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DAMAGES – in 2007 ACID RESPONDED TO THE MINISTRY OF JUSTICE’S CONSULTATION ON DAMAGES IN ANSWER TO QUESTIONS 35 AND 36:
“Do you agree that in the Copyright, Design and Patents Act 1988 and the Patents Act 1977 the term ‘additional damages’ should be replaced by ‘aggravated and restitutionary damages’
“What are your views on how the system of damages works in relation to:(a) patents;(b) designs(c) trade marks and passing off (d) copyright and related rights
IP INFRINGEMENT – THE CURRENT SYSTEM OF DAMAGES
ACID (Anti Copying In Design) considers that the current system of damages as described by the term “additional damages” in the Copyright, Design and Patents Act 1988 should be replaced by aggravated and restitutionary damages in addition to exemplary damages in relation to IP infringement for patents, designs, trade marks, passing off and copyright. Damages under the existing legal structure are woefully inadequate and serve no purpose in dissuading those who seek criminal gain from what is still considered a “soft crime” by continuing to make vast profits from the immoral, anti-commercial and criminal activities which they continue to pursue. Current estimates about the escalating cost of IP crime and its devastating effects on IP rights holders would be significantly improved if there was a capability within the Court system to use aggravated and restitutionary damages as a compelling deterrent in fighting what has become a serious threat to the UK’s intellectual capital, its intellectual know-how and resultant IP rights. At present it would appear that difficulty in addressing IP infringement through the Courts on what is, at best, is difficult to prove, there is a calculated gamble by those who seek the fast track to market through IP theft who will measure the risk involved and evaluate their position against being challenged or caught. If they are unlucky enough to be pursued and brought to trial, there is no disincentive in terms of appropriate aggravated or restitutionary damages to act as a deterrent to stop this practice and it is widely believed that this perpetuates deliberate board strategy employed by those who flaunt the law and, in particular, in ACID case studies, many well known UK importers, retailers and manufacturers.
Aggravated Damages 
The mental distress and moral outrage of IP theft must be seen to be quantified and demonstrated by the award of aggravated damages – often it takes a tremendous amount of conviction, courage and huge financial cost to take action causing ensuing mental distress. An example, out of many (there have been 220 settlements on behalf of ACID members), is an ACID member who took action against a well-known major high street retailer. After two years, as a SME, having battled against the powerful legal stonewalling and unnecessary perpetuation of litigation funded by deep legal pockets, he was, at the last moment before Court was the only option, able to settle by mediation. The defendant’s lawyers had used every possible argument to protract the proceedings. The debilitating effect on his family, his business and himself was enormous, it is doubtful whether he will fully recover from this and now has a very jaundiced view of ever attempting to address IP issues through the legal system. The existence of aggravated damages should most definitely be considered in any reform of the damages system in this country to act as a real and meaningful deterrent against IP theft and used to support designers and creative thinkers to continue and encourage innovation and original thought. Fiscal limitations for many of the UK’s SME’s limits access to the legal system for redress against IP infringement but significant aggravated damages would contribute as a real deterrent factor. 
Restitutionary damages 

Under an assessment of damages, a rights owner can only recover the profit that it would have made on sales of their original articles if they can show that each sale made by the infringer would have been a sale made by the rights owner. Where the selling price of the infringing article is significantly lower than the original, which is almost always the case given that the infringer bears no design, development or promotional costs, it is not possible for the rights owner to recover their lost profit on those sales. Instead, their remedy is limited to a reasonable royalty on each sale made by the infringer based on the unrealistic assumption that the rights owner would have entered into a licence with the infringer had the infringer approached the rights owner for permission to copy in the first place. Accordingly, under an assessment of damages, there is no reason whatsoever for an infringer to approach a rights owner for a licence in advance of its infringing activities when the only sanction which may be made against it should its infringing activities be discovered and pursued by the rights owner would be payment of what they would have to have paid anyway had they approached the rights owner upfront.

It is for this reason that the current system of damages under civil law provides no disincentive whatsoever to copiers and is a significant contributor to the extent of the copying problem currently being experienced.
Exemplary Damages 
Punishing the wrong doer in a fair and just society rarely happens in IP infringement. IP crime is still not considered as “theft” nor is it promoted as “theft” clearly because of economic concerns and a lack of education and awareness by the consumer that they are doing anything wrong when they buy counterfeit, pirated or copied goods. In the case of copied goods many are completely unaware that, for example, a supposed reputable brand name has used the designs of an originator without permission, deliberately sent them to China to be produced at a fraction of the original cost and re-introduced them under their own name. The originator (if they are a design right holder) is rarely able to seek legal redress because the law of passing off does not provide an adequate legal remedy as usually they are unknown small brands, the retailer has changed the design sufficiently so that it is difficult to legally challenge, and it is almost impossible to provide evidence of consumer confusion. Risk analysis ensures that this strategy makes economic sense for a retailer or manufacturer but possibly they may review this strategic approach if sufficient exemplary damages were introduced to challenge their financial risk analysis.
Clearly, one of the main disincentives to a copier or dealer in copies of pirated goods is the potential remedies available against them should action be brought. For design right holders, there are currently no criminal sanctions available* see note 1. Furthermore, the current potential civil remedy against an infringer of an intellectual property right is either an assessment of the profit made by the infringer or an award of damages representing the lost profit suffered by the originator.
Under an account of profits, the infringer is only required to account for the profit that they have made in dealing with the infringing articles. The infringer is entitled to deduct all their expenses and overheads involved in those infringing activities. Consequently, there is no loss suffered by the infringer as a result of the infringing activities, and therefore no deterrent whatsoever against future infringing activities. It should also be noted that only a very small percentage of copies are ever pursued through the courts, so on most occasions, the infringer gets away with all their profit.
The European Enforcement Directive dealt with this problem head on in Article 13. In particular, Article 13.2(b) proposed an award of compensatory damages corresponding to the actual prejudice (including lost profits) suffered by the rights holder as a result of the infringement. This clearly takes into account the possibility of not only damages designed to compensate the loss suffered by the rights owner but includes the element of lost profit often missing under the current UK law and also damages representing other elements including in particular moral prejudice. The design industry is a creative industry and all too often ACID hears of the emotional damage suffered by a designer when their designs are copied. This can have an extremely detrimental effect on their future ability and willingness to create new designs. Implementing the provisions of Article 13 have gone some way but not nearly far enough towards remedying the situation.

Case study
The following case study represents a typical example of a scenario that arose at the Decorative Interiors exhibition held at the Birmingham NEC.
A designer/exhibitor specialised in the design and creation of hand painted, high quality throws and cushions. A typical throw would sell for in excess of £200. The exhibitor was showing their products for the first time in the UK at the exhibition, and their entire stand consisted of these hand made throws and cushions.
Another company a few stands away was exhibiting cushions that reproduced identical machine-made designs to those featured on the hand made originals. The copy cushions were sold for approximately £30. The rights owner became increasingly frustrated at the number of visitors to his stand who questioned the marketability of the rights owner’s designs for £200 when the same designs were available on another stand in the same hall as the exhibitor for £30. The exhibitor could not sleep that night and returned to the exhibition the next day resigned to the decision that their entire business was no longer sustainable as a result of the presence of copies on the market. When approached, the exhibitor of the copies simply could not understand why both businesses should not continue to sell the same designs. 

Conclusion
In December 2006 the Chancellor, now Prime Minister, appointed Andrew Gowers to undertake a consultation on the UK’s intellectual property and its fitness in the 21st century. Recommendation 38 in the recent Gowers Report on intellectual property suggested that the “DCA (Department for Constitutional Affairs) “should review the issues raised in its forthcoming consultation paper on damages and seek further evidence to ensure that an effective and dissuasive system of damages exists for civil IP cases and that it is operating effectively. It should bring forward any proposals for change by the end of 2007”. To fail to give due consideration to the creation of aggravated and restitutionary, as well as exemplary damages for IP civil cases would be a grave oversight and would appear to be in direct conflict to the contents of the DTI Innovation Report (December 2003) regarding creativity and inventiveness. In this report, the former Prime Minister acknowledged that creativity and inventiveness was one of the country’s greatest assets. However, if nothing is done to remedy the levels of copying and dealings in pirated goods by creating judicial support via a set of damages which hurt the perpetrators sufficiently, the UK design industry is likely to be damaged irreparably.
Note 1

Criminal Sanctions

Virtually all three-dimensional products are now protected solely by unregistered or registered design rights. Copyright will only protect a very narrow range of three-dimensional products which fall within the definition of “works of artistic craftsmanship”. Similarly, trade marks only protect a very limited number of three-dimensional products, all of which have to be well known products. Accordingly, design law today has a far greater importance in terms of protecting new designs than it has ever done in the past.

The definition of pirated goods under Council Regulation (EC) No 3295/94 amounts to any goods which are or which embody copies made without the consent of the holder of the design right (registered or unregistered). Products within the design industry which are often pirated include plush toys, clothing and jewellery. On top of that, the four most copied industries within ACID’s membership are the furniture, textiles, interior accessories and giftware industries. A visit to any major High Street retailer will clearly demonstrate the importance of these sectors of the design industry to the UK economy.

ACID is extremely concerned that there are currently no criminal sanctions whatsoever under the UK unregistered design right, the UK registered design right, the unregistered Community design or the registered Community design. Accordingly, anyone dealing in pirated goods that are protected by one of the design rights rather than by copyright or trade marks are at no risk of criminal proceedings being brought against them.

Since ACID was formed in 1996, it has seen a huge escalation in the amount of copying taking place within the design industry. This has been particularly so in the last two years. ACID firmly believes that the introduction of criminal sanctions for design right infringements, coupled with the improvements in damages recoverable (as discussed), will have a significant effect on the reduction of copying and dealings with pirated goods in the UK, consequently strengthening the British design industry.
