“ Anti-Counterfeiting Measures”
Chapter 1. The reality of counterfeit goods
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The reality of counterfeit goods
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Which are genuine goods?
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Genuine
goods
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‘ < * Counterfeit goods use inferior leather,

and the thread is different.
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Recent Trends in Counterfeiting

Internet-related counterfeit damage

70% 62.3%
53.9%

475% 48.3% 53.6%

FY2008 FY2009 FY2010 FY2011 FY2012

[N=926] [N=1059] [N=944] [N=1011] [N=944]

Inguiry covered 8,081 companies with thefilighest total number of patent,
utility model, design, and trademarks applications. Total number of responses: 4323
Source: FY2013 Report on Survey of Counterfeit Damages (Japan Patent Office)
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Types of Internet-related counterfeit damage
0% 10% 20% 30% 40% 50% 60%

Sales of counterfeit goods through overseas-based web sites
Use of deceptive or unauthorized trademarks

Sales of counterfeit goods through domestic-based web sites
lllegal copying of copyrighted web contents or designs

Sales of counterfeit goods via domestic auction sites

Sales of counterfeit goods via overseas auction sites

Other

Counterfeit services or functions supplied over the Internet

1 - Leaks of trade secrets, knowhow, etc.

No reply

Much damage from counterfeiting comes from
online shopping sites and unauthorized use of trademarks.
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Pricing of counterfeit goods and services
0% 5% 10% 15% 20% 25% 30%

Higher than the genuine price
Roughly the same as the genuine price

~ 75% to less than 100% of the genuine price

50% to less than 75% of the genuine price

14.0%

25% to less than 50% of the genuine price 16.1%

10% to less than 25% of the genuine price

/‘

B FY2011 [N=1011)

L n 10% of genuine pri
ess than 10% of genuine price B FY2012 [N=944)
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Vendors of counterfeit goods
often use untraceable servers,
online shopping sites, and auction sites.

Rights of companies that sell and provide products
in Japan damaged by counterfeit web sales

0% 10% 20% 30% 40% S50% 60% 70%

Trademarks

Design rights

Copyrights

Patents and utility models
Other

Trade secrets and knowhow IN=294)

Source : FY2013 Report on Survey of Counterfelt Damages (Japan Patent Office)
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(Intermediary sites) ( File storage sites )

Don’ t host pirated content; Supply uploaded
instead, guide users to sites copies of data stored
where it is stored. on hard drives.




Status of Damage

The Office of Intellectual Property Protection
Provides consultation and information on
dealing with counterfeits

Number of Inquiries

2004 -2005 2006 2007 2008 2009 2010 201 2012 2013

§oﬁ‘ree Annual Beport on the Office of Intellectual Property Protection (METI, June 2014)




Coanies Suffering Damage
From Counterfeiting

Suffered damage

Don’ t know/unable
to ascertain

32.8%

Did not suffer damage

[N=4323]

SburceF Y2013 Report on Survey of Counterfeit Damages (Japan Patent Office)

Intellectual Property Rights Infringements
by Category
0% 10% 20% 30% 40% 50% 60% 70%

Trademarks
Design rights
Patents and utility models

Copyrights

- Trade secrets and knowhow B FY2011 [N=1011)
B FY2012 [N=944)

Other

SOV 2Die Report on Survey of Counterfeit Damages (Japan Patent Office)

High level of trademark infringements




Main Types of Products Affected
General goods
Machinery/industrial machines

Electronic/electrical goods

electronic/electrical goods, and foodstuffs

Other Types of Damage Caused by Counterfeits

Degraded brand image
Technology leak

Problems with trade partners

Consumer accidents

Consumer complaints Il Machinery/ndustrial machines IN=94)
[ Electronic/electrical goods [N=74)

; I General goods [N=113]
Delayed overseas expansion o Foodstulls [N=43]

I A1 IN=651)

Other

s - s 2 s 2 2 2 ' ]
0% 10% 20% 30% 40% 50% 60% 70% 80%
BONICOREY IS HBpororsarvey ofCounterfeit Damages (Japan Patent Office)

Corporate and brand images suffer
in a market rife with counterfeits




Damage caused
by low quality counterfeits
(Consumers are also victims)
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f‘ Consumer mlstakenly believes
- product is genuine

&

Complaint to company
(Damage to brand image)

Store A Store B

sells genuine goods sells counterfeit goods
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Less motivated to buy genuine goods
Negative effect on sales and market
share of genuine goods




Reduced sales and market share
< When market contains both genuine and counterfeit products >

< Short term effects >

» Initial loss in sales

< Mid-to long-term effects >

» Damage to corporate
and brand image
Reduced sales
and market share

Edited from "Results of Anti-counterfeiting and Piracy Measures” (METI)

What should be done first
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» Tracing distribution
k: channels

distributor back to manufacturer




Use local authorities and organizations
that have a subsidy system for damage investigations
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Consultmg
service

Some will even draw up warning notices to infringers
based on the results of those investigations,
and implement administrative enforcement

Counterfeit manufacturer

%l /,f-k\
Gather evidence for use in court or materials | ’M}

to ascertain existence of infringement
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Existence of supporting IP rights

Infringers

Right holder

Layout-design
utilization rights

Copyrights

In Japan, rights can be protected
under the Unfair Competition Prevention Law




The Unfair Competition

Prevention Law

maintains fair competition between
businesses and protects
business profits

Types of Anti-counterfeiting Measures

Types of
Anti-counterfeiting Measures

- Administrative enforcement
- Criminal prosecution
( - Civil litigation
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Administrative enforcement:

Action taken by an administrative body
with jurisdiction, such as an IPO,
Trade or Industry Ministry, toward
suspected illegal infringers
(such as investigations and crackdowns)
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Points to consider when studying
anti-counterfeiting measures:

- System in the country

where measures will be taken
- Existence of rights in the country

where measures will be taken
- Kind of damage

- Intent of infringer (willful, negligent, etc.)




Chapter 2. Anti-Counterfeiting Measures in Japan

Introduction of Chapter 2

Main measures available
in Japan

- Civil litigation

- Applying criminal penalties

- Requesting suspension of
imports from customs

Civil action

If they intend to negotiate a settlement,
the right holder first sends a warning letter
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If the right holder intends to take the case to court,
they can institute a civil action to request
an injunction or claim damages.

Japanese Laws Related to Counterfeiting

Japanese Laws Related to Counterfeiting

- Patent Law - Unfair Competition Prevention Law
- Utility Model Law - Civil Code

-Design Law - Code of Civil Procedure
-Trademark Law -Penal Code
- Copyright Law - Customs Law
- Provider Liability Limitation Law,
etc.
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Settlement negotiated between concerned parties (warning letter sent)

Someone is selling a product
closely resembling yours

and bearing a similar trademark

exer

=
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- Rights that you possess
« Acts that the other party is engaging in

- Whether or not such acts infringe
upon your rights
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Reasons for first sending
a warning letter

The infringing party is not
always deliberately committing
an infringement

Cases where an infringing party is not
deliberately committing an infringement

« Selling counterfeits under the belief
that they are parallel imports

- Being unaware that another person has rights
(infringement by omission)

Send warning letter i

-

Being made aware, some infringers will stop
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Start with a warning letter
3
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If the offending party stops
the infringing act,
there is no need to waste money
and time on legal or other measures

Possible responses to
a warning letter
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- Admit fault and stop infringing
- Deny fault and continue sales
- Agree to negotiate
- lgnore the warning

19



Recipient of warning letter agrees to stop
Damages are paid

Right holder

fii Infringer
|

Ignores warning letter
Denies infringement

Move to litigation or other measures
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; i Infringer
I

Main reasons for denying infringing act

- Right holder does not have the right asserted
- Possesses license agreement
- Product is parallel import

Using the Courts

‘ =

Litigation for counterfeit product
and infringement measures

« Criminal prosecution
» Civil action
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Bringing Civil Action

Court having jurisdiction
Tokyo District Court
Osaka District Court

In addition to the original court having jurisdiction, the court
of first instance for an IP infringement action may also be
the Tokyo District Court or the Osaka District Court.

Right holders who can bring
an infringement suit

- IP right holder
(patent holder, trademark holder, etc.)

- Exclusive license holder
- Exclusive use holder
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Using the Unfair Competition
Prevention Law

A person who has suffered or is in danger of

suffering damages to business profits through
unfair competition has the right to bring
an action under this law.

Provisional Injunction

¥
AR

Right holder | Infringer selling
... - | N Counterfeit produc'_c

Provisional injunction

A provisional injunction may be obtained to prevent

infringing acts until the main case is settled.
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Course of Civil Action

After a petition has been
submitted to the court

Several rounds of oral argument
: s where both parties present
Files petition assertions and proof

Defendant

Examines petition Written reply
Forwards petition

'~ Plaintiff’s claims

24



Grounds for claims

Plaintiff specifies trademark right,

gives details of infringing acts
and amount of losses

B\
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Defendant
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In a trademark infringement action,
points of contention include the following:

- Whether or not the plaintiff owns the right

- Whether or not the defendant’s act
constitutes trademark use

- Determination of similarity between
the trademark(s) and product(s)

Amount of damages is estimated using
the provisions of Article 38 of the Trademark Law,
Article 102 of the Patent Law, etc.
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Pursue Criminal Liability

Pursue criminal liability
for IP infringement

Penalties are stipulated
in IP laws such as
f the Patent and Trademark Laws
.0

i

Conditions for determining
infringement offenses

An infringement offense may result
in imprisonment or fine.

27



Request to Customs

' Imported cargo infringes
on your rights.

Customs suspension system

IP right holder applies to the Chief Customs
Inspector to authorize the suspension
of imports of the infringing products

Imported cargo infringes
on your rights.

In addition to trademarks, this application can be
made in Japan on the basis of patents, utility models,
designs, copyrights and plant breeder rights.
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Course of Application
for Customs Suspension

Application for
suspension accepted

Applicant

Submits application
for suspension

Customs
Specialist committee advises

Details of application
for suspension made public

Customs

Application for
suspension rejected

If a customs investigation
finds suspected goods

Customs notifies both the importer and
the right holder that identification procedures
have been initiated, and that they should

submit their opinions and evidence.

Customs decides whether suspected
goods infringe upon IP rights or not.

29
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- In the case of difficult decisions,
expert advisors are consulted.

- Expert advisors are selected for each case from
a registry of lawyers, patent attorneys and academics.

T ——

Infringement recognized

- If no objection is filed
- Objection If there is
no voluntary disposal

Customs confiscates

Objection filed and destroys
the Iinfringing goods




Dual liability of Import companies
Penalty for importing counterfeit goods

b

.

Import companies
Employee

Import companies can be fined up to
¥10 million = US$ 100,000
(1 dollar = 100 yen)

Number of Import Seizures of IPR Infringing Goods

Number B Number of cases Number of items
of cases B Number of items (in tens of thousands)
30,0001} - - = - 28135 | 120
104.4 26,607 118

20,000 80
15,000 60
10,000 40
5,000 20
0 0

2009 2010 2011 2012 2013

Sourc_Customs IPR Border Enforcement (Ministry of Finance)

Over 85% of cases involve trademarks

31
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Number of Import Seizures by Source Country

- 2012 2013  Shanee om % of total
China 25,007 25,844 103.3% 91.9%
Hong Kong 720 1,053 146.3% 3.7 %
Singapore 21 346 1647.6% 1.2%
South Korea 274 328 119.7 % 1.2%
Philippines 326 214 65.6% 0.8%
USA 68 119 175.0% 0.4%
Thailand 85 84 98.8% 0.3%
Taiwan 21 62 295.2% 0.2%
Vietnam 11 16 145.5% 0.1%
Indonesia 11 56 118.2% 0.0%
Other countries @~ 63 63 88.9% 0.2%
Total 26,607 28,135 105.7 % 100%

Customs IPR Border Enforcement (Ministry of Finance)

Filing a Claim against an Internet Site

When counterfeits are spotted
being sold by Internet auction

Provider

Exempt from

Has liability excessive liability

-
Liability

Provider Liability Limitation Law i_i_

32



The Provider Liability
Limitation Law

This Law specifies the limits of liability
for damages of providers and others,
and the right to request disclosure
of identification information
of senders (vendors).

o Exempt from
Has llabllity excessive liability

- Damages are incurred when the provider is
aware that goods are counterfeit.

- In the case of an obvious infringement,
the vendor’ s identity must be disclosed to
the right holder to allow a claim for damages




> 550
— 4
Applicationiforddeletion[of Displayslcounterfeit{goods
information{onlinfringingjproducts] G |
Right holder Provider

Action by provider, etc.

-Discloses vendor's identity
Does not remove 3
infringing materials Deletes information

on infringing goods

No liability if there is g

no way of knowing or No liability
recognizing existence of if infringement is obvious

the infringing goods

Displayslcounterfeitigoods

Provider avoids being

caught between vendor
and right holder

No liability if there is y

no way of knowing or No liability
recognizing existence of if infringement is obvious

the infringing goods
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Past Internet Cases and the Present Situation

When a vendor is deemed to be infringing a trademark,
the web site operator will also be liable for damages unless
they remove the infringing materials from the web site
within a reasonable time

Right holder

)

When a vendor is deemed to be infringing a trademark,
the web site operator will also be liable for damages unless
they remove the infringing materials from the web site
within a reasonable time

35
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Right holder Provider

Council for Intellectual
rty Protecti Provider Liability Limitation
: '°°°'t' lntemet Act Guidelines Review Council

Activities to prevent the distribution of
IPR infringing goods over the Internet

-

Measures Taken Against Damages Caused

by Counterfeiting on the Internet
0% 10% 20% 30% 40% 50% 60% 70%

M Gave notice or warning to retailers or vendors 50.5% 63.3%
' Consulted with Internet service provider 18.5%
k Contacted desk of industry e
or consumer 4 &
designated for Internet A=
copyright agency, etc.)

Requested enforcement by police

Requested enforcement by customs
Requested enforcement by other
government organizations

444«

Consulted with patent attorneys or lawyers 43.5%
mdeomlderodk:alacﬂon 46.9%

Asked investigation agencies 0.4 %
to identify the sales route 34.5% -
Strengthened monitoring sales of counterfeit goods 25.3% Measures taken
- on the Internet 33.6% {;;,gggl L LA
Announced existence of counterfeits and alerted 11.9% B Especially effective measures
consumers through corporate website and other means 271 % {multiple responses)

m 2-7*
No measures taken / under consideration

56.3%
15.5%

(Note) Figures for responses about especially effective measures are calculated
as a percentage of the total number of companies responding for that measure

inquiry covered 8,081 companies with the highest total number of patent,
utility model, design, and trademarks applicationsiFotal number of responses: 4323
. Source: FY2013 Report on Survey of Counterfeit Damages (Japan Patent Office)
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Government and Public Organization Initiatives

Intellectual Property Strategy Headquarters

Implements various measures based on the Strategic
Program for the Creation, Protection and Utilization
of Intellectual Property

M
A (i€
Ministry of Economy, Trade and Industry

» Established Office of Intellectual Property Protection
* Provides financial assistance to small and medium enterprises

for rights registration and counterfeit-related investigations

37
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JPO pamphlet on financial support for
anti-counterfeiting measures aimed at small
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Initiatives by Government Ministries and Agencies

rs Agoncy 10 control the sproad of rights damy

L L5 ' o PO :m‘&h o - X

Ministry of Agriculture, Forestry and Fisheries | =

Monitors trademark applications as a measure to prevent -
counterfeits abroad masquerading as Japanese origin food
products or agricultural, forestry or fishery products

Deal with Internet copyright violations
Set up consulting service in Consumer Affairs Agency to control the spread of rights damage .
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wal with Internet copyright violations
N up consuiting service in Consumer Aflairs Ag

Supports Japanese enterprises expanding abroad
Conveys requests to countries of destination

40



Chapter 3. Activities by Japanese Enterprises to Eliminate Counterfeits

Introduction of Chapter 3

Removal of counterfeit goods
needs to be undertaken
by rights holders themselves.

Relying on a third party to do
so will not solve the problem.

41



Hindrances to elimination
of counterfeits

- Excessive effort
- High cost
- Weak penalties

It requires great effort to independently
gather evidence of counterfeiting
and identify the manufacturer.

42



High cost

Even when the case goes to court,
the cost of eliminating the counterfeit
often cannot be recovered.

Weak penalties

Many countries have very weak penalties,
and the profits from counterfeiting
often far outweigh the fines.

43



« Establishment of policies
to determine how to
eradicate counterfeits

« A strategic approach is
needed to effectively
eradicate counterfeiting

Policy on anti-counterfeiting
and piracy measures

1. Implement strictly until all damage
from counterfeiting stops

2. Implement as far as possible,
within budget limits

3. Only implement when there is a definite
chance of achieving results

38.3%

4. Other

0

10 20 30 40 50 60 70

44



Brand Strategy and Eradicating Counterfeits
== -

< Low quality counterfeit product >
Consumer buys
counterfeit, thinking
it genuine

Decline in purchaser
brand awareness

.
Il
Perceived quality of brand falls
due to word-of-mouth criticism S

Damage to brand
Rarity value falls as many nd
counterfeit goods enter market a
corporate image -

Decline in the satisfaction that is
gained by winning the attention .
and admiration of others '

Consumer buys
product knowing
it is counterfeit

Rarity value falls as many
counterfeit goods enter market

!

Edited from "Results of Anti-counterfeiting and Piracy Measures” (METI)

Corporate Actions
to Eradicate Counterfeits

. Prevent counterfeiting

. Methods for discovering counterfeit goods
. Block usurped applications

. Coordination with Industry groups

. Utilize case studies and manuals on anti-counterfeiting
measures that have been prepared by governmental
bodies and other organizations

. Strengthen links with enforcement agencies
. Strategic litigation

45



Prevention of counterfeiting

Prevention of counterfeiting

-Manage OEM contract factories
- Affix hologram seals, etc.
- Combination counterfeit prevention

Managing an OEM factory

Check number of finished
products against raw e .x ........ >
materials for integrity
|

\

sy lllegal dlverS|on

|
Precise inventory \ Precise mventory management
management of raw materials of finished products
Finished products . .
» ’: —- Strict disposal
" OEM factory, etc. o of surplus products
\ / n

. »H » 5 \,. » W

Edited based on METI public data “Case Studies on Anti-counterfeiting Measures”

Materials

Prevent distribution of counterfeits from your OEM factory
by strengthening management of manufacturing processes,
as well as quality control =
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Example:using hologram seals

Suspicious boxes have no seal
and can easily be identified by evye.

Attach hologram seal

Open container and
check that hologram is
affixed to each box

As discovery rate of suspicious
products rises, so does the number

of suspensions.

Example of combining
anti-counterfeiting measures

Apply methods used by parts

Uses a different writing method manufacturers to determine authenticity

Logo font

First and second lines Logo design includes curves impossible
to make by hand. The extremely high price

of the computer controlied sewing machine
required for this puts it out of reach
of counterfeiters.

- Logo attachment method

Speclal method for sewing the logo

2

3

2

s Product tag design
S
-~
*

of the logo are offset

Fabric manufacturer’ s tag

A manufacturer’ s tag for the fabric
used in the product can be attached,
and this design can be changed regularly. Ii

Hologram placement

Where the hologram is sewn onto
the product can indicate it is genuine

Product design

The apparel industry makes many design
changes each year. Look out for brand
new products with out of date model numbers.

Design Is changed regularly. Design uses
a pattern that does not print clearly

when copied.

O. Bar code attached with product data

47



Methods for discovering counterfeit goods

Methods for discovering
counterfeit goods

« Obtain information

+ Monitor trade shows

» Monitor Internet

- Employ investigation agency, etc.

'~° al
<

Obtaining information
from local branch office staff,
expatriate staff

48



goods . goods
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Send anti-counterfeiting staff to monitor trade shows
Request enforcement agencies to remove
counterfeits from shows







Block usurped applications

Usurped applications

Applications made by someone
who does not possess
a valid right to another party’s
intellectual property

Overseas
Company Y

Company X

Company X has registered the trademark “X’,
but Company Y can use the “X" trademark .
on its Class 12 products. B

Edited based on METI public data “Case Studies on Anti-counterfeiting Measures™




«Monitor for usurped applications

-Expand scope of registration

AR
I Block usurped applications
y

@ )

]

Request local patent or law office
to monitor for usurped applications
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Acquire trademark registration outside
your current business domains
to expand protection

Coordination with industry groups

Aim to coordinate as
a member of your
industry group
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Use your industry group as a place
to exchange anti-counterfeiting information
with people in the same industry

As well as your own anti-counterfeiting
activities, also take part in industry
group activities

54



Have your IPR specialists assigned
overseas give training to local staff

ASEAN Working Group
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Industry group activities

Contribute to effectiveness
and lower costs of eliminating
counterfeit goods

Expectations towards
government agencies

Strengthened enforcement and
increased penalties will effectively
reduce the number of victims.

Companies suffering damage from counterfeits
and companies wanting to protect themselves
from damage coordinate their activities
with various groups

56
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Secretariat

National /Regional IPG

Industry Groups

Japanese Corporations
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Using Government Agency Countermeasures Manuals

Useful references
for personnel in charge of
anti-counterfeit measures

Report on Survey of
Counterfeit Damages

Survey Report on Economic and
Social Contribution of Countermeasures
against Counterfeiting and Piracy

Case Studies on
Anti-counterfeiting Measures

Annual Report on the Office
of Intellectual Property Protection

Manuals of anti-counterfeiting measures
for individual countries, collections
of cases and judicial precedents

58



Strengthen links with enforcement agencies

Strengthen links with
enforcement agencies

i

Hold customs
seminar
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during seminars
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Hold customs
seminar
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Proactive exchange
of information
during seminars

Strategic litigation

Strategic litigation

To stop counterfeiting,
find the manufacturer of
the counterfeit goods and inform
the enforcement authorities.
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Counterfeit goods manufacturers simply
deliver orders, meaning that the operation
is often masterminded by another party.

Counterfeit manufacturer

Aggressively pursue distributors
Strategy of naming retailer and manufacturer as co-defendants




