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This note is intended to supplement our note entitiCustoms Detention: A cost
effective method of enforcing intellectual propertyEuropé and provides specific
guidance on the use of EU Customs detention ipliaemaceutical industry.

As set out in the note, Regulation (EC) 1383/200% (Regulation) provides a
powerful tool for national Customs authorities teyent shipments from entering the
EU market that are suspected of infringing intéllat property rights (“IPR”) such as
trade marks and patents.

Statistics

In 2009, the European Commission Taxation and @usidnion reported on national
Customs activities within the EU, relating to IPRridg the previous year. The
figures show a continuing increase in the overathber of Customs detention cases,
showing a 13% rise in the total number of deterstisince 2007. The number of total
articles detained by Customs rose to almost 179 milion 008 alone.
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Source:Report on European Commission Taxation and Custémisn. EU Customs
Enforcement of Intellectual Property Rights: Resaltthe European Border — 2008.

Of the entire Customs intervention cases in 2008%6related to pharmaceutical
products, which were 4.9% of the total number dicks seized by Customs.
Although pharmaceuticals are not the highest dethsategory of goods, the seizure



of medicines by Customs authorities was up 118%wdoenpared with 2007 and was
the third largest product category of interceptditias.

The main originating country for pharmaceutical IFPiRinging products was India,
with 51.6% of the goods detained by Customs origigathere. The second source
was Syria, making up 36.4% and the third source thasUnited Arab Emirates,
consisting of 8.66%. Most pharmaceutical produatse discovered by Customs in
air transport (more than 50%) and sea transporesepted 36% (although this was
distorted by one very large case).

An explanation for the rise in pharmaceutical deters by Customs authorities is
considered to be the direct impact of the Eurogeammission initiated “Medi-Fake”
action in 2008. On the basis of a risk profilerieat out by the Commission, Customs
authorities from the 27 Member States coordinated prevent counterfeit
pharmaceuticals from entering the EU and detaihedhtat national borders. The
action led to over 32 million pharmaceutical pradubeing stopped by national
Customs authorities, of which more than 15% werspscated of infringing IPR.
Among the seized products were: antibiotics, aatieer, anti-malaria and anti-
cholesterol medicines, as well as painkillers, Yéagnd drug precursors.

Over the course of 2008, there were reported sorhethe largest
pharmaceutical seizures by national Customs auig®ri Customs at Brussels
airport registered the biggest seizure of illegadinines ever recorded in
Europe: 2,200,000 counterfeit medicine tablets wesszed, of which
1,600,000 were painkillers and 600,000 were antarrapills.

Despite this, the main category of pharmaceutidatained is “life style drugs” (such
as weight loss drugs).

Categories of Rights

The below chart shows the breakdown of Customsirdataarticles by type of
infringed right across all product categories.
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Source:Report on European Commission Taxation and Custdmisn. EU Customs
Enforcement of Intellectual Property Rights: Resaltthe European Border — 2008.

Detention on the basis of Trade Mark infringement

According to the 2008 figures, more than 93% ofpdlarmaceutical products were
intercepted by Customs authorities on the suspioba trade mark infringement.
Trade mark infringement continues to be the IPRwdmch the most Customs
detentions are based. The pharmaceutical indisstcpnsidered to be at high risk
from trade mark infringement.

More than half of the articles suspected of tra@eknnfringements were detained in

an import procedure, a quarter in transit proceslarel the rest were detained during
re-export procedures or were discovered in custwarghouses. (However, EU trade
mark law requires the release of goods that ateisit to a non-EU country, even if

they are obviously counterfeit — see below.)

Detention on the basis of Patent infringement

In contrast with the position in relation to tragarks, Customs authorities will not
usually be on the “look out” for suspected patefiingements unless they have been
asked to do so by rights holders, as it involvéscainical assessment and is difficult
to spot by a lay person.

There was a stark increase in 2008 in Customs til@srrelating to patents compared
with 2007, but this is thought to be attributaliethe consumer electronics industry,
being the main category of products involved.

According to the 2008 figures, 6% of all pharmagmltproducts were intercepted by
Customs authorities on suspicion of patent infimget. Almost all were intercepted
in re-export procedures.

Pharmaceutical goods and “goods in transit”

There has been a line of European and English lmasesurrounding the legal
implications of goods seized whilst in transit undecustoms procedure and whether
this constitutes trade mark infringement. The mixte which the same reasoning is
applicable to the infringement of other intelledtpeaoperty rights, such as patents,
however, remains to be considered in depth by dbets.

The European Court of Justice (ECJ) decidedClass Internationalv Colgate-
Palmolive (C-405/03) andViontex v Diese[C-281/05) that if goods come into the
European Economic Area (EEA) under an externalsitgsrocedure, they will not
infringe the trade mark owner’s rights in the EEsAtaey do not become “Community
Goods” until they are placed on the market. Theep#on is where there is a proven
risk that the goods will “leak” back onto the EU niet.

In March 2008, the English Court of Appeal applibid reasoning itkli Lilly v 8PM
Chemist. The action concerned Lilly’s application for artdrim injunction against
8PM Chemist. 8PM’s trade concerned pharmaceutaralsred by patients in the US

(1) Eli Lilly and Company (2) Lilly Icos LLC v 8PNChemist Ltd [2008] EWCA Civ 24, in which Fasken ttiizeau
acted.



from Canadian internet pharmacies, which came tly'4i attention when a
consignment sent from Turkey was detained by UKarus in transit, on suspicion of
containing counterfeits. It did not in fact comtainy counterfeits but Lilly, whose
branded products were included in the consignmengd 8PM for trade mark
infringement. The High Court granted the intermunction but the Court of Appeal
appliedClassandMontexand ordered the release of the goods. Accordingilly's
action was dismissed, the injunction dischargedaamihquiry into damages caused to
8PM by the injunction was ordered. In June 2008 High Court awarded substantial
damages to 8PM, as a result of the wrongly graimjedction.

In the recent case dfokia Corporation v Revenue & Custdiridokia sought judicial
review in the English High Court of a decision bystbms to release a consignment
of goods bearing Nokia’s trade marks, which wenenterfeit. The Court agreed with
Customs that they were not empowered or obligedet@in allegedly counterfeit
goods that were in transit through the EU, andctegeNokia’s application for judicial
review, even though the Judge expressed regreisatdtcome.

That decision was appealed by Nokia and, whilstGbart of Appeal considered the
High Court Judge’s reasoning to be persuasive, Niov@mber 2009 they decided to
refer questions to the ECJ, having regard in palgico a reference on a similar point
in a copyright and designs case by the Belgiantconr4 November 2089 and
because a highly respected judge in the Dutch Gmdtcome to a view effectively
contrary to the position adopted by the EnglishiH@purt. The English Court of
Appeal also indicated that it will write to the Bigent of the ECJ to suggest that the
English and Belgian references be joined.

The precise form of the questions is still to baftmed’, but they will essentially

address whether non-Community goods in transit faome non-Member State to
another non-Member State are capable of constfutiounterfeit goods” within the

meaning of Article 2(1)(a) of the Regulation if thas no evidence that they will be
released into free circulation in the EU or beiily diverted onto the EU market.

It seems possible that the ECJ might find a wawuthorise detention of obvious
counterfeits, such as those in the Nokia case,sthigintaining the status quo in
disputed cases. Whether the ECJ chooses to takeatlrse or not, one thing is clear
— the ECJ’'s response will be of significant comrsrémpact for holders of

intellectual property rights and importers of goodscluding pharmaceuticals,
worldwide.
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2 Nokia Corporation v Revenue & Customs [2009] EWHID3 (Ch)

% NV Koninklijke Philips Electronics v Far East Soimg Limited AR No 02/7600/A

4 At the time of writing, the form of questions Hasen agreed by the parties and is being considsréde Court of
Appeal.
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