The fourth revision of the Chinese Patent Law also includes an increase in statutory
damages. The maximum will be five times higher, with statutory damages being raised from a
range of 10,000 yuan to 1 million yuan ($1,490 to $148,950) to a new range of 30,000 to 5
million yuan. However, based on the current statute, there is only very general guidance given to
courts to gauge the assessment within this range.”® With a wider range, and significantly higher

maximum, the problems of a significant discretionary element will continue.

Accordingly, it is clear that, although permitted, a calculated reasonable royalties approach
is very rarely used by Chinese courts to assess patent infringement damages. The new reforms of

2021 will not alter this position.
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