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[Japanese IP Topic 2020 No. 2 (English)]

“Pirate websites” and “leech sites,” which collect
hyperlinks to illegal content on the Internet, have
caused massive copyright infringement across all
fields and types of copyrighted material, such that
strengthening countermeasures against piracy on
the internet has become an urgent issue.

The Copyright Act Reform Bill of Reiwa 2nd
(hereinafter referred to as the “Reform Bill”) seeks
to prohibit (i) aggregation of hyperlink information
relating to illegally uploaded works by “leech sites”
and “leech apps;” and (ii) knowing downloads of
illegally uploaded copyrighted works.

The Reform Bill contains several exceptions that
are based on public comments, questionnaires,
and discussions in expert commissions, in light of
the fact that the Reform Bill of Heisei 31st (2019)
(hereinafter referred to as "2019 Reform Bill") was
not submitted to the Diet due to criticisms that "the
scope of illegal download was too broad."

In addition to the above, the Reform Bill also
includes the following revisions: (1) introduction of

a system to assert the right to use copyrighted
materials against third parties; (2) expansion of
the scope of the rights restriction provisions for
incidental capturing of photographic works; (3)
expansion of rights restrictions provisions related
to administrative procedures; (4) revision to the
procedures for collecting evidence in copyright
infringement court proceedings; (5) strengthening
of the protection of access control; and (6)
improvements to the registration system for
copyrighted computer programs.

countermeasures

Reform to strengthen

against "leech sites"

1. Background of the revision

In recent years, the access and use of infringing
content has dramatically increased through
“leech sites” and “leech apps.” However, under
the current Copyright Act, there is no clear
provision clarifying whether the act of providing a
hyperlink to infringing content is copyright
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infringement. One lower court case has been
understood to have decided that such conduct is
not copyright infringement. The Reform Bill
deems the following acts to be copyright
infringement: (i) providing hyperlinks to infringing
content through “leech sites” and “leech apps;”
and (ii) failing to remove hyperlinks to infringing
contents by a “leech site” operator or a “leech app”
provider (Reform Bill Article 113, paragraph 2).

2. Acts subject to regulation

(1) Providing hyperlinks to infringing content
through “leech sites” and “leech apps”

The Reform Bill deems that (1) providing a
“transmitter identification code" (= URL) (or a
code of the same effect) that (2) facilitates the use
of contents created by infringement of copyright
("Infringing Content") through (3) a “website etc.
for facilitating the use of infringing works etc.” (="
Leech Site ") constitutes copyright infringement.
The Reform Bill further defines the two types of
“leech sites” that are subject to the Act: (1)
“Websites, etc. that are recognized as particularly
inducing the public to use infringe copyrighted
works” (Article 113, Paragraph 2, Item 1A); and
(2) “Websites, etc. that are recognized as being
mainly used by the public for the use of infringing
works” (Article 113, Paragraph 2, Item 1B).
Whether a website falls within the former
definition is determined by whether the website
uses language encouraging the use of hyperlinks
to infringing content, visually emphasizes
hyperlinks to infringing content, and contains
other details of the provision of the hyperlink that
may be regarded as “particularly inducing the
public to use infringing copyrighted works.” For
example, if a website operator adopts a design
displaying the website’s contents in a manner
intended to induce a user to access infringing
content, that act would fall within the scope of this

definition.
Whether
definition

an website falls within the latter
is determined by the number of
hyperlinks to infringing content on the website,
the proportion of hyperlinks to infringing content
to the total number of hyperlinks on the website,
the classification or organization that contributes
to the use of hyperlinks to infringing content, and
other details of the provision of hyperlinks to
infringing content that can be regarded “as being
mainly used for the use of infringing copyrighted
works by the public.” For example, if a user posts
multiple hyperlinks to infringing content on a
bulletin board website, and as a result, promotes
the use of the infringing content, that act would
fall within the scope of this definition.

The Reform Bill also targets the two types of
“leech apps” that are, in essence, application
programs having the same features as the “leech
sites” defined above (Reform Bill Proposal 113,
Paragraph 2, ltem 2A, Item 2B).

The Reform Bill also contains a subjective
requirement that the alleged infringer “knew or
had adequate reason to know that the work etc.
was related to the act is an infringing work etc.” In
other words, the alleged infringer must have
knowledge, or must have been negligent in not
knowing, that the hyperlink contained infringing
content.

(2) Failure to remove hyperlinks to infringing
contents by a “leech site” operator or a “leech app”
provider

In addition, in the Reform BiIll, if (1) hyperlinks to
infringing content are provided through “leech
sites” and “leech apps,” and the (2) “leech site”
operator or “leech app” provider has knowledge,
or is negligent in not knowing, that the content is
infringing, and (3) does not prevent the provision
of hyperlinks to infringing content (such as
deleting hyperlinks, etc.) despite technically able
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to do so, that conduct by the “leech site” operator
or “leech app” provider is deemed to be copyright
infringement (Article 113 paragraph 3 of the
Reform Bill).

3. Civil measures and criminal penalties

(1) Providing hyperlinks to infringing content
through “leech sites” and “leech apps”

In the Reform Bill, the act of providing hyperlinks
to infringing content through “leech sites” and
“leech apps” is considered to be an infringement
of copyright, and copyright owners may file claims
for injunctive relief or damages (Reform Bill Article
113 paragraph 2).

In addition, a criminal punishment of a prison
sentence of 3 years or less, or a fine of 3 million
yen or less, or both, may be imposed on those
who provide hyperlinks to infringing conduct
through “leech sites” or “leech apps.” Unlike civil
measures, only intentional offenses will be
criminally punished, and criminal complaints are
required for indictment (Reform Bill Article 120-2-
3).

(2) Failure to remove hyperlinks to infringing

contents by a “leech site” operator or a “leech app”

provider

In the Reform Bill, the failure of a “leech site”
operator or a “leech app” provider to remove
hyperlinks to infringing content will be considered
to be copyright infringement, and the copyright
holder may file for injunctive relief (Reform Bill
Article 113, paragraph 3).

In addition, a criminal punishment of a prison
sentence of 5 years or less, or a fine of 5 million
yen or less, or both, may be imposed on “leech
site” operators or “leech app” providers that fail to
remove hyperlinks to infringing content. A criminal
complaint is also required. (Reform Bill 119,

paragraph 2, paragraph 4 and 5 etc.)

4. Exceptions

In the 2019 Reform Bill, concerns were raised
over the applicability of the law to "platformers”
who do not directly operate the “leech sites” or
provide the “leech apps.”

Therefore, the Reform Bill exempts entities that
operate general-purpose websites that include
"leech sites" and a considerable number of other
general  websites  (“Platform™).  However,
Platforms will not be exempt in cases involving
malice, such as neglecting a request from the
copyright owner to delete a hyperlink to the
infringing content for an unreasonable period of
time without a justifiable reason. (Reform Bill
Art.119, paragraph 2, item 4)).

download of

Revision regarding

infringing content

illegal

1 Background of the revision

Under the current Copyright Act, the act of
downloading illegally uploaded music or video
with knowledge that the music or video was
illegally uploaded is explicitly excluded from the
exemption for private use (Copyright Act, Article
30, paragraph 1), and is deemed to be copyright
infringement (Copyright Act, Article 30, Paragraph
1, Item 3).

However, the current Copyright Act is unclear as
to whether downloading illegally uploaded
copyrighted works other than music or video is
copyright infringement.

Therefore, as part of the measures against illegal
copying, the Reform Bill clarifies that knowingly
downloading illegally uploaded copyrighted works
other than music or video does not qualify as
permissible private use, and thus constitutes
copyright infringement.
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Downloads by manga artists or researchers for
business purposes, and downloads performed in
the business context at corporations do not
qualify for the “Private Use” exemption. Thus, the
Reform BiIll likely has no direct effect on those
uses.

2 Acts subject to regulation

First, the copyrighted works that are subject to the
prohibition of illegal upload include
comics/magazines, photo books/literary
books/specialized books, business software,
games, academic papers, newspapers. (Reform
Bill Art. 30 paragraph 1. item 4). However, the
works subject to criminal penalties are limited to
those that have been uploaded illegally and for
which an official version is provided for a fee
(Reform Bill Art.119, paragraph 3, item 2).
Second, an alleged infringer who will be liable for
copyright infringement must download a work
with knowledge that the work had been uploaded
illegally. In this respect, the Reform Bill makes
clear that if an alleged infringer lacks knowledge
due to gross negligence, he or she shall not be
construed as having knowledge, thereby
imposing stricter subjective requirements (Art. 30
Paragraph 2 of the Reform Bill).

Third, criminal penalties will only be imposed for
the target act of downloading illegally uploaded
works continuously or repeatedly. Therefore, a
single stand-alone download will not trigger
criminal liability.

3 Civil measures and criminal penalties

lllegal downloads can be the subject of injunctive
relief and damages as copyright infringement.

In addition, the act of continuously or repeatedly
downloading copyrighted works that have been
uploaded illegally and for which the official
version is provided for a fee may subject the

infringer to imprisonment for two years or less, or
to fines of up to 2 million yen (or both). Similar to
the “leech site” regulations, the Reform Bill
requires a criminal complaint.

4 Exceptions

In light of the failed attempt to submit the 2019
Reform Bill, the Reform Bill exempts: (1) "minor
downloads;" (2) derivative works or “parody;” and
(3) "special circumstances where it does not
unreasonably harm the interests of the copyright
holder.”

Downloads that are regarded as "minor"
(depending on the type and nature of the work
and the context of the reproduced portion in the
whole work) are excluded to prevent overly
extensive regulation.

Moreover, to avoid the chilling effect against
creative activities, downloading derivative works
and “parody” is exempt. In addition, such
downloads are permissible if there are special
circumstances in which a rights holder’s interest
is not unreasonably harmed based on the
correlation between two factors: (1) the degree of
necessity of protection (based on the type and
economic value of the work); and (2) the manner
of use (including the purpose and necessity of the
download).

Reform to introduce a system to assert the
right to use copyrighted works

Under the current Copyright Act, a party using the
copyrighted work under a license agreement with
the copyright holder (licensee) could not assert its
rights against a transferee of the copyright,
bankruptcy administrator, or other interested third
parties.

The Reform Bill introduces a system that enables
a licensee to assert the right to use the
copyrighted work without registration and other
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formalities, similar to that provided under Article
99 of the Patent Act.

Specifically, a new rule would be established that
"the right of use may be asserted against a
person who has acquired the copyright of the
copyrighted work relating to the right of use or
other third parties." (Reform Bill Article 63-2) “A
person who has acquired the copyright of the
copyrighted work relating to the right of use and
other third parties" includes a transferee of a
copyright, heirs, a bankruptcy administrator, and
creditors.

However, as in the Patent Act, the Reform Bill is
not clear as to whether the language, "may be
asserted," means that a third party is bound by
the terms of the original license agreement. This
issue is subject to interpretation.

Kensuke Inoue

Lt #N

kensuke.inoue@amt-law.com
Tel: 81-3-6775-1195
Fax: 81-3-6775-2195
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[Japanese IP Topic 2020 No. 3 (English)]

The IP High Court’s grand panel decision,
February 28, 2020 (Case No. 2019 (Ne) 10003)

1. Intellectual Property High Court Grand
Panel Judgment

On February 28, 2020, the Intellectual Property
High Court, sitting in the Grand Panel in Case No.
2019 (Ne) No. 10003, applied the presumption of
damages contained in Article 102, Paragraph 1 of
the Patent Act after finding that the defendant-
appellant infringed one of the two patents granted
to the plaintiff which were titled “Facial Massager,”
and decided the following issues related to the
same Paragraph, which had been the subject of
controversy:

® Whether “the products that the
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patentee . . . could have sold if there had
been no infringement” must be the
products that use the invention;

(i) What costs should be deducted from the
sale price in calculating “the amount of
profit per unit” of the patentee’s products;

(i) Whether the patentee’s “ability . . . to work
the patented invention” can be potential;
and

(iv) How a ‘“rebuttal of presumption” and
“contribution” shall be legally framed.

Article 102, Paragraph 1 of the Patent Act, before
the amendment that took effect on April 1, 2020,
provided as follows:

If a patentee or an exclusive licensee
claims compensation for damages that the
patentee or licensee personally incurs due
to infringement, against a person that,
intentionally or due to negligence, infringes
the patent right or violates the exclusive
license, and the infringer has transferred
infringing articles, the amount calculated by
multiplying the number of articles so
transferred (hereinafter referred to in this
paragraph as the "number transferred") by
the amount of profit per unit from the
products that the patentee or exclusive
licensee could have sold if there had been
no infringement, may be fixed as the value
of the damage that the patentee or
exclusive licensee has incurred, within the
limits of an amount proportionate to the
ability of the patentee or exclusive licensee
to work the patented invention; provided,
however, that if there are circumstances
due to which the patentee or the exclusive
licensee would have been unable to sell a
number of products equivalent to all or
some of number transferred, an amount
proportionate to the number of products

that could not have been sold due to such
circumstances are to be deducted from the
value of damage thus calculated.

This case involved the pre-amendment version of
Article 102, Paragraph 1, but the Court’s holding
would apply equally after the amendment. The
amendment specified that a patentee may claim
royalty damages for the quantity of the infringing
products sold beyond the patentee’s “ability . . . to
work the patented invention,” and thus, those
damages would be outside the reach of the
presumption.

2. The Court’s Holdings

(1) “products that the patentee . . . could have
sold if there had been no infringement”

The Court first examined the issue of products
that the patentee “could have sold” but for the
infringement for the purposes of the application of
Article 102, Paragraph 1, and held that “any
product the quantity of sale of which is affected by
the infringing conduct, that is, any product that is
in competition with the infringing products in the
market” constituted products that the patentee
“could have sold” but for the infringement. The law
was unsettled as to whether “the products that the
patentee . . . could have sold if there had been no
infringement” should be the products that use the
patent, or could be the products that compete with
the infringing products in the market. The Court
concluded that the scope of relevant products
included more than those products using the
patent because Article 102, Paragraph 1 of the
Patent Act is “the provision that aims to allow
more flexible finding on the quantity of the
patentee’s products that suffered loss of sale by
shifting the burden of proof regarding the quantity
of such products that suffered loss of sale in the
proximate causal relationship  with the
infringement.”
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The Court held that the products of the defendant
and the plaintiff apparently “competed in the
market,” but did not explain to what extent the
plaintiff's products should be affected to establish
that the quantity of sale “is affected by the
infringing products,” and that the products are “in
competition with the infringing products.” We
believe that this element will likely be satisfied as
long as the quantity of sale is more or less
“affected by the infringing products,” and that the
extent of impact will be considered as a part of the
“circumstances due to which the patentee . . .
would have been unable to sell [the] number of
products” or the rebuttal of presumption as to the
“amount of profit per unit.”

(2) “amount of profit per unit”

The Court then proceeded to the issue of per-unit
profit of the patentee’s product. The Court held as
follows:

the “amount of profit per unit” means the
amount of revenue for the patentee’s or its
exclusive licensee’s product, less any extra
costs for manufacturing and selling the
product that became necessary directly in
relation to the manufacturing and sale (the
marginal profit), and the patentee shall
bear the burden of alleging and proving the
amount of profit, including the patentee’s or
its exclusive licensee’s ability to work the
patented invention.

Previously, some commentators had argued that
the profit per unit should be net profit, and that
fixed costs should be deducted. The same Court
in its Grand Panel decision of June 7, 2019 held
that the infringer's profit that is subject to
disgorgement under Article 102, Paragraph 2
shall be the marginal profit, holding that the

10

“amount of profit per unit” under that Paragraph
shall be “the marginal profit for which the extra
costs of the infringer for manufacturing and selling
the infringing product that became necessary
directly in relation to the manufacturing and sale
shall be deducted.” This judgment supports the
view that the “amount of [the patentee’s] profit per
unit” under Article 102, Paragraph 1 shall similarly
be the marginal profit.

The Court stated that the “cost of indirect labor
and transportation and communication expenses”
ordinarily falls within the scope of “costs that are
not directly related to the manufacturing or sale of
the patentee’s or its exclusive licensee’s product,”
which should not be deductible from the revenue.
The Court went on to state that “the plaintiff had
already commenced the manufacturing and sale
of its products, and the costs that were necessary
and already spent therefor (such as costs for
machines and equipment that were necessary for
manufacturing the products and were already
incurred) should not be deducted from the
revenue.” The Court calculated the per-unit profit
by deducting nine cost items, including “sales
commission,” “marketing fees,” and “packing and
freight,” without explaining more in detail as to
deductible costs.

(3) Patentee’s *“ability to work the patented
invention”

Next, the Court interpreted the statutory language
of the patentee’s ability to work the patented
invention. The Court held as follows:

Instead of providing that the entire amount
calculated by multiplying the number of
articles transferred by the infringer by the
amount of profit per unit from the
patentee’s or its exclusive licensee’s
products shall be damages, Article 102,
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Paragraph 1 . . . limits the damages to the
amount not exceeding the patentee’s or its
exclusive licensee’s ability to work the
patented invention. The “ability to work the
patented invention” is satisfied when the
patentee has the potential ability. The
patentee has such ability if it is able to
supply the products in the quantity that
corresponds with that of the infringing
products using a contract manufacturer.
The patentee shall bear the burden of
alleging and proving it.

We believe that Article 102, Paragraph 1 limits the
amount of damages to the patentee’s ability to
practice the patent because the patentee’s sales
suffered only to the extent that the patentee could
have sold the patentee’s products. We think that
the Court held as cited above because as long as
the sale was possible by any means, such as
through a contract manufacturer, the sale could
have been made but for the infringement.

(4) “rebuttal of presumption” and “contribution”

Finally, the Court addressed the issue of how
damages may be reduced. The Court reduced
damages on two different grounds, each of which
is elaborated below: (i) the rebuttal of
presumption as to the “amount of profit per unit;”
and (i) “circumstances due to which the
patentee . . . would have been unable to sell a
number of products.”

@) Rebuttal of presumption as to the
“amount of profit per unit” (“contribution ratio”)

In determining the issue of reduction in per-unit
profit due to contribution of other non-patented
features to the profit, the Court first confirmed that
“the entire amount of the marginal profit for selling
the patentee’s product shall be presumed to be
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the lost profit of the patentee as a matter of fact,
even if the patented feature of the patented
invention forms only a part of the patentee’s
product that uses the patented invention.” The
Court continued, however, that in the case at
hand, “it is not appropriate that the entire amount
of the marginal profit for selling the patentee’s
product shall be the lost profit of the patentee,
because the patented feature has not contributed
to all of the profits earned by selling the
patentee’s product. The presumption therefore is
partially rebutted.”

Prior to this decision, the law was unsettled as to
how the degree of “contribution” should be framed
under the statute. Some commentators
considered it as a “circumstance[] due to which
the patentee . . . would have been unable to sell
a number of products” as in the proviso of Article
102, Paragraph 1. Others discussed it as a partial
rebuttal of presumption under Article 102,
Paragraph 1. In this decision, the Court
determined that contribution was a rebuttal of
presumption as to the “amount of profit per unit.”

With respect to Article 102, Paragraph 2, the
same Court held in its Grand Panel decision of
June 7, 2019 that rebuttal would break the
proximate causal relationship between the profit
earned by the infringer and the damage sustained
by the patentee.

In this case, the Court concluded that 60% of the
presumption was rebutted (meaning that 40% of
the marginal profit was established as a per-unit
profit) because the plaintiff's products had special
features, such as the application of weak current,
and because the patent that was infringed
concerned the bearings of a facial massager,
which was not of great attraction to customers.

With respect to the defendant's argument of
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contribution, the Court held that other than the
reduction of damages due to the rebuttal of
presumption as to the amount of per-unit profit or
due to the application of the proviso of Article 102,
Paragraph 1 (circumstances due to which the
patentee would have been unable to sell), “there
is no provision allowing such reduction, and there
is no ground to support such reduction, thus, no
reduction can be made by considering the degree
of contribution.” The holding can be read as
prohibiting any reduction for any reasons other
than the reduction of damages due to the rebuttal
of presumption as to the amount of per-unit profit
or due to the application of the proviso of Article
102, Paragraph 1.

(b) “circumstances due to which the
patentee . . . would have been unable to sell”

With regards to the proviso of Article 102,
Paragraph 1, the Court held as follows:

circumstances due to which [the
patentee] . . . would have been unable to
sell” means circumstances that break the
proximate causal relationship between the
infringing conduct and the reduction of
sales of the patentee’s products, and
include, among others, (i) the difference of
the business means or prices of the
patentee  and infringing products
(dissimilarity of the markets), (i) the
competing products in the market, (iii) the
infringer's  marketing efforts (brand,
advertisement), and (iv) the difference in
the performance (any characteristic other
than the patented feature, such as
functions or designs) of the patentee and
infringing products.

The Court concluded that one half of the quantity
corresponded to the “circumstances due to which
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the patentee . . . would have been unable to sell,”
reasoning that due to the large price difference
(the defendant’s products were sold at a price that
was one eighth to one fifth of the price of the
plaintiff's products), a consumer who purchased
the defendant's product would not have
necessarily purchased the plaintiff's product but
for the defendant’s product.

However, the Court stated that the difference in
the distribution channel (the plaintiff's products
were sold by large mail order companies and at
department stores, while the defendant’s
products were sold at discount stores and grocery
stores) did not affect the motivation of consumers
to purchase the products apart from the
difference of the prices, and therefore would not
be considered as a circumstance under which the
patentee would not have been able to sell. The
Court also found that no competing product was
being sold during the term of the infringement
based on evidence, and that the defendant's
marketing effort did not extend to the degree that
established a circumstance under which the
patentee would not have been able to sell.

3. Trend in finding higher damages

The lower district court judgment in this case
found that damages equaled 5% of the marginal
profit multiplied by the number of the defendant’s
products sold, reasoning that 50% should be
deducted to account for circumstances under
which the patentee would not have been able to
sell, and that the contribution of the patent should
be 10%. On appeal, however, the Court found
damages should equal 20% of the marginal profit
multiplied by the number of the defendant's
products sold, reasoning that 50% should be
deducted to account for circumstances under
which the patentee would not have been able to
sell, and that 60% should be deducted as non-
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contributory to the patent. Thus, the Court found
damages that were four times more than the
district court had found as the marginal profit
multiplied by the number of the defendant’s
products sold. In addition, the Court did not find
any circumstances under which the patentee
would have been unable to sell, other than the
difference in the sales prices. Similarly, the same
Court found in its Grand Panel decision of June 7,
2019 that the presumption of damages under
Article 102, Paragraph 2 had not been
successfully rebutted.

Discussions are ongoing to increase damages for
patent infringement, and the Patent Act was
amended in 2019 in that direction. We think that
courts are responding to the trend by allowing
reductions in damages only under limited
circumstances, and are moving towards higher

damages based on findings of fact.
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