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UNITED STATES INTERNATIONAL TRADE COMMISSION
Washington, D.C. 20436

In the Matter of

Inv. No. 337-TA-565
CERTAIN INK CARTRIDGES AND Consolidated Enforcement Proceeding and
COMPONENTS THEREOF Enforcement Proceeding IT

NOTICE OF COMMISSION DETERMINATIONS ON CIVIL PENALTIES;
TERMINATION OF ENFORCEMENT PROCEEDINGS

AGENCY: U.S. International Trade Commission.
ACTION: Notice.

SUMMARY: Notice is hereby given that the U.S. International Trade Commission has
determined to levy civil penalties in the above-captioned proceeding after finding violations of
cease and desist orders and a consent order issued in the original investigation. The Commission
has terminated the proceedings.

FOR FURTHER INFORMATION CONTACT: Michael Haldenstein, Office of the General
Counsel, U.S. International Trade Commission, 500 E Street, SW., Washington, D.C. 20436,
telephone (202) 205-3041. Copies of all nonconfidential documents filed in connection with this
investigation are or will be available for inspection during official business hours (8:45 a.m. to
5:15 p.m.) in the Office of the Secretary, U.S. International Trade Commission, 500 E Street
SW., Washington, D.C. 20436, telephone 202-205-2000. General information concerning the
Commission may also be obtained by accessing its Internet server (http./www.usitc.gov). The
public record for this investigation may be viewed on the Commission’s electronic docket
(EDIS) at http://edis.usitc.gov/. Hearing-impaired persons are advised that information on the
matter can be obtained by contacting the Commission's TDD terminal on 202-205-1810.

SUPPLEMENTARY INFORMATION: The Commission instituted the underlying
investigation in this matter on March 23, 2006, based on a complaint filed by Epson Portland,
Inc. of Oregon; Epson America, Inc. of California; and Seiko Epson Corporation of Japan
(collectively, “Epson™). 71 Fed. Reg. 14720 (March 23, 2006). The complaint, as amended,
alleged violations of section 337 of the Tariff Act of 1930 (“section 337") in the importation into
the United States, the sale for importation, and the sale within the United States after importation
of certain ink cartridges and components thereof by reason of infringement of claim 7 of U.S.
Patent No. 5,615,957; claims 18, 81, 93, 149, 164, and 165 of U.S. Patent No. 5,622,439; claims
83 and 84 of U.S. Patent No. 5,158,377; claims 19 and 20 of U.S. Patent No. 5,221,148; claims
29, 31, 34, and 38 of U.S. Patent No. 5,156,472; claim 1 of U.S. Patent No. 5,488,401; claims 1-
3 and 9 of U.S. Patent No. 6,502,917; claims 1, 31, and 34 of U.S. Patent No. 6,550,902; claims
1, 10, and 14 of U.S. Patent No. 6,955,422; claim 1 of U.S. Patent No. 7,008,053; and claims 21,
45, 53, and 54 of U. S. Patent No. 7,011,397. The complaint further alleged that an industry in



the United States exists as required by subsection (a)(2) of section 337. The complainants
requested that the Commission issue a general exclusion order and cease and desist orders. The
Commission named as respondents 24 companies located in China, Germany, Hong Kong,
Korea, and the United States. Several respondents were terminated from the investigation on the
basis of settlement agreements or consent orders or were found in default.

On October 19, 2007, after review of the ALJ’s final ID, the Commission made its final
determination in the investigation, finding a violation of section 337. The Commission issued a
general exclusion order, a limited exclusion order, and cease and desist orders directed to several
domestic respondents. The Commission also determined that the public interest factors
enumerated in 19 U.S.C. § 1337(d), (f), and (g) did not preclude issuance of the aforementioned
remedial orders, and that the bond during the Presidential period of review would be $13.60 per
cartridge for covered ink cartridges. Certain respondents appealed the Commission’s final
determination to the United States Court of Appeals for the Federal Circuit (“Federal Circuit™).
On January 13, 2009, the Federal Circuit affirmed the Commission’s final determination without
opinion pursuant to Fed. Cir. R. 36. Ninestar Technology Co. et al. v. International Trade
Commission, Appeal No. 2008-1201.

On February 8, 2008, Epson filed two complaints for enforcement of the Commission's
orders pursuant to Commission rule 210.75. Epson proposed that the Commission name five
respondents as enforcement respondents. On May 1, 2008, the Commission determined that the
criteria for institution of enforcement proceedings were satisfied and instituted consolidated
enforcement proceedings, naming the five following proposed respondents as enforcement
respondents: Ninestar Technology Co., Ltd.; Ninestar Technology Company, Ltd.; Town Sky
Inc. (collectively, the “Ninestar Respondents™), as well as Mipo America Ltd. (“Mipo America”)
and Mipo International, Ltd (collectively, the “Mipo Respondents”). On March 18, 2008, Epson
filed a third enforcement complaint against two proposed respondents: Ribbon Tree USA, Inc.
(dba Cana-Pacific Ribbons) and Apex Distributing Inc.(collectively, the “Apex Respondents”).
On June 23, 2008, the Commission determined that the criteria for institution of enforcement
proceedings were satisfied and instituted another formal enforcement proceeding and named the
two proposed respondents as the enforcement respondents. On September 18, 2008, the ALJ
issued Order No. 37, consolidating the two proceedings.

On April 17, 2009, the ALJ issued his Enforcement Initial Determination (EID) in which
he determined that there have been violations of the Commission’s cease and desist orders and
consent order and recommended that the Commission impose civil penalties for such violations.
The Ninestar Respondents filed a timely petition for review. The Commission considered the
EID, the petition for review, the responses thereto, and other relevant portions of the record and
determined not to review the EID on June 19, 2009.



The Commission then requested separate briefing concerning the imposition of civil
penalties for violation of the cease and desist orders and a consent order. Epson, the Ninestar
Respondents, and the Commission investigative attorney filed written submissions and responses
thereto.

Based upon its consideration of the EID, the submissions of the parties, and the entire
record in this proceeding, the Commission adopts the EID’s analysis concerning civil penalties,
except as otherwise noted or supplemented in its order and opinion (to be issued later).
However, while the Commission adopts the EID’s recommended penalty with respect to the
Mipo Respondents and the Apex Respondents, the Commission has determined to impose a
lesser penalty on the Ninestar Respondents.

Accordingly, and subject to final adjudication of any appeal of the same, the Commission
has determined to impose a civil penalty in the amount of $11,110,000 against the Ninestar
Respondents, jointly and severally. Against the Mipo Respondents, the Commission has
determined to impose a civil penalty in the amount of $9,700,000 jointly and severally, and the
Commission has determined to impose a civil penalty in the amount of $700,000 jointly and
severally against the Apex Respondents.

The authority for the Commission’s determination is contained in section 337 of the
Tariff Act of 1930, as amended (19 U.S.C. § 1337), and section 210.75 of the Commission's
Rules of Practice and Procedure (19 C.F.R. § 210.75).

Marilyn R. Abbott
Secretary to the Commission

By order of the Commission.

Issued: August 17,2009



UNITED STATES INTERNATIONAL TRADE COMMISSION
Washington, DC 20436

In the Matter of

Inv. No. 337-TA-565
CERTAIN INK CARTRIDGES AND Consolidated Enforcement Proceeding
COMPONENTS THEREOF And Enforcement Proceeding II

COMMISSION ORDER

The Commission instituted the underlying investigation on March 23, 2006, based on a
complaint filed by Epson Portland, Inc. of Oregon, Epson America, Inc. of California, and Seiko
Epson Corporation of Japan (collectively, “Epson™). 71 Fed. Reg. 14720 (March 23, 2006).

The complaint, as amended, alleged violations of section 337 in the importation into the
United States, the sale for importation, and the sale within the United States after importation of
certain ink cartridges and components thereof by reason of infringement of 31 claims of eleven
patents owned by Epson. Epson requested that the Commission issue a general exclusion order
and cease and desist orders. The Commission named as respondents 24 companies located in
China, Germany, Hong Kong, Korea, and the United States. Several respondents were
terminated from the investigation on the basis of settlement agreements or consent orders or were
found in default.

The Commission’s original investigation in this matter was terminated on October 19,
2007, with a finding of violation of section 337 by reason of importation or sales after
importation of certain ink cartridges that were found to infringe one or more of the asserted
claims of Epson’s patents. The Commission issued a general exclusion order, a limited

exclusion order, and cease and desist orders directed to several domestic respondents. On



January 13, 2009, the Federal Circuit affirmed the Commission’s final determination without
opinion pursuant to Fed. Cir. R. 36. Ninestar Technology Co. et al. v. International Trade
Commission, Appeal No. 2008-1201.

On February 8, 2008, Epson filed two complaints for enforcement of the Commission's
orders against five proposed respondents pursuant to Commission rule 210.75. On March 18,
2008, Epson filed a third enforcement complaint, proposing two additional respondents.

On May 1, 2008, the Commission determined that the criteria for institution of
enforcement proceedings were satisfied and instituted consolidated enforcement proceedings,
naming Ninestar Technology Co., Ltd., Ninestar Technology Company, Ltd., Town Sky Inc. (the
“Ninestar Respondents”) and Mipo America Ltd. and Mipo International, Ltd. (the “Mipo
Respondents™) as enforcement respondents. On June 23, 2008, the Commission determined that
the criteria for institution of enforcement proceedings were satisfied and instituted another formal
enforcement proceeding and named Ribbon Tree USA, Inc. (dba Cana-Pacific Ribbons) and
Apex Distributing Inc. (“Apex Respondents™) as enforcement respondents.

The Commission referred the proceedings to the presiding Administrative Law Judge
(ALJ) to determine whether enforcement respondents had violated the general exclusion order,
cease and desist orders, or consent order issued by the Commission in the underlying
investigation, and to recommend appropriate enforcement measures if necessary. On September
18, 2008, the ALJ issued Order No. 37, consolidating the proceedings.

On April 17, 2009, the ALJ issued his Enforcement Initial Determination (EID) in which
he found a violation of the cease and desist orders and a consent order by the enforcement

respondents. He also found that the Mipo Respondents and Apex Respondents defaulted during



the course of the enforcement proceedings. He recommended a penalty of $20,504,974. for the
Ninestar Respondents, a $9,700,000 penalty for the Mipo Respondents, and a $700,000 penalty
for the Apex Respondents.

The Ninestar Respondents filed a petition for review. Epson and the Commission
investigative attorney (IA) filed responses in opposition. Based on the petition and responses,
and the record developed below, which fully supported the EID’s violation findings, the
Commission determined not to review the violation findings and thereby adopted them.

The Commission also requested a separate briefing on whether to adopt the civil penalties
recommended by the ALJ. The Commission received briefs and responses from Epson, the
Ninestar Respondents and the IA.

Based upon its consideration of the EID, the submissions of the parties, and the entire
record in this proceeding, the Commission hereby ORDERS that, subject to final adjudication of
any appeal of its determinations respecting civil penalties:

(D) Respondents Ninestar Technology Company Ltd. shall forfeit and pay to the

United States a civil penalty in the amount of $6,325,000. Respondent Town Sky
Inc. shall forfeit and pay to the United States a civil penalty in the amount of
$4,785,000. All three of the Ninestar Respondents, Ninestar Technology Co.,
Ltd., Ninestar Technology Company, Ltd., Town Sky Inc. shall have joint and
several liability for the payment of the total amount of these civil penalties; and

(2)  Respondents Mipo America Ltd. and Mipo International, Ltd. shall forfeit and pay

to the United States a civil penalty in the amount of $9,700,000. Respondents
Mipo America Ltd. and Mipo International, Ltd. shall have joint and several
liability for the payment of the total amount of this civil penalty.

3) Respondents Ribbon Tree USA, Inc. (dba Cana-Pacific Ribbons) and Apex

Distributing Inc. shall forfeit and pay to the United States a civil penalty in the
amount of $700,000. Respondents Ribbon Tree USA, Inc. (dba Cana-Pacific

Ribbons) and Apex Distributing Inc. shall have joint and several liability for the
payment of the total amount of this civil penalty.



The Commission further ORDERS that:

(4)  The Secretary shall serve copies of this Order, and an Opinion to be issued later,
upon each party of record in this enforcement proceeding; and

(5  Notice of this Order shall be published in the Federal Register.

Marilyn R. Abbott
Secretary to the Commission

By order of the Commission.

Issued: August 18, 2009
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UNITED STATES INTERNATIONAL TRADE COMMISSION
Washington, D.C. 20436

In the Matter of

Investigation No. 337-TA-565
CERTAIN INK CARTRIDGES AND Consolidated Enforcement Proceeding
COMPONENTS THEREOF and Enforcement Proceeding I1

COMMISSION OPINION

On April 17, 2009, the ALJ issued an Enforcement Initial Determination (“EID”) in the
above-referenced investigation, finding violations of the Commission’s cease and desist orders
and a consent order issued in the underlying investigation on violation, Certain Ink Cartridges
and Components Thereof, Inv. No. 337-TA-565. He recommended that the Commission impose
the maximum statutory penalty on three groups of respondents for the violations of a corsent
order and cease and desist orders.

On April 29, 2009, three of the seven respondents found in violation, Ninestar
Technology Co., Ltd., Ninestar Technology Company, Ltd., and Town Sky Inc. (the “Ninestar
Respondents™), filed a petition for review of the EID. On May 7, 2009, complainants Epson
Portland, Inc. of Oregon, Epson America, Inc. of California, and Seiko Epson Corporation of
Japan (collectively, “Epson”) and the Commission investigative attorney (“IA™) filed responses
to the petition for review.

The Commission determined not to review the ALJ’s finding of violations of the cease
and desist orders applicable to the Ninestar Respondents and Mipo America Ltd. and Mipo

International, Ltd. (the “Mipo Respondents™) or of the consent order applicable to Ribbon Tree
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USA, Inc. (dba Cana-Pacific Ribbons) and Apex Distributing Inc. (the “Apex Respondents™).

The Commission then requested a separate round of briefing on the question of whether
to adopt the ALJ’s remedy recommendations. Epson, the Ninestar Respondents, and the IA
submitted briefs on the remedy issue.! After a thorough consideration of the record and briefs of
the parties on the issues, the Commission has determined to adopt the ALJ’s analysis and
recommendations on penalties with respect to the Mipo Respondents and Apex Respondents but
has determined to impose a lesser penalty on the Ninestar Respondents.
L BACKGROUND

A. History of the Original Investigation

The Commission instituted the underlying investigation on March 23, 2006, based on a
complaint filed by Epson. 71 Fed. Reg. 14720 (March 23, 2006). The complaint, as amended,
alleged violations of section 337 of the Tariff Act of 1930 (“section 337”) in the importation into
the United States, the sale for importation, and the sale within the United States after importation
of certain ink cartridges and components thereof by reason of infringement of claim 7 of U.S.
Patent No. 5,615,957; claims 18, 81, 93, 149, 164 and 165 of U.S. Patent No. 5,622,439 (“the
‘439 patent”); claims 83 and 84 of U.S. Patent No. 5,158,377 claims 19 and 20 of U.S. Patent
No. 5,221,148; claims 29, 31, 34 and 38 of U.S. Patent No. 5,156,472; claim 1 of U.S. Patent No.
5,488,401; claims 1-3 and 9 of U.S. Patent No. 6,502,917 (“the ‘917 patent™); claims 1, 31 and
34 of U.S. Patent No. 6,550,902; claims 1, 10 and 14 of U.S. Patent No. 6,955,422; claim 1 of

U.S. Patent No. 7,008,053 (“the ‘053 patent™); and claims 21, 45, 53 and 54 of U. S. Patent No.

' The Commission received no public comments.

2
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7,011,397 (“the ‘397 patent™). The complaint further alleged that an industry in the United States
exists as required by subsection (a)(2) of section 337. Epson requested that the Commission
issue a general exclusion order and cease and desist orders. The Commission named as
respondents 24 companies located in China, Germany, Hong Kong, Korea, and the United States,
including the companies at issue in the enforcement proceedings: Ninestar Technology
Company, Ltd. (“Ninestar US”); Town Sky Inc. (“Town Sky”); Ninestar Technology Co., Ltd.
(“Ninestar China”); the Apex Respondents and Mipo Respondents. Several respondents were
terminated from the investigation on the basis of settlement agreements or consent orders or were
found in default.

On October 19, 2007, after review of the ALJ’s final ID, the Commission made its final
determination in the investigation, finding a violation of section 337. The Commission issued a
general exclusion order and a limited exclusion order. The Commission also issued cease and
desist orders directed to several domestic respondents: Ninestar US, Town Sky, MMC
Consumables, Inc., and Dataproducts USA, LLC. The Commission further determined that the
public interest factors enumerated in 19 U.S.C. § 1337(d), (f), and (g) did not preclude issuance
of the aforementioned remedial orders, and that the bond during the Presidential period of review
would be $13.60 per cartridge for covered ink cartridges. The Ninestar Respondents and
Dataproducts USA, LLC appealed the Commission’s final determination to the United States
Court of Appeals for the Federal Circuit. On January, 13, 2009, the Court affirmed the
Commission’s final determination without opinion pursuant to Fed. Cir. R. 36. Ninestar

Technology Co. et al. v. International Trade Commission, Appeal No. 2008-1201. The United
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States Supreme Court denied the appellants’ petition for certiorari on June 1, 2009.

B. Parties in the Enforcement Phase of the Investigation

Complainant Epson Portland Inc. is an Oregon corporation with its principal place of
business in Hillsboro, Oregon. Epson Portland has the exclusive right in the United States to
manufacture ink cartridges covered by the asserted patents. Complainant Epson America, Inc. is
a California corporation with a principal place of business in Long Beach, California. Epson
America has the exclusive right in the United States to market and sell ink cartridges covered by
the asserted patents. Complainant Seiko Epson Corporation is a Japanese corporation with a
principal place of business in Nagano-Ken, Japan. EID 12-13. Epson participated in the
enforcement phase of the investigation.

The Ninestar Respondents also participated in the enforcement phase. Respondent
Ninestar China is a Chinese corporation which designs and manufactures ink cartridges which
are marketed in the United States by its subsidiaries. One of its subsidiaries, respondent Ninestar
US, is an American corporation headquartered in the Los Angeles area. Respondent Ninestar US
was established to sell products manufactured by Ninestar Technology in the United States.
Respondent Town Sky is a subsidiary of Ninestar Technology and sells Ninestar Technology’s
products in the United States. EID 13. It was undisputed that the inventory and product
offerings of Ninestar US and Town Sky are limited to products sold by Ninestar China. EID 17. |

As noted, four additional respondents, the Mipo Respondents and the Apex Respondents
were found in default during the enforcement phase. Mipo International is a private limited

company organized under the laws of Hong Kong. It is a manufacturer and seller for importation
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of aftermarket ink cartridges, including ink cartridges for use with Epson printers. Mipo
International is affiliated with Enforcement Respondent Mipo America. EID 28

Respondent Mipo America Ltd. (“ Mipo America™) is a corporation organized under the
laws of the State of Florida with its principal place of business located in Miami. The ALJ found
that Mipo America imports into the United States and sells after importation aftermarket ink
cartridges manufactured by Mipo International, including ink cartridges for use with Epson
printers. EID 28.

Respondent Apex Distributing, Inc. (“Apex”) is a corporation previously organized under
the laws of the State of Washington, which dissolved in April 2008, after Epson filed and served
its complaint on Apex’s registered agent. The ALJ found that Apex is now located in Canada
with operations in Florida, through which it imports and sells after importation into the United
States ink cartridges including cartridges for use with Epson printers. EID 27.

Respondent Ribbon Tree USA (“Ribbon Tree”) is a corporation previously organized
under the laws of the State of Washington, which dissolved in April 2008 after Epson filed and
served its complaint on Ribbon Tree USA’s registered agent. Ribbon Tree continues to have a
place of business in Canada. The ALJ found that Ribbon Tree is affiliated with respondent Apex
and is in the business of selling ink cartridges imported for sale into the United States, including
cartridges for use with Epson printers. EID 27.

C. Products at Issue

The enforcement proceeding concerns aftermarket replacement ink jet cartridges

manufactured and/or sold by respondents for use in ink jet printers manufactured by Epson.
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There are two types of ink cartridges at issue: (1) compatible ink cartridges and (2)
remanufactured ink cartridges. Epson and the Ninestar Respondents defined “compatible” ink
cartridges as new ink cartridges that are not manufactured by Epson but are manufactured for use
with Epson inkjet printers. EID 32. “Remanufactured” ink cartridges, on the other hand, are
genuine Epson ink cartridges (i.e., originally manufactured by Epson) that have been used and
are then refilled with ink by a remanufacturer. EID 32. Remanufactured or refilled ink cartridges
were not at issue in the original investigation. In order for remanufactured cartridges to be
permissibly repaired and not infringing, they must have first been sold in the United States, the
“first sale” requirement. EID 68.

D. History of Enforcement Proceedings

On February 8, 2008, Epson filed two complaints for enforcement of the Commission's
orders pursuant to Commission rule 210.75. Epson proposed that the Commission name five
firms as enforcement respondents. On May 1, 2008, the Commission determined that the criteria
for institution of enforcement proceedings were satisfied and instituted consolidated enforcement
proceedings, naming the Ninestar Respondents and the Mipo Respondents.

On March 18, 2008, Epson filed a third enforcement complaint against the Apex
Respondents. On June 23, 2008, the Commission determined that the criteria for institution of
enforcement proceedings were satisfied and instituted another formal enforcement proceeding,
naming the two firms as the enforcement respondents. On September 18, 2008, the ALJ issued
Order No. 37 consolidating the two proceedings.

On January 9, 2009, the ALJ issued an ID (Order No. 48) finding three respondents
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(Mipo International Ltd., Ribbon Tree USA, Inc. (dba Cana-Pacific Ribbons) and Apex
Distributing Inc.) in default pursuant to Commission rules 210.16 and 210.75 for failure to
respond to the complaint and notice of investigation. EID 126. The Commission determined not
to review the ID.

On January 13, 2009, the ALJ issued an ID (Order No. 51) finding Mipo America Ltd. in
default pursuant to Commission rule 210.16(a)(2) for failure to cooperate in discovery. EID 126.
The Commission determined not to review the ID.

The ALJ held an evidentiary hearing on January 14-16, 2009, in which Epson, the
Ninestar Respondents and the IA participated.

On April 17, 2009, the ALJ issued an EID finding violations of certain cease and desist
orders and a consent order issued during the underlying investigation. He also found the
members of each of the three groups of respondents jointly and severally liable for the violations
related to them. He recommended the maximum penalties under 19 U.S.C. § 1337(f): a penalty
of $20,504,974 for the Ninestar Respondents, a $9,700,000 penalty for the Mipo Respondents,
and a $700,000 penalty for the Apex Respondents. The Ninestar Respondents filed a petition for
review which was opposed by Epson and the IA.

On June 19, 2009, the Commission determined not to review the ALJ’s findings of
violation of the orders and the determination that the three groups of respondents should be
jointly and severally liable for the violations. The Commission also determined not to review the
ALJ’s determination that the Ninestar Respondents had not established defenses to their

violations of the cease and desist orders. The Commission requested briefing concerning the
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amount of the penalties that should be imposed for the violations and briefing was completed on
July 13, 2009. Epson, the Ninestar Respondents and the IA all submitted briefs concerning the
issue of civil penalties.
IL. DISCUSSION

A. Violation of the Cease and Desist Orders and Consent Order

Epson’s complaints alleged violations of the cease and desist orders issued to Ninestar
US, Town Sky, and Mipo America and a consent order issued to the two Apex Respondents.
The cease and desist orders and consent order prohibit the sale or importation for sale of
“covered products,” i,e. products that infringe the asserted claims.” Because of the large number
of claims asserted in the original investigation, Epson selected four of the 31 patent claims that
were found valid and infringed in the violation phase and that are the subject of the cease and

desist orders® and the consent order.* The four claims, claim 81 of the ‘439 patent, claim 9 of the

? The cease and desist orders issued to the Ninestar US and Town Sky define covered
products as ink cartridges covered by claim 7 of the ‘957 patent; claims 18, 81, 93, 149, and 164
the ‘439 patent; claims 83 and 84 of the ‘377 patent; claims 19 and 20 the ‘148 patent; claim 1
the ‘401 patent; claims 1, 2, 3 and 9 of he ‘917 patent; claims 1, 31 and 34 of the ‘902 patent;
claims 1, 10 and 14 the ‘422 patent; and claim 1 the ‘053 patent. The cease and desist order
issued to Mipo America also includes claims 29, 31, 34 and 38 of the ‘472 patent and claims 21,
45, 53, and 54 of the ‘397 patent. Cease and desist orders were not issued to Ribbon Tree USA,
Inc. and Apex Distributing Inc. Instead, they agreed to the entry of a consent order during the
course of the violation phase of the investigation. EID 29. The consent order includes all of the
aforementioned claims.

* Each cease and desist order states that it “shall apply to Respondent and to any of its
principals, stockholders, officers, directors, employees, agents, licensees, distributors, controlled
(whether by stock ownership or otherwise) and majority-owned business entities, successors, and
assigns, and to each of them, insofar as they are engaging in conduct prohibited by Section III,
infra, for, with, or otherwise on behalf of Respondent.” The orders state that respondents, or
other covered persons, may not: “(A) import or sell for importation into the United States

8
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‘917 patent, claim 1 of the ‘053 patent and claim 21 of the ‘397 patent (the “Enforcement
Claims”) are also covered by the exclusion orders.
1. Ninestar Respondents

The ALJ found that the Ninestar Respondents stipulated that their compatible and
remanufactured cartridges are covered by the Enforcement Claims. EID 38; Order No. 50. Order
No. 50 identifies the specific Enforcement Claims infringed by specific models of the Ninestar
Respondents’ compatible and remanufactured cartridges. EID 38. The ALIJ also found that the
Ninestar Respondents did not dispute importing and selling the accused products. However, he
further noted that, although the Ninestar Respondents did not dispute the specifics of the sales
and importations, they raised permissible repair and a due process argument as defenses. EID
105, 113, 121, n.26-29.

As to specific acts of violation, the ALJ found that the Ninestar Respondents did not

dispute that Ninestar US imported covered products on 6 days on or between October 25, 2007

covered products; (B) market, distribute, offer for sale, sell, or otherwise transfer (except for
exportation), in the United States imported covered products; (C) advertise imported covered
products; (D) solicit U.S. agents or distributors for imported covered products; or (E) aid or abet
other entities in the importation, sale for importation, sale after importation, transfer, or
distribution of covered products.”

* The consent order states that “[r]espondents shall not sell for importation, import into
the United States or sell in the United States after importation, or knowingly aid, abet, encourage,
participate in, or induce the sale for importation, importation into the United States or sale in the
United States after importation of ink cartridges that are the subject of this investigation or ink
cartridges that infringe . . . .” The consent order also states that it is “applicable to and binding
upon Respondents, their officers, directors, agents, servants, employees, and all persons, firms, or
corporations acting or claiming to act on their behalf or under their direction or authority, or any
of their affiliated companies, parents, subsidiaries, or other related business entities, or their
successors or assigns.”
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and December 12, 2007. EID 121. The ALIJ further found that Ninestar US sold covered
products on 109 days on or between October 23, 2007 and May 5, 2008. EID 121. Similarly, he
found undisputed that Town Sky imported covered products on 9 days on or between October 23,
2007 and May 5, 2008, and that Town Sky sold covered products on 78 days on or between
October 23, 2007 through March 7, 2008. EID 121-122.
2. Mipo Respondents

The Mipo Respondents defaulted in the enforcement phase after responding to the
complaint. EID 26, 30. The complaint against the Mipo Respondents alleged that the Mipo-
brand cartridges that Epson obtained directly from Mipo America following the entry of the
remedial orders infringe Epson’s patents in violation of the general exclusion order, limited
exclusion order and the cease and desist order. Epson/Mipo Enforcement Complaint at 7-9.

The ALJ found that because the Mipo Respondents had been found in default, the
allegations of the complaint, including the infringement allegations, were deemed admitted
against them. EID 50. Moreover, the ALJ found undisputed that Epson established that the
Mipo-brand compatible cartridges obtained by Epson’s investigator after the entry of the
remedial orders are covered by at least enforcement claim 9 of the ‘917 patent.

Epson’s expert Murch also reviewed and analyzed the four Mipo compatible cartridges
that complainants’ investigator Seitz purchased from Mipo America’s website,
www. hginkjets.com, following the entry of the remedial orders. Murch selected a cartridge,
which he found to be representative of all four Mipo cartridges, and presented his infringement

analysis during the evidentiary hearing with respect to this cartridge. EID 50. The ALJ found
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that it met the preamble and limitations of enforcement claim 9 of the ‘917 patent literally.
Because it was representative of the other three Mipo cartridges, the ALJ found that the
infringement analysis presented by Murch was equally applicable to those cartridges. The ALJ
further found that his independent analysis of the other three Mipo cartridges established that
those cartridges are covered by enforcement claim 9 of the ‘917 patent. EID 50.

In addition, the ALJ found undisputed that documents from online retailer *** showed
that Mipo America sold remanufactured cartridges after the date of the remedial orders. Because
genuine Epson cartridges practice at least one Enforcement Claim, the ALJ found that a Mipo-
brand remanufactured Epson cartridge must also infringe the same Enforcerhent Claim as the
compatible cartridges. Accordingly, the ALJ found that the remanufactured cartridges sold
and/or imported by the Mipo Respondents, through ***_ also infringe at least one Enforcement
Claim and are therefore covered products. The ALJ concluded that the evidence was unrebutted
that the Mipo Respondents had imported covered products on two days, and had sold covered
products on 95 separate days. EID 126

3. Apex Respondents

The Apex Respondents also defaulted in the enforcement phase. In the complaint against
them, Epson alleged that original Epson remanufactured cartridges that Epson investigators
obtained from the Apex Respondents are covered by the claims that are the subject of the consent
order entered into by the Apex Respondents. EID 51. Epson further alleged that the
remanufactured cartridges sold by the Apex Respondents were first sold abroad. The ALJ found

that their default is sufficient to deem the allegations of the complaint, including the infringement
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allegations, admitted. EID 51.

The ALJ also found that Epson established, and it was undisputed, that every
remanufactured cartridge which Epson’s investigators obtained from the Apex Respondents after
the entry of the remedial orders infringe all of the Enforcement Claims. He also noted that Epson
uncovered, through third-party discovery, remanufactured cartridges that were sold and/or
imported by the Apex Respondents and also form the basis of the violations of the remedial
orders. EID 52. The ALJ concluded that the evidence was unrebutted that Apex and Ribbon
Tree USA had sold covered cartridges on three separate days and imported covered cartridges on
four separate days. EID 129

4. Analysis

The evidence was undisputed that the seven enforcement respondents violated the
consent order and cease and desist orders. Although they were active in the enforcement
proceedings, the Ninestar Respondents did not challenge any of the ALJ’s findings concerning
their importation and sale of covered products. We determined not to review the ALJ’s
conclusions with respect to the violations of the orders, and we hereby adopt his analysis and
reasoning. Notice of Commission Determination Not to Review an Enforcement Initial
Determination, 74 Fed. Reg. 30320 (June 25, 2009).

B. The Ninestar Respondents’ Defenses to Violation

As noted above, the Ninestar Respondents do not dispute that the accused products are
covered by the Enforcement Claims. However, with respect to one of the two classes of

products, the remanufactured cartridges, they raised non-infringement by reason of permissible
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repair. They also argued that they should not be held liable because the orders did not give them
notice that remanufactured cartridges would be covered by the orders, and thus violated their
Fifth Amendment right to due process.
1. Permissible Repair
The affirmative defense of permissible repair is related to the concept of patent
exhaustion. An alleged infringer must prove two elements to establish a permissible repair
defense: (1) that the repair did not amount to a reconstruction of the patented article; and (2) that
the patented article underwent a patent-exhausting first sale in the United States. Fuji Photo
Film Co. v. ITC, 474 F.3d 1281, 1293 (Fed. Cir. 2007),; Jazz Photo Corp. v. ITC, 264 F.3d 1094,
(Fed. Cir. 2001). Patent exhaustion, and permissible repair, must be proven on an article-by-
article basis. Because permissible repair is an affirmative defense, the Ninestar Respondents
shouldered the burden of proving permissible repair by a preponderance of the evidence for each
cartridge they sold or imported in violation of the orders. Jazz Photo, 264 F.3d at 1102.
a. ALJ’s Determination
The ALJ found that the Ninestar Respondents waived their affirmative defense of
permissible repair. EID 59. He noted that they did not raise it in their prehearing statement, in
response to interrogatories, in their posthearing brief, reply brief, or at the hearing. Further, the
ALJ found that the Ninestar Respondents did not dispute that they did not provide any evidence
to support this affirmative defense at the evidentiary hearing. EID 59. He, therefore, found the
defense waived. EID 59-60.

The ALJ also found that they had failed to establish the defense, to the extent they had
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raised it. He found that the Ninestar Respondents failed to meet their burden of proving
permissible repair by a preponderance of the evidence as they did not establish from whom or
where the cartridges at issue had originated. Rather, he found that the record establishes that
there was no way to tell whether the Ninestar Respondents’ cartridges were first sold in the
United States, as required for the permissible repair defense. EID 60.
b. Analysis

We agree with the ALJ that the Ninestar Respondents waived the defense of permissible
repair because they failed to raise it in their prehearing statement, response to the complainants’
interrogatories, posthearing brief or reply brief or at the hearing. See EID 59. Furthermore, we
agree with the ALJ that, even if the defense had not been waived, the Ninestar Respondents
nevertheless failed to meet their burden to show permissible repair by a preponderence of the
evidence for each cartridge sold or imported in violation of the cease and desist orders based
upon the reasoning set forth by the ALIJ.

2. Fifth Amendment Argument
a. ALJ’s Determination

The ALJ rejected the Ninestar Respondents” arguments that due process prohibits the
imposition of penalties. He found that the remanufactured cartridges are essentially the same as
the cartridges found to practice the claims in the original investigation for purposes of a domestic
industry analysis, and thus, the Ninestar Respondents were on notice that the remedial orders did
include refilled cartridges as excluded products, unless they were subject to a permissible repair

defense. He indicated that no respondent should be surprised when a finding of a violation by
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the ALJ results in an exclusion order prohibiting importation of “any ‘infringing’ products” as
this is longstanding Commission practice. EID 46.

Moreover, the ALJ found that the actions of the Ninestar Respondents after issuance of
the exclusion order demonstrate their awareness of this fact, as they attempted to identify which
refilled cartridges were purchased in the United States and which were not. He noted that Mr.
Lu, of Ninestar China, as early as Spring of 2007, admitted to understanding thét whether a
remanufactured Epson cartridge was first sold in the United States would in part determine
whether it was covered by the remedial orders. He also pointed out that the Ninestar
Respondents’ first purchases of empty Epson cartridges for refilling/remanufacturing were all
from United States firms. EID 45-46.

The ALJ also rejected the Ninestar Respondents’ contention that the imposition of
penalties under these circumstances inhibit legitimate “design-around” attempts, finding the
argument misplaced as the Ninestar Respondents have not argued that any of the products at
issue are “design around” products that do not infringe. Indeed, he noted that the Ninestar
Respondents have admitted that all of their cartridges at issue, including their refilled cartridges,
are literally covered by the claims. EID 48.

b. Ninestar Respondents’ Petition for Review and the Responses

The Ninestar Respondents claimed that the ALJ ignored their due process argument,
arguing that he never addressed the issue of whether there was adequate notice concerning the
refilled cartridges. Petition at 8. They contended that their argument concerning “design-

arounds” is relevant here because the law is “murky” concerning the contours of the permissible
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repair defense. Id. at 9. They also cited district court cases that they argue suggest that the first-
sale doctrine may apply to sales abroad rather than just sales in the United States, thus expanding
the scope of the permissible repair doctrine. Id. at 9.

Epson and the 1A support the ALJ’s rejection of the Fifth Amendment defense. Epson
Response at 39-42; IA Response at 11-12. They note that the Ninestar Respondents concede that
their cartridges are covered by the claims and that the Ninestar Respondents do not challenge the
ALJ’s findings that they had notice that their cartridges are covered products because they were
actually aware that their cartridges are within the claims and subject to the orders.

c. Analysis

We agree with the ALJ’s finding that the Ninestar Respondents had adequate notice of
what is prohibited by the orders, and in fact, that they actually knew that their refilled cartridges
that were first sold abroad are covered products. EID 48-49. Furthermore, as the ALJ noted, the
Ninestar Respondents’ argument that it is unfair to impose penalties on “design-around” products
is irrelevant under these circumstances because their products were not “design-arounds” and the
Ninestar Respondents knew their products were covered by the claims.

The Ninestar Respondents’ argument that the law concerning the contours of permissible
repair is murky overlooks the fact that Federal Circuit law is clear despite what district courts
have said on the subject.” Further, notwithstanding the two district court cases, the Ninestar

Respondents’ waived their permissible repair defense and conceded that any competent counsel

> In Jazz Photo Corp. v. ITC, 264 F.3d 1094, 1105 (Fed. Cir. 2001), the Federal Circuit
indicated that the permissible repair defense to a claim of infringement of a U.S. patent only
applies following a patent-exhausting sale in the United States.

16



PUBLIC VERSION

would know that Ninestar’s refilled cartridges are covered products.® “Admittedly, a patent
attorney would and should know that refurbishing and reselling of spent cartridges, which were
not first sold in the United States, would be patent infringement.” Ninestar Respondents’
Prehearing Statement at 5. While there may be instances where it is unclear whether certain
conduct is prohibited, this is not one of those cases as the Ninestar Respondents knew that their
conduct was prohibited.

C. Civil Penalties for the Violations of the Orders

Civil penalties are mandatory for violations of the Commissions’ cease and desist and
consent orders issued under section 337. Subsection (f)(2) of section 337, 19 U.S.C. §
1337(£)(2), states that:

any person who violates an order issued by the Commission under paragraph (1)

[i.e., a cease and desist or consent order] after it has become final shall forfeit and

pay to the United States a civil penalty for each day on which the importation of

articles, or their sale, occurs in violation of the order of not more than the greater

of $100,000 or twice the domestic value of the articles entered or sold on such day

in violation of the order.
The statute thus provides for the imposition of a per diem monetary penalty in the event of
violation of a cease and desist order and sets two alternate ceilings (whichever is greater under
the circumstances) on the magnitude of such penalty.

In determining whether civil penalties are warranted and for assessing the appropriate

amount for any such penalty, the Commission applies a six-factor test. The test entails balancing

¢ Respondents subject to a Commission cease and desist order “have an affirmative duty
to take energetic steps to do everything in their power to assure compliance, and this duty not
only means not to cross the line of infringement, but to stay several healthy steps away.” Certain
Lens-Fitted Film Packages, Inv. No. 337-TA-406, Comm’n Op. on Enforcement, at 20 (2003).
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the following: (1) the good or bad faith of the respondent; (2) the injury to the public; (3) the
respondent’s ability to pay; (4) the extent to which respondent has benefitted from its violations;
(5) the need to vindicate the authority of the Commission; and (6) the public interest.” ® The
Commission’s review of the ALJ’s remedy recommendations is de novo. Every issue of fact and
law in connection with those recommendations is open for Commission determination. We first
discuss the civil penalties for the Ninestar Respondents and review the ALJ’s findings and the
parties’ arguments with respect to each of the six factors and we discuss our conclusions with
respect to each factor. We then explain our decision to reduce the civil penalties to be imposed
on the Ninestar Respondents despite our general agreement with the ALJ’s analysis. Finally, we
discuss our decision to impose the maximum penalties on the defaulting respondents.

D. Analysis of Penalties for the Ninestar Respondents

1. Good or Bad Faith of Respondents

7 See Certain Erasable Programmable Read Only Memories, Components Thereof.
Products Containing Such Memories and Processes for Making Such Memories, Inv. No. 337-
TA-276 (Enforcement Proceeding), Commission Opinion at 23-24, 26 (Aug. 1991) (EPROMs);
Certain Neodymium-Iron-Boron Magnets, Magnet Alloys, and Articles Containing Same, Inv.
No. 337-TA-372 (Enforcement Proceeding), USITC Pub. 3073, Comm. Op. at 12-13 (Nov.
1997) (Magnets); Certain Agricultural Tractors Under 50 Power Take-Off Horsepower, Inv. No.
337-TA-380 (Enforcement Proceeding), USITC Pub. 3227, Commission Enforcement Opinion at
32 (August 1999) (Tractors); Certain Lens-Fitted Film Packages, Inv. No. 337-TA-406
(Consolidated Enforcement and Advisory Opinion Proceedings), Commission Opinion at 17
(June 2003) (Cameras I); Certain Lens-Fitted Film Packages, Inv. No. 337-TA-406
(Enforcement Proceeding IT), Commission Opinion at 29 (January 2005) (Cameras II).

¥ See San Huan New Material High Tech, Inc. v. Int’l Trade Comm’n, 161 F.3d 1347,
1362 (Fed. Cir. 1998) (San Huan), 161 F.3d at 1364-65. The Federal Circuit noted there that
such a test takes into account the three overarching considerations enumerated by Congress in the
legislative history of section 337(f)(2) — the desire to deter violations, the intentional or
unintentional nature of any violations, and the public interest. San Huan, 161 F.3d at 1362.
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a. The EID

The ALJ utilized a five-prong test and found that all five prongs supported finding bad
faith on the part of the Ninestar Respondents. The test, developed in Tractors, considers whether
the respondent: (1) had a reasonable basis to believe that the violating product was not within the
scope of the Commission’s order, (2) requested an advisory opinion or clarification from the
Commission, (3) provided any opinion of counsel indicating that it obtained legal advice before
engaging in the acts underlying the charge of violation, (4) decided which products were subject
to the order based on the decisions of management and technical personnel, without legal advice,
and (5) satisfied its reporting requirements under the relevant Commission order. EID 64-65.

With respect to whether the Ninestar Respondents reasonably believed their
remanufactured cartridges were non-infringing, the ALJ found that they explored the possibility
of selling remanufactured cartridges because they were aware of the risk that they would no
longer be permitted to sell compatible cartridges . EID 68. He found that they placed a premium
on collecting cartridges used in the United States because they appreciated that the first sale
doctrine meant that only U.S. cartridges could be permissibly repaired and be non-infringing.
EID 68. See Jazz Photo Corp. v. Int’l Trade Comm., 264 F.3d 1094 (Fed. Cir. 2001).

In short, the ALJ found that the Ninestar Respondents were fully aware of the legal issues
regarding their remanufactured cartridge. EID 70-71. He was able to point to specific evidence
of their understanding of the issue. He noted that a customer of Ninestar US requested
assurances in January 2008 that Ninestar US’ remanufactured cartridges had been first sold in the

United States, and that Ninestar US’ email response indicated that it understood this requirement.
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EID 71-73. He concluded that the Ninestar Respondents chose profit over legality and *** even
though they knew the steps they needed to take to legally sell remanufactured cartridges but
ignored these steps in favor of expedience and profit. EID 74. He further found that ***, EID
74. He concluded that the Ninestar Respondents did not have a reasonable basis to believe that
the violating product was not within the scope of the Commission’s orders, and therefore, prong
one weighed heavily in favor of a finding of bad faith. EID 75.

Regarding prong two (requesting an advisory opinion or clarification from the
Commission), the ALJ found that the Ninestar Respondents did not request an advisory opinion
from the Commission even though Ninestar China’s witness at the hearing testified that the
orders were vague. He found this fact also weighed in favor of a finding of bad faith. EID 77-
78.

With respect to obtaining opinion of counsel, the ALJ found that since at least 2001 it has
been well-known that permissible repair and patent exhaustion apply only to articles first sold in
the United States. EID 79. He noted that the Ninestar respondents admitted in their pre-hearing
statement that “a patent attorney would and should know that refurbishing of spent cartridges,
which were not first sold in the United States, would be patent infringement.” EID 79 (quoting
Prehearing Statement at 5). Hence, he found that the Ninestar Respondents should have known
that it was necessary to seek advice of legal counsel prior to selling the remanufactured cartridges
and that their failure to do so weighs in favor of finding bad faith. EID 79.

As to prong four, deciding which products were subject to the orders based on decisions

of management and technical personnel without legal advice, the ALJ found that the Ninestar
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Respondents’ management decided which cartridges were subject to the orders without seeking
legal advice. EID 80-81. Ninestar US and Town Sky submitted compliance reports with the
Commission indicating that they believed that “substantially all” of their remanufactured
cartridges were of U.S. origin. EID 80. At the hearing however, the officer of Ninestar US who
signed the compliance statement admitted that ***. EID 80. Thus, the ALJ found the Ninestar
Respondents’ management decided which products were subject to the Commission’s orders
based on expedience without legal advice. EID 80-81.

With respect to prong five, satisfying the reporting requirements under the Commission
orders, the ALJ found that the Ninestar Respondents who prepared statements of compliance did
not know the origin of the remanufactured cartridges. EID 82. Thus, the ALJ found that prong
five also weighed in favor of a finding of bad faith by the Ninestar Respondents.

Based on the foregoing, the ALJ found that an analysis of the five prongs compelled the
conclusion that the Ninestar respondents violated the Commission’s remedial orders in bad faith.
EID 82.

b. Arguments of the Parties

Epson argues that the ALJ correctly found that every prong of the analysis supports a
finding of bad faith because the Ninestar Respondents’ violations of the Commission's Orders
were conscious and intentional. Epson Main Brief on Penalties (“Epson Penalty Br.”) at 17.
Epson asserts that Ninestar Respondents make no attempt to explain why, if Ninestar found the
orders confusing, it did not seek clarification from the Commission, or obtain an advisory

opinion or the advice of counsel. Epson Reply on Penalties (“Epson Penalty Reply”) at 21.
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Epson notes that the Ninestar Respondents appear to argue that they believed the
importation and sale of all remanufactured cartridges was permissible because they were unaware
that the permissible repair defense applies only to articles first sold in the United States. Epson
asserts, however, that the overwhelming evidence conclusively proves that Ninestar fully
appreciated the first sale requirement by as early as Spring of 2007. Epson Penalty Reply at 21.

Epson argues that the Ninestar Respondents make no attempt to explain why, even
though they were clearly aware that there were legal issues with their remanufactured cartridges
when U.S. Customs and Border Protection began refusing entry in December 2007, they
continued selling remanufactured cartridges until June 2008. Epson Penalty Reply at 22.

The Ninestar Respondents acknowledge that the ALJ considered the correct factors in
assessing the penalties to be imposed, but they argue that he incorrectly applied the test. Ninestar
Respondents Brief on Penalties at 3 (“Ninestar Penalty Br.” ). They do not dispute selling
remanufactured cartridges but claim no compatible cartridges were sold. Ninestar Penalty Br. at
3-4n4.

They admit importing *** remanufactured cartridges after the Commission issued the
remedial orders, but they claim they had a “reasonable belief” that they could sell remanufactured
(refilled) cartridges as this practice is customary in the marketplace. Ninestar Penalty Br. at 10.
They note the orders do not refer to remanufactured cartridges and that the testimony of Mr. Dai
indicated that Epson had permitted the sale of remanufactured cartridges. Ninestar Penalty Br. at
10 (citing Tr. at 852-53 (Dai)). Finally, they contend that the fact that there were numerous

returns of their cartridges because they were viewed as potentially in violation of the orders,

22



PUBLIC VERSION

indicates that the Ninestar Respondents operated in good faith and allowed customers to return
the cartridges. Ninestar Penalty Br. at 11.

On reply, the Ninestar Respondents argue that remanufactured cartridges were not at issue
in the original proceeding, so they could not reasonably know that they might infringe. Ninestar
Penalty Reply at 19. They insist that there is no evidence that any of the Ninestar Respondents
knew that the remanufactured cartridges were infringing, and if they had known they would not
have imported the remanufactured cartridges. They explain that they did not seek advice of
counsel or an advisory opinion because they thought what they were doing was entirely proper.
Ninestar Penalty Reply at 24-25.

With respect to the inaccurate statements of compliance, the Ninestar Respondents
emphasize that there is no evidence that they knowingly filed false statements. Ninestar Penalty
Reply at 25. Although admitting the compliance statements were false, they claim there is no
evidence that Mr. Dai, who prepared the statements, ***. Ninestar Penalty Reply at 25-26.

The IA argues that the ALJ correctly found bad faith on the part of the Ninestar
Respondents in violating the orders. He argues that they do not appear to have taken any steps to
avoid violating the orders, such as seeking the advice of counsel or seeking an advisory opinion.
IA Brief on Penalties (“IA Penalty Br.””) at 9. Moreover, he argues that the importations were
voluminous and only stopped when U.S. Customs and Border Protection halted the importations.
Id. He also claims that there was evidence that the Ninestar Respondents back-dated sales to
before the issuance of the Commission’s orders and that the Ninestar Respondents’ inventory

records were manipulated to mask the sale of compatible cartridges. Id.
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c. Analysis of Good or Bad Faith

We find that the ALJ’s findings as to the first factor are supported by the record and his
conclusion that they violated the orders in bad faith is well reasoned. The evidence is clear that
the Ninestar Respondents did not comply with the Commission’s orders. Rather than importing
and selling the compatible cartridges which were clearly prohibited, the Ninestar Respondents
began importing and selling remanufactured cartridges. While they argue that they believed their
remanufactured cartridges were not infringing and therefore not covered by the orders, the
evidence cited by the ALJ refutes this contention. The evidence indicates that the Ninestar
Respondents understood the first sale requirement and were on notice that their remanufactured
cartridges were infringing and therefore covered by the orders. Yet, they continued to import and
sell the cartridges. The Ninestar Respondents, though pleading innocence, do not dispute the
factors and evidence relied upon by the ALJ for finding violations of the orders in bad faith. As
Epson and the IA observe, there was additional undisputed evidence of bad faith, such as
“conditional sales,” upon which the ALJ did not rely.” While the record is replete with evidence
of bad faith, as the ALJ has outlined, we also have considered evidence showing good faith on

the part of the Ninestar Respondents. There is evidence that for three months the Ninestar

® Ninestar US reported selling approximately *** compatible cartridges on Sunday, ***.
The testimony at the hearing indicated that it is likely these “conditional sales” for six months of
inventory were almost certainly shipped after issuance of the Commission’s remedial orders on
October 19, 2007, though they were conditionally booked in Ninestar US’ accounting system on
*#% . Tr. 430-440 (Kinrich). Ninestar appears to maintain that these sales occurred prior to the
remedial orders. Ninestar Respondents Proposed Rebuttal to Complainants’ Findings of Fact at
124-132.
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Respondents refilled empty cartridges first sold in the United States. EID 68. The Ninestar
Respondents also cooperated in the enforcement proceedings and provided discovery rather than
electing to default. However, there is additional evidence suggesting that they attempted to
comply with the Commission’s orders only so long as it was convenient for them to do so, i.e.,
until demand exceeded the U.S. supply of empty cartridges. EID 68. As such, any initial attempt
to comply with the Commission’s remedial orders shows just a minimal amount of good faith on
the part of the Ninestar Respondents. We disagree with the Ninstar Respondents that allowing
customers to return cartridges shows that they operated in good faith. Any returns appear to be
merely an attempt to maintain customer relations rather than an effort to comply with the
Commission’s remedial orders given that the Ninestar Respondents continued to sell
remanufactured cartridges in violation of the orders until at least June 2008. EID 99;
Complainants’ Proposed Findings of Fact (“CFF”) IX.A.25-26 (undisputed). After consideration
of each of the five factors, we conclude, as did the ALJ, that the Ninestar Respondents acted in
bad faith. We therefore adopt the ALJ’s findings with respect to the bad faith of the Ninestar
Respondents to the extent they are not inconsistent with the findings in this section.
2. Injury to the Public
a. The EID

With respect to the second factor, injury to the public, the ALJ stated that the
Commission’s focus is not on harm to the public at large, but on whether respondent’s violation
of a remedial order ’through unlicensed sales injured the domestic industry. EID 84-85 (citing

Magnets at 25 in which the Commission held that harm to the domestic industry and, by
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extension, the public, could be measured in terms of respondents’ unlicensed sales). The ALJ
found that the public interest faétor weighed against the Ninestar Respondents because Ninestar
US and Town Sky sold a significant amount of cartridges in violation of the cease and desist
orders on 109 and 78 different days, respectively. EID 85. He also noted, later in his analysis,
that these sales deprived Epson of over $*** in revenue. EID 96.

b. Arguments of the Parties

Epson argues that this factor also weighs in favor of a stiff penalty as the Ninestar
Respondents harmed the domestic industry by importing thousands of cartridges and depriving
Epson of sales that could have totaled over $***. Epson Penalty Br. at 17-18, 18 n.44.

The Ninestar Respondents argue this factor is redundant as the other factors demonstrate
that there has been no injury to the public because the Ninestar Respondents have not benefitted
from any violations and operated in good faith at all times. Ninestar Penalty Br. at 11. Further,
they maintain that injury to Epson should not be equated with injury to the public because
Epson’s prices are monopolistic and Ninestar’s lower-priced products benefit the public.
Ninestar Penalty Reply at 26.

c. Analysis of Factor 2

The ALJ correctly found that harm to the public is considered in terms of the harm to the
domestic industry. EPROMs and Magnets were both patent-based cases in which a sale made by
the respondent was a sale lost to the complainant, and those losses were found to demonstrate
injury to the public. EPROMs, Comm. Op. at 24-25; Magnets, Comm. Op. at 25. The

competition and the loss of sales for each infringing sale made by the Ninestar Respondents are
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not disputed. These losses to Epson, totaling over $***, were substantial. See EID 96 ($*** and
$**%). The ALJ’s conclusion that the domestic industry and, consequently, the public, were
injured to a degree warranting the imposition of a significant penalty against respondents, is
supported by the record. EID 96.

We reject Ninestar Respondents’ contention that there was no injury to Epson or the
public because the Ninestar Respondents’ cartridges were sold at lower prices. The focus of this
factor is injury to the domestic industry and protection of intellectual property rights rather than
the lowest prices for consumers. The Commission has consistently held that the benefit of lower
prices to consumers does not outweigh the benefit of providing complainants with an effective
remedy for an intellectual property-based section 337 violation. See Certain Crystalline
Cefadroxil Monohydrate, Inv. No. 337-TA-293, Commission Opinion at 46-47, USITC Pub.
2391 (June 1991) (issuing exclusion order covering lower priced drugs); Certain Ink Jet Print
Cartridges and Components Thereof, Inv. No. 337-TA-446, Commission Opinion at 14, USITC
Pub. 3549 (Oct. 2002).

3. Respondents’ Ability to Pay
a. The EID

With respect to the respondents’ ability to pay, the ALJ found that the record was not as
clear as it was with respect to the other factors. The ALJ found that the Ninestar Respondents
did not present any accountant testimony, even that of an in-house accountant or bookkeeper, on
this issue, nor did it introduce any audited records. Instead, the Ninestar Respondents presented

the testimony of Mr. Dai of Ninestar US who is not an accountant and who made his own
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calculations about the profits attributable to Ninestar’s sales of Epson compatible and
remanufactured cartridges. EID 89. The ALJ noted that Mr. Dai of Ninestar US allocated
expenses between Epson-related products and other products, yet the calculations failed to
differentiate between fixed expenses that Ninestar US would have incurred regardless of any
violations and marginal costs which resulted from the sale of Epson compatible and
remanufactured cartridges. EID 89.

The ALJ concluded that the failure of the Ninestar Respondents to produce
knowledgeable witnesses on accounting to testify as to the finances of the Ninestar Respondents
and the absence of any reliable documents relating to the finances of the Ninestar Respondents,
weighed against them in the determination of their ability to pay. EID 90 (citing Tractors, EID
52 and Sensonics, Inc. v. Aerosonic Corp., 81 F.3d 1566, 1573 (Fed. Cir. 1996) (indicating that
“if evidentiary imprecision is due to inadequacy of the infringer’s records, uncertainty is resolved
against the wrongdoer™)).

The ALIJ reiterated that he found the three Ninestar Respondents jointly and severally
liable for the violations, and he further noted that Mr. Lu of Ninestar China indicated that the
Ninestar Respondents had sales in the neighborhood of “*** EID 91 (citing Tr. 811).

b. Arguments of the Parties

Epson argues that the ALJ was appropriately critical of the Ninestar Respondents’ failure
to produce reliable evidence, such as audited records or the testimony of an accountant to support
its argument that they have limited means. Epson Penalty Br. at 19. Epson further claims that

the Ninestar Respondents failed to produce documents showing sales of Ninestar China and this
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fact properly weighed against the Ninestar Respondents in the ALJ’s analysis. Epson Penalty Br.
at 19.

Epson believes that the ALJ properly took account of the fact that Ninestar China is one
of the largest manufacturers of aftermarket ink cartridges in China and has sales of “***.” Epson
Penalty Br. at 20.

The Ninestar Respondents contend that they are small companies with only a limited
ability to pay a fine. They maintain that Ninestar US has equity of only $*** and Town Sky has
negative equity so that a significant fine would put the two companies out of business. Ninestar
Penalty Br. at 8.

The Ninestar Respondents criticize the ALJ for disregarding the testimony of Ninestar’s
officers who testified as to the lack of assets of the subsidiaries. Ninestar Penalty Reply at 28. In
their view, there is no need for audited financial statements or an accountant’s testimony to show
the financial condition of the companies. Ninestar Penalty Reply at 28-29.

The IA contends that the record shows that the Ninestar Respondents are multi-million
dollar enterprises with worldwide operations so they can afford to pay a substantial fine. IA
Penalty Br. at 9. The IA agrees with Epson that the evidence showed annual revenues of more
than $*** for Ninestar US and $*** for Town Sky, and he argues that Ninestar China has sales
in excess of $80 million. IA Penalty Reply at 3.

c. Analysis of Factor 3
We find that the ALJ properly considered the Ninestar Respondents” ability to pay though

he was hampered by their failure to introduce pertinent evidence. He reasonably found that the
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Ninestar Respondents’ ability to pay was not a limitation on the size of the penalty as it has been
in other enforcement proceedings."

The ALJ here was only able to make a rough assessment of the ability to pay. The
evidence indicated that the Ninestar Respondents had revenues of “***.” EID 91. He also found
it undisputed that Ninestar China is one of the largest manufacturers and sellers for importation
of aftermarket ink cartridges in China.'' EID 13. Further, according to the last known data from
2005, Ninestar China exported goods worth over $80 million. CFF.IX.A.56 (undisputed). Thus,
the limited evidence suggests that the Ninestar Respondents have the ability to pay substantial
penalties.'

As the ALJ explained, there was no accounting testimony or records as a result of the
Ninestar Respondents’ failure to introduce evidence concerning their finances. The ALJ
correctly found that the uncertainty in the evidence should be resolved against the Ninestar

Respondents given their unwillingness to provide more specific financial information. Certainly

' In the most recent enforcement proceeding in which the Commission imposed
penalties, Cameras 1, the Commission found the ability to pay was a mitigating factor because
respondent Jazz Photo Corporation was in bankruptcy, and as a result, the Commission set a
penalty of $25,000 per day. Cameras II, Comm Op. at 21.

" The ALJ correctly considered the resources of Ninestar China since the Ninestar
Respondents will be held jointly and severally liable for the penalties. See Section D, infra, at
48; See Magnets, Comm. Op. at 26 (examining respondents' sales of foreign parent, to evaluate
respondents' collective ability to pay).

2 The wrongdoer’s income and revenue is an appropriate measure of the ability to pay.
See United States v. Danube Carpet Mills, 737 F.2d 988, 995 (11th Cir. 1984) (gauge of ability
to pay civil penalty under FTC Act is overall sales and earning capacity); United States v.
Papercrafi Corp., 393 F. Supp. 415, 426 (W.D. Penn. 1975) (same).
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they were in the best position to put forth accounting records to mitigate the penalties, but they
declined to put forth the evidence of inability to pay. It was their responsibility to do so if they
sought mitigation of the penalties based on this factor. See Avery Dennison Corp. v. Four Pillars
_ Enterprise Co., 45 Fed.Appx. 479, 489-90 (6th Cir. 2002) (incumbent upon defendant to present
evidence of inability to pay punitive damages); Johnson v. Howard, 24 Fed.Appx. 480, 488 (6th
Cir. 2001) (defendant's burden to present evidence of his ability to pay when he would like that
information to be considered by the jury in connection with a punitive damages award). See also
San Huan, 161 F.3d at 1364 (“any inaccuracy in the Commission’s computations was at least
partly attributable to San Huan”).

The Ninestar Respondents did not introduce accounting records or demonstrate any
reason why the maximum penalties should not be imposed. We therefore do not view the
Ninestar Respondents’ ability to pay as any limitation on the amount of penalties to be imposed.

4. Extent to Which Respondents Benefitted from Their Violations
a. The EID

With respect to factor four, the respondents’ benefit from the violations, the ALJ found
two types of benefits from the violations. The ALJ found that Ninestar US sold at least ***
cartridges on 109 different days for revenue of $*** and that the value of the cartridges based on
the average price for Epson OEM product sales, as determined in the violation phase, is $*** per
unit and, thus over $*** million may have been lost as a result of these violations of the cease
and desist order. EID 96. He also found that Town Sky sold at least *** cartridges on 78

different days for a revenue of $*** and that the value of these cartridges, based upon the average
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price of Epson OEM cartridges exceeds $***,

Thus, the ALJ found that the Ninestar Respondents’ benefitted from the $*** in revenues
made on the sale of the infringing cartridges. EID 96. He further found that if the Ninestar
respondents were unable to fulfill resellers’ demand for cartridges for use with a major printer
brand like Epson, those customers may have sought out other suppliers, such as those licensed to
sell Epson OEM cartridges. He concluded therefore that an appropriate penalty amount should
also reflect this unquantifiable benefit of customer retention made possible by the sale of
infringing ink cartridges. EID 95-96.

b. Arguments of the Parties
i Epson’s Arguments

Epson argues that the Ninestar Respondents benefitted by selling over *** ink cartridges
for revenues over $***. Epson Penalty Br. at 22. It further claims that in addition, it is
undisputed that over *** compatible cartridges were sold to one customer alone on ***, and
shipped to that customer between October 25, 2007 and February 1, 2008. Epson Penalty Br. at
22 & n.62.

The Ninestar Respondents assert that the undisputed testimony indicated that Ninestar US
suffered a loss of $*** on the sale of remanufactured cartridges and a profit of $*** on the sale
of compatible cartridges. Ninestar Penalty Br. at 6 (citing testimony of Dai). Similarly, they
claim Town Sky only made $*** on its sales. Ninestar Penalty Br. at 7. Moreover, according to
the Ninestar Respondents, once overhead and attorneys’ fees are factored in, they actually

suffered losses. Ninestar Penalty Reply at 29.
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c. Analysis of Factor 4

In assessing the benefit to the Ninestar Respondents, the ALJ took account of two types
of benefits: the fact that the Ninestar Respondents’ sales in violation of the orders totaled more
than $*** and the unquantifiable benefit of customer retention. He indicated that both benefits
should be considered in setting penalties. EID 95-96.

The ALJ did not directly address the Ninestar Respondents” claim that the sales were
unprofitable. EID 92-93. It appears, however, that his finding of intangible benefits was a
response to this argument, suggesting that the Ninestar Respondents benefitted in less tangible
ways from their sale of cartridges in violation of the orders even if the sales were allegedly
unprofitable. We agree that it is reasonable to consider all of the benefits received by the
Ninestar Respondents in analyzing this factor. As the ALJ noted, the Commission has found
benefits to respondents in earlier investigations that included sales of related goods and
competitive advantages. EID 94 (citing Tractors, EID at 62 and EPROMs, Comm. Op. at 25).
We therefore find that the Ninestar Respondents received significant intangible benefits, as well
as the more obvious financial gains from their violations.

5. The Need to Vindicate the Authority of the Commission
a. The EID

The ALJ found that the evidence demonstrated that the Ninestar Respondents “blatantly
disregarded the Commission orders” even after they knew that there were legal issues with the
remanufactured cartridges and that the Ninestar respondents stopped selling the remanufactured

Epson products mainly because they could no longer import the cartridges after U.S. Customs
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and Border Protection’s began seizing the cartridges. EID 99. He found that the Ninestar
Respondents continued their sale of remanufactured cartridges for eight months after the orders
were enacted. He also noted that if the Ninestar respondents were in fact unsure what was
covered under the Commission’s orders, they should have requested clarification or sought the
advice of legal counsel. Thus, the ALJ found that EPROMs factor five weighs against the
Ninestar Respondents. EID 99.
b. Arguments of the Parties

Epson argues that Ninestar Respondents disregarded the Commission’s orders and there
is a need to vindicate Commission authority by imposition of a stiff penalty. It sees one of the
most telling indicators of the Ninestar Respondents’ disregard for the Commission's authority as
their continued sales of remanufactured cartridges until at least June 2008, some eight months
after the orders prohibited their sale and importation and after Epson filed an enforcement
complaint in February 2008. Epson Penalty Br. at 24. It further argues that the Ninestar
Respondents showed disdain for the Commission” orders by arranging for “conditional sales”
that were placed on the books prior to the issuance of the orders but were actually shipped and
paid for later. Epson Penalty Br. at 25. According to Epson, this scheme, essentially backdated
sales of compatible cartridges. Epson also claims that the Ninestar Respondents submitted false
statements of compliance, which enabled their sales to continue. Epson views the maximum
penalty recommended by the ALJ as an appropriate response to these schemes. Epson Penalty
Reply at 25.

The Ninestar Respondents argue that there is no need to vindicate the authority of the
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Commission because they acted in good faith and did not disrespect the Commission. In such
circumstances, they view this factor as redundant to the other factors. Ninestar Penalty Br. at 10-
11.

The IA argues that there is a need to vindicate the authority of the Commission because
the Ninestar Respondents purposefully attempted to evade the orders. According to the 1A, the
importations stopped only because of action taken by U.S. Customs and Border Protection, and
he agrees with Epson that there is also evidence of backdating of sales. IA Penalty Br. at 11-12.

c. Analysis of Factor 5

We agree with the ALJ that there is an interest in vindicating the authority of the
Commission in this case, particularly in light of the Ninestar Respondents’ bad faith. The
Ninestar Respondents did not simply ignore or disregard the Commission’s orders; they
deliberately evaded the orders. In addition to the facts relied upon by the ALJ indicating
disregard for the Commission’s orders, the record indicates that the Ninestar Respondents
encouraged their customers to reserve a six-month supply of cartridges due to the possibility that
the Commission would issue a general exclusion order. CFFVLB.5. The Ninestar Respondents
then recorded sales of *** compatible cartridges on ***, prior to the issuance of the remedial
orders. The record leaves little doubt, however, that they shipped these cartridges after the

issuance of the Commission’s cease and desist orders issued just 12 days later."

5 Tr. 430-440 (Kinrich). While the total number of cartridges recorded as sold on ***,
was ***_the Ninestar Respondents have only acknowledged that *** were paid for and shipped
subsequent to the Commission’s orders issuing. CFF VI.B.17-19; Order No. 42 (Nov. 20, 2008).
They did not, however, dispute the facts concerning how they recorded the sale of the ink
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Although the sales were recorded on ***, the customers did not request, receive or pay
for the ink cartridges until a later date. The arrangement was apparently designed to enable
Ninestar to claim the cartridge orders predated the Commission’s remedial orders and convince
customers that the sales were therefore not prohibited. There is no record of when most of the
orders shipped and Epson was unable to determine when the actual sales occurred, so the ***
cartridges were not included in the tally of sales violations relied upon by Epson and the ALJ in
arriving at the number of violation days. CFFVLB.27.

The record also shows that the Ninestar Respondents filed compliance statements that
they knew or should have known were false. Mr. Dai of Ninestar US testified at the hearing that
he had no idea whether the remanufactured cartridges imported by Ninestar US were *** even
though he attested to the fact that they were substantially all of U.S. origin in compliance
statements filed with the Commission. EID 61, 80.

Based on this record of bad faith, we find that the penalties should reflect the fact that
there is a need to vindicate the Commission’s authority in this investigation.

6. The Public Interest
a. The EID

The ALJ noted that the public interest lies in protecting intellectual property rights, and

the pattern of infringement evidenced here undermines the Commission’s mission. EID 85-86.

The ALJ found that the arguments of the Ninestar Respondents concerning the potential effect on

cartridges on *** though customers did not request, pay for, or receive the cartridges until a later
date. CFF VI.B.17-31.
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the competitive conditions of the U.S. economy resulting from civil penalties should be rejected,
in view of the need to affirm the integrity of the current order process and the protection of valid
U.S. intellectual property rights. He also noted that Federal Circuit case law indicates that a
company built upon infringing products should not complain if an injunction against continued
infringement destroys the company. EID 86 (citing Windsurfing In’tl Inc. v. AMF, Inc., 782 F.3d
995, 1003 n.12 (Fed Cir. 1986)). He concluded that the public interest is not harmed by the
imposition of a civil penalty and that this factor weighs against the Ninestar Respondents in
assessing appropriate civil penalties. EID 86.

b. Arguments of the Parties

Epson contends that the ALJ correctly found that the imposition of the maximum
allowable penalty under the statute serves the public interest by confirming the integrity of the
Commission's remedial Orders and protecting valid U.S. intellectual property rights. Epson
Penalty Br. at 18 (quoting Magnrets at 33 (“[T]he public interest favors the protection of U.S.
intellectual property rights and therefore militates in favor of a significant penalty.”).

The Ninestar Respondents argue that the public interest would not be served by the
imposition of harsh penalties because they would destroy the Ninestar Respondents, and the
destruction of viable businesses is not in the public interest. Ninestar Penalty Br. at 12.

The IA contends that the public interest lies in the protection of intellectual property
rights and supports a substantial penalty. He notes that the Commission takes into account
the three considerations enumerated by Congress in the legislative history of section 337(f)(2):

deterrence of violations, the intentional or unintentional nature of any violations, and the public
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interest. IA Penalty Brief at 8 (citing San Huan, 161 F.3d at 1362).
c. Analysis of Factor 6
We adopt the ALJ’s analysis of the public interest factor and find that the public interest
weighs in favor of substantial penalties. The public interest at issue in this case, as in most
section 337 investigations, is the protection of intellectual property rights. The public interest is
not served if intellectual property rights are not respected, and the imposition of a penalty that is
substantial enough to deter future violations is in the public interest. While the purpose of the
penalty is not to destroy the businesses, as the ALJ points out, the Ninestar Respondents should
not complain if their business suffers if a severe penalty is imposed in response to their
misconduct.
7. Discussion of the Appropriate Penalty
a. The EID
The ALJ found that all six factors of the EPROM:s test weigh heavily against the Ninestar
Respondents and, thus “demonstrate that the Ninestar respondents should be subjected to a
severe penalty.” EID 99-100. He found that, based on his consideration of the traditional six
factors as they applied to the Ninestar Respondents, imposing the statutory maximum penalty
was warranted due to the “egregious” violations of the cease and desist orders. EID 123. The
ALJ also distinguished the Commission’s penalty of $50,000 per day in Magnets, observing that
the Commission found that respondents in that investigation made “some efforts” to comply with
the consent order, and thus a lesser penalty was warranted in that investigation. EID 123 (citing

San Huan, 161 F.3d at 1362).
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To determine his recommended penalty amount, the ALJ first calculated the applicable
statutory ceiling, that is, the maximum per diem penalty that 19 U.S.C. § 1337(f)(2) would allow
under the circumstances. First, he determined the days on which the covered products (infringing
ink cartridges) were either imported or sold by Ninestar US or Town Sky and the value of the ink
cartridges on each day. EID 104-121. The ALJ found it undisputed that Ninestar US imported
covered products on 6 days on or between October 25, 2007 and December 12, 2007. EID 121.
He found that Ninestar US sold covered products on 109 days on or between October 23, 2007
through May 5, 2008. EID 121. Similarly, he found undisputed that Town Sky imported
covered products on 9 days on or between October 23, 2007 and May 5, 2008, and that Town
Sky sold covered products on 78 days starting on October 23, 2007 and continuing through
March 7, 2008. EID 121-122.

The ALJ then determined the statutory ceiling for the penalty that could be imposed for
each day of violation for Ninestar US and Town Sky. He applied the $100,000 cap set in
§ 1337(f)(2) for any given violation day for which twice the domestic value of the infringing
cartridges was less than $100,000. For any violation day for which twice the domestic value of
infringing cartridges exceeded $100,000, he capped the penalty at this higher amount (twice the
domestic value of infringing ink cartridges) per § 1337(f)(2). EID 123-124.

b. Arguments of the Parties

Epson supports the ALJ’s analysis and urges the Commission to impose the

recommended maximum penalty against Ninestar Respondents based on the ALJ’s finding that

the six factors “weighed heavily” against the Ninestar Respondents and that they should be
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subject to a “severe penalty.” Epson Penalty Br. 7 (citing EID 99-100).

Epson contends that Ninestar China's liability for the recommended penalty derives from
its direct responsibility for and material assistance and participation in the sales and importations
by its subsidiaries, not its exportation of cartridges, so the ALJ did not unfairly double the
penalty. Epson Penalty Reply at 7.

The Ninestar Respondents argue that the recommended penalties of $100,000 per day are
disproportionate to the size of the importations on certain days when few cartridges were
imported. Ninestar Penalty Br. at 12. As they see it, imposing a $100,000 per day fine for such a
small values of importations “shocks the conscience.” Ninestar Penalty Br. at 12. They maintain
that the ALJ has unfairly doubled the penalty for importations because he counted the days on
which Ninestar US and Town Sky received products rather than the days on which Ninestar
China shipped products. Ninestar Penalty Br. at 14.

They maintain that the maximum penalty should be $500,000 each for Ninestar US and
Ninestar China and at most $100,000 for Town Sky. Ninestar Penalty Br. at 14.

The IA argues that the record supports the ALJ’s recommendation that the Commission
impose a substantial penalty on the Ninestar Respondents although he supports the “slightly
lower” $80,000 per day penalties that he originally proposed to the ALJ. IA Penalty Br. at 1, 11.
He states, however, that the EID “presents reasoned conclusions concerning the proper amount of
a penalty that have support both in fact and law.” 1A Penalty Br. at 1.

The IA further argues that the improper importations and a large percentage of the sales

occurred immediately after the Commission issued its remedial orders, and thus Ninestar should
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have submitted a bond to legally continue its activities during the Presidential review period. 1A
Penalty Br. at 10. The IA suggests that the Commission consider that the Ninestar Respondents’
bond would have totaled over $*** when setting appropriate civil penalties. IA Penalty Br. at
10, 13.

c. Discussion

In San Huan, the Federal Circuit found that the Commission applied a reasonable
methodology in setting the penalty amount in Magnets.'* Based on this precedent, it is clear that
the Federal Circuit considers it reasonable for the Commission to use the six factor analysis to
determine what the daily penalty should be and that it is within the Commission’s discretion to
impose a penalty less than the statutory maximum. The Commission has observed that “[t]he
legislative history to the civil penalty provision counsels that, while we are to take into account
other factors, we are principally to exercise our discretionary authority ‘so as to insure the
deterrent effect of [our] order.”” Tractors, Comm. Op. at 73 (quoting H.R. Rep No. 317, 96th
Cong. 1st Sess. 191 (1979) and S. Rep. No. 249, 96th Cong. 1st Sess. 262 (1979)).

Furthermore, we find that the ALJ has correctly analyzed the six factors in weighing the
severity of a penalty for the Ninestar Respondents. His conclusion that the Ninestar
Respondents’ conduct warrants a severe penalty is, in our view, fully supported by the evidence.
The Ninestar Respondents largely ignore the ALJ findings in arguing that their conduct does not

warrant a harsh penalty. For instance, they never explain why, if they were operating in good

' 161 F.3d at 1362-65.
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faith, their sales of infringing cartridges stopped only when they ran out of inventory.

The Ninestar Respondents’ argument that imposing a $100,000 penalty on days when
importations were small results in a penalty that is disproportionate has no merit because it does
not present a fair view of the evidence and simply relies on those few days on which a small
number of cartridges shipped. The Federal Circuit rejected a similar argument in San Huan, 161
F.3d at 1364, noting that “San Huan points to small shipments, ignoring large ones.” We also
reject the Ninestar Respondents’ contention that the ALJ unfairly “doubled” the penalty because
he calculated the days based on importation rather than days of exportation by Ninestar China as
19 U.S.C. § 1337()(2) specifically indicates that the penalty is based upon the number of days on
which the articles were imported or sold.

The ALJ concluded that the proportionality of the penalty is just one of the several factors
to be considered in setting an appropriate penalty, and he did not find that the amount of the
penalties should be limited relative to the value of the infringing goods.”” In Magnets however,
the Commission accepted the proposition that the Excessive Fines Clause of the Eighth

Amendment'® may, under some circumstances, limit the Commission’s authority to impose

> The ALJ only briefly addresses the issue of the value of the infringing goods relative to
the recommended penalty. “The administrative law judge also finds that the characterization by
the Ninestar respondents of San Huan to support their position that the penalty of $12 million
dollars against Ninestar US should be denied because it is a huge multiple of the value of the
products being sold is in error. The test described by the Commission in San Huan is “[blased
on a balancing of the . . . factors.” EID 85 (quoting San Huan, 161 F.32 at 1363).

'® Under the Eighth Amendment, “[e]xcessive bail shall not be required, nor excessive
fines imposed, nor cruel and unusual punishments inflicted.”
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penalties of 100,000 per day pursuant to 19 U.S.C. 1337()(2). See Magnets, Comm. Op. at 37-
38. The Commission explained that “[u]nder the circumstances, a civil penalty in the amount of
$1.55 million, or roughly 3.5 times the sales value of the goods sold in violation of our order, is
not excessive in light of the record in this case.” Magnets, Comm. Op. at 39. On appeal, the
Federal Circuit approved of the Commission’s consideration of the issue under the Excessive
Fines Clause of the Eighth Amendment. San Huan, 161 F.3d at 1363-64.

The Ninestar Respondents have only raised this issue in passing in their submissions to
the Commission,'” but we note that the recommended penalty of $20,504,974 is over *** times
the sales value ($***) of the goods sold in violation of the cease and desist orders.'®

We do not view the ratio of infringing sales to penalties as necessarily the only measure
of the proportionality of the penalties. First, as we discuss above, it appears that the ALJ was
conservative in determining the number of sales violations because the specific days on which
certain ink cartridges were sold could not be identified. He found that Ninestar US and Town

Sky sold *** ink cartridges in violation of the consent orders, but it is likely that approximately

7 The Ninestar Respondents note only in passing that “fines and penalties should not be
excessive.” Ninestar Penalty Br. at 8 (citing BMW of N. America v. Gore, 517 U.S. 559 (1996).

'8 This ratio of *** to 1 exceeds the ratios noted by the Federal Circuit as permissible in
San Huan, 161 F.3d at 1363 (citing BMW, 517 U.S. at 581, which upheld a penalty of no more
than 10 times the amount of harm resulting from the defendant's conduct). It also exceeds the
ratio of the penalty to the value of infringing goods in previous Commission enforcement
proceedings. In Tractors, the ratio of penalties to sales violations was three to one. See
Tractors, Comm. Op. at 74, 74 n. 165. In Cameras I, the ratio was only one-fifth to one.
Cameras I, Comm. Op. at 29. In EPROMs however, the Commission found a lack of good faith
on the part of the respondent and imposed the maximum $100,000 per day penalties resulting in
a ratio of penalties to sales violations of six to one. EPROMs, Comm. Op. at 27-29.
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*** more ink cartridges were also sold in violation of the cease and desist orders. EID 96. Thus,
the quantity, if not the value, of sales violations was massive. Second, as the ALJ found, the
Ninestar Respondents received unquantifiable benefits from their sales violations. EID 95-96.
These facts suggest that the $*** sales figure understates the scale of the violations and the
benefit to the Ninestar Respondents of their violations.

Further, as outlined by the ALJ, the misconduct in this investigation was egregious
despite a minor effort to comply with the remedial orders by initially purchasing empty cartridges
first sold in the United States."

We also believe that the harm to the domestic industry is an important factor when
weighing the proportionality of the penalties. The ALJ found that Epson lost sales of over $***
dollars as a result of the Ninestar Respondents’ infringing sales. EID 96. The harm to Epson is
an appropriate consideration (rather than benefit to the Ninestar Respondents) when assessing
whether the penalties are disproportionate. See BMW, 517 U.S. at 580 (“most commonly cited
indicium of an unreasonable or excessive punitive damage award is its ratio to the actual harm
inflicted on the plaintiff™).

Based upon the circumstances of this investigation, we find that it is appropriate to
impose a penalty of $55,000 per violation day. While not the maximum penalty, it is a severe
penalty that is also commensurate with the $*** in sales violations and bad faith demonstrated by

the Ninestar Respondents, the lost sales of Epson, and the bond that should have been posted by

' In EPROM:s, the Commission also found that that the respondent acted in bad faith and
the Commission imposed the maximum statutory penalty. EPROMs, Comm. Op. at 28.
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the Ninestar Respondents. The combined penalty of $11,110,000 should be sufficient to deter
future violations by the Ninestar Respondents and others considering violating the Commission’s
orders.”® The Commission has also decided, consistent with our actions in previous enforcement
proceedings, to delay collection of the penalties until any appeals are resolved. See Cameras 11,
Comm. Op. at 34>

E. Penalties for the Defaulting Respondents

1. EID
a. Mipo Respondents

The Mipo Respondents defaulted in the enforcement phase of the investigation as they
did in the violation phase. EID 30. The ALJ found undisputed that documents from online
retailer *** and testimony from Epson’s investigator showed that Mipo America sold covered
products after the date of the remedial orders. The ALJ concluded that the evidence was
unrebutted that the Mipo Respondents had imported covered products on two days, and had sold
covered products on 95 separate days. EID 126. The ALJ recommended that the Commission

impose the maximum penalty on the Mipo Respondents of $100,000 for 97 days of violations, or

% The ALJ found a total of 115 violation days for Ninestar US and 87 violation days for
Town Sky. EID 121-122. We assess penalties at $55,000 per day for a total penalty of
$6,325,000 for Ninestar US and $4,785,000 for Town Sky.

2! 'We have used the EPROM:s factors as a framework to guide the exercise of our
discretion to impose an appropriate penalty amount that takes into account the three overarching
considerations indicated by Congress in the legislative history, viz., the desire to deter violations,
the intentional or unintentional nature of any violations, and the public interest. We do not
foreclose consideration of a modified analytical framework for establishing penalties in future
cases.
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$9.7 million. EID 126-127.
b. Apex Respondents

The Apex Respondents also defaulted in the enforcement phase. The ALJ found that
Epson had established through testimony by Epson’s investigator and documentary evidence that
Apex and Ribbon Tree USA had sold covered cartridges on three separate days and imported
covered cartridges on four separate days in violation of a consent order. EID 51-53, 129. The
ALJ recommended that the Commission impose the maximum penalty on the Apex Respondents
of $100,000 for 7 days of violations, or $700,000. EID 126-127.

2. Arguments of the Parties

Epson argues that the Commission should impose the penalties recommended by the ALJ
for the defaulting Mipo Respondents and Apex Respondents. It claims the $100,000 daily
penalty recommended by the ALJ is appropriate given that the respondents’ failure to participate
in discovery precluded Epson and the IA from determining the full extent of their violations of
the Commission’s Orders or conducting a meaningful analysis of the traditional penalty factors.
Epson points out that defaulting respondents should not be rewarded with reduced penalties for
their decision not to participate in Commission proceedings. Epson Penalty Br. 28.

For the Mipo Respondents, the A argues for penalties of $50,000 per day rather than the
$100,000 recommended by the ALJ, noting that the “95 days of violation are not insignificant.”
IA Penalty Br. at 15. As to the Apex Respondents, the IA supports the recommended penalty of
$100,000 per day and the $700,000 total penalty. The IA argues that failure to abide by a consent

order is particularly egregious because the Apex Respondents voluntarily sought entry of the
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order. He notes that the consent order states that the Commission may take adverse inferences if
the Apex Respondents fail to provide information and that the Commission may impose penalties
for violating the consent order to the full extent permitted by law. IA Penalty Br. at 16.

3. Analysis

The ALJ did not explain his recommendation that the Commission impose the maximum
penalties of $100,000 per day upon both groups of defaulting respondents. See EID 126-130. It
is, of course, difficult to assess the traditional penalty factors when the record is incomplete due
to the respondents’ default.

The Apex Respondents moved for entry of the consent order and then clearly violated the
order. The Mipo Respondents responded to the enforcement complaint and filed a motion in the
enforcement proceeding, but then elected to default rather than provide discovery. EID 26, 30.
Under these circumstances, it appears that the defaulting respondents believed that the
Commission’s orders could be ignored and that it would be to their advantage if they did not
cooperate in the enforcement proceedings.”? We therefore impose the maximum penalty of
$100,000 per day upon the defaulting respondents; $9.7 million for the Mipo Respondents and
$700,000 for the Apex Respondents.”

F. Joint and Several and Several Liability for Violations of the Orders

2 The consent order indicated that the Commission may infer facts adverse to the Apex
Respondents if they fail to cooperate in enforcement proceedings.

# The Commission previously imposed the maximum penalty on a defaulting respondent
in Certain Lens-Fitted Film Packages, 337-TA-406 (Consolidated Enforcement and Advisory
Opinion Proceedings) (May 2003) Comm. Op. at 21.
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1. The ALJ’s Determination

The ALJ determined that the members of each respondents group, the Ninestar
Respondents, the Mipo Respondents, and the Apex Respondents should be jointly and severally
liable for the violations he found. EID 15-29.

First, the ALJ found that the cease and desist orders applied to Ninestar China. EID 18.
As the only shareholder of Ninestar US and Town Sky, Ninestar China became subject to the
cease and desist orders issued to those subsidiaries pursuant to section II of the orders which
makes “the subsidiaries’ principal and sole owner liable for violating the cease and desist order,
whether directly through its own actions or through its control over the violations of the two
subsidiaries under basic agency principles.” EID 18. The ALJ found that Ninestar China failed
to effect compliance by its subsidiaries and actually participated in their violations. EID 18, 25.

Furthermore, according to the ALJ, joint and several liability in this investigation is
Commission practice. The ALJ stated that “the Commission has routinely imposed aggregate
penalties and joint and several liability upon related respondents in similar circumstances in past
enforcement proceedings.” EID 18-19 (citing San Huan New Materials High Techv. ITC, 161
F.3d 1347, 1349-50 n.2 (Fed. Cir. 1998) (Magnets) and Tractors, Comm’n Op. at 74).

Second, the ALJ also found that Ninestar China is liable because it exercised control over
its subsidiaries and they acted for an improper purpose in order to benefit Ninestar China. EID
25. The ALJ found control by Ninestar China over the subsidiaries due to its involvement in
their activities. He also found that Ninestar China provided the asserted cartridges to its

subsidiaries and monitored the sales, inventory and returns of its subsidiaries, therefore
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exercising substantial control over the subsidiaries and playing more than an “advisory role.”
EID 25. In discussing the degree of control exercised by Ninestar China over Ninestar US, the
ALJ noted the testimony by a Ninestar US corporate officer, Mr. Dai, that *** and that he had
also put a Ninestar China officer with no duties at Ninestar US on the Ninestar US payroll ***,
EID 19.

The ALIJ also discussed two cases relied upon by the Ninestar Respondents and found
them consistent with his conclusion that joint and several liability is appropriate. He found that
the Ninestar Respondents’ reliance on United States v. Best Foods, 524 U.S. 51 (1998)
(BestFoods) and Wayts v. Peter Kiewit Sons, Case No. 90-8022, 1991 U.S. App. LEXIS 14028
(10th Cir. June 27, 1991) for the proposition that a parent is not liable for the actions of its
subsidiary, misapplied, because he found that Ninestar China exercised control over both
Ninestar US and Town Sky due to its status as the sole owner and supplier of the cartridges
delivered to its subsidiaries. Further, the ALJ noted that, in Best Foods, the Supreme Court held
that the shareholder may be held liable for the subsidiary’s conduct when “the corporate form
would otherwise be misused to accomplish certain wrongful purposes...on the shareholder’s
behalf.” Best Foods, 524 U.S. at 62. According to the ALJ, this supports a finding of joint
liability due to Ninestar China being the sole shareholder of its subsidiaries and Ninestar China’s
use of its subsidiaries to sell remanufactured cartridges. EID 25. He also found that Wayts did
not support respondents’ positions because that case concerned whether or not a parent is liable
under Wyoming law for workplace injury at a subsidiary’s plant where the parent merely had an

“advisory role” over safety issues. 1991 U.S. App. LEXIS 14028.
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With respect to the Mipo Respondents, the ALJ found that Epson presented unchallenged
evidence that Mipo International is affiliated with Mipo America. Specifically, Mipo
International’s website contains a “Contact us” page that lists Mipo America as a contact and the
website refers to having a “branch office” in the United States. EID 28. He also found
undisputed that Mipo America sells in the United States and sells after importation aftermarket
ink cartridge manufactured by Mipo International. Based on the foregoing, the ALJ found that
respondents Mipo America and Mipo International are affiliated and should be held jointly and
severally liable for any civil penalties against any of them. EID 28.

Turning to the Apex Respondents, the ALJ found it undisputed that Ribbon Tree USA
and Apex are affiliated. EID 27. Further, Order No. 28, which issued on January 16, 2007,
terminated both Ribbon Tree USA and Apex from the investigation based on a consent order.
Based on the foregoing, the ALJ concluded that respondents Ribbon Tree and Apex are affiliated
and should be held jointly and severally liable for any civil penalties against any of them
stemming from this enforcement action. EID 29.

2. Petition for Review and Responses

The Ninestar Respondents challenge the ALJ’s determination that liability should be joint
and several. Petition at 3-5. They argue that under Best Foods, the parent must direct the
activities of the subsidiary company in order to be held liable for its acts, and they claim that
there is no evidence that Ninestar China directed the activities of Ninestar US or Town Sky. Id.
They further argue that it is irrelevant whether an employee of Ninestar China was on the payroll

of Ninestar U.S. because interlocking officers and directors are of no legal significance. Id.
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They also claim that it is legally irrelevant that Ninestar China sells covered products to its
subsidiaries if it does not direct their activities. Id.

Epson argues the ALJ correctly found joint and several liability for the Ninestar
Respondents. Epson Response at 28-32. It contends that Ninestar misinterpreted the EID
because the ALJ’s determination to hold Ninestar China jointly and severally liable with its
subsidiaries is based on Ninestar China's own activities. Id. at 29. Epson points out that the
Ninestar Respondents do not dispute the ALJ’s finding that Ninestar China, as the sole owner of
Ninestar U.S. and Town Sky, is subject to the cease and desist orders issued against its
subsidiaries as the orders expressly apply to the subsidiaries’ principals and stockholders. Id. at
29.

Epson argues that the circumstances here make joint and several liability appropriate.

It was undisputed that Ninestar U.S. and Town Sky are wholly owned subsidiaries of Ninestar
China and Ninestar China supplies inkjet cartridges to Ninestar U.S. and Town Sky for resale in
the United States. Epson notes that the product offerings of Ninestar U.S. and Town Sky are
limited to products sold by Ninestar China. Moreover, Ninestar China admitted having actual
knowledge of the cease and desist orders. In sum, Epson believes that Ninestar China should be
liable because it supplied its U.S. subsidiaries with infringing inventory for resale in the United
States with full knowledge of the cease and desist orders. /d. at 30. Epson maintains that the
ALJ correctly rejected “self-serving” testimony that Ninestar China did not direct its subsidiaries’
activities. Id. at 31-32. Epson argued that the ALJ correctly found that undisputed facts of this

nature routinely result in the imposition of joint and several liability for an aggregate penalty
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under Commission precedent. The IA also supports joint and several liability for the Ninestar
Respondents, arguing that they have failed to establish any error in the EID. IA Response at 9.
3. Analysis

As noted by the ALJ, the cease and desist orders apply to Ninestar China by virtue of its
ownership of the two subsidiaries. EID 18. The cease and desist orders expressly apply to the
owners of Ninestar US and Town Sky and Ninestar did not dispute that point before the ALJ.
Ninestar China knew of the cease and desist orders and was in a position to ensure compliance
with the cease and desist orders, yet it continued to supply covered products to its subsidiaries
rather than directing compliance with the orders.** See EID 15-25.

We agree with the ALJ’s findings that Ninestar China exercised substantial control over
its subsidiaries, monitoring their inventories and sales and ordering Ninestar US to place an
individual on its payroll that performed no duties for Ninestar US. EID 19. The evidence was
also undisputed that the subsidiaries only sell Ninestar China’s cartridges, suggesting the two
subsidiaries were marketing arms of the parent, operating solely for Ninestar China’s benefit as
its agents rather than independent businesses.

Furthermore, contrary to the Ninestar Respondents assertions, ***. EID 24 (quoting Tr.
at 665-66). The record also shows that Rusong Lu of Ninestar China ***, EID 67-70; Tr. 723-

726.

* In Fuji Photo Film Co. v. ITC, 474 F.3d 1281, 1291 (Fed. Cir. 2007), the Court quoted
from a Supreme Court decision indicating that failure of an officer to direct compliance with an
order to the corporation can be the basis for liability. Id at1291 (quoting Wilson v. United States,
221 U.S. 361, 31 S.Ct. 538, 55 L.Ed. 771 (1911))
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The cases cited by Ninestar Respondents to the ALJ and in their petition were addressed
by the ALJ, and fully support imposition of joint and several liability. In particular, the Supreme
Court’s decision in Best Food indicates that an owner of a corporation may be held liable for the
subsidiary’s conduct when “the corporate form would otherwise be misused to accomplish
certain wrongful purposes...on the shareholder’s behalf.” Best Foods, 524 U.S. at 62.

As to the ALJ’s finding of joint and several liability with respect to the Mipo
Respondents and Apex Respondents, these respondents have defaulted and they did not petition
for review. Thus, the allegations in the complaint are accepted as true that they have acted in
concert to violate the Commission’s remedial orders. Epson’s Complaint against Mipo
Respondents (Febraury §, 2008) at 8-9.

III. CONCLUSION

For the foregoing reasons, we have determined to assess civil penalties in the amount of
$11,110,000 against the Ninestar Respondents, jointly and severally. With respect to the Mipo
Respondents, the Commission has determined to impose a civil penalty in the amount of
$9,700,000 jointly and severally, and the Commission has determined to impose a civil penalty in

the amount of $700,000 jointly and severally against the Apex Respondents.

Marilyn R. Abbott
Secretary to the Commission

By order of the Commission.

Issued: September 24, 2009
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UNITED STATES INTERNATIONAL TRADE COMMISSION
Washington, D.C.

In the Matter of Inv. No. 337-TA-565

Consolidated Enforcement Proceeding and

A A R N DR ATD Enforcement Proceeding I1

COMPONENTS THEREOF

NOTICE OF A COMMISSION DETERMINATION NOT TO REVIEW
AN ENFORCEMENT INITIAL DETERMINATION FINDING
A VIOLATION OF CEASE AND DESIST ORDERS AND A CONSENT ORDER;
SCHEDULE FOR FILING WRITTEN SUBMISSIONS ON CIVIL PENALTIES

AGENCY: U.S. International Trade Commission.
ACTION: Notice.

SUMMARY: Notice is hereby given that the U.S. International Trade Commission has
determined not to review an enforcement initial determination (“EID”) of the presiding
administrative law judge (“ALJ”) in the above-captioned proceeding finding a violation of cease
and desist orders and a consent order. The Commission is requesting briefing on the amount of
civil penalties for violation of the orders.

FOR FURTHER INFORMATION CONTACT: Michael Haldenstein, Office of the General
Counsel, U.S. International Trade Commission, 500 E Street, SW., Washington, D.C. 20436,
telephone (202) 205-3041. Copies of all nonconfidential documents filed in connection with this
investigation are or will be available for inspection during official business hours (8:45 a.m. to
5:15 p.m.) in the Office of the Secretary, U.S. International Trade Commission, 500 E Street
SW., Washington, D.C. 20436, telephone 202-205-2000. General information concerning the
Commission may also be obtained by accessing its Internet server (http./www.usitc.gov). The
public record for this investigation may be viewed on the Commission’s electronic docket
(EDIS) at http://edis.usitc.gov/. Hearing-impaired persons are advised that information on the
matter can be obtained by contacting the Commission's TDD terminal on 202-205-1810.

SUPPLEMENTARY INFORMATION: The Commission instituted the underlying
investigation in this matter on March 23, 2006, based on a complaint filed by Epson Portland,
Inc. of Oregon; Epson America, Inc. of California; and Seiko Epson Corporation of Japan
(collectively, “Epson”). 71 Fed. Reg. 14720 (March 23, 2006). The complaint, as amended,
alleged violations of section 337 of the Tariff Act of 1930 (“section 337") in the importation into
the United States, the sale for importation, and the sale within the United States after importation
of certain ink cartridges and components thereof by reason of infringement of claim 7 of U.S.
Patent No. 5,615,957; claims 18, 81, 93, 149, 164, and 165 of U.S. Patent No. 5,622,439, claims



83 and 84 of U.S. Patent No. 5,158,377; claims 19 and 20 of U.S. Patent No. 5,221,148; claims
29, 31, 34, and 38 of U.S. Patent No. 5,156,472; claim 1 of U.S. Patent No. 5,488,401; claims 1-
3 and 9 of U.S. Patent No. 6,502,917, claims 1, 31, and 34 of U.S. Patent No. 6,550,902; claims
1, 10, and 14 of U.S. Patent No. 6,955,422; claim 1 of U.S. Patent No. 7,008,053; and claims 21,
45, 53, and 54 of U. S. Patent No. 7,011,397. The complaint further alleged that an industry in
the United States exists as required by subsection (a)(2) of section 337. The complainants
requested that the Commission issue a general exclusion order and cease and desist orders. The
Commission named as respondents 24 companies located in China, Germany, Hong Kong,
Korea, and the United States. Several respondents were terminated from the investigation on the
basis of settlement agreements or consent orders or were found in default.

On October 19, 2007, after review of the ALJ’s final 1D, the Commission made its final
determination in the investigation, finding a violation of section 337. The Commission issued a
general exclusion order, a limited exclusion order, and cease and desist orders directed to several
domestic respondents. The Commission also determined that the public interest factors
enumerated in 19 U.S.C. § 1337(d), (f), and (g) did not preclude issuance of the aforementioned
remedial orders, and that the bond during the Presidential period of review would be $13.60 per
cartridge for covered ink cartridges. Certain respondents appealed the Commission’s final
determination to the United States Court of Appeals for the Federal Circuit (“Federal Circuit”).
On January 13, 2009, the Federal Circuit affirmed the Commission’s final determination without
opinion pursuant to Fed. Cir. R. 36. Ninestar Technology Co. et al. v. International Trade
Commission, Appeal No. 2008-1201.

On February 8, 2008, Epson filed two complaints for enforcement of the Commission's
orders pursuant to Commission rule 210.75. Epson proposed that the Commission name five
respondents as enforcement respondents. On May 1, 2008, the Commission determined that the
criteria for institution of enforcement proceedings were satisfied and instituted consolidated
enforcement proceedings, naming the five following proposed respondents as enforcement
respondents: Ninestar Technology Co., Ltd.; Ninestar Technology Company, Ltd.; Town Sky
Inc. (collectively, the “Ninestar Respondents™), as well as Mipo America Ltd. (“Mipo America”)
and Mipo International, Ltd (collectively, the “Mipo Respondents™). On March 18, 2008, Epson
filed a third enforcement complaint against two proposed respondents: Ribbon Tree USA, Inc.
(dba Cana-Pacific Ribbons) and Apex Distributing Inc.(collectively, the “Apex Respondents™).
On June 23, 2008, the Commission determined that the criteria for institution of enforcement
proceedings were satisfied and instituted another formal enforcement proceeding and named the
two proposed respondents as the enforcement respondents. On September 18, 2008, the ALJ
issued Order No. 37, consolidating the two proceedings.

On April 17, 2009, the ALJ issued his Enforcement Initial Determination (EID) in which
he determined that there have been violations of the Commission’s cease and desist orders and a
consent order and recommended that the Commission impose civil penalties for such violations.

On April 29, 2009, the Ninestar Respondents filed a petition for review of the EID. On



May 7, 2009, Epson and the Commission investigative attorney filed responses to the petition for
review.

Having considered the EID, the petition for review, the responses thereto, and other
relevant portions of the record, the Commission has determined not to review the EID. The
Commission may levy civil penalties for violation of the cease and desist orders and consent
order.

WRITTEN SUBMISSIONS: Parties to the investigation, interested government agencies, and
any other interested parties are encouraged to file written submissions on the amount of civil
penalties to be imposed. Such submissions should address the April 17, 2009, recommended
determination by the ALJ on civil penalties. The written submissions must be filed no later than
close of business on July 3, 2009. Reply submissions must be filed no later than the close of
business on July 13, 2009. No further submissions on these issues will be permitted unless
otherwise ordered by the Commission.

Persons filing written submissions must file the original document and 12 true copies
thereof on or before the deadlines stated above with the Office of the Secretary. Any person
desiring to submit a document (or portion thereof) to the Commission in confidence must request
confidential treatment unless the information has already been granted such treatment during the
proceedings. All such requests should be directed to the Secretary of the Commission and must
include a full statement of the reasons why the Commission should grant such treatment. See
section 201.6 of the Commission’s Rules of Practice and Procedure, 19 C.F.R. § 201.6.
Documents for which confidential treatment by the Commission is sought will be treated
accordingly. All nonconfidential written submissions will be available for public inspection at
the Office of the Secretary.

The authority for the Commission’s determination is contained in section 337 of the
Tariff Act of 1930, as amended (19 U.S.C. § 1337), and sections 210.16 and 210.75 of the
Commission's Rules of Practice and Procedure (19 C.F.R. §§ 210.16 and 210.75).

By order of the Commission. :

Marilyn R™”Abbott
Secretary to the Commission

Issued: June 19, 2009
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UNITED STATES INTERNATIONAL TRADE COMMISSION

Washington, D.C.
In the Matter of )
)
CERTAIN INK CARTRIDGES AND ) Investigation No. 337-TA-565
COMPONENTS THEREOF )  Consolidated Enforcement Proceeding
)  And Enforcement Proceeding II
)

Enforcement Initial Determination

This is the administrative law judge’s Enforcement Initial Determination (ED) pursuant
to the Commission Order of May 1, 2008. The administrative law judge, after a review of the
record developed, finds inter alia that the enforcement respondents violated the orders issued at
the conclusion of Investigation No. 337-TA-565 on October 19, 2007.

This is also the administrative law judge’s recommendation that enforcement measures
are appropriate for violation of the Commission’s orders which measures are set forth in the

Conclusions of Law of this ED.
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L Procedural History

On February 17, 2006, Seiko Epson Corporation, Epson America, Inc. and Epson
Portland Inc. (Epson) filed a complaint seeking to initiate Investigation No. 337-TA-565. (Final
Initial and Recommended Determinations (ID) March 30, 2007, EDIS Doc. No. 271963 at 1.)
Epson’s complaint alleged, inter alia, the infringement of one or more of the following patents by
twenty-four respondents: U.S. Patent No. 5,615,957; U.S. Patent No. 5,622,439; U.S. Patent No.
5,158,377; U.S. Patent No. 5,221,148; U.S. Patent No. 5,156,472; U.S. Patpnt No. 5,488,401;
U.S. Patent No. 6,502,917; U.S. Patent No. 6,550,902; and U.S. Patent No. 6,955,422. (ID at 1.)
On March 17, 2006, the Commission determined to institute said Inv. No. 337-TA-565 and
thereafter published its Notice of Investigation in the Federal Register. (71 Fed. Reg. 14720
(March 23, 2006).)

On April 12, 2006, Epson filed a motion to amend the complaint to add allegations of
infringement of U.S. Patent No. 7,008,053 and U.S. Patent No. 7,011,397. (ID at 4.) On May 3,
2006, the administrative law judge issued an initial determination granting Epson’s motion to
amend the complaint and Notice of Investigation. (Order No. 5, May 3, 2006, EDIS Doc. No.
253241 (Non-reviewed May 26, 2006).)

On June 26, 2006, the administrative law judge issued an initial determination finding
Respondents Mipo International Ltd. and Mipo America Ltd., in addition to other respondents, in
default. (Order No. 12, June 26, 2006, EDIS Doc. No. 257305 (Non-reviewed July 19, 2006).)
On January 16, 2007, the administrative law judge issued an initial determination terminating the
investigation as to respondents Ribbon Tree (USA) Inc. and Apex Distributing, Inc. based on
consent orders. (Order No. 28, Jan. 16, 2007, EDIS Doc. No. 268127 (Non-review February 12,

2007).)



The evidentiary hearing on violation took place on January 17-20 and 22-24, 2007.
Respondents Ninestar Technology Co. Ltd. (Ninestar China), Ninestar Technology Company
Ltd. (Ninestar US) and Town Sky Inc. (Town Sky) (collectively “Ninestar respondents™)
participated in the hearing. On March 30, 2007, the administrative law judge issued a Final
Initial and Recommended Determinations (ID), finding that the Ninestar respondents and other
respondents and non-respondents had engaged in a widespread pattern of infringement of
Epson’s patents in violation of Section 337. (ID at 350, 360.) The ID found that business
conditions would enable respondents to circumvent a limited exclusion order. (ID at 350.)
Based on the evidence, the administrative law judge recommended that the Commission issue a
general exclusion order, as well as cease and desist orders against the Ninestar respondents and
other respondents. (ID at 334, 360, 363.)

On April 13, 2007, the Ninestar respondents filed a petition for review of the ID.
(Respondents Ninestar and Dataproducts’ Petition for Review, April 13, 2007, EDIS Doc. No.
272721.) On June 29, 2007, the Commission issued a determination to review portions of the ID
and encouraged parties to the investigation, interested government agencies, and any other
interested parties to file written submissions on the issues of infringement, validity, remedy, the
public interest and bonding no later than July 13, 2007. (Notice dated June 29, 2007, EDIS Doc.
No. 277164.)

On October 19, 2007, the Commission issued its Opinion, affirming certain of the
administrative law judge’s conclusions, reversing certain other conclusions, adopting in part his
recommendations on remedy and bonding, and providing relief in the form of a General

Exclusion Order, a Limited Exclusion Order and Cease and Desist Orders directed to certain



domestic respondents. (See, generally, Commission Opinion, October 19, 2007, EDIS Doc. No.
284993.) On October 19, 2007, the Commission issued its Notice of Final Determination,
Issuance of General Exclusion Order, Limited Exclusion Order and Cease and Desist Orders (the
Remedial Orders), setting forth the details of its determination on remedy, bonding and the
public interest. (Notice of Final Determination, Issuance of General Exclusion Order, Limited
Exclusion Order and Cease and Desist Orders, October 19, 2007, EDIS Doc. No. 285001.)"

The general exclusion order issued by the Commission on October 19, 2007 prohibits the
unlicensed entry of ink cartridges for consumption covered by one or more of claim 7 of U.S.
Patent No. 5,615,957 (the ‘957 patent); claims 18, 81, 93, 149, and 164 of U.S. Patent No.
5,622,439 (the‘439 patent); claims 83 and 84 of U.S. Patent No. 5,158,377 (the ‘377 patent);
claims 19 and 20 of U.S. Patent No. 5,221,148 (the ‘148 patent); claim 1 of U.S. Patent No.
5,488,401 (the ‘401 patent); claims 1, 2,:3, and 9 of U.S. Patent No. 6,502,917 (the ‘917 patent);
claims 1, 31, and 34 of U.S. Patent No. 6,550,902 (the ‘902 patent); claims 1, 10, and 14 of U.S.
Patent No. 6,955,422 (the ‘422 patent); claim 1 of U.S. Patent No. 7,008,053 (the ‘053 patent);
and claim 21 of U.S. Patent No. 7,011,397 (the ‘397 patent).

The limited exclusion order issued by the Commission on October 19, 2007 prohibits the
unlicensed entry for consumption of certain ink cartridges that are covered by one or more of
claim 165 of the ‘439 patent and claims 29, 31, 34, and 38 of the U.S. Patent No. 5,156,472 (the
‘472 patent) that are manufactured abroad by or on behalf of, or imported by or on behalf of

defaulting respondents Glory South Software Mfg., Butterfly Image Corp., Mipo International

' On January 13, 2009, the Federal Circuit, per curiam, affirmed the Commission
Opinion and the Remedial Orders. (Judgment, January 13, 2009, Ninestar Technology Co. Ltd.,
et al. v. International Trade Commission, et al., 2008-1201 (Fed. Cir.).)
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Ltd. (Mipo International), Mipo America Ltd. (Mipo America), AcuJet USA, Tully Imaging
Supplies, Ltd. (Tuily), Wellink Trading Co., Ltd. (Wellink), and Ribbon Tree (Macao) Trading
Co. (Ribbon Tree (Macao)) or any of their affiliated companies, parents, subsidiaries, or other
related business entities, or their successors or assigns. The limited exclusion order also
prohibits the unlicensed entry for consumption of certain ink cartridges that are covered by one or
more of claims 45, 53, and 54 of the ‘397 patent that are manufactured abroad by or on behalf of,
or imported by or on behalf of Mipo International, Mipo America, Tuily, Wellink, and Ribbon
Tree (Macao) or any of their affiliated companies, parents, subsidiaries, or other related business
entities, or their successors or assigns.

The Commission on October 19, 2007 also determined to issue cease and desist orders
covering claim 7 of the ‘957 patent; claims 18, 81, 93, 149, and 164 of the ‘439 patent; claims 83
and 84 of the ‘377 patent; claims 19 and 20 of the ‘148 patent; claim 1 of the ‘401 patent; claims
1,2, 3, and 9 of the ‘917 patent; claims 1, 31, and 34 of the ‘902 patent; claims 1, 10, and 14 of
the ‘422 patent; claim 1 of the ‘053 patent; and claim 21 of the ‘397 patent. Said cease and desist
orders were directed to domestic respondents Ninestar US, Town Sky, MMC Consumables, Inc.,
and Dataproducts USA, LLC. The Commission on October 19, 2007 further determined to issue
additional cease and desist orders covering claim 7 of the ‘957 patent; claims 18, 81, 93, 149,
164, and 165 of the ‘439 patent; claims 83 and 84 of the ‘377 patent; claims 19 and 20 of the
‘148 patent; claims 29, 31, 34, and 38 of the (‘472 patent); claim 1 of the ‘401 patent; claims 1,
2, 3, and 9 of the ‘917 patent; claims 1, 31, and 34 of the ‘902 patent; claims 1, 10, and 14 of the
‘422 patent; claim 1 of the ‘053 patent; and claims 21, 45, 53, and 54 of the ‘397 patent (Mipo

America only). Said cease and desist orders were directed to defaulting domestic respondents



Glory South Software Mfg., Mipo America, and AculJet U.S.A.

The Commission served all parties, including Ninestar China, Ninestar US and Town
Sky, with copies of the General Exclusion Order, Limited Exclusion Order and Cease and Desist
Orders, by overnight mail on October 22, 2007. (Notice of Final Determination, Issuance of
General Exclusion Order, Limited Exclusion Order and Cease and Desist Orders, October 19,
2007, at Certificate of Sérvice.)

On October 30, 2008, the Commission issued corrected Cease and Desist Orders directed
to respondents Ninestar US and Town Sky. The corrected Cease and Desist Orders removed
references to the ‘397 patent, including claim 21 of the ‘397 patent, that were in the original
Cease and Desist Orders. (Cease and Desist Order (Corrected) to Ninestar US, October 30, 2008;
Cease and Desist Order to Ninestar US, October 19, 2007; Cease and Desist Order (Corrected) to
Town Sky, October 30, 2008; Cease and Desist Order-to Town Sky, October 19, 2007, EDIS
Doc. No. 313129.)

On February 8, 2008, complainants filed two complaints seeking institution of formal
enforcement proceeding against five respondents. One complaint alleges that Ninestar China and
domestic companies Ninestar US and Town Sky have violated the general exclusion order and
that Ninestar US and Town Sky have violated the cease and desist orders directed to them. The
second complaint alleges that Mipo International and Mipo America have violated the general
and limited exclusion orders and that Mipo America, Ltd. has violated the cease and desist order
issued to it.

On May 1, 2008, the Commission issued a “Notice Of Institution Of Formal Enforcement

Proceeding,” under the caption “Consolidation Enforcement Proceeding.” The Commission



Order with said notice read in part:

3. The enforcement proceeding is hereby certified to
administrative law judge Paul J. Luckern, for the
appropriate proceedings and the issuance of an enforcement
initial determination (“ED”). In accordance with

Commission rule 210.51 (a), the ALJ is directed

to set the earliest practicable target date for completion of
the enforcement proceeding within 45 days of institution.
Such target date is to exceed the date of issuance of the
ALJ’s ED by four months.

4. The administrative law judge, in his discretion, may
conduct any proceedings he deems necessary, including
issuing a protective order, holding hearings, taking
evidence, ordering discovery, and seeking documents from
other agencies consistent with Commission rules to issue
his ED. The ED will rule on the question of whether the
enforcement respondents violated the orders issued at the
conclusion of the above-captioned investigation on October
19, 2007. All defenses not barred by claim preclusion may
be raised in this proceeding.

5. The administrative law judge shall also recommend to the
Commission what enforcement measures are appropriate if
the respondents are found to violate the Commission’s
orders. The administrative law judge, in his discretion, may
conduct any proceedings he deems necessary, including

taking evidence and ordering discovery, to issue his
recommendations on appropriate enforcement measures.

(Emphasis added.)

Order No. 34, which issued on May 28, 2008, set a target date of August 17, 2009, which
meant that the enforcement initial determination (ED), pursuant to the Commission Order of May
1, 2008, had to be filed no later than April 17, 2009. Order No. 34 also set a hearing date of
January 14, 15, and 16, 2009.

On June 23, 2008, the Commission issued an order under the caption “Enforcement



Proceeding II” instituting an additional enforcement proceeding in this investigation, naming two
enforcement respondents, viz. Ribbon Tree USA, Inc., dba Cana-Pacific Ribbons, Inc. (Ribbon
Tree USA) and Apex Distributing Inc. (Apex). In said order the Commission stated:
3. The enforcement proceeding is hereby certified to
administrative law judge Paul J. Luckern, who may
consolidate the proceeding with the pending consolidated
enforcement proceeding if he deems it appropriate to do so.

The administrative law judge in his Order No. 37 which issued on September 18, 2008,
determined that it was appropriate to consolidate the two enforcement proceedings, viz.
Consolidated Enforcement Proceeding and Enforcement Proceeding II. The respondents in the
Consolidated Enforcement Proceeding and Enforcement Proceeding II are Ninestar China,
Ninestar US, Town Sky (collectively “Ninestar respondents™), Mipo International, Mipo
America, Ribbon Tree USA, and Apex, which respondents were named in the three complaints.

The parties were put on notice in Order No. 37 that the procedural schedule in Order No.
34, which issued on May 28, 2008 in the Consolidated Enforcement Proceeding, was in effect for
the Consolidated Enforcement Proceeding and Enforcement Proceeding II.

Order Nos. 42, 43, 44, 45, 49 and 50 relate to joint stipulations entered into by counsel for
respondents Ninestar China, Ninestar US and Town Sky (Ninestar respondents) and counsel for
complainants. Specifically, Order No. 42 related to respondents Ninestar China and Comptree
and what Ninestar China sold to Comptree, Order No. 43 related to authenticity of documents
produced by complainants and the Ninestar respondents, Order No. 44 related to compatible ink

cartridges and remanufactured ink cartridges, Order No. 45 related to certain products sold in the

United States, Order No. 49 related to infringement of certain patent claims asserted in the



enforcement phase, and Order No. 50 related to infringement of certain patent claims asserted in
the enforcement phase.

Order No. 48, which issued on January 9, 2009, found respondents Mipo International,
Ribbon Tree USA and Apex in default. Order No. 51, which issued on January 13, 2009 and
referred to Motion No. 565-89 filed by complainants on November 26, 2008, found respondent
Mipo America in default. The staff, in a response dated December 8, 2008 to Motion No. 565-
89, had agreed with complainants that adverse inferences against Mipo America should be made.
However, it did not support certain of the adverse inferences requested by complainants.

On January 9, 2009, complainants filed a motion for an initial determination finding
certain adverse inferences against defaulting respondents Mipo International, Ribbon Tree USA
and Apex. (Motion Docket No. 565-91.) In an e-mail dated February 9, 2009, the staff informed
the att;mey adviser that it would not be opposing Motion No. 565-91. |

An evidentiary hearing was conducted on January 14, 15 and 16, 2009 in which the staff,
complainants and the Ninestar respondents participated.” Post hearing submissions have been
filed.

On April 16 and 17, 2009, this administrative law judge was on official travel, approved

by the Chairman’s office, and which involved being away from Washington, D.C. However,

2 During the hearing complainants and the staff were requested in their posthearing
submissions to address service of Order Nos. 46 and 48 on respondents Mipo International,
Ribbon Tree USA and Apex (Tr. at 156-166, 759-763). Also during the hearing complainants
were requested to address in their posthearing submissions the staff’s positions on the adverse
inferences complainants had requests against Mipo America in complainants’ Motion No. 565-
89. (Tr. at 759-760.) In response, complainants represented that they are no longer pursing the
adverse inferences that the staff opposed. Rather they requested that the administrative law judge
draw the adverse inference that the staff did not oppose as well as the specific inferences
requested in Section VII of CEBr. (CEBr at 8, 9.)
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before leaving Washington, he had finalized the ED, subject to telephone contact with his
attorney advisor. Pursuant to the Commission notice of May 1, 2008, said ED had to be filed no
later than April 17, 2009.

The administrative law judge was able to complete the official travel and return to his
office in Washington at about 1:00pm EDT on April 17. He then first learned of a filing by
counsel for the Ninestar respondents on April 16, 2009 at 2:16pm EDT. Said filing, titled
“Respondents’ Supplemental Authority,” was procedurally defective in that it lacked a motion
for leave to file the filing. However, the administrative law judge on April 17, 2009 learned that
complainants’ counsel had filed a response at 9:17 am EDT on April 17 titled “Complainants’
Response To Respondents’ Supplemental Authority.” In view of the subject matter in issue in
the ED, the administrative law judge has waived the procedural defect of the filing of the
Ninestar respondents on April 16 and has considered the substance of the filings .:f the Ninestar
respondents on April 16 and of complainants on April 17.

The “Respondents’ Supplemental Authority” reads, in toto:

Respondents respectfully request this Court to review the recent
decision of the district court in Kentucky, Static Control
Components, Inc.. v. Lexmark Int’l. Inc., 2009 U.S. Dist. LEXIS
29479 (E.D. Ky. Mar. 31, 2009) (Exhibit A) [Static Control
Components], wherein the Court opined that in light of the
Supreme Court’s decision in Quanta Computer, Inc. v. LG
Electronics, Inc., 128 S. Ct. 2109, 170 L. Ed. 2d 996 (2008)
(Exhibit B), as discussed in LG Electronics. Inc. v. Hitachi, T.td.,
2009 U.S. Dist. LEXIS 20457, 2009 WL 667232, (N.D. Cal.
March 13, 2009) (Exhibit C), that the decision of the Court of
Appeals for the Federal Circuit in Jazz Photo Corp. v. Int’1 Trade
Comm., 264 F.3d 1094 (Fed. Cir. 2001) [Jazz Photo] is likely no
longer the law.




Said document also includes as exhibits the three cases mentioned, supra.?

In Static Control Components, referred to by the Ninestar respondents, the district court
held that a single use restriction that Lexmark sought to impose on U.S. purchasers of its
“prebate” cartridges, by way of a single use condition or restriction on the product packaging,
was ineffective to avoid patent exhaustion after that sale occurred. Static Control Components,
2009 U.S. Dist. LEXIS 29479 at *31-33. As patent exhaustion has never been raised by the
Ninestar respondents except in the context of the affirmative defense of permissible repair, the
administrative law judge assumes that respondents’ reference to Static Control Components is
meant to raise a question related to one or both of the two elements Qf permissible repair, viz. 1)
that the repairs did not amount to a reconstruction of the patented article and 2) that the patented
article underwent a patent-exhausting first sale in the United States.

- With respect to reconstruction, the reasoning of the holding in Static Control C¢.nponents
rests squarely on the fact that “Static Control engaged in repair, not reconstruction or
‘replication’ of Lexmark’s Prebate cartridges.” (Static Control Components, 2009 U.S. Dist.
LEXIS 29479, at *42 (emphasis added).) Thus, Static Control Components is inapposite because
it does not signal a change in the law with respect to reconstruction.

With respect to a patent-exhausting first sale in the United States, the exhaustion issue in
Static Control Components was decided based on whether the first sales were conditioned in any
way, and not whether said first sales occurred in the United States or abroad. Thus, the

administrative law judge finds Static Control Components, on its facts, irrelevant to this

? There was no analysis or reasoning in the filing, and the filing does not point out which
of the Ninestar respondents’ specific arguments said “recent decision” bolsters.
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enforcement proceeding. While the opinion of Static Control Components does question
whether or not patent exhaustion is triggered by foreign sales or is still restricted to sales in the
United States as per Jazz Photo, any statements in Static Control Components with respect to
foreign sales are indisputably dicta, as the opinion states “the issue of overseas sales is not before
the Court in the context of Static Control’s Motion to Reconsider...” Dicta in a District Court
case does not generally override Federal Circuit and Supreme Court precedent.

Based on the foregoing, the administrative law judge finds that Static Control
Components, as referred to in “Respondents’ Supplemental Authority,” does not in any way
change the law with respect to permissible repair.*

The matter is now ready for a final decision.

The enforcement initial determination (ED) is based on the record compiled at the 2009
hearing and the exhibits admitted into evidence as well as the record generated in the violatior:
phase. The administrative law judge has also taken into account his observation of the witnesses
who appeared before him during the hearing in January 2009. Proposed findings of fact
submitted by the parties not herein adopted, in the form submitted or in substance, are rejected as
either not supported by the evidence or as involving immaterial matters and/or as irrelevant.
Certain findings of fact included herein have references to supporting evidence in the record.
Such references are intended to serve as guides to the testimony and exhibits supporting the

finding of fact. They do not necessarily represent complete summaries of the evidence

* Moreover, any possible change in the law based on Static Control Components could
not have assisted the Ninestar respondents, as the administrative law judge has found, infra, that
the affirmative defense of permissible repair was waived, and that respondents have admitted that
no evidence regarding one element of said affirmative defense was even presented to the
administrative law judge in this enforcement proceeding. (See Section V, infra.)
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supporting said findings.
II. Parties

A. Complainants

Complainant Seiko Epson Corporation (Seiko Epson) is a corporation organized and
existing under the laws of Japan, located at 3-3-5 Owa, Suwa-Shi, Nagano-Ken, 392-8502, Japan
(CFF III.A.1 (undisputed).)’) Seiko Epson is in the business of designing, engineering,
‘manufacturing, and selling a wide variety of consumer, commercial, and industrial products,
including ink cartridges for use with Epson printers. (CFF IIL.A.2 (undisputed).)

Subject to certain exclusive licenses, Seiko Epson owns all right, title, and interest in,
including the right to sue thereon and the right to recover for iﬂfringement thereof, the following
United States patents at issue in the Enforcement Phase which were named in the complainants,
viz. the ‘439 patet, the ‘917 patent, the ‘053 patent, and ‘397 patent. (CFF IIL.A.3
(undisputed).) The ‘439, ‘917, ‘053, and ‘397 patents all relate generally to ink cartridges for
printers and all were adjudicated in the Violation Phase (CFF II[.A.4 (undisputed).)

Complainant Epson America, Inc. (Epson America) is a corporation organized and
existing under the laws of the State of California, located at 3840 Kilroy Airport Way, Long
Beach, California. (CFF III.A.5 (undisputed).) Epson America is the exclusive licensee of the
right to distribute ink cartridges in the United States that are covered by the Epson Enforcement
Patents. (CFF IIL.A.6 (undisputed).)

Complainant Epson Portland Inc. (Epson Portland) is a corporation organized and

5 While complainants’ findings in the violation phase were designated “CFF,” the
numerical and letter references in the findings differentiate those findings from the new findings
in the enforcement phase.
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existing under the laws of the State of Oregon located at 3950 NW Aloclek Place, Hillsboro,
Oregon. (CFF III.A.7 (undisputed).) Epson Portland is the exclusive licensee of the right to
manufacture ink cartridges in the United States that are covered by the Enforcement Patents.
(CFF III.A.8 (undisputed).)

B. Respondents

The Enforcement respondents can be classified into two general categories: (1)
Enforcement Respondents that are actively defending in this enforcement phase, and (2)
Defaulting Enforcement Respondents that have failed to respond to allegations and/or discovery
at issue.

1. Active Enforcement Respondents

There are three active Enforcement Respondents in this Enforcement i’hase: (a) Ninestar
Technology Co. Ltd. (Ninestar China), (b) Ninestar Technology Company, Ltd. (Ninestar US)
and (c) Town Sky Inc. (Town Sky) (Ninestar respondents). Respondent Ninestar China is a
corporation organized under the laws of China with its principal place of business located at No.
63 Mingzhubei Road, Xiangzhou District, Guangdong, China. (CFF IIL.B.1 (undisputed).)
Ninestar China is one of the largest manufacturers and sellers for importation of aftermarket ink
cartridges, including ink cartridges for use with Epson printers, in China. (CFF II1.B.3-7, CFF
IX.A.60 (all undisputed).)

Active Enforcement Respondents Ninestar US and Town Sky are wholly owned
subsidiaries of Ninestar China. (CFF III.B.8 undisputed).) Ninestar China sells inkjet cartridges
to its subsidiaries, Ninestar US and Town Sky, for resale in the United States. (CFF II1.B.15

(undisputed).) The subsidiary entities have no other source or supplier for the Epson inkjet
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cartridges that they sell in the United States other than Ninestar China. (CFF II1.B.17-18
(undisputed).)®

In the violation phase of the investigation the administrative law judge found that
Ninestar China “used several non-respondent affiliated companies to export to the United States
Ninestar [China’s] ink cartridges for use with Epson printers,” including “Ferri Limited,
Broadway Circuit, Ltd., Speed Leader, Ltd., and Giant Will Hong Kong.” (CFF 111.B.29
(undisputed).) This finding was made in support of the recommendation for the issuance of a
general exclusion order and was relied upon by the Commission in issuing the General Exclusion
Order. (CFF III.B.30 (undisputed).) Since that time, Ninestar China began using “Color Depot
Company Limited” (Color Depot) as an additional non-respondent affiliated company to export
cartridges to the United States for use with Epson printers. (CFF II1.B.31, (undisputed); CFF
VI.A.219-220 (all undisputed).; In the Enforcement Phase Evidentiary Hearing, the Ninestar
respondents admitted that Color Depot shipped Ninestar China’s products at Ninestar China’s
behest, and that all Epson products Ninestar US and Town Sky buy and sell are manufactured by
Ninestar China. (CFF III.B.31 (undisputed), CFF VI.A.219-220 (all undisputed).)

Respondent Ninestar US is private corporation organized under the laws of the State of

¢ CFF IIL. B 17-18 read:

17. Upon questioning, witnesses for Town Sky and Ninestar US could not name a
single other source for the goods they sold other than Ninestar China and its close
affiliates. (Dai, Tr. at 961-23-962-22; CX-E657C Li Tr. at 33:17-33:21; 34:22-
35:4)

18. Town Sky and Ninestar US’ inventory and product offerings are limited to
products sold by Ninestar China. (Dai, Tr. at 961:23-962-22; CX-E657C Li Tr. at
33:17-33:21; 34:22-35.)
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New Jersey with its principal place of business located at 19895 Harrison Ave., Walnut,
California. (CFF III.B.35 (undisputed).) Ninestar US imports into the United States and sells
after importation aftermarket ink cartridges, including ink cartridges for use with Epson printers,
all of which it purchases from Ninestar China. (CFF II1.B.36 (undisputed).) In the Violation
Phase of this investigation, the Commission entered a Cease and Desist Order, dated October 19,
2007, directed to Ninestar US. (CFF 11.28, 42 (all undisputed).)

Respondent Town Sky is a corporation organized under the laws of the State of California
with its principal place of business located at 5 South Linden Ave., Suite 4, South San Francisco,
California. (CFF III.B.37 (undisputed).) Town Sky imports into the United States and sells after
importation aftermarket ink cartridges, including ink cartridges for use with Epson printers, all of
which it purchases from Ninestar China. (CFF IIL.B.16, 18, 38 (all undisputed).) In the Violation
Phase, the Commission entered a Ceasz and Desist Order, dated October 19, 2007, directed to
Town Sky. (CFF 11.28, 42 (all undisputed).)

a. Whether Each Of The Ninestar Respondents Should Be Found
Jointly And Severally Liable Should A Violation Be Found As To
Any Of Said Respondents

Complainants argued that Ninestar China is jointly and severally liable for the violations
of Ninestar US and Town Sky. (CEBr at 41-46.) Specifically, complainants have argued that
Ninestar China wholly owns Ninestar US and Town Sky (CEBr at 42); that Ninestar China
“structured Ninestar US and Town Sky so that the owners of Ninestar China had complete
control over the subsidiaries” (CEBr at 42); that Ninestar China was “actively involved in

directing the activities of Ninestar US and Town Sky” (CEBr at 42); that Ninestar China

“controlled and directed the imports and sales of the products at issue in this case” (CEBr at 43);
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and that Ninestar China was subject to the Cease and Desist Orders as Ninestar US’ and Town
Sky’s sole shareholder (CERBr at 26).

The Ninestar respondents argued that Ninestar China is not liable for the activities of
Ninestar US and Town Sky. (REBr at 15.) Specifically, respondents argued that a parent is not
liable for the actions of its subsidiary, even if there are overlapping directors or officers (REBr at
15; RERBr at 12); and that “Ninestar US and Town Sky are independent corporations and their
activities are not directed, in any way, shape, or form, by Ninestar China” (REBr at 15).

The staff argued that:

Ninestar China is subject to the Commission’s general exclusion
order. In addition, Ninestar China is subject to the Commission’s
cease and desist orders directed to Ninestar US and Town Sky
issued in the underlying investigation because Ninestar is a
principal or stockholder as defined in Part II of the orders. The
evidence shows that Ninestar China is the sole shareholder of both
Ninestar US and Town Sky. The evidence shows Ninestar China
shipped ink cartridges covered by the patents identified in the
Commission orders to its subsidiaries for importation and thus
directly participated with each of its subsidiaries in violating the
exclusion and cease and desist orders. Thus, the staff supports

Complainants’ request that civil penalties be imposed against
Ninestar China

(SEBrat 15.)

Commission cease and desist orders protect legal rights, including patent rights, and
enforcement proceedings, like contempt proceedings, make it clear that Commission orders are
to be complied with. Absent the ability to impose sanctions, the courts and the Commission are
“mere boards of arbitration, whose judgments and decrees would be only advisory.” Electrical

Workers Pension Trust Fund v. Gary’s Electric Service Company, 340 F.3d 373, 378 (6th Cir.

2003), citing Gompers v. Buck’s Stove and Range Co., 221 US. 418, 450 (1911). Itis
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undisputed that each of Ninestar US and Town Sky are wholly owned subsidiaries of Ninestar
China (CFF II1.B.8 (undisputed)); and that Ninestar China sells inkjet cartridges to Ninestar US
and Town Sky for resale in the United States (CFF III.B.15 (undisputed)). It is further
undisputed that the inventory and product offerings of Ninestar US and Town Sky are limited to
products sold by Ninestar China. (CFF III.B.18 (undisputed).) The administrative law judge has
found that Ninestar China, Ninestar US, and Town Sky are affiliates of each other. (Final ID on
Violation at 372 (Finding of Fact 20).) Moreover, Ninestar China had actual knowledge of the
Cease and Desist Orders against Ninestar US and Town Sky (Tr. at 776-77) and Ninestar China
was subject to the Cease and Desist Orders as Ninestar US’ and Town Sky’s sole shareholder.
(CFF IV.B.2 (undisputed).)

In Certain Lens-Fitted Film Packages, Inv. No. 337-TA-406, Enforcement Proceedings II,
Enforcement Initial Determination, Apr. 6, 2004, at ';.l01-102 (Lens-l;itted Film Packages), the
cease and desist order extended to the principals of fespondent Jazz, and the Commission found
that officer Benun was “legally identified with Jazz [the respondent] and had the power to affect
compliance with Jazz’s Cease and Desist Order.” Similarly, in the present investigation,.the
administrative law judge finds that Ninestar China is liable for violations of the Cease and Desist

Orders as a principal and the sole shareholder of Ninestar US and Town Sky. See Fuji Photo

Film Co., L.td. v. International Trade Comm’n, 474 F.3d 1281, 1293 (Fed. Cir. 2007) (Fuji Photo)

(affirming the administrative law judge’s decision to hold shareholder liable for corporation’s
violation of Cease and Desist order because shareholder was “legally identified with [respondent]
and had the power to affect compliance with Cease and Desist Order™); see also San Huan New

Materials High Tech v. ITC, 161 F.3d 1347, 1349-50 n.2 (Fed. Cir. 1998) (San Huan) (finding
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that when two companies own a controlling interest in a third company, the three companies
should be subject to the same liability).

The Ninestar respondents do not appear to dispute that the Cease and Desist Orders
issued against Ninestar US and Town Sky apply to Ninestar China. These Orders expressly
apply to the subsidiaries’ “principals, stockholders, officers, directors, employees, agents,
licensees, distributors, controlled (whether by stock ownership or otherwise) and majority-owned
business entities, successors, and assigns . . . insofar as they are engaging in [prohibited]
conduct.” (Cease and Desist Order at 3.) This provision makes Ninestar China, the subsidiaries’
principal and sole owner, liable for violating the Cease and Desist Orders, whether directly
through its own actions or through its control over the violations of the two subsidiaries, under
basic agency principles. See, e.g., Lens-Fitted Film Packages, Enforcement Initial Determination
at 99 (“By this plain language, the Order applies to those pc<rsons who would be responsible for
the actions of a business entity. . . under long-standing agency law principles.”). Thus, as this
administrative law judge has previously found, “piercing the corporate veil” is not required to
hold a controlling officer liable” “for failing to direct his corporations to comply with the
[Court’s] orders.” Id. at 101-02 (citation omitted), citing Chicago Truck Drivers v. Bhd. Labor
Leasing, 207 F.3d 500, 507-08 (8th Cir. 2000); see also Fuji Photo, 474 F.3d at 1293 (noting that
Cease and Desist Order applied to officer respondent where Commission found officer was
“legally identified with [respondent] and had the power to affect compliance with [the] Cease
and Desist Order”.

The Commission has routinely imposed aggregate penalties and joint and several liability

upon related respondents in similar circumstances in past enforcement proceedings. See, e.g.,
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Certain Agricultural Tractors Under 50 Power Take-OffHorsepower, Inv. No. 337-TA-380

Enforcement Proceeding, Comm’n Op., 1999 ITC LEXIS 260 at *128-29 ( Tractors) (finding

joint and several liability appropriate where respondents “are doing or have done business under
a number of names . . . and it is unclear which assets are held by which business entity at any
given time”); see also San Huan, 161 F.3d at 1349-50 n.2 (noting without disapproving that the
administrative law judge recommended that penalty “be imposed in the aggregate” where the
three respondents were “related companies,” the US respondent obtained its infringing magnets
from the other two respondents, and two respondents owned a controlling interest in the third
respondent). Here, every single sale of a remanufactured cartridge by Ninestar US or Town Sky
in violation of the Remedial Orders was made possible by Ninestar China, as the sole provider of
the cartridges (CFF III.B.15, 17-18 (all undisputed); CFF VIX.A.3-5,7-8 (all undisputed)), and
said subsidiaries were wholly owned by Ninestar China.

The administrative law judge finds that the only evidentiary cite for the claim of Ninestar
respondents that Ninestar US and Town Sky “are independent corporations and their activities
are not directed, in any way, shape, or form by Ninestar China” is the hearing testimony of
Rusong Lu and William Dai.” The administrative law judge finds Dai’s hearing testimony
contradicts the position set forth by the Ninestar respondents because during his testimony Dai

admitted inter alia that{ }and that he

put a Ninestar China officer, Rusong Lu, on the payroll{

} Thus said hearing testimony read:

7 Lu is employed by Ninestar China (Tr. at 645-46), while Dai is a vice president of
Ninestar US (Tr. at 830).
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Q. Sir, let me put up portions of your deposition taken in this
matter, page 37, lines 5 through 21 first.

Mr. Dai, you understand English somewhat, don't you?
A. It's hard to say how much, but I understand some.
Q. Now, I'm going to read your testimony.

"QUESTION: To whom do you report?

"ANSWER: Regarding what?

"QUESTION: The business.

"ANSWER: {
}

"QUESTION: When there are questions that are beyond
your authority, to whom do you talk?

"ANSWER:{

}

"QUESTION: If you think there is a problem. who do you
talk to?

"ANSWER: If there is a big problem, I will talk with
{ }

"QUESTION: Is that { )
"ANSWER: Yes.

* %k %k

Q. Thank you. And then going on to page 37, line 22, through 38,
19, and this is with respect to the same{ }

"QUESTION: Does he ever come to the offices of Ninestar
U.S.?
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“ANSWER: What period of time?
"QUESTION: Since March of 2007?
“ANSWER: I cannot recall.

"QUESTION: When is the last time you saw{ }in
the offices of Ninestar U.S.?

"ANSWER: I cannot recall.

"QUESTION: What is{ } position at Ninestar
U.S.

"ANSWER: I don' t know.
"QUESTION: When you turn to him with respect to the
business of Ninestar U.S., in what capacity are you speaking to

him?

“ANSWER: I don't fully understand your question. In what
capacity? I am the marketing manager.

"QUESTION: What capacity does he have when you are
talking to him?

"ANSWER: I don't know what capacity he is in, but I only
know he is{ }

"QUESTION: The{ } of what?
"ANSWER: The { }

Did you understand the second part, or do you want it
translated?

A. I understand this part, but in terms of the word I don’t remember
clearly what I said. It seemed I used the word (Chinese word) in

Chinese, which means{ }

Q. Now, when you were deposed, there was a formal translator,
correct?
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A. Yes.

Q. And there was also a check translator there with your attorney,
Mr. O’Connor, isn’t that correct?

A. Yes.

Q. {

A.{

Q. {
}
A. Yes.

Q. What position does Rusong Lu have at Ninestar U.S.?

A. I don’t think he has any position there.

Q. Is he on the payroll of Ninestar U.S.?

A. Yes.
Q. And isn’t he on the payroll of Ninestar U.S.{
}
A.{ }
Q. {
}
A { }
Q. {
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A. What time period are you referring to?

Q. In 2008?
A {
}
Q. For Ninestar U.S.?
A. Should be Ninestar China.
Q. What about for Ninestar U.S.?
A }
Q. Then why is he paid a salary by Ninestar U.S.?
A { }
Q. Why was he paid a salary by Ninestar U.S. in 2008{
}

A {

}
Q. { }
A {

}

(Tr. at 834-39 (emphasis added).) In addition, there is the following portion of the hearing
testimony of Rusong Lu:

Q. Yetit’s true, is it not, that{

A }

Q. Does he do that? Isn’t it true that{
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}

Q. Isn’tit true that, when there are major events, {

}
A }

Q. I'would like to present page 24 of the witness’ deposition. I
would like to present the witness with his deposition, page 24, line
17, through page 25, line 8. This is page 24, line 17, through page
25, line 8, and Ryan will put them together for us in the appropriate
order, [ am sure.

"QUESTION: {
}

"ANSWER: { )
"QUESTION: { }

"ANSWER: {
}

"INTERPRETER UN: Sorry.

"Interpreter conferring with the deponent.
"THE INTERPRETER: {

}

Then Ms. Chu states, {
}

Then Mr. Barza says, "Do you accept that, Mr. Translator?
"INTERPRETER UN: Yes.Ido."

(Tr. at 665-66 (emphasis added).)
Respondents’ dependance on United States v. BestFoods, 524 U.S. 51 (1998)

(BestFoods) and Wayts v. Peter Kiewit Sons, Case No. 90-8022, 1991 U.S. App. LEXIS 14028

(10th Cir. June 27, 1991) (Wayts) for the proposition that a parent is not liable for the actions of
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its subsidiary, even if there are overlapping directors or officers, is found inapposite, as the
administrative law judge has found, supra, that Ninestar China exercised implicit control over
both Ninestar US and Town Sky due to its status as the sole owner and supplier of the cartridges
delivered to said subsidiaries. (See REBr at 15.) Further, in BestFoods the court held that the
shareholder may be held liable for the subsidiary’s conduct when “the corporate form would
otherwise be misused to accomplish certain wrongful purposes...on the shareholder’s behalf,”
thus, supporting a finding in favor of complainants due to Ninestar China being the sole
shareholder of its subsidiaries and Ninestar China’s use of its subsidiaries to sell the
remanufactured cartridges. Best Foods, 524 U.S. at 62. Additionally, the Wayts case is found
inapposite because it is a case about whether or not a parent is liable under Wyoming law for
workplace injury at a subsidiary’s plant where the parent merely had an “advisory role” over
safety issues. 1991 U.S. Azp. LEXIS 14028. As found, supra, Ninestar China provided the
asserted cartridges to its subsidiaries and monitored the sales, inventory and returns of its
subsidiaries, therefore exercisiﬂg substantial control over the subsidiaries, playing more than an
“advisory role” and, thus, subjecting itself to liability for the actions of the subsidiaries.

Based on the foregoing, the administrative law judge finds that each of the Ninestar
respondents should be found to be jointly and severally liable should a violation be found as to
any of said respondents.

2. Defaulting Enforcement Respondents

The Defaulting Enforcement Respondents are Mipo International, Mipo America, Ribbon

Tree USA and Apex. Defaulting Enforcement Respondent Mipo International is a private

limited company organized under the laws of Hong Kong with its principal place of business
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located at Flat B, 11F, Wong Tze Building, 71 Hoe Yuen Road, Kwun Tong, Kowloon, Hong
Kong. (CFF III.B.39 (undisputed).) It is a manufacturer and seller for importation of aftermarket
ink cartridges, including ink cartridges for use with Epson printers. (CFF II1.B.40 (undisputed).)
Mipo International is affiliated with Enforcement Respondent Mipo America (collectively
“Mipo”). (CFF III.B.41 (undisputed).) In the Violation Phase, the Commission entered a Limited
Exclusion Order dated October 19, 2007 directed to Mipo International. (CFF II1.B.42
(undisputed).) In the Enforcement Phase, Mipo International has failed to respond to Order No.
46 directing Mipo International to show cause why it should not be held in default. (CFF II.
44-45 (all undisputed).) As a result, the administrative law judge entered Order No. 48 on
January 9, 2009, finding respondents Mipo International, Ribbon Tree USA and Apex in default.
(CFF 11.45 (undisputed).)

Defaulting Enforcement 1>spondent Mipo America Ltd. is a corporation organized under
the laws of the State of Florida with its principal place of business located at 3100 N.W. 72nd
Avenue #106, Miami, Florida. (CFF III.B.52 (undisputed);) Mipo America imports into the
United States and sells after importation aftermarket ink cartridges manufactured by Mipo
International, including ink cartridges for use with Epson printers. (CFF IIL.B.53 (undisputed).)
In the Violation Phase, the Commission entered a Cease and Desist Order and a Limited
Exclusion Order, both dated October 19, 2007, directed to Mipo America. (CFF III.B.54
(undisputed).) Mipo America failed to respond to complainants’ motion for default and adverse
inferences and to compel discovery filed November 26, 2008. (CFF 11.48-50 (all undisputed).)
On January 13, 2009, the administrative law judge granted complainants’ motion and found

Mipo America in default. (CFF I1.51 (undisputed).)
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Defaulting Enforcement respondent Ribbon Tree USA is a corporation previously
organized under the laws of the State of Washington, which dissolved in April 2008 after Epson
filed and served its complaint on Ribbon Tree USA’s registered agent. (CFF IIL.B.55
undisputed).) Ribbon Tree USA continues to have a place of business in Canada located at Unit
260, 4011 Viking Way, Richmond B.C., Canada. (CFF II1.B.56 (undisp\.Jted).) Ribbon Tree USA
is registered with the Florida Secretary of State as a foreign corporation and maintains another
registered agent there, Paul Lee, located at 16081 Flight Path Drive, Brooksville, FL. (CFF
III.B.57 (undisputed).) Ribbon Tree USA is affiliated with respondent Apex and is in the
business of selling ink cartridges imported for sale into the United States, including cartridges for
use with Epson printers. (CFF III.B.58-59 (undisputed).) In the Violation Phase, the Commission
entered a Consent Order directed to Ribbon Tree USA dated February 12, 2007. (CFF IIL.B.60
(undisputed).) Ribbon Tree USA failed to respond to Order No. 46, directing it to show cause
why it should not be held in default. (CFF 11.44-45 (undisputed).) As a result, the administrative
law judge entered Order No. 48 on January 9, 2009, finding Ribbon Tree USA in default.

Defaulting Enforcement Respondent Apex Distributing, Inc. (Apex) is a corporation
previously organized under the laws of the State of Washington, which dissolved in April 2008,
after Epson filed and served its complaint on Apex’s registered agent. (CFF II1.B.61
(undisputed).) Apex is now located in Canada with operations in Florida, through which it
imports and sells after importation into the United States ink cartridges including cartridges for
use with Epson printers. (CFF II1.B.62 (undisputed).) In the Violation Phase, the Commission
entered a Consent Order directed to Apex dated February 12, 2007. (CFF II1.B.63 (undisputed).)

Apex failed to respond to the ALJ’s Order No. 46, directing Apex to show cause why it should
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not be held in default. (CFF I1.44-45 (undisputed).) As a result, the administrative law judge
entered Order No. 48 on January 9, 2009, finding Apex in default. (CFF 11.45 (undisputed).)
a. Whether Each Of Respondent Mipo International and

Respondent Mipo America Should Be Found Jointly And

Severally Liable Should A Violation Be Found As To Any

Of Said Respondents And Whether Each of Respondent

Ribbon Tree USA And Respondent Apex Should Be Found

Jointly And Severally Liable Should A Violation Be Found

As to Any Of Said Respondents

Complainants argued that joint and several liability should apply between respondent
Mipo International and its subsidiary respondent Mipo America. (CEBr at 110.) Complainants
also argued that Ribbon Tree USA and Apex are affiliated. (CEBr at 15; CFF II1.B.58
(undisputed as to asserted facts).)

The staff argued that Mipo America is affiliated with Mipo International, and thus, the
staff supported complainants’ request that the Xdipo respondents be held jointly and severally
liable. (SEBr at 16.)

Complainants have presented unrebutted evidence that Mipo International is affiliated
with Mipo America. Specifically Mipo International’s website contains a “Contact us” page that
lists Mipo America as a contact. (CFF III.B.50 (undisputed).) Also, said website refers to having
a “branch office” in the United States. (CFF II1.B.49 (undisputed).) In addition, Mipo America
sells in the United States and sells after importation aftermarket ink cartridge manufactured by
Mipo International. (CFF II1.B.53 (undisputed).) Based on the foregoing, the administrative law
judge finds that respondents Mipo America and Mipo International are affiliated and should be

held jointly and severally liable for any civil penalties against any of them stemming from this

enforcement action.
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The administrative law judge has found in the violation phase of the investigation that
Ribbon Tree USA and Apex are affiliated. (See Inv. No. 337-TA-565, ID, Section XIII.A.106.)
Order No. 28, which issued on January 16, 2007, terminated both Ribbon Tree USA and Apex
from the investigation based on a consent order.® Based on the foregoing, the administrative law
judge finds that respondents Ribbon Tree USA and Apex are affiliated and should be held jointly
and severally liable for any civil penalties against any of them stemming from this enforcement
action.

.  Jurisdiction

Enforcement Respondents Ninestar US, Town Sky, Mipo International, Mipo America,
Ribbon Tree USA, and Apex are all named individualiy in specific orders issued under
Commission rule 210.75(b). (CFF IV.B.1 (undisputed).) The Orders to Cease and Desist
directed to Ninestar US and Town Sky also require Ninestar China to comply with those orders
because Ninestar China is “the shareholder” of each of those companies. (CFF IV.B.2
(undisputed).) The Commission issued those Orders to address unfair importation as defined in
19 U.S.C § 1337(a)(1)(B). Pursuant to said section the Commission has subject matter
jurisdiction over certain acts of unfair importation declared unlawful by Congress, namely:

[t]he importation into the United States, the sale for importation, or
the sale within the United States after importation by the owner,
importer, or consignee of articles that . . . infringe a valid and
enforceable United States patent.

Congress delegated this authofity from its plenary power to regulate foreign commerce under

Article I, section 8, clause 3 of the Constitution. See California Bankers Ass’n v. Shultz, 416

8 As indicated in the Procedural History, the Commission determined not to review Order
No. 28 and issued a consent order on February 12, 2007.
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U.S. 21, 59, 94 S.Ct. 1494, 1516 (1974) (“The plenary authority of Congress to regulate foreign
commerce, and to delegate significant portions of this power to the Executive, is well
established”); Certain Single Handle Faucets, Inv. No. 337-TA-167, Comm’n Determination at
26-7 (Aug. 10, 1984). Congress also delegated to the Commission authority to enforce specific
orders. See 19 U.S.C. § 1337(f)(2). Pursuant to this authority, the Commission’s rules provide
that it may commence proceedings to enforce its orders and address “violations of any exclusion
order, cease and desist order, or consent order.” See Commission rule 210.75(b)(1). Based on
the foregoing, the administrative law judge finds that the Commission has subject matter
jurisdiction.

The administrative law judge finds that the Commission has personal jurisdiction over
Enforcement Respondents Ninestar China, Ninestar US, and Town Sky because they have
responded to the complaint and because they have actively participated in this Consolidated
Enforcement Proceeding And Enforcement Proceeding II by filing numerous pleadings and
appearing at the hearing. (CFF IV.A.1 (undisputed).) The administrative law judge has already
stricken Ninestar China’s defense of no personal jurisdiction in the Violation Phase on the
grounds that it participated extensively in the investigation. (CFF IV.A.2 (undisputed).)

Enforcement Respondent Mipo America has responded to the complaint and Notice of
Enforcement and has filed a motion in this Enforcement Action. Enforcement respondents
Ribbon Tree USA and Apex were both served with copies of the complaint at the address of their
registered agent for service of process, which lies within the Commission’s territorial
jurisdiction, and were also served with notices of institution of the Enforcement Action within

the Commission’s territorial jurisdiction. (CFF IV.A.6 -7 (all undisputed).) Furthermore, Ribbon
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Tree USA and Apex actively participated in the underlying violations phase of this case by
signing a Consent Order and by filing motions. (CFF IV.A.8 (undisputed).) The signed Consent
Order expressly contemplated that “enforcement ... shall be carried out,” under the Commission’s
rules, which further consents to the jurisdiction of this Commission. (CFF IV.A.9 (undisputed).)
Based on the foregoing, the administraﬁve law judge finds that the Commission has personal
jurisdiction over respondents so named in this paragraph.

IV.  The Products And Claims At Issue

Complainants selected four of the 31 patent claims that were found valid and infringed in
the Violation Phase and that are the subject of the Remedial Orders. These four claims are claim
81 of the ‘439 patent, claim 9 of the ‘917 patent, claim 1 of the ‘053 patent and claim 21 of the
‘397 patent (the Enforcement Claims). (CFF V.B.1 (undisputed).) All of these claims are

.covered by the General Exclusion Order. (General Exclusion Ordei : 337-TA-565, Oct. 19, 2007,
at 2 § a, EDIS Doc. No. 285001.)

Each of the Cease and Desist Orders issued against the Enforcement Respondents
prohibits the sale or importation for sale of “covered products.” In the case of the Cease and
Desist Orders entered against respondents Ninestar US and Town Sky, “covered products”
include three of the four Enforcement Claims, namely, claim 81 of the ‘439 patent, claim 9 of the
‘917 patent and claim 1 of the ‘053 patent. (Order to Cease And Desist (Corrected) re Ninestar
US and Town Sky, 337-TA-565, Oct. 30, 2008, at 2 J G, EDIS Doc. Nos. 313129, 313131.)
Claim 21 of the ‘397 patent was not included as part of these Cease and Desist Orders because
complainants represented that, during the Violation Phase, Ninestar US and Town Sky were not

importing and selling ink cartridges that infringed that claim.
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“Covered products,” as defined in the Cease and Desist Order against Mipo America,
include cartridges covered By one or more of the four Enforcement Claims. (Order to Cease and
Desist re Mipo America, 337-TA-565, Oct. 19, 2007, at 2 | G, EDIS Doc. No. 285001.)

Finally, the Consent Order against the Apex Respondents prohibits the sale or importation for
sale of “ink cartridges that infringe claim[] ... 81 ... of ... the ‘439 patent . . . ; claim[] 9 ... of
...the ‘917 patent . . . ; claim 1 of the ‘053 patent; and claim[] 21 . .. of the ‘397 patent . . ..”
(Consent Order re Ribbon Tree USA and Apex, 337-TA-565, Feb. 12, 2007, at 2, EDIS Doc. No.
269534.)

The products at issue are Enforcement Respondents’ ink cartridges, the sale or
importation for sale of which Epson alleges violate the Commission’s Remedial Orders.
Complainants argued, and it is undisputed that the ink cartridges are for use in Epson’s
on-carriage ink jet printers. (CFF V.C.1 (undisputed).) There are two typ<: of ink cartridges in
use: (1) compatible ink cartridges and (2) remanufactured ink cartridges. Epson and the Ninestar
respondents have defined “compatible” ink cartridges as new ink cartridges that are not
manufactured by Epson and that are manufactured for use with Epson inkjet printers. (Order No.
44: Joint Stipulation Regarding Products at Issue, Dec. 11, 2008, EDIS Doc. No. 315711; CFF
V.D.1 (undisputed).) At the hearing, Epson’s witnesses, Herb Seitz, Gerald Murch and Jeff
Kinrich, as well as William Dai of Ninestar US, all defined compatible cartridges in this way and
used the term to refer to these types of cartridges. (CFF V.D.1 (undisputed).)

Complainants and the Ninestar respondents have defined “remanufactured” ink cartridges
as genuine Epson ink cartridges (i.e., originally manufactured by Epson) that have been used by a

consumer and thereafter refilled with ink by a remanufacturer. (Order No. 44: Joint Stipulation
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Regarding Products at Issue, Dec. 11, 2008, EDIS Doc. No. 315711; see also CFF V.D.2
(undisputed).) At the hearing, complainants’ witnesses, Seitz, Murch and Kinrich, as well as the
Ninestar respondents’ witness Dai, all defined remanufactured cartridges in this way. (CFF V.D.2
(undisputed).) Remanufactured cartridges are sometimes referred to as “remans” for short. (CFF
V.D.8 (undisputed); see also CEBr at 20-21.)

There is evidence that a remanufactured cartridge is no different in terms of patent claim
analysis than the genuine Epson cartridge from which it was remanufactured. (CFF V.D.3, 7 (all
undisputed).) Hence, because all genuine Epson cartridges for Epson’s on-carriage ink jet
printers practice the Enforcement Claims all such genuine Epson cartridges would infringe the
Enforcement Claims after they are reman.ufactured.9 (CFF V.C.2, V.D.3, 7 (all undisputed).)

All genuine Epson cartridges for Epson’s on-carriage ink jet printers can be divided into
- five generations, which Epson refers to as the (1) sponge, (2) sponge-plus-chip, (7) HAV I, (4)

" HAV II and (5) HAV I generations.'” (CFF V.C.4 (undisputed).) All genuine Epson cartridges

° The process by which a genuine Epson cartridge is remanufactured includes refilling
the empty genuine Epson cartridge with ink; removing or covering up the original Epson label;
covering up, blacking out, obliterating other Epson markings; resetting the chip; shaving off
certain plastic projections; and capping the ink-supply port to prevent leakage after refilling.
(CFF V.D.3-6 (all undisputed).) None of these steps, however, changes the infringement analysis
of the remanufactured cartridge. In other words, the remanufactured cartridge infringes the same
claims as are practiced by the genuine Epson cartridge from which it is remanufactured. (CFF
V.D.7 (all undisputed).)

19 Sponge cartridges use an ink-supply tank containing a sponge to regulate ink flow.
(CFF V.C.5 (undisputed).) Sponge-plus-chip cartridges use an ink-supply tank containing a
sponge and also incorporate a semiconductor chip on the cartridge with contacts for
communication with the printer. (CFF V.C.6 (undisputed).) HAV I cartridges use a valve
system to regulate ink flow and also incorporate a chip and a lever. (CFF V.C.7 (undisputed).)
HAV II cartridges also use a valve system, but they place the chip on the cartridge side wall
opposite the side with the lever. Finally, HAV III cartridges also use a valve system, a lever and
a chip. (CFF V.C.8 (undisputed).) Like HAV I cartridges, HAV III cartridges place the chip on
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within a generation are of identical or essentially identical structure because each cartridge has
components that are common to all of the other cartridges in that generation, even if the size of
the components or the size of the cartridge as a whole may vary from cartridge to cartridge. (CFF
V.C.11 (undisputed).) This commonality allows all cartridges within a generation to be
represented by a single representative cartridge. (CFF V.C.10 (undisputed).) Complainants’
Murch selected five representative cartridges (one from each generation) to represent the
universe of Epson’s on-carriage genuine cartridges sold world-wide. (CFF V.C.10, 13, 17, 21,
25, 29 (all undisputed).) Murch referred to these five representative cartridges as “Genuine
~ Epson Representative Cartridge” or “GERC.” (CFF V.C.10 (undisputed).) “GERC-1” (CPX-
1111) represents all genuine Epson cartridges sold worldwide of the sponge generation. (CFF
V.C.13 (undisputed).) “GERC-2” (CPX-1114) represents all genuine Epson cartridges sold
worlwide of the sponge-plus-chip generation. (CFF V.C.17 (undisputed).) “GERC-3"*{CPX-
1124) represents all genuine Epson cartridges sold worldwide of the HAV I generation. (CFF
V.C.21 (undisputed).) “GERC-4” (CPX-1125) represents all genuine Epson cartridges sold
wo.rldwide of the HAV II generation. (CFF V.C.25 (undisputed).) Finally, “GERC-5" (CPX-
E281) represents all genuine Epson cartridges sold worldwide of the HAV III generation. (CFF
V.C.29 (undisputed).)

Applying the relevant claim constructions for claim 81 of the ‘439 patent, the
administrative law judge finds that GERC-1 practices claim 81 because it literally meets the
preamble and each limitation of the claim. (CFF V.E.1-7; V.F.2-10 (all undisputed).) Because

GERC-1 is representative of all of the genuine Epson cartridges within the sponge generation, he

the same side wall as the lever and near the ink-supply port. (CFF V.C.9 (undisputed).)
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finds that all cartridges within that generation also practice claim 81. (CFF V.F.11 (undisputed).)

In addition, the analysis of GERC-1 under claim 81 also equally applies to GERC-2 and
the genuine Epson cartridges it represents because like GERC-1, GERC-2 incorporates a sponge
in the ink cartridge and thus the administrative law judge finds that it meets the preamble and all
of the claim limitations. (CFF V.F.12 (undisputed).) Accordingly, the administrative law judge
finds that GERC-2 and the genuine Epson cartridges it répresents also practice claim 81 of the
- “439 patent. (CFF V.F.13 (undisputed).)

Also, if any of the genuine Epson models represented by GERC-1 are remanufactured, the
administrative law judge finds that such remanufactured cartridges would infringe claim 81 of
the ‘439 patent in the same way that GERC-1 practices claim 81. (CFF V.F.14 (undisputed).)
Similarly, if any of the genuine Epson models represented by GERC-2 are remanufactured, the
administrative law judge finds that such remanufacturc;d cartridges would infringe claim &1 of -
the ‘439 patent in the same way that GERC-2 practices claim 81. (Id.) Accordingly, the
. administrative law judge finds that any remanufactured genuine Epson cartridge model
répresented by GERC-1 or GERC-2 infringes claim 81 of the ‘439 patent. (Id.) Thus, the
administrative law judge finds that genuine Epson cartridges represented by GERC-1 or GERC-2
that are covered by claim 81 of the ‘439 patent are listed in CFF V.F.17 (undisputed).

Applying the relevant claim constructions for claim 9 of the ‘917 patent, the
administrative law judge finds that GERC-2 practices claim 9 because it literally meets the
preamble and each claim limitation. (CFF V.E.1-2, 8-11; CFF V.F.18-33 (all undisputed).)
Because GERC-2 is representative of all of the genuine Epson cartridges within the sponge-plus-

chip generation, he further finds that all cartridges it represents within that generation also
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practice claim 9. (CFF V.F.34 (undisputed).)

The administrative law judge finds that the analysis of GERC-2 under claim 9 applies
equally to GERC-3, GERC-4 and GERC-5 and the genuine Epson cartriages represented by
those cartridges. (CFF V.F.35 (undisputed).) The administrative law judge further finds that like
GERC-2, GERC-3, 4 and 5 all incorporate a semiconductor storage device that stores |
information about the ink and all have contacts arranged as required by claim 9. (Id.) As such, he
finds that GERC-3, 4 and 5 each meet the preamble and all of the limitations of claim 9 in the
same way as GERC-2."" Accordingly, the administrative law judge further finds that GERC-2, 3,
4 and 5, and the genuine Epson cartridges they represent, also practice claim 9 of the ‘917 patent.
(d.)

If any of the genuine Epson models represented by GERC-2 are remanufactured, then the
administrative law judge finds that such remanufactured cartridges would infringe claim 9 of the
‘917 patent in the same way that GERC-2 practices claim 9. (CFF V.F.36 (undisputed).)
Similarly, if any of the genuine Epson models represented by GERC-3, 4 or 5 are
remanufactured, the administrative law judge finds that such remanufactured cartridges would
infringe claim 9 of the ‘917 patent in the same way that GERC-3, 4 and 5 practice claim 9. (Id.)
Accordingly, he finds that every remanufactured genuine Epson cartridge model represented by

GERC-2, GERC-3, GERC-4 or GERC-5 infringes claim 9 of the ‘917 patent. (Id.) All genuine

" Although there are differences in structure between GERC-2 and GERC-3, 4 and 5,
those differences are immaterial with respect to analysis of claim 9 because these cartridges all
have the same common features as required by claim 9. (CFF V.F.35 (undisputed).)
Nevertheless, an independent claim analysis with respect to each of GERC-3, 4 and 5 further
confirmed that each practices claim 9 of the ‘917 patent and confirmed that the analysis he
presented of GERC-2 under claim 9 equally applies to GERC-3, 4 and 5. (I1d.)
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Epson cartridges represented by GERC-2, 3, 4 or 5 that are covered by claim 9 of the ‘917 patent
are listed in CFF V.F.37 (undisputed).

Applying the relevant claim constructions for claim 1 of the ‘053 patent, the
administrative law judge finds that GERC-4 practices claim 1 because it literally meets the
greamble and each claim limitation. (CFF V.E.1-2, 12-13; CFF V.F.38-51 (all undisputed).)
Because GERC-4 is representative of all of the genuine Epson cartridges within the HAV II
generation, he further finds that all Epson HAV II cartridges also practice claim 1. (CFF V.F.52
(undisputed).)

The administrative law judge finds that if any of the genuine Epson models represented
by GERC-4 are remanufactured, such remanufactured cartridges would infringe claim 1 of the
‘053 patent in the same way as GERC-4 practices claim 1. (CFF V.F.53 (undisputed).)
Accordingly, he finds tha* every remanufactured genuine Epson cartridge model represented by
GERC-4 infringes claim 1 of the ‘053 patent. (Id.) All genuine Epson cartridges represented by
GERC-4 that are covered by claim 1 of the ‘053 patent are listed in CFF V.F.54 (undisputed).

The administrative law judge finds that GERC-4 practices claim 21 of the ‘397 patent
because it literally meets the preamble and each claim limitation. (CFF V.F.55-70 (ail
undisputed).) He further finds that because GERC-4 is representative of all of the genuine Epson
cartridges within the HAV II generation, all Epson HAV II cartridges also practice claim 21.
(CFF V.F.71 (undisputed).)

The administrative law judge finds that the analysis of GERC-4 under claim 21 equally
applies to GERC-5 and the genuine Epson cartridges it represents because like GERC-4, GERC-

5 incorporates a membrane valve structure as required by claim 21. (CFF V.F.72 (undisputed).)
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As such, he finds that GERC-5 meets the preamble and all of the limitations of claim 9 in the
same way as GERC-4. Accordingly, he further finds that GERC-5, and the genuine Epson
cartridges it represents, also practice claim 21 of the ‘397 patent. (Id.)

The administrative law judge finds that if any of the genuine Epson models represented
by GERC-4 are remanufactured, then such remanufactured cartridges would infringe claim 21 of
the ‘397 patent in the same way that GERC-4 practices claim 21. (CFF V.F.73 (undisputed).)
Similarly, he finds that if any of the genuine Epson models represented by GERC-5 are
remanufactured, then such remanufactured cartridges would infringe claim 21 of the ‘397 patent
in the same way that GERC-5 practices claim 21. (Id.) Accordingly, he finds that every
remanufactured genuine Epson cartridge model represented by GERC-4 or GERC-5 infringes
claim 21 of the ‘397 patent. (Id.) All genuine Epson cartridges represented by GERC-4 or 5 that
are covered by claim 21 of the ‘297 patent are listed in CFF V.F.74 (undisputed).

A. Whether Enforcement Respondents’ Cartridges Are Covered Produbts

1. The Ninestar Respondents

It is a fact that the Ninestar respondents have stipulated that their compatible and
remanufactured cartridges at issue infringe the Enforcement Claims. See Order No. 50. Thus,
Order No. 50 identifies the speéiﬁc Enforcement Claims that are infringed by specific models of
the Ninestar respondents’ compatible and remanufactured cartridges. These model numbers were
culled from the Ninestar respondents’ sales, purchase and import documents as produced and
constitute the universe of model numbers at issue for purposes of determining the number of

violations that occurred and the penalty that should be assessed in this proceeding. (See CFF
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VI.A.5-213.)"? While Order No. 50 identifies which of the Ninestar respondents’ models infringe
each of the four Enforcement Claims, claim 21 of the ‘397 patent is not part of the Cease and
Desist Orders entered against Ninestar US and Town Sky."> Nevertheless, every model of the
Ninestar respondents identified in Order No. 50 as infringing claim 21 of the ‘397 patent is also
identified as infringing at least claim 9 of the ‘917 patent (which is part of the Cease and Desist
Orders). Accordingly, every model number of the Ninestar respondents identified in Order No.
50 infringes one or more of the Enforcement Claims applicable to Ninestar US and Town Sky
(claim 81 of the 439 patent, claim 9 of the ‘917 patent and/or claim 1 of the ‘053 patent). Thus,
in view of the rejection of the Fifth Amendment due process argument of the Ninestar
respondents, infra, the administrative law judge finds that all of the Ninestar respondents’
compatible and remanufactured products at issue in this proceeding are covered products under
the Ninestar US and Town Sky Cease aixd Desist Orders.
a. Fifth Amendment Argument

While the Ninestar respondents agree that compatible cartridges are covered under the

cease and desist orders entered against Ninestar US and Town Sky, the Ninestar respondents

argued that any remanufactured products are not covered under said orders. Thus, the Ninestar

12 The Ninestar respondents did object to CFF VI.A.5-10, 14-133, 136-213 on the
grounds that there has been no independent factual determination that the imported products were
“covered products” and that that determination is a matter of law to be determined based upon
Fifth Amendment considerations. The administrative law judge, infra, has rejected the Fifth
Amendment due process argument of the Ninestar respondents with respect to refillable
cartridges and further found that every remanufactured cartridge of the Ninestar respondents at
issue in these proceedings is a covered product under the Cease and Desist orders entered against
Ninestar US and Town Sky. ‘

13 The Ninestar respondents have stipulated to infringement of claim 21 of the 397
patent because certain of its remanufactured cartridges infringe this claim.
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respondents have argued extensively that the “fifth amendment to the U.S. Constitution prohibits
any of the respondents being penalized for importation, or sale, of any refilled products,” (REBr
at 6-12) and, hence, the exclusion orders do not extend to remanufactured products, also known
as refilled products. For example it is argued that the mere fact that a subsequent product may be
found to be an infringing product does not mean that said product was subject to the original
exclusionary order and that penalties can be imposed for the importation or sale of that product
(REBr at 8); that the mere fact that something may be an infringement is not sufficient to allow a
court (or this Commission) to find a party in contempt (or its equivalent in these proceedings)
and impose sanctions (REBr at 8); and that the fundamental problem with any injunction by
district courts, with the same law applying to exclusion orders by this Commission, is that if
written so broadly as to prohibit all infringement, they would subject legitimate “design around”
attempts, not merely to damages, but also to pealties (REBr at 10). Thus, the Ninestar
respondents, as indicated supra, repeatedly objected to complainants’ CFF VI.A.5-10, 14-133,
136-213 on the ground that:

There has been no independent factual determination that the

imported products were “covered” products. That determination is

a matter of law to be determined based upon Fifth Amendment

considerations.
(RR/OCFFS5, etc.) The Ninestar respondents argued that they have consistently taken the
position that any attempts to extend the exclusion orders to remanufactured products would be a
violation of the Fifth Amendment right to due process; that district court injunctions, which it is

argued are governed by the same constitutional restrictions as this Commission, are never so

broad as to apply to all products that would ever infringe a patent involved in litigation in the
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district courts; that any such orders would be so broad as to subject a person, who engages in a
legitimate design around, to contempt of court; that while these proceedings are not strictly those
of a district court, they are governed by the same constitutional prescriptions and the same care
should be taken in the preparation of orders, which subject a person or persons to contempt (i.e.
any form of punishment); that the uncontroverted evidence in this investigation has shown that
none of the accused defendants received any significant benefit from any violations (assuming
violations are found); that the small number of sales of products involved in this investigation
demonstrate that there is no real damage to the public or to the integrity of these proceedings or
this Commission’s orders; that at a minimum, the clear ambiguity in the exclusion orders, and
whether or not the exclusion orders apply to refilled or remanufactured cartridges, which were
never involved in the original proceedings, would make the imposition of any substantial
penalties blatantly unfair, in view of the fact that the Ilinestar respondents clearly had reasons to
believe that selling refilled products was perfectly legal and not covered by the exclusion order.
(REBrat 4-5.)

Complainants argued that a remanufactured cartridge is no different in terms of patent
claim analysis than the genuine Epson cartridge from which it was remanufactured (CFF V.D.3,7
(all undisputed as to asserted facts)); and that, as such, because all genuine Epson cartridges for
Epson’s on-carriage ink jet printers practice the Enforcement Claims, all such genuine Epson
cartridges infringe the Enforcement Claims after they are remanufactured. (CFF V.C.2, V.D.3,7
(all undisputed as to asserted facts).)

The staff argued that while the Ninestar respondents argued that the Commission orders

failed to provide sufficient notice to a lay person that patent infringement includes acts of selling
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refilled cartridges that were not originally sold within the United States, counsel for the Ninestar
respondents essentially conceded that the Commission orders did in fact provide notice that any
infringement of the asserted patents was prohibited, merely suggesting that the Ninestar
respondents themselves did not understand the orders. (SEBr at 8.) It is argued that the evidence
shows that the Ninestar respondents took some steps to comply with the orders by searching for
spent Epson ink cartridges that could comply with a patent exhaustion defense; that in the staff’s
view, this negates the assertion that the orders did not sufficiently apprise the Ninestar
respondents of what conduct was prohibited; that the established law concerning patent
exhaustion is not obscure or even difficult to understand; that thus, the Commission orders are
not vague and do in fact clearly and unmistakably apprise the Ninestar respondents of the line
that they should not cross, viz. infringement of the identified patent claims; that the defense
should be rej ¢cted because the Commission has repeatedly stated that persons subject to a
remedial order “have an affirmative duty to take energetic steps to do evérything in their power to
assure compliance, and this duty not only means not to cross the line of infringement, but to stay
several healthy steps away,” citing Lens-Fitted Film Packages, Commission Opinion on
Enforcement Matters at 20 (June 23, 2003) (internal quotations omitted); and that the evidence
shows that the Ninestar respondents did not take the required energetic steps to stay several
healthy steps away from infringement. (SEBr at 8-9.)

In Order No. 41, the administrative law judge rejected a motion of the Ninestar
respondents to amend the response to the complaint to include a Fifth Amendment affirmative
defense with respect to refilled cartridges and stated:

The record in this investigation shows that the due process

42



objection Ninestar seeks to assert, which is a legal argument, has
been thrice rejected by the administrative law judge on August 15,
September 25, and September 30 [in Order Nos. 35, 38, and 39].
Moreover, it appears that Ninestar has admitted that “the refilled
Epson cartridges are covered by the claims of the relevant patents,
i.e. that the claim terms read on the original Epson cartridges.[”]

In addition, Ninestar has already pled in their original response that
they have not violated the Commission orders by continuing to
import and sell “ink cartridges found to infringe the asserted Epson
patents.” See Enforcement Complaint § 28; Ninestar Response
28; see also Ninestar Response, prayer for relief, item B (“find no
violation of the General Exclusion Order and any Cease and Desist
Order by Respondents™).

(Order No. 41 at 1-2 (emphasis added) (footnotes omitted).) The administrative law judge, in
Order No. 40, also denied a Motion For Summary Determination of the Ninestar respondents
(Motion No. 565-80). He further has denied Motion No. 565-84, which was a motion for
interlocutory review of Order No. 40. (Tr. at 12-13.) Also, during the hearing, the administrative
law judge stated:

I assume, Mr. O’Connor, you’re going to lay it all out for the
Commission in your initial submission of due process, are you, et
cetera, et cetera, et cetera, the whole kit and caboodle will go to the
Commission, and I expect that you’ll do it. So whatever you want
to do, you can do, but I would be very surprised if you don’t do it,
but in any event, you will have your opportunity, even though it
may be purely legal argument, | want you to get into it in your
posthearing submissions in the same way with Complainants and
the Staff because it’s going up to the Commission, the whole kit
and caboodle.

(Tr. at 12-13 (emphasis added).)™* Thus the Ninestar respondents have continued to maintain
their Fifth Amendment due process argument in their post-hearing submissions.

As found, supra, there is no dispute that a remanufactured, or refilled, genuine Epson

14 The parties have the right to request a review by the Commission of any order of an
administrative law judge.
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cartridge is made by refilling the empty genuine Epson cartridge with ink; removing or covering
up the original Epson label; covering up, blacking out, obliterating other Epson markings;
resetting the chip; shavix;g off certain plastic projections; and capping the ink supply port to
prevent leakage after refilling. Also, it is undisputed that none of these steps change the
infringement analysis of the remanufactured cartridge and in other words, the remanufactured
cartridge infringes the same claims as are practiced by the genuine Epson cartridge from which it
is remanufactured. (CFF V.D.7 (undisputed).) With respect to refillable cartridges, the
administrative law judge in Order No. 35 found:

As to any argument that Ninestar cannot be liable for violating the
General Exclusion Order by selling for importation products
(refilled Epson genuine cartridges) that were not previously
adjudicated to infringe in the underlying action, this consolidated
enforcement proceeding is appropriately directed at any
cartridges covered by the patent claims at issue in the
investigation which would include the sale of refilled
cartridges for importation into the United States, so long as
those refills fall within the ambit of the General Exclusion
Order (by practicing the patent claims at issue) and are not
subject to a valid repair defense. The Commission has the
authority to enter exclusion orders that have the effect of
precluding any products found to infringe patents adjudicated in a
Commission investigation, whether or not those products are
identical to those which gave rise to the exclusion order. 19 U.S.C.
§1337(d). “Commission remedial orders are intended to prevent
future violations of section 337 with respect to products involved
in the investigation, but are not limited in their effect to the specific
products to which the question of patent infringement was
adjudicated.” Unfair Competition and the ITC, Donald Duvall et
al., § 7.18 at 338 (2005 ed.).

(Order No . 35 at 9-10 (underlined emphasis in original) (boldfaced emphasis added).)"’

15 The administrative law judge is aware that said Order No. 35 was not directed to
Ninestar China, Ninestar US, or Town Sky, but rather was issued in response to a motion to
quash filed jointly by non-parties ACECOM INC.-SAN ANTONIO, CARTRIDGES ARE US,
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Moreover, Order No. 39 stated:

[R]espondents have objected [to complainants’ Motion No. 565-77
to compel] on the grounds that, because refilled cartridges were not
explicitly included in the General Exclusion Order, any penalties
imposed based on the importation of these cartridges would be in
violation of the Due Process guarantee of the 5th Amendment.
(Resp. Opp. at 7.) The Federal Circuit has indicated that “there
must be adequate notice of what conduct is regulated by the order,
whose conduct is regulated by the order, and the parameters of any
relevant affirmative defenses.” Fuji Photo Film Co. v. Int’] Trade
Comm’n, 474 F.3d 1281, 1292-93 (Fed. Cir. 2007) (Fuji Photo).
After the initial proceedings and the related exclusion orders in this
investigation, respondents, however, had notice that the order
applied to “ink cartridges that are covered by one or more of [the
asserted claims].” See Certain Ink Cartridges and Component
Parts Thereof, 337-TA-565, Final Determination, Oct. 19, 2007.
Nothing in the exclusion orders limited the language of the order to

new cartridges, or even to the specific cartridges then accused.
Moreover, the administrative law judge has already noted that any

due process requirements in this investigation have been met. See
Certain Ink Cartridges, 337-TA-565, Order No. 35 at 10 (citing

Fuji Photo).

(Order No. 39 at 5-6 (emphasis added).) Thus, as the cartridges in the current inQestigation are
effectively the same as the cartridges found to infringe in the original investigation, the Ninestar
respondents were on notice that, barring some legal argument otherwise (for example, the
doctrine of permissible repair, on which the Ninestar respondents rely), _the exclusion order
properly including refilled cartridges as excluded products. The actions of the Ninestar
respondents after issuance of the exclusion order show their awareness of that fact, as they did
attempt to identify which refilled cartridges were purchased in the United States and which were

not, which purchase would be a requirement of their affirmative defense of permissible repair.

INC., COMPTREE, INC., INKJET MADNESS.COM, INC., LINKYO CORP., PRINTPAL,
INC. , and XP SOLUTIONS LLC. Said order is, however, relevant to the Fifth Amendment due
process argument at issue here.
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For example, Lu, of Ninestar China, as early as Spring of 2007, admitted to understanding that
whether a remanufactured Epson cartridge was first sold in the United States would in part
determine whether it was covered by the exclusion orders. (CFF IX.8 (undisputed).) The
Ninestar respondents’ first purchases of empty Epson cartridges for remanufacturing were all
from United States firms. (CFF IX.A.9, CFF IX.A.10 (all .undisputed).) On November 30, 2007,
“Town SKy / Ninestar” received a fax from Access Computer Products stating that the limited
their collection of Epson cartridges for resale to the United States. (CFF IX.A.12 (undisputed);
see also CX-E520.)"

The Ninestar respondents apparently understand that their argument goes against many

years of precedent, as they admit in their remand post-hearing brief:

The Respondents recognize that the Commission has, in the past,

routinely entered orders prohibiting importation of any “infringing”
products. Respondents’ response to that common practice is that,

frankly, that mistake has been made long enough. The Commission

is bound by the same constitutional requirements of due process as

are all federal district courts. Fuji Photo Film Co. v. ITC, 474 F.3d

1281 (Fed. Cir. 2007).
(REBr at 6 (emphasis added).) No respondent should be surprised when a finding of a violation
by the administrative law judge results in an exclusion order prohibiting importation of “any
‘infringing’ products.” Moreover, the argument of the Ninestar respondents is contradictory on
its face, as a long-standing and generally known practice should give sufficient notice of

expected behavior. Finally, with respect to the Fuji Photo case, in Order No. 35, the

administrative law judge stated:

16 There are other facts in evidence to support the conclusion that the Ninestar
respondents knew of this issue. (CFF IX.A.14 - 17, 19-23 (all undisputed).)
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Movants, citing Fuji Photo Film Co. v. ITC, 474 F.3d 1281,
1293 (Fed. Cir. 2007) (Fuji) argued that the law as it relates to the
requirement of proper prior notice before the imposition of
penalties is the same whether one is talking about district courts or
whether one is talking about administrative agencies. However in
Fuji, while the principal of Jazz Photo contended that a
$13,675,000 civil penalty against him for violating a Commission
cease and desist order violated his fifth amendment due process
right, the Federal Circuit found that he was adequately notified of
the activities prohibited by the cease and desist order sufficient to
support the penalty. Ninestar has received adequate notice that the

Commission has prohibited the importation of products that
infringe the patents-in-issue.

(Order No. 35 at 10 (emphasis added).) Thus, respondents’ reliance on Fuji Photo is unavailing,
as the Fuji Photo Court never reached the Fifth Amendment issue of due process with respect to
permissible repair. (Fuji Photo, 474 F.3d at 1293 (“Benun clearly haci notice that importing and
selling refurbished cameras first sold outside the United States was impermissible. Whether he
had adequa’z notice of the scope of permissiblé repair is a matter we need not decide.”).)'” o

| The Ninestar respondents also apparently attempt to conflate the issue of whether or not
“R series” products that were not at issue in this investigation and “legitimate ‘design around’
attempts” are subject to the exclusion orders, with the issue of whether or not refilled cartridges
are subject to the exclusion orders, at least with respect to their Fifth Amendment due process
argument. Thus, the Ninestar respondents argued, for example:

The fundamental problem with any injunction by district courts

(the same law, of course, applies to exclusion orders by this
Commission) is that if written so broadly as to prohibit all

infringement, they would subject legitimate “design around”

17 The Fuji Photo Court did reach, and reject, appellant’s Fifth Amendment argument
" with respect to whether or not the ITC could impose civil penalties directly on appellant. (Fuji
Photo, 474 F.3d at 1293 (“we conclude that the Commission provided adequate notice that
Benun’s own conduct was subject to the [cease and desist] order.”).)
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attempts, not merely to damages. but for penalties.

(REBr at 10 (emphasis added).) The Ninestar respondents have admitted, however, that the
refilled cartridges literally infringe. (CFF IV.D.2, 3, 7 (all undisputed).) Moreover, the Ninestar
respondents have not argued that any of the products at issue in this enforcement action are
“design around” products that do not infringe.'® Indeed, the Ninestar respondents have admitted
infringement as to all products at issue in this enforcement action. (CFF IV.D.2, 3, 7 (all
undisputed); CFF IV.G.3 (undisputed).) Thus, the administrative law judge finds that the
analogy that the Ninestar respondents appear to be drawing is simply inapposite.

The Ninestar respondents also argued:

While the physical structure of the refilled cartridges are
covered by patents, that does not mean that the refilled products are
covered by patents. The patents apply to the physical structure
themselves, and clearly, if those physical structures were copied by
Ni.-estar and sold into the United States, that would be
infringement. It is uncontroverted, however, that one may refill
cartridges, first sold in the United States, under the
repair/reconstruction doctrine. See Hewlett-Packard vs.
Repeat-O-Type Stencil Mfg. Corp., Inc., 123 F.3d 1445 (Fed. Cir.
1997), (coincidentally argued by Respondents’ attorney before the
Court of Appeals for the Federal Circuit). Hewlett Packard chose
not to seek certiorari in that case, and accordingly, it is presently
the law. Jazz Photo Corp. v. United States, 439 F.3d 1344 (Fed.
Cir. 2006) subsequently modified that law by limiting the right to
refill cartridges or repaired/refurbished cartridges to those
originally sold in the United States.

The fact that such products, if not originally sold in the
United States, would be infringing products, is not the issue

'8 In another investigation, the undersigned did find that a design-around product has not
violated a cease and desist order. See In the Matter of Certain Automated Mechanical
Transmission Systems for Medium-Duty and Heavy-Duty Trucks and Components Thereof, Inv.
No. 337-TA-503 Commission Decision Not to Review an Enforcement Initial Determination
(March 27, 2006).
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presented for this Court’s consideration at this time. The issue is

whether or not the Respondents are on notice, by virtue of the

exclusion orders, that such refilled products are infringing

products.
(REBr at 11-12.) Thus, the Ninestar respondents are pointing to the basis for their purported
belief that refilled cartridges were not covered by the exclusion orders. Again, their own
arguments contradict their conclusion. Thus, the Ninestar respondents admit in the cited excerpt
that they believed that selling refilled cartridges is allowed under the repair/reconstruction
doctrine, which is an affirmative defgnse to patent infringement, only if said caﬁﬁdges were
purchased in the United States. Therefore, the administrative law judge finds that the Ninestar
respondents cannot now claim to be surprised that an exclusion order which, on its face, prohibits
importation into the United States of infringing goods, reaches, inter alia, refilled cartridges.

Based on the foregoing, the administrative law judge rejects the Fifth Amendment due

process argument of the Ninestar respondents with respect to refillable cartridges and further
finds that every remanufactured cartridge of the Ninestar respondents at issue in this proceeding
is a covered product under the Cease and Desist orders entered against Ninestar US and Town
Sky.

2. The Mipo Respondents

Both Mipo Respondents, viz. respondent Mipo International and respondent Mipo

American, have been found in default in this action. The complaint for enforcement proceedings
against the Mipo respondents alleges, among other things, that the Mipo-brand cartridges Epson

obtained directly from the U.S. subsidiary following the entry of the Remedial Orders “infringe

Epson’s patents, in violation of the General Exclusion Order, Limited Exclusion Order and the
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Cease and Desist Order.” (Mipo Complaint at 7-9.) By virtue of the Mipo Respondents’ defaults,
the allegations of the complaint, including this infringement allegation, are found to be deemed
admitted against them. Moreover, the administrative law judge finds that complainants have
established that the Mipo-brand cartridges obtained by Epson’s investigator after the entry of the
Remedial Orders, which are all compatible cartridges (CFF V.G.8 (undisputed)), infringe at least
claim 9 of the ‘917 patent. Thus, complainants’ expert Murch reviewed and analyzed the four
Mipo compatible cartridges that complainants’ Seitz purchased from Mipo America’s website,
www. hginkjets.com, following the entry of the Remedial Orders. (CFF V.G.8-9 (all undisputed).)
Murch selected CPX-E116, which he found to be repr¢sentative of the other three Mipo
cartridges, and presented his infringement analysis during the evidentiary hearing with respect to
this cartridge. (CFF V.G.11 (undisputed).) CPX-E116 Was found to meet the preamble and
limitatidns of claim 9 of the ‘917 patent literall);. (CFF V.G.13-28 (a;ll undisputed).) Because
CPX-El 16 is representative of the othef three Mipo cartridges (CI;X-EI 13, CPX-E114 and CPX-
E115), the administrative law judge finds that the infringément analysis of CPX-E116 presented
by Murch is foﬁnd to be equally applicable to them. (CFF V.G.11, 29 (all undisputed).) The
administrative law judge further finds that an independent analysis of the other three Mipo
cartridges established that those cartridges infringe claim 9 of the ‘917 patent as well. (CFF
V.G.9 (undisputed).)

In addition, the administrative law judge finds that documents from third-party
amazon.com reveal that respondent Mipo America sold remanufactured cartridges after the date
of the Remedial Orders. See CFF VILA.1-15 (all undisputed). Hence, because every genuine

Epson cartridge for Epson’s on-carriage ink jet printers practices at least one Enforcement Claim,
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the administrative law judge finds that a Mipo-brand remanufactured Epson cartridge must also
infringe the same Enforcement Claim(s). (CFF V.D.3, 7; CFF V.F.1 (all undisputed).)
Accordingly, the administrative law judge finds that the remanufactured cartridges sold and/or
imported by the Mipo Respondents, through amazon.com, also infringe at least one Enforcement
Claim and are therefore covered products.

3. The Apex Respondents

The Apex respondents, viz. respondent Ribbon Tree U.S.A. and respondent Apex

Distributing Inc., have been found in default in these proceedings. The complaint for
enforcement proceedings against the Apex respondents alleges, among other things, that the
cartridges complainants obtained from them infringe the claims that are the subject of the
Consent Order entered into by the Apex respondents. (Apex Respondents Complaint at 7-9.)
Thus, the Apex respondents’ defaults e found sufﬁciént to deem the allegations of the
complaint, including the infringement allegations, admitted. Moreover, the administrative law
judge finds that complainants have established that each and every remanufactured cartridge (all
of the Apex respondents’ cartridges at issue in this proceeding are remanufactured cartridges)
which complainants’ investigators obtained from the Apex respondents after the entry of the
Remedial Orders infringe certain claims in issue. Thus, the administrative law judge finds that
the Apex respondents’ remanufactured cartridges represented by GERC-1 (sponge generation) or
GERC-2 (sponge-plus-chip generation) infringe claim 81 of the ‘439 patent literally because
GERC-1and 2 each meet the preamble and every limitation of claim 81. (CFF V.F.2-14; CFF
V.G.33-34 (all undisputed).) He further finds that the analysis of claim 81 of the ‘439 patent set

forth, supra, is found to be equally applicable to these remanufactured cartridges. (CFF V.G.33-
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34; CFF V.F.14 (all undisputed).) The Apex respondents’ remanufactured cartridges that are
found to infringe claim 81 of the ‘439 patent, as represented by GERC-1 or 2, are listed in CFF
V.G.34 (undisputed).

The administrative law judge finds that the Apex respondents’ remanufactured cartridges
represented by GERC-2 (sponge-plus-chip) or GERC-4 (HAV II) infringe claim 9 of the ‘917
patent literally because GERC-2 and 4 each meet the preamble and every limitation of claim 9.
(CFF V.G.35-40; CFF V.F.18-36 (all undisputed).) He also finds that the analysis of claim 9,
supra, is equally applicable to these remanufactured cartridges. (CFF V.G.35-40; CFF V.F.35-36
(all undisputed).) The Apex respondents’ remanufactured cartridges found to infringe claim 9 of
the ‘917 patent, as represented by GERC-2 or 4, are listed in CFF V.G.40 (undisputed).

The administrative law judge finds that the Apex respondents’ remanufactured cartridges
- represented by GERC-4 (HAV 1) infringe claim 1 of the ‘053 patent literally because GERC-4
meets the preamble and every limitation of claim 1. (CFF V.G.41-42; CFF V.F.38-53 (all
undisputed).) He further finds that the analysis of claim 1 of the ‘053 patent set forth, supra, is
equally applicable to these remanufactured cartridges. (CFF V.G.41-42; CFF V.F.52-53 (all
undisputed).) All of the Apex respondents’ remanufactured cartridges found to infringe claim 1
of the ‘053 patent, as represented by GERC-4, are listed in CFF V.G.42 (undisputed).

The Apex respondents’ remanufactured cartridges represented by GERC-4 (HAV 1I) are
found to infringe claim 21 of the *397 patent literally because GERC-4 meets the preamble and
every limitation of claim 21. (CFF V.G.43-44; CFF V.F.55-73 (all undisputed).) The analysis of
claim 21 of the ‘397 patent set forth, supra, is found to be equally applicable to these

remanufactured cartridges. (CFF V.G.43-44; CFF V.F.71-73 (all undisputed).) All of the Apex
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respondents’ remanufactured cartridges that complainants’ Murch reviewed and found to infringe
claim 21 of the ‘397 patent, as represented by GERC-4, are listed in CFF V.G.44 (undisputed).

Thus, the administrative law judge finds that complainants have established that all of the
Apex respondents’ remanufactured cartridges obtained by complainants’ investigators after the
Remedial Orders infringe at least one of the Enforcement Claims. (CFF V.G.30-31, 33-44 (all
undisputed).) In addition, he finds that complainants have shown that because every genuine
Epson cartridge for Epson’s on-carriage ink jet printers practices at least one Enforcement Claim,
any such cartridge in its remanufactured state infringes the same Enforcement Claim(s). (CFF
V.F.1, 14, 35-36, 52-53, 71-73 (all undisputed).) Hence, he finds that the remanufactured
cartridges sold and/or imported by the Apex respondents that Epson uncovered through third-
party discovery and that formed the basis of the violations of the Remedial Orders identified,
intra, infringe the Enforcement Claims and are there{ore covered products.
V. Affirmative Defenses

In addition to the due process Fifth Amendment defense, which the administrative law
judge has rejected, supra, the Ninestar respondents raised at various times four affirmative
defenses. Complainants argued that the Ninestar respondents presented no evidence at the
evidentiary hearing regarding their first affirmative defense (invalidity), third affirmative defense
(lack of personal jurisdiction and non-compliance with the Hague Convention), or fourth
affirmative defense (inequity of enforcement while reexamination proceedings and an appeal are
pending). (CFF VIILA.1-2, 4, 6 (all undisputed as to asserted facts).) Complainants also argued
that respondent Mipo fomerica has also waived said affirmative defenses, despite attempts to

“incorporate by reference” the Ninestar respondents’ first and fourth affirmative defenses,
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because Mipo America subsequently defaulted and no respondent asserted or presented any
evidence supporting these affirmative defenses nor did they file any pre-hearing brief at all.
(CEBr at 73.)

In Section III, supra, the administrative law judge has found that there is personal
jurisdiction as to the Ninestar respondents. Also, the administrative law judge finds that the
Ninestar respondents have waived said first and fourth affirmative defenses by failing to raise
these defenses in their pre-hearing statement or present supporting evidence at the hearing in
January 2009." (CFF I11.23, 54, VIII.A.2-7 (all undisputed).) He further finds that the defaulting
respondents waived any affirmative defenses because of their default and the fact that they did
not assert or present any evidence supporting the affirmative defenses and did not file any pre-

" hearing statements.

Complainants argued that the Ninestar respondents lizve waived their second affirmative
defense of permissible repair, as they have with the first and fourth affirmative defenses, because
they only raised three “issues to be considered at the Hearing” in their pre-hearing statvement: due
process, fairness, and their financial condition. (CEBr at 74.) Complainants further argued that
counsel for the Ninestar respondents conceded at the pre-hearing conference that said affirmative

defense was not raised in the pre-hearing statement of the Ninestar respondents, but indicated

1% See, e.g., Order No. : Notice of Ground Rules, Setting 4/25/06 Date for Discovery
Statements, and 5/2/06 Date for Preliminary Conference, Mar. 21, 2006, EDIS Doc. No. 250193,
at Ground Rules at 12 (“Pre-Hearing Statement . . . (v) Any contentions not set forth in detail as
required herein shall be deemed abandoned, or withdrawn, except for contentions of which a
party is not aware and could not be aware in the exercise of reasonable diligence at the time of
filing the pre-hearing statements.”). Pursuant to this requirement, each of the parties and the staff
shall take a position on the issues it is asserting no later than the filing of its pre-hearing
statement. (CFF VIII.C.1 (undisputed), Order No. 1.)
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that the Ninestar respondents intended to present evidence at the hearing regarding “patent
exhaustion.” (Id.) Complainants also argued that the Ninestar respondents failed to present
evidence that would permit a finding that their remanufactured cartridges were permissibly
repaired; and thgt even though said respondents have the burden of proof, evidence presented by
complainants affirmatively disproves any permissible repair defense in this investigation. (CEBr
at 75.) Complainants further argued that they did not affirmatively put at issue whether specific
remanufacturing steps constitute permissible repair or an infringing reconstruction. (CEBr at 77.)
It is argued that the Ninestar respondents failed to introduce any evidence from which the
administrative law judge could determine that any remanufacturing process of the Ninestar
respondents is limited to permissible repair and does not amount to infringing reconstruction
CFF VIII.C.3 (undisputed as to asserted facts); and that because the Ninestar respondents cannot
prove a patent exhausting first sale in the United States, an elemerit of the pefmissible repair
defense, the administrative law judge is not required to decide this issue. (Id.)

Complainants further argued that the Ninestar respondents presented no evidence that any
of the empty cartridges the Ninestar respondents purchased for remanufacturing were first sold in
the United States; that any argument the Ninestar respondents may make that the purchase of an
empty cartridge from a U.S.-based collector is sufficient to prove that the cartridge was first sold
in the United States is not supported by any evidence; and that requiring the Ninestar respondents
to provide evidence to support said argument is not unreasonable because remanufacturers and
resellers routinely seek certifications from their sellers documenting their collection procedures
and controls in order to comply with the first sale requirement and avoid patent infringement.

(CEBr at 78, CFF VIII.C.4 (undisputed as to asserted facts).) Complainants also argued that the
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Ninestar respondents did not produce any evidence regarding the collection practices of their
other suppliers; that there is no indication from whom or from where these collectors obtain
cartridges; that Lu of Ninestar China has testified that he is unaware of aﬁy conversations anyone
at Ninestar China had with its vendors about this subject; and that from the evidence presented
by complainants, the only U.S.-based collector for which there is more than a name and address
in the record, Access, obtains Epson inkjets from sources outside the United States, including
over fifty schools in Canada. (CEBr at 79, CFF VIIL.C.5-6, 8 (all undisputed as to asserted
facts).)

Complainants further argued that documents produced by Access made it clear that
Access did not separate out cartridges first sold outside of the United States from the empty
cartridges it provided to the Ninestar respondents; and that Access’ president refused to sign a
declaration stating (1) that cartridges received from occasional Canadian . durces are culled to
~ remove any Epson cartridges that exist and (2) that Access could state with virtual certainty that
Epson cartridges supplied to Town Sky/Ninestar US are solely of U.S. origin. (CEBr at 80, CFF
VIII.C.9-14 (all undisputed as to asserted facts).) Complainants also argued that without a
system in place to sort the cartridges, the Ninestar respondents cannot prove that any of the
remanufactured cartridges they shipped into the United States were first sold in the United States;
and that Dai of Ninestar US confirmed at the evidentiary hearing that he had no idea whether or
not the remanufactured cartridges imported by Ninestar US from China were first sold in the
United States. (CEBr at 81, CFF VIII.C.17 (undisputed as to asserted facts).) Complainants
further argued that the Ninestar respondents failed to bring their conduct Withiﬁ the parameters of

the permissible repair defense because complainants’ investigator Seitz was able to determine
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that Ninestar-brand remanufactured cartridges he purchased after the entry of the Remedial
Orders were first sold in Japan, Europe or the general Asia Pacific region simply by peeling back
the Ninestar respondents’ labels and examining the original Epson labels and part numbers.
(CEBr at 81, CFF VIII.C.18 (undisputed as to asserted facts).)

The Ninestar respondents argued that they did not waive their defense of permissible
repair; and that it was not necessary for them to present evidence or arguments on this defense
because complainants’ expert Kinrich conceded that some 16% of the refilled cartridges were
probably of US origin. (RERCBr. at 29.)*°

The staff argued that the evidence does not show that the Ninestar respondents
established a valid patent exhaustion defense by showing that the allegedly remanufactured

cartridges were first sold by complainants within the United States; and that said defense was not

+ raised by the Ninestar respondents in their pre-hearing statement. (SEBr at 7-8.)..

_The affirmative defense of permissible repair is closely related to the concept of patent
exhaustion. An alleged infringement defendant must prove two elements to establish a
permissible repair defense: (1) that the repairs did not amount to a reconstruction of the patented
article; and (2) that the patented article underwent a patent-exhausting first sale in the United
States. See, e.g., Jazz Photo Corp. v. United States, 353 F. Supp. 2d 1327, 1352 (Ct. Int’l Trade
2004) (Jazz Photo II), aff’d 439 F.3d 1344 (Fed. Cir. 2006) (citing Jazz Photo Corp. v. [TC, 264
F.3d 1094, 1102 (Fed. Cir. 2001) (Jazz Photo I)). Notably, patent exhaustion, and consequently

permissible repair, must be proven on an article-by-article basis. See, e.g., Minebea Co., Ltd. v.

2 Even if 16% of their refilled cartridges were of U.S. origin, the Ninestar respondents
are admitting that 84% of the cartridges are not of U.S. origin.

57



Papst, 444 F. Supp. 2d 68, 161 n.69 (D.D.C. 2006) (“The unit of analysis for patent exhaustion
is, after all, the article sold, and the authorized first sale of an article under a patent may exhaust
the patent holder’s rights only with respect to that article.”) (citing United States v. Univis Lens
Co., 316 U.S. 241, 249 (1942)). Because permissible repair is an affirmative defense, the
Ninestar respondents bear the burden of proving permissible repair by a preponderance of the
evidence for each cartridge they sold or imported in violation of the Remedial Orders. Jazz Photo
1,264 F.3d at 1102.

Patent exhaustion, also referred to as the “first sale doctrine,” provides that the first
authorized unconditional sale of a patented item terminates patent rights to that item. Quanta
Comp., Inc. v. LG Elecs., Inc., 128 S. Ct. 2109, 2115 (2008). The patented article becomes the
purchaser’s personal property, with the purchaser acquiring “the right to use it, repair it. modify
it, d.scard it, or resell it, subject only to overriding conditions of the sale.” Jazz Photo I;264 F.3d
at 1102 (citing Mitchell v. Hawley, 83 U.S. 544, 548 (1872)). The purchaser does not acquire,
however, the right to reconstruct the article. Reconstruction amounts to the making of a new
patented article in which the patentee’s rights have not been exhausted by sale and is, therefore,
an infringement. Id. at 1102 (“[Tlhe rights of ownership do not include the right to construct an
essentially new article on the template of the original, for the right to make the article remains
with the patentee.”).

In a line of cases originating in the Commission involving recycled lens-fitted film
packages (i.e., disposable cameras), the Federal Circuit made clear that the permissible repair
defense to a claim of infringement of a U.S. patent only applies following a patent-exhausting

sale in the United States. See, €.g., Jazz Photo I, 264 F.3d at 1105 (“To invoke the protection of
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the first sale doctrine, the authorized first sale must have occurred under the United States patent.
. . . Imported [cameras] of solely foreign provenance are not immunized from infringement of

United States patents by the nature of their refurbishment.”); see also Fuji Photo, 474 F.3d at

1293 (“The affirmative defense of repair only applies to products whose patent rights have been
exhausted through a first sale in the United States.”) (citation omitted); Fuji Photo Film Co. v.

Jazz Photo Corp., 394 F.3d 1368, 1376 (Fed Cir. 2005) (Jazz Photo Corp.) (rejecting argument

that patentee’s authorized foreign sales could exhaust patent rights because “foreign sales can
never occur under a United States patent because the United States patent system does not
provide for extraterritorial effect”); id. (noting with approval that Jazz Photo [ “expressly limited
first sales under the exhaustion doctrine to those occurring within the United States”) (citations
omitted).

Thr, Ninestar respondents first raised the affirmative defense of permissible tepair in thair
response to complainants’ complaint and reiterated the defense in Moﬁon No. 86 to amend the
~ response to the complaint. However, they did not raise it in their pre-hearing statement, response
to complainants’ interrogatories, posthearing brief or reply brief, or at the evidentiary hearing.
Further, the Ninestar respondents did not dispute that they did not assert the affirmative defense
of permissible repair in their pre-hearing statement or that they did not provide any evidence to
support this affirmative defense at the evidentiary hearing. (CFF VIII.C.1-6, 8-18 (all
undisputed).) With respect to reconstruction, it is undisputed that the Ninestar respondents did
not introduce any evidence regarding their remanufacturing process. (CFF VIIL.C.3 (undisputed).)
Complainants have never conceded that the remanufactured cartridges are permissibly repaired.

(CEBr at 77.) Thus, the administrative law judge finds that the Ninestar respondents have
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waived the second affirmative defense of permissible repair.

Assuming arguendo that the Ninestar respondents did not waive their defense of
permissible repair, the administrative law judge finds that the Ninestar respondents failed to meet
their burden of proving permissible repair by a preponderance of the evidence for each cartridge
sold or imported in violation of the Remedial Order. Thus he finds that the Ninestar respondents
did not establish from whom or where the collectors that the Ninestar respondents received their
cartridges from obtained the cartridges. Rather, the administrative law judge finds that the record
establishes that there is no way to tell that the accused devices of the Ninestar respondents were
first sold in the United States, as required for the permissible repair defense.

- Thus, the record indicates that the only U.S.-based collector for which there is more than
simply a name and address in the record, Access, obtains Epson inkjets from sources outside the
- United States, intluding from over fifty schools in Canada, and documents produced by Access
demonstrate that it did not engage in any sorting process to remove cartridges first sold outside of
the United States from the empty cartridges provided to the Ninestar respondents. (CFF VIIL.C.6,
9 (all undisputed).) Moreover, Access’ president, Joe Goodell, refused to sign a declaration that
he could state “with virtual certainty” that Epson cartridges supplied to Town Sky and Ninestar
US are solely of U.S. origin, stating that “[he] would never sign it under ‘penalties of perjury.’”
(CFF VIIL.C.11-12 (all undisputed).) Additionally, the administrative law judge finds that the
same reasoning outlined by the Court of International Trade in Jazz Photo II applies to the ink
cartridges in the present investigation because there is an active market for empty cartridges for
sale to remanufacturers like the Ninestar respondents. Also, he finds that proof of mere purchase

of empty cartridges from a US.-based collector does not equate to proof of an authorized first
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sale of the original cartridge in the United States.

Additionally, even assuming arguendo that all of the Epson cartridges provided to the
Ninestar respondents by Access were first sold in the United States and permissibly repaired, the
Ninestar respondents did not provide any evidence that those cartridges were segregated and
carefully tracked throughout the manufacturing process. Additionally, Dai of Ninestar US,
testified at the evidentiary hearing that he had no idea whether the remanufactured cartridges
imported by Ninestar US were first sold in the United States or not:

Q. Sir, when you signed this compliance statement, you did not
believe that substantially all of the remanufactured cartridges
which Ninestar U.S. had imported or sold in the United States after
the date of the cease and desist order were of U.S. origin and,
therefore, not covered products, isn’t that true?

A. No, what I szid just now was I didn’t know -- or I don’t know.

Q. Don’t i:now what? ' s

A. I'mean, I didn’t know where the empties used for producing the
remans came from, that I didn’t know.

Q. So you didn’t believe that they were mostly of U.S. origin
correct?

A. No. I mean [ didn’t know.
(Tr. at 959-60 (emphasis added).) Without a separation system, the administrative law judge
finds that the Ninestar respondents cannot prove that any of the remanufactured cartridges that
they shipped into the United States were first sold in the United States. (CFF VIII.C.15
(undisputed); see, €.2., Jazz Photo II, 353 F.Supp. 2d at 1333 (“An adequate inventory control
system is required so that ‘first sale’ and ‘permissible repair’ can be established for the particular

[articles] in [particular] shipments.”).)
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In addition to the foregoing, at the evidentiary hearing complainants presented testimony
of investigator Seitz to the effect that he was able to determine that Ninestar-brand
remanufactured cartridges he purchased after the entry of the Remedial Orders were first sold in
Japan. Thus he testified:

Q. Do you have any way of telling whether or not -- let me
rephrase.

Do you have any way of telling where that cartridge was
first sold by Epson?
A. Yes, sir, I do.
Q. And what is the way you have of telling?
A. The remanufactured cartridge has been relabeled with a label
that says, "remanufactured ink cartridge." Underneath that label, if

you peel it off, there’s an Epson label that is exclusive to Japan.

Q. And how do you know that that Epson label is exclusive to
Japan? : ‘

A. By the part number.
(Seitz, Trat 110-11.)

The administrative law judge’s finding is consistent with the finding in Jazz Photo II,
which expressly rejected any general presumption that “a shell collected from any source in the
United States . . . resulted from a single use camera that underwent a patent exhausting first sale
in the United States.” Jazz Photo II, 353 F. Supp. 2d at 1333-34. The Jazz Photo II Court
recognized that because there is a significant international market for used camera shells, “a
collection of shells obtained in the United States, from which . . . foreign labeled shells have
been removed, would not necessarily satisfy the first sale requirement” and “additional evidence

is necessary to establish compliance with the first sale requirement.” Id. at 1339.
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Based upon the foregoing, the administrative law judge finds that the Ninestar
respondents would not have established the second affirmative defense of permissible repair,
even if said defense had not been waived as found, supra.

VI.  Penalties

Section 1337(£)(2) of 19 U.S.C. authorizes imposition of “a civil penalty for each day on
which an importation of articles, or their sale, occurs in violation of the order of not more than
the greater of $100,000 or twice the domestic value of the articles entered or sold on such day in
violation of the order.” Moreover, daily penalties, rather than value-based penalties, should be
assessed unless the $100,000 daily maximum is insufficient. “The Commission has indicated a
preference for a daily penalty, as opposed to a penalty based on the domestic value of the
iﬁfringing articles, ‘unless the domestic >va1ue of the articles sold on a given day makes the daily
maximum insufficient to serve as a dei.%rrent to ViOlati;I:l.”’ Certain Neodymium-Iron-Boron
Magnets, Magnet Alloys. and Articles Containing Same, Inv. No. 337-TA-372, Comm’n Opinion
at 21 (Oct. 28, 1997) (Magnets); see also Certain Erasable Programmable Read Only Memories,

Components Thereof, Prod. Containing Such Memories, and Process for Making Such

Memories, Inv. No. 337-TA-276, Comm’n Opinion at 28 (Aug. 1, 1991) (EPROMs) (“The
legislative history of the civil penalty provision suggests that the penalty of $100,000 per day is
intended for most violations, with the penalty of twice the domestic value of the articles
concerned intended for those situations where sales or importations on a given day exceed
$100,000 in value.”).

In determining the amount of the penalty that should be imposed, “the Commission

[takes] into account the ‘three overarching considerations enumerated by Congress in the
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legislative history [of section 337(f)(2)], viz., the desire to deter violations, the intentional or
unintentional nature of any violations, and the public interest.”” San Huan, 161 F.3d at 1362
(citations omitted). The Commission traditionally applies an analysis balancing six factors,
which have been termed the EPROMs factors,! to determine the appropriate penalty, viz. (1) the
good or bad faith of the respondent, (2) the injury to the public, (3) the respondent’s ability to
pay, (4) the extent to which the respondent has benefitted from its violations, (5) the need to
vindicate the authority of the Commission, and (6) the public interest. Id.?

A. Ninestar Respondents

1. EPROMs Factor One: Good Or Bad Faith

As the Court stated in EPROMs a respondent’s “failure to act in good faith in attempting
to comply with the Commission’s orders warrants & significant civil penalty in order to ensure
the continuing deterrent effect of the Comniié:ion’s orders, té Qindicate the Commission’s
authority, and to put future parties subject to Commission remedial orders on notice of the risks
of failure to comply with Commission Orders.” EPROMs, Comm’n Opinion at 29. A five prong
test has been used to assess a respondent’s good or bad faith in violating Commission orders.

The test considers whether the respondent: (1) had a reasonable basis to believe that the violating

21 Said EPROM s factors are distinguishable from the nine EPROMs factors enunciated
by the Commission to determine whether an exclusion order should extend to a respondent’s

downstream products. See Certain Erasable Programmable Read-Only Memories, Components

Thereof Products Containing Such Memories, and Processes For Making Such Memories
(EPROMs), Inv. No. 337-TA-276, Comm’n Op. (May 1989), aff’d sub nom. Hyundai Elec.

Indus. Co. v. U.S. Int’] Trade Comm’n, 899 F.2d 1204 (Fed. Cir. 1990).
22 The Commission has not “foreclose[d] consideration of a modified analytical

framework for establishing civil penalties in future cases.” Magnets, Comm’n Opinion at 22.
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product was not within the scope of the Commission’s order (prong one), (2) requested an
advisory opinion or clarification from the Commission (prong two), (3) provided any opinion of
counsel indicating that it obtained legal advice before engaging in the acts underlying the charge
of violation (prong three), (4) decided which products were subject to the order based on the
decisions of management and technical personnel, without legal advice (prong four), and (5)
satisfied its reporting requirements under the relevant Commission order (prong five). See, e.g.,
Tractors, Comm’n Opinion at 54-56 (Aug. 18, 1999) (finding that the administrative law judge
gave insufficient weight to respondents’ scheme to avoid prohibition on importation of tractors
bearing complainant’s trademark by shipping tractor and label under separate cover in assessing
bad faith).

Complainants argued that the Ninestar respondents.had no reasonable basis to believe that
the sale or importation of the Ninestar respondents’ ».ompatible cartridges was consistent with the
Remedial Orders; and that the Ninestar respondents’ witnesses readily admit that they understood
that the importation and sale of most models of Epson compatible cartridges was prohibited by
the General Exclusion Order and the Cease and Desist Orders. (CEBr at 89-90, citing CFF
IX.A.1-2 (all undisputed as to asserted facts).) Complainants also argued that despite this clear
understanding, Ninestar US continued to sell compatible cartridges, albeit surreptitiously, first
through backdated conditional sales and later by passing them off to their customers as
remanufactured cartridges; and that, with respect to remanufactured cartridges, the Ninestar
respondents’ witnesses protested generally that the Remedial Orders were “vague,” but none
could claim that the express wording of the Remedial Orders did not apply to the remanufactured

genuine Epson cartridges of the Ninestar respondents. (Id. at 90, citing CFF IX.A.3-4 (all
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undisputed as to asserted facts); Lu, Tr. at 683.)

Complainants further argued that the witnesses of the Ninestar respondents insinuated
that they were unaware of the first sale requirement, but that the Ninestar respondents never
sought any clarification or advisory opinion from the Commission regarding the scope of the
Orders. (Id. at 90, 93; CFF IX.A.S, 29-31 (all undisputed as to asserted facts).) Complainants
also argued that despite having access to counsel, the Ninestar respondents admitted at the
evidentiary hearing that they were not relying on any advice of counsel to show that they had a
good faith belief in the absence of their actions (Id. at 93-94; CFF IX.A.34 (undisputed as to
asserted facts)); and that no competent counsel would have advised the Ninestar respondents in
2007 that the importation and sale of remanufactured cartridges made from empty cartridges
purchased and collected all over the world was permitted under the Remedial Orders, as
Ninestar’s counsel admits. (Id. at 93-94, citing REPre at 5., Complainants also argued that top
executives for the Ninestar respondents discussed whether the Remedial Orders applied to the

_Ninestar respondents’ manufactured cartridges (Id. at 94-95; CFF IX.A.35-36 (all undisputed as
to asserted facts)); and that reliance on management instead of legal advisors in deciding whether
a desired course of action will violate a Commission remedial order is probative of an
enforcement respondent’s bad faith because, as in this investigation, the management does not
always fully understand the meaning of the Remedial Orders and should seek advice from the
legal department to ascertain the meaning of said Orders. (Id.; CFF IX.A.37-39 (all undisputed as
to asserted facts).) Complainants further argued that Ninestar US and Town Sky purported to
meet the requirement of the Cease and Desist Order to report to the Commission the total

quantity in units and the value in dollars of covered products imported or sold in the United
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States during the reporting period by filing false statements prepared for them by Ninestar
China’s legal department. (CEBr at 95; CFF IX.A.4-46 (all undisputed as to asserted facts).)

Complainants also argued that if Ninestar US and Town Sky wanted to import infringing
remanufactured cartridges during the Presidential Review Period, they were required to have
posted a bond in the amount of $13.60 per cartridge. (CEBr at 39.) Complainants further argued
that the fact that Ninestar US and Town Sky evaded posting and forfeiting an approximately $4.4
million bond should weigh against said respondents in determining the amount of penalty to
impose for import violations. (Id.)

Regarding prong one, the administrative law judge finds that following his ID on March
50, 2007, the Ninestar respondents were aware that they were confronted by the risk that they
would no longer be able to import and sell compatible cartridges, as demonstrated by the
following deposition testimony of Lu of Ninestar Cl.l_ina:. 3

Q. Nonetheless — withdrawn.

{
}
A
}
Q. I understand that. I’'m not arguing with you. What I’m asking
you is {
}

Ms. Chu: Let me try to ask him.

Mr. Barza: Yes, Please. Is that all right with you?
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Interpreter Un: Yes

Ms. Chu: [Speaking Mandarin] [Conferring with the deponent]

Interpreter Un: [Speaking Mandarin]

Ms. Chu: [Speaking Mandarin]

Interpreter Un: [Speaking Mandarin]

Ms. Chu: [Speaking Mandarin]

Interpreter Un: { }
(CX-E661C, Tr. at 97-98 (emphasis added).) The administrative law judge also finds that while
{

} (CFF IX.A.9-11

(all undisputed); and that these actions demonstrate that prior to the demand of the Ninestar
respondents exceeding the available U.S. supply, Ninestar China placed i premium on cartridges
collected in the United States because it fully appreciated the first sale requirement. The
administrative law judge further finds that in November 2007, “TownSky/Ninestar” received a
fax from Access Computer Products (Access), one of the U.S. suppliers of empty Epson
cartridges to Town Sky and Ninestar US, stating that its collection base is “limited to within the
United States” for Epson cartridges, which indicates that “Town Sky/Ninestar” were aware of the
first sales doctrine and its impact on the legality of remanufactured cartridges. (CFF IX.A.12
(undisputed).) The administrative law judge finds that U.S. Customs seized Ninestar China’s
shipments of remanufactured cartridges to its U.S. subsidiaries in December 2007; and that Lu of
Ninestar China testified at the evidentiary hearing as follows:

Q. Mr. Lu, in December of 2007, Customs seized certain
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shipments that were being sent by Ninestar China into the United
States, correct?

A. Yes.

Q. And that shipment included{
} correct?

A. Yes.

Q. And you understood, at this time, {

} isn’t that correct?

A. Yes -
Q. ok

In early January of 2008, a customer of Ninestar U.S. called
{ } asked Ninestar U.S. to give{ } written proof
that the remanufactured Epson cartridges Ninestar U.S. were

selling were made from Epson empties first sold in the U.S.,
correct?

* %k

THE WITNESS: No, I don’t remember clearly.

* ok ok

Q. Mr. Lu,{

A. No.
Q. Why not?
A }

Q. I want to present to the witness his deposition testimony, page
227, lines 14 to 19 and then line 25, through 228, line 11.
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"QUESTION: After this shipment was seized or taken by
Customs in December of 2007, the one which is the subject of this

letter we’re looking at, {
}

“ANSWER: Yes. 1 did.

"QUESTION: Whom did you tell this to?
“ANSWER: { }

"QUESTION: And did he obey yvour instruction?

"ANSWER: He obeyed my instructions.

"QUESTION: So we can tell when you gave him that
instruction { ' '
}

After a discussion amongst the interpreters, the answer is,
“I think that should be right.”

Sir,{
} isn’t that correct?

A. 1 think -- that paragraph I’ve seen in the deposition did not say
this clearly. I should explain clearly about this.

Q. I’ll allow you in a minute, but you reviewed the deposition,
correct, and you made corrections?

A. 1 should explain clearly that the background for these two
questions were -- the context were different. During the deposition
in Macau, you asked a lot of questions about the relationship
between the company and individuals. {

}

But I understand that the question you asked me just now
was about{
} So that’s what I want to clarify.

(Tr. at 723-26 (emphasis added).) Thus, the administrative law judge finds that the Ninestar
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respondents were fully aware that there were legal issues regarding their remanufactured
cartridges.
The administrative law judge also finds that on January 11, 2008, Ninestar US customer

{ } informed Ninestar US that it would only buy Epson remanufactured cartridges
made from cartridges first sold in the United States and that it would require certificates of origin
and randorrily inspect the original Epson labels. (CFF IX.A.16-17 (all undisputed).) Dai of
Ninestar US testified at the evidentiary hearing as follows:

Q. By the way, didn’t you have discussions with your customer,{

} in which they told you that the only remanufactured
Epson products they wanted to sell were those made from empty

Epson cartridges first sold by Epson in the United States?

A. In the beginning, they didn’t mention that when they bought
remanufactured Epson cartridges from us.

Q. Isn’t it true that{ } told you they would only buy

Epson remanufactured cartridges from you if they were first made
from empties first sold in the U.S.?

A. They told us later on, but not at that time.
Q. When did they tell you?

A. I don’t recall the exact time, but it should be probably the. in the

neighborhood of the end of 2007 and to January 2008, again, I
don’t recall the exact time.

Q. Mr. Dai, you did understand that the cease and desist order
covered most of the Epson compatible products that Ninestar U.S.
had been selling, isn’t that true?

A. What timeframe are you referring to?
Q. When the cease and desist order came down, you understood

that it applied to at least most of the Epson compatible products
Ninestar U.S. was then selling, isn’t that true?
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A. As I stated just now, that, after the C&D order, between October
the 19th and the 22nd 2007, {

}

Q. And you understood this risk, even before the final order of the
Commission came down, correct?

A. I don’t know what you mean by, “risk.”

Q. Let’s put up the witness’ deposition, page 93, lines 11 through
20. | v

"QUESTION: It was your understanding that. if Ninestar
lost the ITC case before the ITC, Ninestar would stop selling the
Epson compatible products involved in that case, is that correct?

"ANSWER: Yes, if the final judgment is against the
Ninestar, then Ninestar will no longer be able to sell the
compatible product.” BEREEE

You understood that at that time, right?

A. Yes.

(Tr. at 854-56 (emphasis added).)

judge also finds that on January 21, 2008, Dai again e-mailed{

The administrative law judge further finds that on January 15, 2008 Dai responded to{
} by saying: “I talked to our lawyers about Epson Remanu. Inkjet. We would like to take
back Epson remanu. Inkjet. We will double check here. If we can make sure those empty is

from US, we will let you know.” (CFF IX.A.19 (undisputed); Tr. at 886.) The administrative law

contours of “legally permissible repair” that appear to have been cribbed directly from an article

explaining the first sale requirement. (CFF IX.A.20-23 (all undisputed).) Dai testified at the

evidentiary hearing as follows:

72

} and provided detailed



Q. Let me show you Exhibit CX-E956. It’s an article on the right-
hand side from the Recycler Magazine, and it’s related to a website
called ITCEpson.com. Have you ever seen this article before, Mr.
Dai?

A. It seems I have never seen this before.

MR. BARZA: Ryan, could you move that to the left side? If you
could put up, on the right side, page EB33 of Exhibit 944? And if
you could blow up -- pull out item three from the left document,
Ryan, item three from the left, yeah, and then item three from the
left document, perfect.

BY MR. BARZA:

Q. Mr. Dai, the language in your e-mail dated January 21 to {
} is identical — item three, to item three from that website

the language is identical, if you look, it says, three, the refilling

process must be limited to legally permissible repair, et
cetera.

Could vou explain to me how it is that you wrote an e-mail
quoting vorbatim from that article on that website if you never saw
that article? :

A. I don’t remember what really happened at that time, and when
you showed me the article on the website, I didn’t know what it
was talking about. Now, you compared the two documents, and I
don’t know what happened.

(Tr. at 889-91 (emphasis added).)

The administrative law judge also finds that the Ninestar respondents{

} (CFF [X.A.14, 25-26 (all undisputed).) Dai of
Ninestar US admitted { } in his evidentiary hearing testimony:

Q. {
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A. { }

(Tr. at 891.) Lu of Ninestar China, also discussed his awareness of the actions of U.S. customs
and the implications of those actions at the evidentiary hearing:

Q. Mr. Lu, in December of 2007, Customs seized certain

shipments that were being sent by Ninestar China into the United

States, correct? '

A. Yes.

Q. And that shipment{

A. Yes.

Q. And you understood, at this time, {
} isn’t that correct?
A. Yes.

(Tr. at 723 (emphasis added).) The administrative law judge finds that the Ninestar respondents

- .were aware of the first sale requirement but chose profit over legality and{

}(CFF IX.A.28 (undisputed)); and that the Ninestar
respondents knew the steps they had to take to sell remanufactured cartridges lawfully but chose
to ignore these steps in favor of expedience and profit. The administrative law judge also finds
that the evidence shows that{

} (CFF IX.A.28 (undisputed).)
Thus, the adrhinistrative law judge finds that the Ninestar respondents did not have a reasonable
basis to believe that the violating product was not within the scope of the Commission’s Order.

The administrative law judge further finds that the International Trade Commission
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ordered that the bond amount during the Presidential Review period in this investigation be
$13.60 per cartridge. (CFF VI.A.224 (undisputed); Notice of Final Determination, Oct. 19, 2007,
EDIS Doc. No. 285001.) Additionally, the administrative law judge finds that none of the
Ninestar respondents posted a bond during the Presidential Review Period in this Investigation,
in direct violation of the Commission Order. (CFF VI.A.223 (undisputed); Dai, Tr. 923-26.)

Based on the foregoing, including the undisputed facts set forth, supra, by complainants
in their arguments, the administrative law judge finds that the Ninestar respondents did not have
a reasonable basis to believe that the violating product was not within the scope of the
Commission’s remedial orders and, hence, prong one weighs heavily in favor of a finding of bad
faith.

Regarding prong two (requesting an advisory opinion or clarification from the
Commission), according to Commissiaixl rule 210.9, “[ﬁ]pon request of any person, the
Commission may...issue an advisory oﬁinion as to whether any person’s proposed course of
action or conduct would violate a Commission exclusion order, cease and desist order or consent
order.” The administrative law judge finds that when a respondent believes there is a question as
to the scope of the order or a respondent does not fully understand the terms of the exclusion
order, cease and desist order or consent order, said respondent has the opportunity to seek
clarification thiough an advisory opinion from the Commission. See EPROMs at 9

(“[R]espondent should have sought clarification of the Commission’s orders if it truly believed

there was some question as to the scope of the orders”) (emphasis added). Moreover, Lu of
Ninestar China testified at the evidentiary hearing that he did not fully understand the

implications of the Commission’s Orders:
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Q. Did you feel, when you read the orders of the International
Trade Commission, that you understood what they said?

A.{
}

Q. That’s my question. Did you talk to anybody other than your
lawyers about what the orders meant?

A

Q. {
}

A. Other people didn’t read the orders, so they didn’t know.

Q. { }

A {
}

Q. What are their names?

A. Vicky

Q. I’'m sorry?

A. Vicky

Q. Vicky?

A. Yeah, Vicky.

Q. { }

A. Yes, he.

THE INTERPRETER: He or she? She, Yeah, she, yeah.
THE WITNESS:{ }

BY MR. BARZA:
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Q.{

A { | }
Q.{ }
A. No.
Q. { }
A. Yes.
Q. {

}

A. As I said just now, the wording in the orders were vegb vague, |
still hold my view.

Q. What does --
A. It didn’t cover any specific producis or imnodels.

Q. Can we put up what I’m going to describe, only for
identification, as CX-E603? Can we go to the next page? Do you
see on page two, it says, "The Commission orders that ink
cartridges covered by one or more of," and then it lists a number of
patent claims, "are excluded from entry for consumption, entry for
consumption from a foreign trade zone or withdrawn from a
warehouse for consumption for the remaining term of the patents,
except under license of the patent owner or as provided by law.”
Did you see that language?

A. Yes, I see.

Q. {

A. Yes.

Q. { }
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A. Yes.

Q. {

* %k

JUDGE LUCKERN: In other words --
THE WITNESS: Yes.
BY MR. BARZA:

Q. And it’s true, is it not, that you’re not relying on any advice of

counsel in your defense in these proceedings : you’re not
asserting any claim that you were told by your lawyers that the
cease and desist orders did not cover remanufactured Epson

cartridges?

MR. O’CONNOR: Your Honor, object to the question. I believe
that’s a matter that I should respond to and not the witness.

JUDGE LUCKERN: How do you want to respond, Mr. Barza?

MR. BARZA: I’'m willing to accept a representation from counsel,
if Mr. Baer is, assuming it’s binding on the party.

MR. O’CONNOR: And with that agreement, we are not relying on
advice of counsel.

(Tr. at 681-87 (emphasis added).) Thus, the administrative law judge finds that the Ninestar
respondents’ failure to obtain a Commission advisory opinion when they believed the Orders to

be vague, which is prong two of the good or bad faith factor, weighs heavily in favor of a finding
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of bad faith.

Referring to prong three, viz. providing any opinion of counsel indicating that it obtained
legal advice before engaging in the acts underlying the charge of violation, the administrative law
judge finds that since at least 2001 it has been well-known that permissible repair and patent
exhaustion apply only to articles first sold in the United States. See Jazz Photo I, 264 F.3d at
1105 (“To invoke the protection of the first sale doctrine, the authorized first sale must have
occurred under the United States patent...Imported [articles] of solely foreign provenance are not
immunized from infringement of United States patents by the nature of their refurbishment.”);

o Fuji Photo, 474 F.3d at 1293 (Fed. Cir. 2007) (“The affirmative defense of repair only

¢ also

see a
applies to products whose patent rights have been exhausted through a first sale in the United

States.”) (citation omitted); Jazz Photo Corp., 394 F 3d at 1376 (notlng with approval that the

1-2001 Federal Circuit decision in Jazz Photo I “expressly hmlted h. *t sales under the exhaustion
doctrine to those occurring within the United States™ (citations omi;ted). The administrative law
judge also finds that the Ninestar respondents admitted in their pre-hearing statement that “a
patent attorney would and should know that refurbishing of spent cartridges, which were not first
sold in the United States, would be patent infringement.” (REPre at 5.) Thus, the administrative
law judge finds that the Ninestar respondents should have known it was necessary to seek the
advice of legal counsel. Hence, he finds that said inaction weighs in favor of a finding of bad
faith for prong three of the test.

Regarding prong four, viz. deciding which products were subject to the Commission
order based on decisions of management and technical personnel without legal advice, the

administrative law judge finds that the management and personnel of the Ninestar respondents
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decided which products were subject to the Cease and Desist Order without seeking legal advice.
Thus, on July 30, 2008, Dai declared under penalty of perjury in a Statement of Compliance on
behalf of Ninestar US that: “Ninestar [US] is unaware of what number if any, of [the
remanufactured cartridges it imported or sold after importation during the reporting period] were
not of U.S. origin and believes that substantially all of such cartridges were of U.S. origin and
therefore not covered products.” (CFF IX.A.43 (emphasis added) (undisputed); CX-E618C.)
Also, on July 28, 2008, Henry Li of Town Sky declared under penalty of perjury in a Statement
of Compliance on behalf of Town Sky that: “Townsky is unaware of what number if any, of [the
remanufactured cartridges it imported or sold after importation during the reporting period] were
not of U.S. origin and believes that substantially all of such cartridges were of U.S. origin and
therefore not covered products.” (CFF IX.A.44 (emphasis added) (undisputed); CX-E521C.)

Further, at the evidentiary hearing, Dai of Ninestar US testified as follows:

Q. Sir, when you signed this compliance statement, you did not
believe that{

} isn’t that true?

A. No. what I said just now was I didn’t know -- or I don’t know.

Q. Don’t know what?

A. I mean, I didn’t know{
} that I didn’t know.

Q. So you didn’t believe that they were{ }
correct?

A. No. I mean I didn’t know.

(Tr. at 959-60 (emphasis added).) Thus, the administrative law judge finds that the Ninestar
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respondents decided which products were subject to the Exclusion and Cease and Desist Orders
based on decisions of management and technical personnel without legal advice, weighing in
favor of a finding of bad faith under prong four of the test.

Referring to prong five, viz. satisfying the reporting requirements under the relevant
Commission order, Section V of the Order to Cease and Desist entered against Ninestar US

states:

Within thirty (30) days of the last day of the reporting period,
Respondent shall report to the Commission the quantity in units
and the value in dollars of covered products that Respondent ha[s]
imported or sold in the United States after importation during the
reporting period and the quantity in units and value in dollars of
reported covered products that remain in inventory in the United
States at the end of the reporting period. Any failure to make the
required report or the filing of any false or inaccurate report shall
constitute a violation of this Order, and the submission of a false or
inaccurate report may be referred to the U.S. Department of Justice
as a possible criminal violation of 18 U.S.C. § 1001.

(Cease and Desist Order (Corrected) [to Ninestar US],' October 30, 2008; Cease and Desist Order
- [to Ninestar US], October 19, 2007.) Section V of the Order to Cease and Desist entered against

Town Sky states:

- Within thirty (30) days of the last day of the reporting period,
Respondent shall report to the Commission the quantity in units
and the value in dollars of covered products that Respondent ha[s]
imported or sold in the United States after importation during the
reporting period and the quantity in units and value in dollars of
reported covered products that remain in inventory in the United
States at the end of the reporting period. Any failure to make the
required report or the filing of any false or inaccurate report shall
constitute a violation of this Order, and the submission of a false or
inaccurate report may be referred to the U.S. Department of Justice
as a possible criminal violation of 18 U.S.C. § 1001.

(Cease and Desist Order (Corrected) [to Town Sky], October 30, 2008; Cease and Desist Order
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[to Town Sky], October 19, 2007.) These orders required both Ninestar US and Town Sky to
submit reports detailing the total quantity in units and the value in dollars of covered products
imported or sold in the United States. While representatives for said respondents prepared

- Statements of Compliance, they did not know the origin of the remanufactured cartridgés. See,
Dai, Tr. at 959-60, supra. Thus, the administrative law judge finds that prong five weighs in

favor of a finding of bad faith by the Ninestar respondents. See, e.g., Tractors, Comm’n Opinion

at 54-56 (finding the administrative law judge understated degree of bad faith by not expressly
addressing respondents’ spoliation of evidence).

Based on the foregoing, the administrative law judge finds that an analysis of the five
prongs of the good or bad faith test compels the conclusion that the Ninestar respondents violated
the Commission’s Remedial Orders in bad faith.

2. EPROMs Factor Two (Injury To The Public) and Factor Six (Pu: lic
Interest) ‘

The Ninestar respondents argued that injury to the public (factor two) and the public
interest (factor six), as well as the need to vindicate the authority of the Commission (factor five)
are redundant to the substantive issues to be considered. (REBr at 18.) The Ninestar respondents
also argued that

If a party has received essentially no benefit from its activities;
proceeded in a good faith belief that it had the right to conduct the
activities of which it is accused; its activities resulted in no
substantial harm to anyone; and the transgressions were minimal,
then almost by definition, there has been no injury to the public, no

disrespecting the authority of the Commission, and no damage to
the public interest.

(Id.) They further argued that the public is harmed by the sale of Epson cartridges and the non-
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availability of substantially less expensive but just as useful alternative products; and that no one
would suggest that the public benefits from a monopoly. (Id.) They also argued that
complainants’ cite to San Huan, 161 F.3d 1347, actually supports respondents’ position that the
penalty of $12 million should be denied because it is a huge multiple of the value of the products
being sold (less than $500,000 in gross sales). (Id. at 40-41.)

The Ninestar respondents further argued that the public interest would not be served by
the imposition of harsh penalties on the Ninestar respondents because such penalties would have
the effect of destroying respondent Ninestar US and respondent Town Sky and the public is never
served by the destruction of viable businesses. (REBr at 19-20.) It is also argued that the public
interest is only served by the imposition of penalties for violations of a proper, clear and
unambiguous order, not a vague, ambiguous and arguably unconstitutional on its face exclusion
order. (RERr at 20.)

Complainants argued that they possess the sole right to the domestic industry from their
patents (CFF IX.A.95 (undisputed as to the asserted facts)), and that violation of the remedial
order by the Ninestar respondents deprived complainants of the opportunity of selling genuine
Epson cartridges for the over 630,000 cartridges impermissibly sold by the Ninestar respondents,
which, based upon the average price of an OEM cartridge, equals sales that could have totaled
well over $9 million. (CEBr at 106-07) Complainants also argued that the public suffered an
injury worthy of redress when the Ninestar respondents disseminated misinformation to their
customers about what products they could permissibly sell and when they diverted support for a
domestic industry on a near daily basis. (CEBr at 107.) Complainants further argued that the

total penalty is neither inconsistent with prior penalties imposed by the Commission nor
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unconstitutional and that a substantial penalty is both warranted and appropriate. (CERBr at 32.)
Complainants also argued that the Commission has specifically rejected arguments relating to the
public interest not being served by the destruction of “viable businesses.” (Id. at 42, citing
EPROMSs, Notice, 1989 WL 608791 (Apr. 29, 1989), at *72.) Complainants further argued that
there is no legitimate public interest in businesses that systematically undermine intellectual
property rights and the orders of the US government. (CERBr at 43, citing Certain Headboxes
and Papermaking Machine Forming Sections for the Continuous Production of Paper, and
Components Thereot, Inv. No. 337-TA-82, (Nov. 1981), at 13.) Complainants also argued that a
substantial per-day penalty would further the public interest, favoring the protection of United
States intellectual property rights. (CEBr at 107.)

The staff argued that the injury to the public factor weighs against Ninestar US because
the evidence dem: :nstrates that Ninestar US was shipping compatibles to its customers when the
. customers had requested remanufactured products; and that customers wanting to avoid
infringement issues thought they could rely on Ninestar US to ship them proper product, but that
did not always occur. (SEBr at 11, citing CX-E919C.) The staff also argued that the analysis is
the same for Town Sky as for Ninestar US. (Id. at 14-15.) The staff further argued that the public
interest factor weighs against Ninestar US. (SEBr at 11.)

The administrative law judge finds that factors two and six are not redundant to the
substantive issues to be considered in the enforcement proceeding. Thus, when applying factor
two of the EPROMs test, the Commission ““believe[s] it appropriate to focus on the harm to
domestic industry rather than harm to the public at large in applying this factor;” with the harm to

domestic industry measured in terms of respondents’ unlicensed sales.” Magnets, Comm’n
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Opinion at 25 (finding “significant importations and sales of infringing [products] by the
enforcement respondents” harmed complainant and “by extension, the public” supporting
imposition of a $50,000 per day penalty). The administrative law judge finds that Ninestar US
and Town Sky sold a significant amount of cartridges in violation of the cease and desist order on
109 and 78 different days, respectively. (CFF IX.A.72, 74 (disputed only as to legal conclusion
not as to amount of sales); see also Section VIL A, infra.) The administrative law judge also finds
that the characterization by the Ninestar respondents of San Huan to support their position that
the penalty of $12 million dollars against Ninestar US should be denied because it is a huge
multiple of the value of the products being sold is in error. The test described by the
Commission in San Huan is “[b]ased on a balancing of the...factors.” In San Huan, the penalty
was minimized because San Huan “made some, albeit belated, efforts to comply with the
Commission’s order.” {;2n Huan, 161 F.3d at 1363. The administrative law judge finds that the
Ninestar respondents made no effort to comply with the Commission’s orders in this
investigation. Thus, the administrative law judge finds that by harming complainants through
infringing sales, factor‘ two weighs against the Ninesfar respondents in the assessment of the
appropriate civil penalty.

Regarding the public interest (factor six), said factor favors the protection of U.S.
intellectual property rights and, thus, a civil penalty is intended to confirm the integrity of the
consent order process, théreby safeguarding, in the public interest, the Commission’s ability to
apply that process in future cases. See Magnets, Comm’n Opinion at 33. In EPROM s the
Commission rejected arguments by the respondents relating to the civil penalty being against the

public interest. (EPROMs, Comm’n Opinion (July 9, 1998) at 221.) The administrative law
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judge finds that arguments of the Ninestar respondents in this enforcement proceeding about the
potential effect on the competitive conditions of the U.S. economy resulting from a civil penalty
should be rejected, in view of the need to confirm the integrity of the current order process and
the protection of valid U.S. intellectual property rights. Thus, the administrative law judge finds
that the public interest is not harmed by the implementation of a civil penalty and that this factor
weighs against the Ninestar respondents in assessing the appropriate civil penalty. See

Windsurfing In’t! Inc. v. AMF, Inc., 782 F.3d 995, 1003 n.12 (Fed Cir. 1986) (holding that “one

who elects to build a business on a product found to infringe cannot be heard to complain if an
injunction against continuing infringement destroys the business so elected.”).
3. EPROMSs Factor Three: Ability To Pay

. Complainants argued that the Ninestar respondents are the hub and two spokes of one of
the world’s largest aftermarket -artridge manufacturers (CFF IX.A.50-51 (all undisputed as 1o the
asserted facts)); and that despite testimony of Lu of Ninestar China that “[oJur company [is] a
small one” (Lu, Tr. at 729), Ninestar China’s promotional video reveals that the company
operates an expansive, state-of-the-art campus and employs an army of skilled workers. (CEBr at
98-99, citing CX-E901.) Complainants also argued that Ninestar China operates on a 1.1 million
square foot production facility, with 3000 skilled employees and a large research development
staff, which produce 8 million inkjet cartridges per month in addition to toner cartridges; and that
while Ninestar China has not revealed its gross revenues and profits, either publicly in the 2008
Global Services Report or privately in discovery, Lu conceded at the evidentiary hearing that
sales amounted to{ } (CEBr at 100; Lu, Tr. at 810; CFF

IX.A.52-58, 60 (all undisputed as to the asserted facts).) Complainants further argued that in
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addition to extensive annual sales, Ninestar China also received a substantial investment from
international investment company Legend Capital in December of 2007, resulting in a spin-off
toner business named{ } in March of 2008. (CEBr at
101, CFF IX.A.61-62 (all undisputed as to the asserted facts).)

Complainants also argued that Ninestar US and Town Sky are able to pay a substantial
penalty because Ninestar US’ and Town Sky’s revenues exceeded $27 million and{ }
respectively, in 2007 (CEBr at 101, CFF IX.A.65-67 (all undisputed as to the asserted facts));
and that even though Ninestar China complains that its high costs mean little profits despite the
high sales figures, these “costs™ are simply payments back to Ninestar China, the manufacturer of
all of the goods sold by Ninestar US and Town Sky. (CEBr at 101, CFF VI.A.217 (undisputed as
to the asserted facts).) Complainants further argued that the Ninestar respondents’ reports of
minimal or negative equity result fron. the fact that Ninestar US owes{ yof its total assets
to its parent Ninestar China, its sole supplier of “inventory,” and similarly, Town Sky’s allegedly
{ } is mainly due to the{ ' }accounts payable it has
accrued, mostly owed to its parent and sole supplier of merchandise, Ninestar China. (CERBr at
40.) Complainants also argued that Ninestar US and Town Sky alone spending over{ }
on “legal expense” since the entry of Remedial Orders suggests that the Ninestar respondents
could have afforded an independent auditor or accountant to testify regarding their financial
condition if their low-profitability or poverty claims could withstand professional scrutiny, but
that the Ninestar respondents did not offer any such witness, relying on testimony of non-
accountant company employees such as Dai of Ninestar US and Lu of Ninestar China and, thus,

those arguments based on the Ninestar respondents’ financial condition should be disregarded.
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(CERBrat 41.)

The Ninestar respondents argued that any significant fine would destroy all of the assets
of Ninestar US and put it out of business because its total equity is only{ } and that
any significant fine would also destroy all of the assets of Town Sky and put it out of business
because its equity is{ } (REBr at 17-18.) They-also argued that while
Ninestar China has a substantial amount of business worldwide, most of the business of Ninestar
China has nothing to do with the products accused of violating the remedial orders in this
investigation. (RERBr at 37.) The Ninestar respondents further argued that most of the buildings
in Ninestar China’s plant are dormitories where the workers live, making the size of the plant a
misleading factor; that complainants’ arguments focused on Ninestar US and Town Sky as
opposed to Ninestar China; and that regardless of Ninestar China’s size, a $12 million penalty or
anything in excess of the total value of the sa!¢s of those products would be an abuse of
discretion. (Id. at 38.)

The staff argued that as a multi-million dollar a year enterprise with worldwide operations
the Ninestar respondents have sufficient ability to pay; that the argument of Ninestar US that the

- profit margin on the ink cartridges themselves is low should factor little in setting a penalty; and
that one reason the margin may have been low is that the Ninestar respondents have been
violating complainants’ intellectual property rights and undercutting complainants’ own sale
prices. (SEBr at 11.) The staff also argued that arguments of the Ninestar respondents
concerning their modest financial means conflict with the record which shows that Ninestar
China has sales in excess of $80 million per year (CX-1317 at 54; Lu, Tr. at 810); that Ninestar

US has sales in excess of $27 million per year (CX-E627 at CGU_000024); and that Town Sky
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has sales in excess of{ } per year (CX-E835C at TownSky 000485). (SERBr at 4.)
The administrative law judge finds that the Ninestar respondents did not present any
accountant testimony, even that of an in-house accountant or bookkeeper, on this issue, nor did it
introduce audited records. (CFF IX.A.80-81 (all undisputed).) Instead, the Ninestar respondents
presented testimony of Dai of Ninestar US who is not an accountant and who made his own
calculations about the profits attributable to Ninestar’s sales of Epson compatible and
remanufactured cartridges. (CFF IX.A.82-83 (all undisputed).) For example, Ninestar US’
expenses were “allocated” between Epson-related products and other products, yet the
calculations of Dai fail to differentiate between fixed expenses that Ninestar US wouid have
incurred regardless of any violations and marginal costs which resulted from the sale of Epson
compatible and remanutactured cartridges. (CFF IX.A.84 (undisputed).)
.The lack of available documents was highlighted at the evidentiary hearing by the

testimony of Lu of Ninestar China:

Q. Sir, T have not seen, in the documents produced by Ninestar

China, any report on the annual sales. Can you point me to such a

document here?

A. Idon’t remember now, but it’s contained in the production we

exchanged or handed to you, so you can just go back and check

your records.

Q. I’ve done that. Would you like to ask your counsel to see if he

can produce to you such a document that was produced in this

litigation?

MR. O’CONNOR: Your Honor, I object to counsel making
statements and representations to the witness.

* ok ok
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MR. BARZA: In order to speed this up. I'd like to ask Mr.
O’Connor if he can show me any such documents that were
produced to us in this litigation.

JUDGE LUCKERN: Mr. O’Connor is not on the witness stand.
MR. O’CONNOR: Absolutely not, Your Honor.
JUDGE LUCKERN: So do you want to cooperate? You’ve

cooperated a lot. How do you want to respond in any way, Mr.
O’Connor?

MR. O’CONNOR: I’m not -- I’m here to object to questions, I’'m
not here to take part in these proceedings, other than as a lawyer.

JUDGE LUCKERN: That’s your answer you got, Mr. Barza.

MR. BARZA: That’s fine, Your Honor. I think it establishes what
I’m trying to establish.

(Tr. at 811-813 (emphasis added).) The administrative law J:udge!‘ﬁnds that failure of the
Ninestar respondents to produce knowledgeable .wi.inesses on accounting to testify as to the
finances of the Ninestar respondents, and the absence of any reliable documents relating to the
finances of the Ninestar respondents, weighs against said respondents in the determination of
their ability to pay. See, e.g., Tractors, Final Initial and Recommended Determinations, Apr. 28,
1999, at 52 (finding financial statements concéming losses “questionable” where statements were
not audited and data from which statements were allegedly generated were not available);
Sensonics, Inc. v. Aerosonic Corp., 81 F.3d 1566, 1573 (Fed. Cir. 1996) (finding that “if
evidentiary imprecision is due to inadequacy of the infringer’s records, uncertainty is resolved
against the wrongdoer”). Thus, the administrative law judge rejects the arguments of the

Ninestar respondents regarding inability to pay due to the lack of evidence from the Ninestar
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respondents, e.g., documentation of financial statements and lack of audit.

The administrative law judge has .further found, supra, that Ninestar China is responsible
for and exercises substantial control over the actions of its subsidiaries Ninestar US and Town
Sky and that each of the Ninestar respondents is jointly and severally liable. The administrative
law judge also finds that Lu of Ninestar China testified that “the total annual sales of Ninestar is
only in the neighborhood of, as I said, { } (Tr. at 811
(emphasis added)), which testimony preceded the cited testimony supra (Tr. at 811-813) relating
to absence of documentation. Based on the foregoing, the administrative law judge finds that the
ability to pay a civil penalty factor weighs against the Ninestar respondents.

4. EPROMs Factor Four: Respondents’ Benefit From The Violations
Of The Remedial Orders

Complainants argued that Ninestar US’ own records demonstrate that it sold at least

{ }cartridges that violate the Cease and Desist Order on 109:different days for a revenue of
{ -} while Town Sky’s records demonstrate that it sold at least{ } cartridges in
violation or the Remedial Orders on 78 different days for revenue of§ } and that the

value of these cartridges to Epson, based upon the price of Epson OEM cartridges for Ninestar
US’ and Town Sky’s sales, respectively were over{ } and{ } (CEBr at
102.) Complainants further argued that the Ninestar respondents reported revenue of over{

} on their sales of infringing cartridges (CFF IX.A.76 (undisputed in relevant part as to
the asserted facts); and that the true magnitude of the violations is almost certainly much greater
because these calculations did not include the{ } compatible cartridges Ninestar US sold

on Sunday, October 7, 2007 (CFF VI.B.26-28 (undisputed as to the asserted facts)), nor does it
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include the unknown violations that were expunged to never entered into Ninestar US’
accounting system, or the violations by the New Jersey office of Ninestar US due to the failure of
the Ninestar respondents to produce any purchase orders, invoices or accounting records for said
office which is responsible for approximately { } of respondents’ total sales. (CEBr at 102-03,
CFF VI.B.43-48 (all undisputed as to the asserted facts).) Complainants also argued that taking
into account these additional violations would increase the number of violation days by at least
three; and that the administrative law judge should consider the incompleteness of respondents’
records when calculating the damages. (CEBr at 103, CFF IX.A.79 (undisputed as to the asserted
facts).) Complainants further argued that Ninestar China’s evidence of “net losses” is
insufficient because the only document that it provided in support of said evidence was
“specially” prepared by its financial department and was not even offered as evidence, nor was
any t¢;£imony regarding the methodologies employed to calcplate the‘ “ne loss”; that the Ninestar
respondents offered similarly suspect documents to support theirv‘claim that Town Sky only -
enjoyed é{ :} profit from sales of remanufactured cartridges; and that the Ninestar
respondents’ “losses” were relative because their existing inventory §vas region-specific and
essentially unusable elsewhere, thus, selling cartridges at a loss was more profitable than not
selling them at all. (CERBr at 39-40, CFF IX.A.89 (undisputed as to the asserted facts).)

The Ninestar respondents argued that complainants’ argument that Ninestar China must
have been selling compatible cartridges because it did not have enough empty cartridges is
contradicted by testimony of Lu of Ninestar China, as well as packing slips and invoices which
dembnstrate that Ninestar China had sufficient empty cartridges. (REBr at 14; Lu, Tr. at 765-771;

RX-E1047C; RX-E1063C; RX-E1064C; RX-E1065C; RX-E1066C.) The Ninestar respondents

92



further argued that there is no evidence that Ninestar China sold any “compatible” cartridges
subsequent to the entry of the exclusion orders. (REBr at 14.) The Ninestar respondents also
argued that regardless of the{ } compatible cartridges that complainants contend Ninestar
US “sold” on October 7, 2007, the total gross sales from both Ninestar US and Town SKy is less
than { }dollars total, far less than the $12 million being sought by complainants; and
that there is no evidence of sales by the New Jersey company aside from one order that Ninestar
US indicated was supplied by the New Jersey office. (RERBr at 39.)

The Ninestar respondents further argued that Ninestar China suffered a net loss from the
refilled cartridges, making a substantial penalty inappropriate. (REBr at 14, citing Lu, Tr. at 775-
776; RX-E1044C.) The Ninestar respondents also argued that Ninestar China’s importation was

- de minimis and its benefit was almost nonexistent; and that if there is any penalty at'ali imposed
against Ninestar China for these minuscule importations, it should be minimal. () The
Ninestar respondents further argued that Ninestar US made no profit and suffered a net loss of
{ } exclusive of legal expenses; that many, if not most, of the accused products that
were sold were returned to Ninestar US by Ninestar US’ customer’s and returned by Ninestar US
to Ninestar China (Id. at 16); and that Town Sky received virtually no benefit from the accused
sales, with a total profit of only{ } from the sale of accused refill products. (Id. at 17.)

The staff argued that the evidence indicates that Ninestar US elected to take short-cuts for
its gain rather than comply with the remedial orders and, thus, benefitted from the violation.
(SEBr at 11.) The staff also argued that the Ninestar respondents’ arguments that the infringing
sales in violation of the Commission remedial orders yielded little profit are misleading because

the Ninestar respondents purposefully aim for high volume, low price, low margin sales, which
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undisputedly compete with complainants in the market, infringe complainants’ patent rights, and
violate the Commission’s remedial orders. (SERBr at 4-5.) The staff further argued that a civil
penalty greater than the profit margin of the alleged infringer is not prohibited where the infringer
purposefully undercuts the patent holder’s sales by a substantial amount because the civil penalty
should take in to account the harm caused by the violation. (Id at 5.)

Section 337(f)(2) mandates the imposition of a civil penalty for each day of violation of a
cease and desist order, and sets a ceiling of the greater of $100,000 or twice the domestic value of
the articles entered or sold on such day in violation of the order. In applying the six-factor test,
supra, the Commission takes into account “the three overarching considerations enumerated by
Congress in the legislative history [of Section 337(f)(2)]. viz., the desire to deter violations, the
intentional or unintentional nature of any violations, and the public interest.” San Huan, 161 F.3d
at 1262. The fourth factor does not “require[] the Commission to establish with precisici the
extent of the benefit derived by respondents,” but rather “determin[e] the general magnitude of
the infringing conduct” Magnets Comm’n Determination at 28. Moreover, the Commission has
noted that a respondent’s benefit from violations “may be measured in a number of ways,
including...revenues from sales of related products where those sales would not have occurred

but for the sales of the infringing goods.” (CEBr at 101-02; Tractors, Final Initial and

Recommended Determinations, at 62 (Apr. 28, 1999.) Further, the Commission, in EPROMs, in
addressing the extent of the respondent’s benefit from its violation of the Commission Order
stated “[the administrative law judge] also found that substantial competitive advantages accrued
to Atmel as a result of its sales of the infringing 27C010 and 27HC641 EPROMs.” EPROMs,

Comm’n Opinion at 25.
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The administrative law judge finds that as of March 30, 2007, the Ninestar respondents
were on notice of the administrative law judge’s infringement findings. The record supports a
finding that rather than shy away from further infringement in the event the administrative law
judge’s findings were affirmed, the Ninestar respondents simply stepped up their marketing
efforts. For example, by telling resellers that “all Ninestar customers can continue to sell all
Epson compatible inkjet” cartridges that they had purchased from Ninestar US prior to the entry
of the Remedial Orders, the Ninestar respondents misled its resellers to believe that the sale of
compatibles was lawful, even though it could expose them to liability for patent infringement.
(CFF IX.A.86 (undisputed).) Additionally, Dai of Ninestar US told Ninestar US customers that

“We can continue to sell ali Epson Remanufactured Inkjet Cartridges...We have enough quantity

to supply our valued customers like vou.” (CX-E409C at{ }). As Lu of Ninestar
China con¢ded, { L e
}
Q:{
}
A:{
}

(CFF IX.A.90-91 (all undisputed).) The administrative law judge finds that if the Ninestar
respondents was unable to fulfill resellers’ demand for cartridges for use with a major printer
brand like Epson, those customers may have sought out other suppliers, such as those licensed to

sell Epson OEM cartridges; and that an appropriate penalty amount should also reflect this
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unquantifiable benefit of customer retention.

As further found, infra, in the Violation section, the administrative law judge finds that
between October 23, 2007 and May 5, 2008, Ninestar US sold at least{ } cartridges on
109 different days for revenue of{ } (CX-E917C at 3)%; and that the value of said
cartridges based on the average price for Epson OEM product sales, as determined by the
administrative law judge in the Violation proceeding, is{ } per unit and, thus over{

} may have been lost as a result of these violations of the cease and desist order. (ID at
366-67.) The administrative law judge also finds that between October 23, 2007 and March 7,
2008 Town Sky sold at least{ } cartridges on 78 different days for a revenue of
{ } (CX-E914C at 2)*; und that the value of these cartridges, based upon the average
price of Epson OEM cartridges exceeds{ } (ID at 366-67.) The Commission issued
a Cease and Desis* order on October 19, 2007 and, therefore, the administrative law judge firds
that all of the aforementioned sales occurred in violation of said order. Thus, the administrative
law judge finds that the extent of benefit of the Ninestar respondents is equivalent to the profit
made on the sale of the accused Epson cartridges, which totals{ } Hence, he finds
that EPROMs factor four weighs against the Ninestar' respondents.

5. EPROMs Factor Five: The Need To Vindicate The Authority Of the
Commission

Complainants argued that the Ninestar respondents demonstrated contempt for the

Commission’s authority and orders to protect US industry and patent rights; and that the most

» Respondents did not object to the admission of this exhibit. See Tr. at 745-46.
* Respondents did not object to the admission of this exhibit. See Tr. at 745-46.

96



telling sign of the Ninestar respondents’ disregard for the Commission’s authority is their
continued sales of remanufactured cartridges until at least June 2008, eight months after the
Remedial Orders were enacted that prohibited the sale and importation of said cartridges. (CEBr
at 96-97; CFF IX.A.28 (undisputed as to the asserted facts).) Complainants also argued that
Ninestar US continued selling remanufactured cartridges after it was “indisputably on notice”
that such sales violated the Commission’s Remedial Orders in January 2008 (CFF IX.A.16-17,
19-23 (all undisputed)), after Epson filed an enforcement complaint against Ninestar US in
February 2008 (CFF 11.33 (undisputed as to the asserted facts)), and even after the Commission
instituted this enforcement proceeding against Ninestar US based in part on such sales in May
2008 (CFF I1.39 (undisputed as to the asserted facts)); and that the Ninestar respondents were
fully aware of the first sale requirement in the spring of 2007 when the administrative law judge
issued the Initial-Determ.nation in the Violation Phase (CFF IX.A.8-10 (all undisputed as to the
asserted facis)). (CEBr at 97.) Coinplainants further argued that despite US Customs’
enforcement of the General Exclusion Order making further importation ali but impossible,
Ninestar US continued to unload compatible cartridges under the guise of filling prearranged
conditional orders; and that such attémpts to outsmart the Commission alone warrant a high
penalty. (CEBr at 97.) Complainants also argued that the Niﬁestar respondents’ disregard for the
Commission’s authority is evidenced by the frequency with which Ninestar US and Town Sky
violated the Cease and Desist Order, 109 days and 78 days respectively, and that, thus,
substantial penalties are required to vindicate the Commission’s authority. (CEBr at 98.)

The Ninestar respondents argued that Ninestar US was on notice that there was an

assertion that its remanufactured cartridges violated the Commission’s orders, but that mere
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assertions or allegations do not become facts and that the remanufactured cartridges were not part
of the original proceedings or the exclusion orders; and that, thus, said cartridges cannot be the
subject of penalties in these proceedings. (RERBr at 36.) The Ninestar respondents also argued
that the activities of Ninestar US were not an attempt to outsmart the Commission; that nothing
was concealed from the Commission in terms of the continued sale of these products; and that
Dai of Ninestar US believed he had a legal right to sell the remanufactured products. (Id.)

The staff argued that the record is clear that Ninestar US purposefully attempted to evade
the remedial orders and continued to do so, stopping only when Customs shut down further
importation attempts; and that the improper importations and a large percentage of the sales
occurred immediately after the Commission issued its remedial order. (SEBr at 11.) The staff
also argued that while Ninestar US could have submitted a bond to continue its activities during
the Presidential review period, i* instead ignored the Commission’s remedial orders. (Id. at 12.)
The staff further argued that the EPROMSs factors considered for Ninestar US are the same for
Town Sky. (Id. at 14.) The staff also argued that the record shows a willful disregard for the
remedial orders in terms of Ninestar US’ backdating sales of compatible cartridges (CX-E919C)
and Ninestar US’ inventory records demonstrating that Ninestar US was filling orders for
remanufactured ink cartridges with compatible ink cartridges; and that the considerable,
sustained and willful violations militate against a finding of “minimal” transgressions. (SERBr at
7-8.)

The administrative law judge finds that factor five weighs against a finding in favor of the
Ninestar respondents, because the evidence demonstrates that the Ninestar respondents blatantly

disregarded the Commission Orders, even after they were on notice that there were legal issues
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with both Ninestar China and Ninestar US’ remanufactured Epson cartridges; and that the main
reason the Ninestar respondents stopped selling the remanufactured Epson products was because
they could no longer get said products through the US border, as demonstrated by said
respondents continued sale of remanufactured cartridges for eight months after the Remedial
Orders were enacted. (CFF IX.A.16-18, 28 (all undisputed); Lu, Tr. at 723, see Section VL.A.1,
supra, (finding that respondents understood in December 2007, after Customs’ seizure, that there
was a legal issue about the remanufactured Epson cartridges that Ninestar China was making,
citing testimony by Lu); Dai, Tr. at 854-55, 891, see Section VI.A.1, supra, (finding that Dai
admitted that he understood that if the Ninestar respondents lost the ITC case they would no
longer be able to sell the Epson compatible products); see Tractors at 64 (finding “need to
vindicate the Commission’s authority” was an “aggravating factor with fespect to the penalty
amount” where “respondents ¢ngaged.:n a pattern of activity intended to ‘circ:.‘.mvent the
Commission’s orders”); see also .Lens-Fitted Film Packages, Enforcement Initi-ﬁl Determination,
Apr. 6,2004, at 17 (“The cease and desist order’s proscription, nowever, did not contemplate a
margin of error, much less one involving one million-plus illegal sales.”).) The administrative
law judge also finds that any issues regarding the clarity of the Commission’s Orders were
addressed with respect to factor one, supra, under whiqh the administrative law judge found that
if the Ninestar respondents were unsure what was covered under the Commission’s Orders they
should have requested clarification or sought the advice of legal counsel. Thus, the
administrative law judge finds that EPROMs factor five weighs against the Ninestar respondents.
Based on the foregoing, the administrative law judge finds that all six factors of the

EPROMs test weigh heavily against the Ninestar respondents and, thus, demonstrate that the
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Ninestar respondents should be subjected to a severe penalty.

VII. Violations Of the Remedial Orders

A.

Ninestar Respondents

Complainants provided the following table of calculations based upon the methodology,

of complainants’ accounting expert Jeff Kinrich,” but without a discount for remanufactured

cartridge-reléted violations. Said table displays calculations for daily rates starting with the

$100,000 statutory maximum and -decreasing in $10,000 increments:

Daily Penalty

$100,000 $90,000 $80,000 $70,000 $60,000
Ninestar US | $10,956,694 | $9,886,694 $8,820,626 $7,771,365 $6,732,131
Sales
Ninestar US | $767.816 $746,996 - $726},996 $706,996 $686,996
Imports
Town Sky | $7,800,000 $7,020,000 $6,240,000 $5,460,000 $4,680,000
Sales
Town Sky $980,465 $900,465 $820,465 $746,304 $676,304
Imports

$20,504,974 | $18,554155 | $16,608,088 | $14,684,655 | $12,775,431

2 Kinrich is an expert in the field of accounting. (Tr. at 278-283.)
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Daily Penalty

$50,000 $40,000 $30,000 $20,000 $10,000
Ninestar US | $5,703,964 $4,685,371 $3,717,842 $2,862,922 $2,135,737
Sales
Ninestar US | $667,936 $657,936 $650,175 $650,175 $650,175
Imports
Town Sky $3,900,000 $3,120,000 $2,340,000 $1,577,264 $923,070
Sales
Town Sky $606,304 $541,932 $481,932 $430,829 $382,092
Imports

$10,878,204 | $9,005,239 $7,189,949 $5,521,189 $4,091,074

(Id. at 108.) Complainants also argued that applying a substantial percentage of the maximum -
‘statutory penalty to the relevant violations days is,wérranted in light ot Ninestar’s “outrageous
and lengthy campaign of violations.” (Id at 109.) Complainants further argued that in light of the
“bad faith and disregard for the Commissioﬁ’s authority manifested by respondents at every
juncture since the imposition of the Remedial Orders,” the administrative law judge should -
consider a daily penalty amount approaching or equal to the $100,000 statutory maximum,; that
the administrative law judge should consider the total penalty of $15,862,798 recommended by
the staff to be a minimum enforcement penalty from which the administrative law judge may
“freely depart upward based upon Ninestar’s egregious conduct”; and that a penalty as high as
$20,504,974 would be appropriate. (CERBr at 33-34.)

The Ninestar respondents argued that there were a total of six shipments of refilled
products worth{

} imported in the United States from Ninestar China subsequent to
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October 19, 2007, the effective date of the exclusion orders in issue, as evidenced by the shipping
documents and supporting invoices in RX-E1026C through RX-E1034C. (REBr at 13.) The
Ninestar respondents also argued that there were more than enough spent cartridges purchased
and obtained by Ninestar China to provide the number of refilled cartridges purchased a_nd_
obtained by Ninestar China to provide the number or refilled cartridges shown on the packing
slips and invoices, contradicting complainants’ assertion that the Ninestar respondents must have
been selling compatible cartridges because Ninestar China did not have enough empty cartridges.
(Id.at14.) It was further argued that no penalty should be imposed on any of the Ninestar
respondents for sales of refilled products because the only evidence concerning any possible sale
~ of compatible cartridges has to do with the solicitation of orders prior to the entry of the
exclusion orders by Ninestar US; and that if any penaltles are to be imposed on the Ninestar
respondents they should be de minimis, pamcularly in hgh of the fact that any sales only
involve a small number of refilled cartridges imported into the United States by Ninestar China.
(1d. at 20.) T he Ninestar respondents also argued that the staff’s assertion that Ninestar China
should be respensible for 14 days of importation is inyalid and that there were only six days
worth of shipments made by Ninestar China subsequent to the issuance of the exclusion orders.
(RERSBr at 3.)

The staft argued that, with respect to Ninestar US, the EPROMs factors, supra, weigh in
favor of a substantial civil penalty because the record lacks evidence of any significant good faith
effort to comply with the Commission Orders; that Ninestar US did not take any steps to avoid
violating the remedial orders; that the importations and sales were voluminous and only stopped

because Customs stopped further attempts at importation; that evidence of back-dated sales
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demonstrates a “premeditated effort to skirt the Commission’s remedial orders”; and that
incorrect inventory orders suggest manipulation of sales records in an attempt to mask
“compatible” sales. (SEBr at 10.) With respect to importation in violation of the remedial order,
the staff recommended that a civil penalty be imposed of not less than $80,000 per day or{ }
times twice { } the value of the imported goods, whichever amount is greater, and

included the following chart of recommended civil fines:

Day Value in dollars Recommended Fine in dollars

October 25, 2007 { } 80,000
November 8, 2007 { } 146,405
November 15, 2007 { } 80,000
November 28, 2007 ' { } 101,258
December 3, 2007 { 3 126,588
December 12, 2007 { } 30,0G0

Total . ' L $614,251

(Id. at 12.) The staff also recommended, with respect to .violation of the remedial order based on
sales, a civil fine be imposed of $80,000 per day of violation or twice the value of goods sold,
which ever is greater; and argued that of the 109 days of violation, it appears that only November
5, December 4, January 10 and February 11 would require an upward adjustment for “twice the
value”; and that including said adjustment the total fine would equal{ } (Id. at 12-13.)
The staff argued that, with respect to mitigation, Ninestar US did cooperate and participate in the
enforcement proceeding. (1d. at 14.)

The staff further argued that it supports complainants’ request that civil penalties be
impdsed on Town Sky; and that the bond amount that Town Sky would have had to post during

the Presidential review period and for the cease and desist order bond would have been a
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combined total of{ } which is helpful in determining the reasonableness of a civil
penalty. (Id. at 14.) The staff further argued that Town Sky imported on 8 days and that the total
penalty for importation would equal { } (Id. at 14-15.) The staff recommended a
$50,000 per day fine for each of the 78 days where violations occurred, with a total
recommended fine of $3.9 million. (Id. at 15.)

The staff argued that it supports complainants’ request that civil penalties be imposed
against Ninestar China; and that the appropriate amount of penalty should be the same as for
Ninestar US and Town Sky. (Id.) The staff also argued that for the 14 days of importation, the
total recommended civil penalty equals $1,627,457. (1d. at 15-16.) The staff further argued that

| egch Ninestar respondent should be held jointly and severally liable for any penalties imposed.

(Id. at 16.)

: 'N'I’he Commission entered Cease and Desist Order's.against Ninest:.~US and Town
Sky on October 19, 2007 and served them by overnight mail on both respondents on October
22,2007, (CFF V I.A.l (undisputed).) As the procedural history, supra, states, the Orders to
Cease and Desist against Ninestar US and Town Sky prohibit, inter alia, the sale and importation
of “covered products,” i.e., ink cartridges that are covered by one or more of the claims of certain
patents. (CFF VL.A.2 (undisputed).)

The administrative law judge has, supra, rejected respondents’ arguments regarding Fifth
Amendment due process. The administrative law judge has also rejected, supra, respondents’
affirmative defenses. Therefore, regarding importation of covered products by Ninestar US, it is
undisputed that on chober 25, 2007, Ninestar US irﬂported{ } covered products into the

United States at a price of{ } (CX-E9 16C; CX-E616C; CX-E909C); that on November
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8, 2007, Ninestar US imported{ } covered products into the United States at a price of
{ } (CX-E9 16C; CX-E6 16C; CX-E909C); that on November 15, 2007, Ninestar US
imported{ } covered products into the United States at a price of{ | HCX-E916C;
CX-E616C; CX-E909C); that on November 28, 2007, Ninestar US imported { } covered
products into the United States at a price of{ } (CX-E916C; CX-E616C; CX-E909C);
that on December 3, 2007, Ninestar US imported { }covered products into the United States
at a price of{ } (CX-E916C; CX-E616C; CX-E909C); and that on December 12, 2007,
Ninestar US imported { ycovered products into the United States at a price of{ }
(CX-E916C; CX-E616C; CX-E909C). (CFF VI.A.5-10 (all undisputed in relevant part).)*
Regarding sales violations by Ninestar US, it is undisputed that on October 23, 2007,
Ninestar US sold{ }covered products in the United States at a price of{ } (CX-E917C;
. JX-E1 C; CX-E909C); that on October 24, 2007, Ninestar US sold{ } covere:.' products in the
United States at a price of{ } (CX-E917C; IX-E1C; CX-E909C); that on October 25, 2007,
Ninestar US sold{ }covered products in the United States at a price of{ }(CX-E917C;
JX-EIC; CX-E909C); that on October 26, 2007, Ninestar US sold{ }covered products in the
United States at a price of{ } (CX-E917C; JX-E1C; CX-E909C); that on October 29,
2007, Ninestar US sold{ } covered products in the United States at a price of{ }
(CX-E917C; JX-E1C; CX-E909C); that on October 30, 2007, Ninestar US sold{ } covered
products in the United States at a price of{ } (CX-E917C; JX-E1C; CX-E909C); that on

October 31, 2007, Ninestar US sold{ } covered products in the United States at a price of

¢ The only objection that respondents raise as to each of CFF VI.A.5-10 is their Fifth
Amendment due process argument, which has been rejected by the administrative law judge,
supra.
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{ } (CX-E917C; JX-E1C; CX-E909C); that on November 1, 2007, Ninestar US sold

{ }covered products in the United States at a price of{ } (CX-E917C; JX-EIC;
CX-E909C); that on Noveﬁlber 2, 2007, Ninestar US sold{ } covered products in the United
States at a price of{ } (CX-E917C; JX-EIC; CX-E909C); that on November 5, 2007,
Ninestar US sold{ } covered products in the United States at a price of { }
(CX-E917C; JX-E1C; CX-E909C); that on November 6, 2007, Ninestar US sold{ } covered
products in the United States at a price of{ - } (CX-E917C; JX-E1C; CX-E909C); that on
November 7, 2007, Ninestar US sold{ } covered products in the United States at a price of

{ } (CX-E917C; JX-E1C; CX-E909C); that on November 8, 2007, Ninestar US sold

{ } covered products in the United States at a price of{ } (CX-E917C; JX-E1C;
CX-E909(); that on November 9, 2007, Ninestar US sold{ }covered products in the United
Stat.s at a price of{ - HCX-E917C; JX-E1 C; CX-E909C); that on November:12, 2007,
Ninestar US sold{ } covered products in the United States at a price of{ } (CX-E9 17C,;
JX-E1 C; CX-E909C); that on November 13, 2007, Ninestar US sold{ } covered products in
the United States at a price of{ }(CX-E9 17C; JX-E 1 C; CX-E909C); that on November
14, 2007, Ninestar US sold{ } covered products in the United States at a price of{ }
(CX-E917C; JX-E1C; CX-E909C); that on November 15, 2007, Ninestar US sold{ } covered
products in the United States at a price of{ } (CX-E917C; JX-E1C; CX-E909C); that on
November 16, 2007, Ninestar US sold{ } covered products in the United States at a price of
{ } (CX-E917C; JX-E1C; CX-E909C), that on November 19, 2007, Ninestar US sold

{ } covered products in the United States at a price of{ } (CX-E917C; JX-E1C;

CX-E909C); that on November 20, 2007, Ninestar US sold{ } covered products in the United
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States at a price of{ } (CX-E917C; JX-E1 C; CX-E909C); that on November 21, 2007,
Ninestar US sold{ } covered products in the United States at a price of{ }
(CX-E917C; JX-E1C; CX-E909C); that on November 26, 2007, Ninestar US sold{ } covered
products in the United States at a price of{ } (CX-E917C,; JX-EIC; CX-E909C); that on
November 27, 2007, Ninestar US sold{ }covered products in the United States at a price of
{ } (CX-E917C; JX-E1C; CX-E909C); that on November 28, 2007, Ninestar US sold

{ } covered products in the United States at a price of{ } (CX-E917C; JX-EIC;
CX-E909C); that on November 29, 2007, Ninestar US sold{ } covered products in the United
States at a price of{ } (CX-E917C; JX-E1C; CX-E909C); that on November 30, 2007,
Ninestar US sold{ } covered products in the United States at a price of{ }
(CX-E917C; IX-E1C; CX-E909C); that on December 3, 2007, Ninestar US sold{ - } covered
products ir.the United States at a price of{ 4 (CX-E917C; JX-EI1C; CX-E99C); thit
on December 4, 2007, Ninestar 1JS sold{ } covered products in the United States at a price of
{ } (CX-E‘) 17C; JX-E1 C; CX-E909C); that on December 5, 2007, Ninestar US sold
{  } covered products in the United States at a price of{ } (CX-E9 17C; JX-E1 C;
CX-E909C); that on December 6, 2007, Ninestar US sold{ } covered products in the United
States at a I;ﬁce of{ } (CX-E917C; JX-E1 C; CX-E909C); that on December 7, 2007,
Ninestar US sold{ } covered products in the United States at a price of{ }
(CX-E917C; JX-E1C; CX-E909C); that on December 10, 2007, Ninestar US sold{ } covered
products in the United States at a price of{ } (CX-E917C; JX-E1C; CX-E909C); that on
December 11, 2007, Ninestar US sold{ } covered products in the United States at a price of

{ } (CX-E9 17C; JX-E 1 C; CX-E909C); that on December 12, 2007, Ninestar US sold
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{ } covered products in the United States at a price off } (CX-E917C; JX-EIC;
CX-E909C); that on December 13, 2007, Ninestar US sold{ } covered products in the United
States at a price of{ } (CX-E917C; JX-E1C; CX-E909C); that on December 14, 2007,
Ninestar US sold{ } covered products in the United States at a price of{ }
(CX-E917C; JX-E1C; CX-E909C); that on December 17, 2007, Ninestar US sold{ } covered
products in the United States at a price of{ } (CX-E917C; JX-EIC; CX-E909C); that on
December 18, 2007, Ninestar US sold{ } covered products in the United States at a price of
{ } (CX-E917C; JX-E1C; CX-E909C); that on December 19, 2007, Ninestar US sold

{ } covered products in the United States at a price of{ } (CX-E917C; JX-E1C;

- CX-E909C); that on December 20, 2007, Ninestar US sold{ } covered products in the United
States at a price of{ } (CX-E917C; JX-EIC; CX-E909C); that on December 21, 2007,
Ninestar US sold:u } covered products in the United States at a price of{ -}
(CX-E917C; JX-E1C; CX-E909C); that on December 26, 2007, Ninestar US sold{- } covered
products in the United States at a price of { } (CX-E917C; IX-E1C; CX-E909C); that on
December 27, 2007, Ninestar US sold{ } covered products in the United States at a price of

{ : } (CX-E917C; JX-E1C; CX-E909C); that on December 28, 2007, Ninestar US sold

{ } covered products in the United States at a price of{ } (CX-E917C; JX-EIC;
CX-E909C); that on January 2, 2008, Ninestar US sold{ } covered products in the United
States at a price of{ HCX-E917C; JX-EIC; CX-E909C); that on January 3, 2008,
Ninestar US sold{ } covered products in the United States at a price of{ }
(CX-E917C; JX-E1C; CX-E909C); that on January 4, 2008, Ninestar US sold{ } covered

products in thé United States at a price of{ } (CX-E917C; JX-E1C; CX-E909C); that on
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January 7, 2008, Ninestar US sold{ } covered products in the United States at a price of

{ HCX-E917C; JX-E1C; CX-E909C); that on January 8, 2008, Ninestar US sold{ }
covered products in the United States at a price of{ } (CX-E917C; JX-E1C; CX-E909C);
that on January 9, 2008, Ninestar US sold{ } covered products in the United States at a price
of{ } (CX-EOI7C; JX-EIC; CX-E909C); thaf on January 10, 2008, Ninestar US sold

{ } covered products in the United States at a price of{ } (CX-E917C; JX-EIC;
CX-E909C); that on January 11, 2008, Ninestar US sold{ } covered products in the United
States at a price of{ } (CX-E9 17C; =-El C; CX-E909C); that on January 14, 2008,
Ninestar US sold{ } covered products in the United States at a price of{ }
(CX-E917C; JX-E1C; CX-E909C); that on January 15, 2008, Ninestar US sold{ | } covered
products in the United States at a price of{ } (CX-E917C; JX-E1C; CX-E909C); that
on January 16, 2008, Ni:iestar US sold{ } covered products in the United States at a price of
{ } (CX-E917C; JX-E1C; CX-E909C); that on January 17, 2008, Ninestar US sold{ }
covered products in the United States at a price off{ HCX-E917C; JX-EIC; CX-E909C),
that on January 18, 2008, Ninestar US sold{ } covered products in the United States at a
price of{ + (CX-E917C; JX-E1C; CX-E909C); that on January 21, 2008, Ninestar US
sold{ } covered products in the United States at a price of{ } (CX-E917C; JX-EIC;
CX-E909C); that on January 22, 2008, Ninestar US sold{ } covered products in the United
States at a price of{ } (CX-E917C; JX-E1C; CX-E909C); that on January 23, 2008,
Ninestar US sold{ } covered products in the United States at a price of{ }
(CX-E917C; JX-E1C; CX-E909C); that on January 24, 2008, Ninestar US sold{ } covered

products in the United States at a price of{ HCX-E917C; JX-El C; CX-E909C); that on
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January 25, 2008, Ninestar US sold{ } covered products in the United States at a price of

{ } (CX-E917C; JX-E1 C; CX-E909C); that on January 27, 2008, Ninestar US sold{ }
covered products in the United States at a price of{ } (CX-E917C; JX-E1C; CX-E909C);
that on January 28, 2008, Ninestar US sold { } covered products in the United States at a price
of{ } (CX-E917C; JX-E1C; CX-E909C); that on January 29, 2008, Ninestar US sold

{ } covered products in the United States at a price of{ } (CX-E917C; JX-E1C;
CX-E909C); that on January 30, 2008, Ninestar US sold{ } covered products in the United
States at a price of{ } (CX-E917C; JX-E1C; CX-E909C); that on January 31, 2008,
Ninestar US sold{ } covered products in the United States at a price of{ -}
{CX-E917C; JX-E1C; CX-E909C); that on February 1, 2008, Ninestar US sold{ ycovered
products in the United States at a price of{ } (CX-E917C; JX-EIC; CX-E909C); that on
February 4, 2008, Ninestar US :old{ }covered products in the United States at a price of

{ HCX-E917C; JX-E1C; CX-E909C); that on February 5, 2008, Ninestar US sold{ }
- covered products in the United States at a price of{ " HCX-E917C; JX-E1C; CX-E909C);
that on February 6, 2008, Ninestar US sold{ }covered products in the United States at a price
of{ } (CX-E917C; JX-E1C; CX-E909C); that on February 7, 2008, Ninestar US sold

{ } covered products in the United States at a price of{ } (CX-E917C; JX-E1C;
CX-E909C); that on February 8, 2008, Ninestar US sold { } covered products in the United
States at a price of{ } (CX-E917C; JX-E1C; CX-E909C); that on February 11, 2008,
Ninestar US sold{ } covered products in the United States at a price of{ }
(CX-E917C; JX-E1C; CX-E909C); that on February 12, 2008, Ninestar US sold{ }covered

products in the United States at a price of{ } (CX-E917C; JX-E1C; CX-E909C); that on
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February 13, 2008, Ninestar US sold{ } covered products in the United States at a price of

{ } (CX-E917C; JX-E1C; CX-E909C); that on February 14, 2008, Ninestar US sold

{ } covered products in the United States at a price of{ } (CX-E917C; IX-E1 C;
CX-E909C); that on February 15, 2008, Ninestar US sold{ }covered products in the United
States at a price of{ } (CX-E917C; JX-E1C; CX-E909C); that on February 18, 2008,
Ninestar US sold{ } covered products in the United States at a price of{ } (CX-E917C;
JX-E1C; CX-E909C); that on February 20, 2008, Ninestar US sold{ } covered products in the
United States at a price of{ } (CX-E917C; JX-E1C; CX-E909C); that on February 25,
2008, Ninestar US sold{ } covered products in the United States at a price of{ }
(CX-E917C; JX-E1C; CX-E909C); that on February 26, 2008, Ninestar US sold{ } covered
products in the United States at a price of{ } (CX-E917C; JX-EIC; CX-E909C); that on
February 27, 2008, Ninestar US sold { - } covered products in the United States at a price of

{ } (CX-E917C; JX-E1C; CX-E909C); that on February 28, 2008, Ninestar US sold{ }
covered products in the United States at a price of{ } (CX-E9 17C; JX-E1 C; CX-E909C);
that on February 29, 2008, Ninestar US sold{ } covered products in the United States at a
price of{ } (CX-E917C; JX-EIC; CX-E909C); that on March 3, 2008, Ninestar US sold{ }
covered products in the United States at a price of{ } (CX-E917C; JX-E1C; CX-E909C); that
on March 4, 2008, Ninestar US sold{  } covered products in the United States at a price of

{ } (CX-E917C; JX-E1C; CX-E909C); that on March 5, 2008, Ninestar US sold{ }
covered products in the United States at a price of{ } (CX-E917C; JX-E1C; CX-E909C);
that on March 6, 2008, Ninestar US sold{ } covered products in the United States at a price of

{ }(CX-E917C; JX-EIC; CX-E909C); that on March 7, 2008, Ninestar US sold{ } covered
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products in the United States at a price of{ } (CX-E917C; JX-E1C; CX-E909C); that on
March 10, 2008, Ninestar US sold{ } covered products in the United States at a price of

{ } (CXeE917C; JX-E1C; CX-E909C); that on March 11, 2008, Ninestar US sold{ }
covered products in the United States at a price of{ } (CX-E917C; JX-E1C; CX-E909C);
that on March 14, 2008, Ninestar US sold{ } covered products in the United States at a price
of{ } (CX-E917C; JX-E1C; CX-E909C); that on March 17, 2008, Ninestar US sold{ }
covered products in the United States at a price of{ } (CX-E917C; JX-E1C; CX-E909C);
that on March 18, 2008, Ninestar US sold{ } covered products in the United States at a price of
{ } (CX-E917C; JX-E1C; CX-E909C); that on March 19, 2008, Ninestar US sold{ }
covered products in the United States at a price of{ } (CX-E917C; JX-E1C; CX-E909C);
that on March 20, 2008, Ninestar US sold{ } covered products in the United States at a price
of{ } (CX-E917C; JX-E1C; CX-E209C); that on March 21, 2008, Ninestar US sold{ }
covered products in the United States at a price of{ } (CX-E917C; JX-E1C; CX-E909C);
that on March 24, 2008, Ninestar US sold{ } covered products in the United States at a price of
{ } (CX-E917C; JX-E1C; CX-E909C); that on March 25, 2008, Ninestar US sold{ }
covered products in the United States at a price of{ } (CX-E917C; JX-E1C; CX-E909C);
that on March 26, 2008, Ninestar US sold{ } covered products in the United States at a price of
{ } (CX-E917C; JX-E1C; CX-E909C); that on March 28, 2008, Ninestar US sold { }
covered products in the United States at a price of{ } (CX-E917C; JX-E1C; CX-E909C);
that on April 1, 2008, Ninestar US sold{ } covered products in the United States at a price of
{ } (CX-E9 17C; JX-E1 C; CX-E909C); that on April 2, 2008, Ninestar US sold{ }

covered products in the United States at a price of{ } (CX-E917C; JX-E1C; CX-E909C);
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that on April 7, 2008, Ninestar US sold{ } covered products in the United States at a price of
{ } (CX-E917C; JX-E1 C; CX-E909C); that on April 10, 2008, Ninestar US sold{ }
covered products in the United States at a price of{ HCX-E917C; JX-E1C; CX-E909C.);
that on April 14, 2008, Ninestar US sold{ } covered products in the United States at a price of
{ } (CX-E917C; JX-E1C; CX-E909C); aﬁd that on May 5, 2008, Ninestar US sold{ }
covered products in the United States at a price of{ } (CX-E917C; JX-E1C; CX-E909C).
(CFF VI.A.14-122 (all undisputed in relevant part).)”’

Regarding importation of covered goods by Town Sky, it is undisputed that on October
23, 2007, Town Sky imported{ } covered products into the United States at a price of
{ } (CX-E912C; CX-E408C; CX-E910C); that on November 19, 2007, Town Sky
imported{ } covered products into the United States at a price of } (CX-E912C;
CX-E408C; CX-E910C); that on Novernber 20, 2027, Town Sky imported{ - } covered products
into the United States at a price of{ } (CX-E9.12C; CX-E408C; CX-E910C); that on
November 21, 2007, Town Sky imported{ ;covered products into the United States‘at a price
of{ } (CX-E912C; CX-E507AC at TownSky 000448-449; CX-E910C); that on November
27,2007, Town Sky imported{ } covered products into the United States at a price of
{ } (CX-E912C; CX-E408C; CX-E910C); that on December 17, 2007, Town Sky
imported{ } covered products into the United States at a price of{ } (CX-E912C;
CX-E408C; CX-E910C); that on January 2, 2008, Town Sky imported{ } covered products

into the United States at a price of{ } (CX-E912C; CX-E408C; CX-E910C); and that on

27 The only objection that respondents raise as to each of CFF VI.A.14-123 is their Fifth
Amendment due process argument, which has been rejected by the administrative law judge,
supra.
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January 14, 2008, Town Sky imported } covered products into the United States at a price
of{ } (CX-E9 12C; CX-E408C; CX-E910C). (CFF VI.A.125-132 (all undisputed in
relevant part).)”® Also, complainants further alleged that, on May 5, 2008, Town Sky imported
{ } covered products into the United States at a price of{ } (See CFF VI.A.133; see
also CX-E912C; CX-E509C; CX-E910C.) Besides the Fifth Amendment due process argument,
which the administrative law judge has rejected, supra, the Ninestar respondents also object to
CFF VIL.A.133 on the ground that the “allegations concerning the May 5, 2008 importation were
contradicted by Mr. Li. (Li, Tr. 935122-936:1 5).” (RR/OCFF133 at 101.) Li, whose title is
Office Manger of Town Sky (Tr. at 929), however, testified:

MR. O’CONNOR: Your Honor, with the grateful assistance of

Epson’s counsel, we pull up Exhibit CX-E912C, and I’m asking
- the witness if he could please look at that exhibit?

® ok ok

Q. Okay. Do you see any other mistakes?

A. Yes.

Q. What else do you recognize?

A. In the line with the data for May the 5th, 2008, in that line, it
showed that we imported { } units. Actually, such imports did
not, never exist.

Q. Do you know what that figure represents?

A. Yeah.

Q. What does it represent?

28 The only objection that the Ninestar respondents raise as to each of CFF VI.A.125-132
is their Fifth Amendment due process argument, which has been rejected by the administrative
law judge, supra.
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A. It’s a mistake, it’s a mistake.

Q. What should it be?

A. Because after the C&D order or the issuance of that order,
we’ve never imported Epson compatibles.

Q. Okay. Do you have any idea where that number came from?

A. We don’t have such a figure, I don’t know. We did not
submit any document showing that figure.

(Tr. at 935-36.) Thus, Li testified that, because Town Sky did not import any Epson compatibles
after the cease and desist orders issued, the document in question, CX-E912C must be wrong. Li
also purports to not understand where that number came from. CX-E912C, however, is based,
inter alia, on CX-509, which is a commercial invoice dated May 5, 2008, and which lists several
models of cartridges that are listed in CX-910 as models of cartridges that respondents have
agreed by stipulation to be infringing. Based on the foregoing, th.> administrative law judge
overrules respondents’ objection to CFF VI.A.133. :> R

Regarding sales violations by Town Sky, it is undisputed that on October 23, 2007, Town
Sky sold{ } covered products in the United States at a price of{ } (CX-E914C;
CX-E902C; CX-E905C; CX-E910C); that on October 24, é007, Town Sky sold{ } covered
products in the United States at a price of{ } (CX-E914C; CX-E902C; CX-E905C;
CX-E910C); that on October 25, 2007, Town Sky sold { b} covered products in the United States
at a price of{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on October 26,
2007, Town Sky sold{ } covered products in the United States at a price of{ }
(CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on October 29, 2007, Town Sky sold{ }

covered products in the United States at a price of{ } (CX-E914C; CX-E902C;
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CX-E905C; CX-E910C); that on October 30, 2007, Town Sky sold{ } covered >products in the
United States at a price of{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on
October 31, 2007, Town Sky sold{ } covered products in the United States at a price of{

} (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on November 1, 2007, Town Sky
sold{ } covered products in the United States at a price of{ HCX-E914C; CX-E902C;
CX-E905C; CX-E910C); that on November 2, 2007, Town Sky sold{ } covered products in
the United States at a price of{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that
on November 5, 2007, Town Sky sold{ } covered products in the United States at a price of
{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on November 6, 2007, Town
Sky sold{ } covered products in the United States at a price of{ } (CX-E914C;
CX-E902C; CX-E905C; CX-E910C); that on November 7, 2007, Town Sky sold{ } covered
products in the United States at a price of{ } (CX-E914C; CX-5902C; CX-E905C;
CX-E910C); that on November 8, 2007, Town Sky sold{ 4+ covered products in the United
States at a price of{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on
November 9, 2007, Town Sky sold { } covered products in the United States at a price of{

} (CX-E914C; CX-E902C; CX-IE905C; CX-E910C); that on November 12, 2007, Town
Sky sold{ } covered products in the United States at a price of{ } (CX-E914C;
CX-E902C; CX-E905C; CX-E910C); that on November 13, 2007, Town Sky sold{ } covered
products in the United States at a price of{ } (CX-E914C; CX-E902C; CX-E905C;
CX-E910C); that on November 14, 2007, Town Sky sold{ } covered products in the United
States at a price of{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on

November 15, 2007, Town Sky sold{  } covered products in the United States at a price of
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{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on November 16, 2007, Town
Sky sold{ } covered products in the United States at a price of{ } (CX-E914C;
CX-E902C; CX-E905C; CX-E910C); that on November 19, 2007, Town Sky sold{ } covered
products in the United States at a price of{ } (CX-E914C; CX-E902C; CX-E905C;
CX-E910C), that on November 20, 2007, Town Sky sold{ } covered products in the United
States at a price of{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on
November 21, 2007, Town Sky sold{ } covered products in the United States at a price of
{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on November 26, 2007, Town
Sky sold{ }covered products in the United States at a price of{ } (CX-E914C;
CX-E902C; CX-E905C; CX-E910C); that on November 27, 2007, Town Sky sold{  } covered
products in the United States at a price of{ } (CX-E914C; CX-E902C; CX-E905C,
CX-E910C); that on November 28, 2007, Town Sky sold{  } covered produ- ‘s in the United
States at a price of{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on
November 29, 2007, Town Sky sold{ } covered products in the United States at a price of
{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on November 30, 2007, Town
| Sky sold{ } covered products in the United States at a price of{ } (CX-E914C;
CX-E902C; CX-E905C; CX-E910C); that on December 3, 2007, Town Sky sold{ } covered
products in the United States at a price of{ } (CX-E914C; CX-E902C; CX-E905C;
CX-E910C); that on December 4, 2007, Town Sky sold{ } covered products in the United
States at a price of{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on
December 5, 2007, Town Sky sold{ }covered products in the United States at a price of{ }

(CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on December 6, 2007, Town Sky sold
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{ } covered products in the United States at a price of{ } (CX-E914C; CX-E902C;
CX-E905C; CX-E910C); that on December 7, 2007, Town Sky sold{ } covered products in
the United States at a price of{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that
on December 10, 2007, Town Sky sold{  } covered products in the United States at a price of
{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on December 11, 2007, Town
Sky sold{ } covered products in the United States at a price of{ } (CX-E914C;
CX-E902C; CX-E905C; CX-E910C); that on December 12, 2007, Town Sky sold{ } covered
products in the United States at a price of{ } (CX-E914C; CX-E902C; CX-E905C;
CX-E910C); that on December 13,2007, Town Sky sold{  } covered products in the United
States at a price of{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on
December 14, 2007, Town Sky sold{  } covered products in the United States at a price of

{ ¢ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on December 17, 007, Town
Sky sold{ } covered products in the United States at a price of{ } (CX-E914C;
CX-E902C; CX-E905C; CX-E910C); that on December 18, 2007, Town Sky sold{ } covered
products in the United States at a price off{ } (CX-E914C; CX-E902C; CX-E905C;
CX-E910C); that on December 19, 2007, Town Sky sold{ } covered products in the United
States at a price of{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on December
20, 2007, Town Sky sold{ } covered products in the United States at a price of{ }
(CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on December 21, 2007, Town Sky sold

{ } covered products in the United States at a price of{ } (CX-E914C; CX-E902C;
CX-E905C; CX-E910C); that on December 26, 2007, Town Sky sold{ } covered products in

the United States at a price of{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that
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on December 27, 2007, Town Sky sold{ } covered products in the United States at a price of

{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on December 28, 2007, Town
Sky sold{ } covered products in the United States at a price of{ } (CX-E914C; CX-E902C;
CX-E905C; CX-E910C); that on January 2, 2008, Town Sky sold{  } covered products in the
United States at a price 6f{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on
January 3, 2008, Town Sky sold{ } covered products in the United States at a price of

{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on January 4, 2008, Town Sky
sold{  } covered products in the United States at a price of{ } (CX-E914C; CX-E902C;
CX-E905C; CX-E910C); that on January 7, 2008, Town Sky sold{ } covered products in the
United States at a price of{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C), that on
January 8, 2008, Town Sky sold{ } covered products in the United States at a price of

{ F(CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on January 9, 2008, Towr: Sky
sold{ } covered products in the United States at a price of{ } (CX-E914C; CX-E902C,;
CX-E905C; CX-E910C); that on January 10, 2008, Town Sky sold{ } covered products in the
United States at a price of{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on
January 11, 2008, Town Sky sold{ } covered products in the United States at a price of

{ - }(CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on January 14, 2008, Town
Sky sold{ } covered products in the United Siates at a price of{ } (CX-E914C;
CX-E902C; CX-E905C; CX-E910C); that ou January 15, 2008, Town Sky sold{ } covered
products in the United States at a price of{ } (CX-E914C; CX-E902C; CX-E905C;
CX-E910C); that on January 16, 2008, Town Sky sold{ } covered products in the United States

at a price of{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on January 17,
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2008, Town Sky sold{ } covered products in the United States at a price of{ }

(CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on January 18, 2008, Town Sky sold

{ } covered products in the United States at a price of{ } (CX-E914C; CX-E902C;
CX-E905C; CX-E910C); that on January 21, 2008, Town Sky sold{ } covered products in the
United States at a price of{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on
January 22, 2008, Town Sky sold{ }covered products in the United States at a price of{ }
(CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on January 23, 2008, Town Sky sold

{ } covered products in the United States at a price of{ } (CX-E914C; CX-E902C;
CX-E905C; CX-E910C); that on January 24, 2008, Town Sky sold{ } covered products in the
United States at a price of{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on

January 25, 2008, Town Sky sold{ } covered products in the United States at a price of

{ ~ }(CX:E914C; CX-E902C; CX-E905C; CX-E910C); that on January 28, 2008, Town .~

Sky sold{ } covered products in the United States at a price of{ } (CX-E914C;
CX-E902C; CX-E905C; CX-E910C); that on January 29, 2008, Town Sky sold{ } covered
products in the United States at a price of{ } (CX-E914C; CX-E902C; CX-E905C;
CX-E910C); that on January 30, 2008, Town Sky sold{ } covered products in the United
States at a price of{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on
January 31, 2008, Town Sky sold{ } covered products in the United States at a price of

{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on February 1, 2008, Town
Sky sold{  } covered products in the United States at a price of{ } (CX-E914C;
CX-E902C; CX-E905C; CX-E910C); that on February 4, 2008, Town Sky sold{ } covered

products in the United States at a price of{ } (CX-E914C; CX-E902C; CX-E905C;
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CX-E910C); that on February 5, 2008, Town Sky sold{ } covered products in the United
States at a price of{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on
February 6, 2008, Town Sky sold{ } covered products in the United States at a price of
{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on February 7, 2008, Town
Sky sold{ } covered products in the United States at a price of{ } (CX-E914C;
CX-E902C; CX-E905C; CX-E910C); that on February 8, 2008, Town Sky sold{ } covered
products in the United States at a price of{ } (CX-E914C; CX-E902C; CX-E905C;
CX-E910C); that on February 13, 2008, Town Sky sold{ } covered products in the United States
at a price of{ } (CX-EY14C; CX-E902C; CX-E905C; CX-E910C); that on February 19,
2008, Town Sky sold{ } covered products in the United States at a price of{ } (CX-E914C;
CX-E902C; CX-E905C; CX-E910C); that on February 22, 2008, Town Sky sold{ } covered
products in the United States at a price ofy } (CX-E914C; CX-E902C; CX-E905C,;
CX-E910C); that on February 27, 2008, Town Sky sold{ } covered products in the United States
at a price of{ } (CX-E914C; CX-E902C; CX-E905C; CX-E910C); that on March 7, 2008,
Town Sky sold{ } covered products in the United States at a price of{ } (CX-E914C;
CX-E902C; CX-E905C; CX-E910C). (CFF VI.A.136-213 (all undisputed in relevant part).)*”
Thus, Ninestar US imported covered products on 6 days on or between October 25, 2007
and December 12, 2007 (CFF VL. A.5-13 (all undisputed in relevant part)); Ninestar US sold
covered products on 109 days on or between October 23, 2007 through May 5, 2008 (CFF

VI.A.14-124 (all undisputed in relevant part)); Town Sky imported covered products on 9 days

2 The only objection that the Ninestar respondents raise as to each of CFF VI.A.136-213
is their Fifth Amendment due process argument, which has been rejected by the administrative
law judge, supra.
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on or between October 23, 2007 and May 5, 2008 (all CFF VI.A.125-135 (all undisputed in
relevant part)); and Town Sky sold covered products on 78 days on or between October 23, 2007
through March 7, 2008 (CFF VI.A.214 (undisputed in relevant part); see also CFF VI.A.136-213
(undisputed in relevant part)).

Section 337(f)(2) mandates the imposition of a civil penalty for each day of violation of a
cease and desist order, and sets a ceiling of the greater of $100,000 or twice the domestic value of
the articles entered or sold on such day in violation of the order. The Commission has applied a
six-factor test in determining the appropriate penalty amount. See EPROMS, Commissiop
Opinion at 23-24, 28 (Aug. 1991).

Based upon the administrative law judge’s application of the six-factor test laid out in

EPROMs, see Section VI, supra, the administrative law judge finds that the mandatory statutory

maximum civil penalty should e applied for each day on which an importation or sale of the
accused articles occurred in violation of the cease and desist order. Said penalty is the greater of
$100,000 or twice the domestic value of the articles entéred or sold on such day in violation of
the order. See, e.g., Magnets, Comm’n Determination at 21 (Oct. 28, 1997) (“The Commission
has indicated a preference for a daily penalty, as opposed to a penalty based on the domestic
value of the infringing articles, “unless the domestic value of the articles sold on a given day
makes the daily maximum insufficient to serve as a deterrent to violation.”””); EPROMSs, Inv. No.
337-TA-276, Comm’n Op. at 28 (Aug. 1, 1991) (“The legislative history of the civil penalty
provision suggests that the penalty of $100,000 per day is intended for most violations, with the
penalty of twice the domestic value of the articles concerned intended for those situations where

sales or importations on a given day exceed $100,000 in value.”); Tractors, Comm’n Op., 1999
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ITC LEXIS 260, at 83 (Aug. 18, 1999) (finding that “The legislative history confirms that the
Commission has discretion to impose a civil penalty up to the applicable maximum amount.”).

In applying the EPROMs test, the Commission takes into account “the three overarching
considerations enumerated by Congress in the legislative history [of Section 337(f)(2)], viz., the
desire to deter violations, the intentional or unintentional nature of any violations, and the public
interest.” San Huan, 161 F.3d at 1362 (finding that a penalty of $50,000 per violation day was
not abuse of Commission discretion “in view of (1) the Commission’s determination that the
penalty was a small multiple of the sales value of magnets sold in violation of the Consent Order,
(2) the statutory maximum allowable of $100,000 per violation day, and (3) the bad faith of
[respondent]™). The present Investigation is distinguishable from San Huan in which the
Commission found that San Huan made “some efforts” to comply with the Consent Order and,
thus, warranted a lesser penalty. Id. *

Thus, if the Commission finds that the violations of the cease and desist order by the
Ninestar respondents in the present Enforcement were egregious, consistent with the
administrative law judge’s findings, supra, the administrative law judge recommends the
maximum civil penalty allowed under 19 U.S.C. § 1337(f)(2), such that the daily penalty is the
greater of $100,000 or double the value of the goods at issue on the day in question. Therefore,
Ninestar US has violated the cease and desist orders by importing covered products on six
different days. On November 8, 2007, November 28, 2007, and December 3, 2007, Ninestar US
imported covered products valued at{ } respectively, and
those days are assessed a penalty of double the value of the products at issue (that is,

{ } respectively) and each of the other three days is
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assessed a penalty of $100,000. Thus, Ninestar US’ penalty for import violations is $767,815.50.
Ninestar US has violated the cease and desist orders by selling covered products on 109 days,
including two days, viz. January 10, 2008 and February 11, 2008, on which Ninestar US sold
covered products valued at{ } and{ } respectively, and which days are assessed a
penalty of double the value of the goods, that is,{ } and{ } The other 107 days
are assessed a $100,000 penalty. Thus, Ninestar US’ penalty for sales violations is
$10,956,693.54. Further, Town Sky has violated the cease and desist orders by importing
covered products on nine different days. On{ } Town Sky imported

{ } worth of covered products, for which day Town Sky is assessed a{ }
penalty; for the other{ } days, Town Sky is assessed a penalty of $100,000 per day. Thus,
Town Sky’s penalty for import violations is $980,465.12. Town Sky also violated the cease and
desist orders by selling covered products on 78 days and therefore Town Sky’s penalty for sales
violations is $7,800,000.

Based on the foregoing, the administrative law judge reéommends that the penalty for
which Ninestar China, Ninestar US, and Town Sky are jointly and severally liable is the sum of
Ninestar US’ import violations ($767,815.50), Ninestar US’ sales violations ($10,956,693.54),
Town Sky’s import violations ($980,465.12) and Town Sky’s sales violations ($7,800,000).
Thus, the total recommended penalty is $20,504,974.16.

B. Defaulting Respondents

1. Mipo Respondents
Complainants argued that the Mipo Respondents imported covered cartridges on at least

two days, and sold covered cartridges in violation of the Commission’s Remedial Orders on 95
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days via both their own website and an electronic storefront on “amazon.com.” (CEBr at 67-68.)
Complainants further argued that, because of respondent Mipo International’s failure to respond
to the Enforcement Complaint against it, the allegation that Mipo International has continued to
import and sell covered cartridges into the United States in violation of the Remedial Orders may
be deemed true. (CEBr at 69.) Thus, complainants argued, although the Mipo Respondents’ own
business records would have likely revealed far more violations, the available evidence shows
that the Mipo Respondents violated the Commission’s Remedial Orders by importing covered
products on two days and selling covered products on 95 days, for a total of 97 violation days.
(CEBr at 69.)

The staff argued that Mipo America is subject to the Commission’s general exclusion
order, a limited exclusion order, and a cease and desist order issued in the underlying
investigation; that Mipo International is subject to tii= Cominission’s general exclusion order and |
a limited exclusion order; that both Mipo entities defaulted in the underlying investigation; that
in this enforcement proceeding, Mipo America participated minimally by filing a late response to
the complaint and seeking an extension of time to respond to discovery, but thereafter it has
failed to participate; that both Mipo entities have been found to be in default; and that the
evidence shows that subsequent to the entry of the orders, Mipo America repeatedly sold ink
cartridges covered by the orders. (SEBr at 16.) Thus, the staff supported complainants’ request
that civil penalties be imposed on Mipo America and that the two Mipo entities be held jointly
and severally liable. (SEBr at 16.) The staff further argued that, at the hearing, the evidence
showed at least 95 days of sales in violation of the orders and that a civil fine of $50,000 per day

of violation is warranted for a total fine of $4.75 million. (SEBr at 16-17.)
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On May 1, 2008, the Commission instituted an enforcement proceeding against, inter alia,
the Mipo Respondents, and the record reflects that the Commission served, inter alia, the Mipo
respondents a Notice of Institution of Formal Enforcement Proceeding that date. The record does
not reflect that said Notice was returned or refused. On July 1, 2008, Mipo America filed an
answer to the enforcement complaint. On August 13, 2008, Mipo America filed a Response to
Interrogatories and Motion for Extension of Time for Further Response. (Motion Docket No.
565-74.) Said Motion 565-74 was denied. Mipo America made no further filings in this
Enforcement action. On January 9, 2009, the administrative law judge issued Order No. 48,
finding Mipo International Ltd. in default. On January 13, 2009 the administrative law judge
issued Order No. 51 finding Mipo America in default. Thus, the Mipo Respondents have both
received notice of this enforcement action, and have both been found to be in default.

Complainants have presented unrebutted evidence 1at the Mipo Respondents have
imported covered products on two days, and have sold covered products on 95 separate‘ dayvs.
(See CEBr at 67-69; see also CFF VII.A.1-15 (all undisputed).) Therefore, complainants have
established that the Mipo Respondents worked in concert to import infringing Mipo brand
cartridges into the United States on two days and sell them in violation of the Cease and Desist
Order against Mipo America on 95 separate days. Based on the evidence presented, the
administrative law judge recommends the maximum civil penalty allowed under 19 U.S.C. §
1337(£)(2), such that the daily penalty is the greater of $100,000 or double the value of the goods

130

at issue on the day in question. Thus, he recommends that Mipo International™ and Mipo

30 Service on Mipo International of at least Order No. 48, sent via Federal Express, has
been refused for the stated reason that Mipo International does not exist and has been renamed
Mipo Limited. (Tr. at 160:9-18.) However, there is no indication that the copy of Order No. 46
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America be found jointly and severally liable for a $9,700,000 penalty.
2. Respondents Ribbon Tree USA And Apex

Complainants argued that the Apex Respondents have also routinely violated the Consent
Order into which they voluntarily entered on February 12, 2007, and that complainants have
confirmed violations of the Consent Order on seven separate days. (CEBr at 69-70.)
Complainants further argued, between the sales of covered cartridges to Epson’s investigator and
Media Street on July 23, 2007, November 14, 2007, and January 30, 2008 and the four
documented importations of cartridges on September 27, 2007, November 8, 2007, December
24, 2007 and June 12, 2008, the Apex Respondents violated the Consent Order on at least seven

separate days. (CEBr at 72.)

sent to Mipo International has been returned to the Commission a7 :undeliverable, and a printout
of the contact section of Mipo International’s website, made almost two weeks after Order No.
46 was sent for delivery, lists the same name and address used for service of Order No. 46. (CFF
111.B.44-45,47 (all undisputed).) The fact that Order No. 46 was not returned to the Commission
as undeliverable is a sufficient indicator of receipt of that Order. See Certain Cigarettes and’
Packaging Thereof, inv. No. 337-TA-643, Order No. 6 at 3 n.1 (July 15, 2008) (Lack of return of -
complaint and notice of investigation “has been found to be a sufficient indicator of receipt of the
complaint and notice of investigation to support a show cause order.”); see also Certain Ink
Markers and Packaging Thereof, Inv. No. 337-TA-522, Order No. 11 at 2 (Dec. 16, 2004) (“The
certificate of service indicates that the complaint and notice of investigation were served on said
respondent. . . . This fact has been found to be a sufficient indicator of receipt of the complaint
and notice of 1nvest1gat10n to support a show cause order.”). Further, based on Mipo
International’s website, it is reasonable to infer that Mipo America Ltd. is a U.S. subsidiary of
Mipo International. (CFF III.B.49-50 (all undisputed).) In addition, the fact that delivery of
Order No. 48 was returned does not mean that Mipo International is no longer in existence.
Epson was able to successfully deliver correspondence to Mipo International as late as October
13, 2008. (CFF IIL.B.43 (undisputed).) Also, Mipo International’s website has been up and
running, and listed the same name and address used for the attempted delivery of Order No. 48.
(CFF II1.B.48 (undisputed).) Finally, Mipo International’s U.S. affiliate, Mipo America, Ltd.,
which is listed as a contact on Mipo International’s website, has actively participated in these
proceedings and can be reasonably presumed to have notified Mipo International of Order No.
48. (CFF IIL.B.51 (undisputed).)
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The staff argued that respondents Ribbon Tree USA and Apex are subject to both the
Commission’s general exclusion order and a consent order issued in the underlying investigation;
that neither Ribbon Tree USA nor Apex has responded to the complaint and each has been held
in default; and that the evidence shows that Ribbon Tree USA and Apex sold ink cartridges
covered by the orders subsequent to entry of those orders. (SEBr at 17.) Thus, the staff supported
complainants’ request that civil penalties be imposed on Ribbon Tree USA and Apex; and
further supported a $100,000 per day civil fine, stating that the failure to abide by the consent
order is particularly egregious given that the respondents voluntarily sought entry of the order in
order to be terminated from the underlying investigation. (SEBr at 17-18.)

| On June 23, 2008, the Commission instituted an enforcement proceeding against the
Ribbon Tree USA and Apex respondents, and the record reflects that the Commission served,
inter alia, said respondents a Notice of Institution of Formal Enforcemen. Proceeding that date.
Thé record does not reflect that said Notice was lretulrn_ed 6r refﬁs?d. On January 9, 2009, the
administrativéiiaw judge issued Order No. 48, ﬁndiﬁg, inter alia, Ribbon Tree USA and Apex in
default.

The Ribbon Tree USA and Apex respondents were terminated from the violation phase of
Inv. No. 337-TA-565 based on a Consent Order that prohibited them from continuing to import
or sell cartridges that infringe specified patent claims, including the claims at issue in this
enforcement action. The violations of the Consent Order established in Section VIL.B, supra,
subject Apex and Ribbon Tree USA to the same monetary penalties applicable to violations of

Commission cease and desist orders. See, e.g., San Huan, 161 F.3d at 1356 (“According to the

Commission, the only pertinent difference between [a] Consent Order and [a] cease and desist
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order [i]s that [the respondent] avoided the investigation and therefore the Commission made no
determination of violation in the original investigation.”). The Federal Circuit has affirmed the
Commission’s view that civil penalties apply equally to violations of Commission consent
orders:

A consent order whereby the Commission terminates its
investigation upon agreement of the respondent to cease its
infringing activities invokes the restraint of federal power, upon
the respondent’s undertaking to comply with the law; thus its
violation is subject to federal remedy, by penalty and enforcement
in accordance with statute and regulation. The consent order is far
from an informal expedient . . . . The Commission’s long-standing
interpretation of 337(f)(2) has been that consent orders may be
enforced through civil penalties; this interpretation is correct; and
even if there were ambiguity, the Commission’s interpretation is
reasonable and warrants appropriate deference. . . . We affirm the
Commission’s ruling that a consent order is enforceable by civil
penalty, imposed by the Commission and recoverable in the district
court in the event of nonpayment.

Id., 161 F.3d af 1 356-57; see also Magnets at 34 (“If the Commission were unabls to sanction
parties, including respondents here, for violations of consent orders, which are substantively
identical to cease and desist orders, there would be no point in issuing them.”). Complainants
have presented unrebutted evidence that Apex and Ribbon Tree USA have sold covered
cartridges on three separate days and imported covered cartridges on four separate days. (See
CEBr at 69-72; see also CFF VII.B.1-37 (undisputed).) Therefore, based on the evidence
presented, the administrative law judge recommends the maximum civil penalty allowed under

19 U.S.C. § 1337(f)(2), such that the daily penalty is the greater of $100,000 or double the value

of the goods at issue on the day in question. Thus, he recommends that respondents Apex*! and

! The administrative law judge notes that complainants have alleged that Apex dissolved
in April 2008; that Apex has relocated to Canada; and that Apex has operations in Florida. (CFF
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Ribbon Tree USA* be found jointly and severally liable for a $700,000 penalty.

11.B.61-62 (undisputed).)

32 The administrative law judge notes that complainants have alleged that Ribbon Tree
USA dissolved in April 2008; continues to have a place of business in Canada; and is registered
with the Florida Secretary of State as a foreign corporation. (CFF III.B.55-57 (undisputed).)
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CONCLUSIONS OF LAW

1.

2.

The Commission has in rem jurisdiction over the products at issue in this matter.

The Commission has in personam jurisdiction over each of the Enforcement Respondents
in this matter.

The Commission has subject matter jurisdiction over this matter.

Respondents Ninestar China, Ninestar US, and Town Sky are affiliated and are jointly
and severally liable for any penalty in this enforcement proceeding.

All of the products at issue sold or imported by the Ninestar Respondents infringe at least
one of the following asserted claims of Complainants’ Epson’s patents: claim 81 of the
‘439 patent, claim 9 of the ‘917 patent, claim 1 of the ‘053 patent.

Respondent Ninestar US’ compatible cartridges at issue are “covered products” under the
Cease and Desist Order issued against it by the Commission on October 19, 2007
(Corrected on October 30, 2008).

Respondent Town Sky’s compatible cartridges at issue are “covered products” under the
Cease and Desist Order issued against it by the Commission on October 19, 2007
(Corrected on October 30, 2008).

Respondent Ninestar US’ remanufactured cartridges at issue are “covered products”
under the Cease and Desist Order issued against it by the Commission on October 19,
2007 (Corrected on October 30, 2008).

Respondent Town Sky’s remanufactured cartridges at issue are “covered products” under
the Cease and Desist Order issued against it by the Commission on October 19, 2007

(Corrected on October 30, 2008).
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10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

Respondent Ninestar US imported covered products on six separate days on or between
October 25, 2007 and December 12, 2007 in violation of the Cease and Desist Order
issued against it on October 19, 2007.

Respondent Town Sky imported covered products on nine separate days on or between
October 23, 2007 and May 5, 2008 in violation of the Cease and Desist Order issued
against it on October 19, 2007.

Respondent Ninestar US sold infringing ink cartridges on at least 109 days from October
23, 2007 through May 5, 2008.

Respondent Town Sky sold infringing ink cartridges on at least 78 days from October 23,
2007 through March 7, 2008.

The record supports imposition of a $767,815.50 civil penalty against respondent
Ninestar US for violation of the Cease and Desist Order by importation of covered
product.

The record supports imposition of a $10,956,693.54 civil penalty against respondent
Ninestar US for violation of the Cease and Desist Order by sales of covered product.
The record supports imposition of a $980,465.12 civil penalty against respondent Town
Sky for violation of the Cease and Desist Order by importation of covered product.

The record supports imposition of a $7,800,000 civil penalty against respondent Town
Sky for violation of the Cease and Desist Order by sales of covered product.
Respondents Ninestar China, Ninestar US, and Town Sky are jointly and severally liable
for violations of the Cease and Desist Orders in the amount of $20,504,974.16.

The Ninestar Respondents failed to carry their burden to demonstrate that any of the
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20.

21.

22.

23.

24

25.

26.

27.

28.

29.

products at issue are subject to the defense of permissible repair or patent exhaustion.
The Ninestar Respondents failed to carry their burden to demonstrate their affirmative
defense of invalidity.

The Ninestar Respondents failed to carry their burden to demonstrate their affirmative
defense of lack of personal jurisdiction and non-compliance with the Hague Convention.
The Ninestar Respondents failed to carry their burden to demonstrate their affirmative
defense of inequitable enforcement.

The enforcement of the Cease and Desist Orders against the Ninestar Respondents for
their sale and importation of remanufactured cartridges does not violate due process.
Respondents Mipo International and Mipo America are affiliated and are jointly and
severally liable for any civil penalty in this Enforcement proceeding.

The Mipo respondents sold the products at issue.

The Mipo respondents have been found to be in default, but have had notice of the
enforcement proceeding.

All of the products at issue sold by the Mipo Respondents violate at least one of the
following asserted claims of Complainants’ Epson's patents: claim 81 of the ‘439 patent,
claim 9 of the ‘917 patent, claim 1 of the ‘053 patent, and claim 21 of the ‘397 patent.
Respondent Mipo-brand compatible and remanufactured cartridges at issue are “covered
products” under the Cease and Desist Order issued to Mipo America on October 19,
2007.

All of the products at issue against Respondent Mipo America are “covered products”

under the Cease and Desist Order issued by the Commission on October 19, 2007
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30.

31.

32.

33.

34.

35.

36.

37.

38.

39.

40.

The Mipo Respondents violated the Cease and Desist Order on 97 separate days.

The record supports imposition of a $9,700,000 civil penalty against the Mipo
respondents for violation of the Cease and Desist Order issued against Mipo America on
October 19, 2007.

The Mipo Respondents have failed to carry their burden on their affirmative defenses.
Respondents Ribbon Tree USA and Apex are affiliated and are jointly and severally
liable for any civil penalty.

Respondents Ribbon Tree USA and Apex have been found to be in default, but have had
notice of this enforcement proceeding.

Respondents Ribbon Tree USA and Apex imported and sold products at issue after
February 12, 2007, the date of the Consent Order entered against them..

All of the products at issue sold by Respondents Ribbon Tree USA and Apex violate at
least one of the following asserted claims of Epson's patents: claim 81 of the ‘439 patent,
claim 9 of the ‘917 patent, claim 1 of the ‘053 patent, and claim 21 of the ‘439 patent.
Any compatible and remanufactured cartridges at issue sold by Respondents Ribbon Tree
USA and Apex are “covered products” under the Consent Order entered on February 12,
2007.

All of the products at issue are covered products under the Consent Orders entered
against Respondents Ribbon Tree USA and Apex on February 12, 2007.

Respondents Ribbon Tree USA and Apex collectively violated the February 12, 2007
Consent Order entered against them on seven separate days.

The record supports imposition of a $700,000 civil penalty against Respondents Ribbon
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Tree USA and Apex for violations of the Consent Order entered against them by the
Commission on February 12, 2007.
ORDER

Based on the foregoing, and the record as a whole including what was found in the
violation phase, it is the administrativev law judge’s Enforcement Initial Determination (ED) that
the enforcement respondents violated the orders issued at the conclusion of Investigation No.
337-TA-565 on October 19, 2007. It is also the administrative law judge’s recommendation that
enforcement measures are appropriate for violation of the Commission’s orders which measures
are set forth in the Conclusions of Law of this ED.

The administrative law judge hereby CERTIFIES to the Commission his ED. The briefs
of the parties filed with the Secretary are not certified, since they are already in the Commission’s
possession in accordance with Commission rules.

Further it is ORDERED that:

1. In accordance with Commission rule 210.39, all material heretofore marked in
camera because of business, financial and marketing data found by the administrative law judge
to be cognizable as confidential business information under Commission rule 201.6(a), is to be
given in camera treatment continuing after the date this investigation is terminated.

2. Counsel for the parties shall have in the hands of the administrative law judge
those portions of the ED which contain bracketed confidential business information to be deleted
from any public version of said ED, no later than May 1, 2009. Any such bracketed version shall
not be served via facsimile on the administrative law judge. If no such bracketed version is

received from a party, it will mean that the party has no objection to removing the confidential
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status, in its entirety, from said ED.

3. Pursuant to the Commission Order of May 1, 2008, petitions for review of the ED
may be filed within twelve (12) days of service of the ED. Responses to any petitions for review
may be filed within eight (8) days of service of any petitions for review. Notwithstanding
Commission rule 210.75(b)(3), the ED shall become the Commission’s final determination on
violation 60 days after service of the ED, unless the Commission orders review of the ED or

changes the deadline for determining whether to review it.

Paul J. dckern
Chief Administrative Law Judge

Issued: April 17,2009
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UNITED STATES INTERNATIONAL TRADE COMIMISSION
Washington, D.C.

In the Matter of Inv. No. 337-TA-565

CERTAIN INK CARTRIDGES AND gﬁ?::::ﬁ:ﬁ Ililgf:;ec;;:enitl Proceeding and
COMPONENTS THEREOF g

NOTICE OF A COMMISSION DETERMINATION NOT TO REVIEW AN INITIAL
DETERMINATION FINDING A RESPONDENT IN DEFAULT

AGENCY: U.S. International Trade Commission.

ACTION: Notice.

SUMMARY: Notice is hereby given that the U.S. International Trade Commission has
determined not to review an initial determination (“ID”) of the presiding administrative law
judge (“ALJ”) in the above-captioned proceeding finding a respondent in default.

FOR FURTHER INFORMATION CONTACT: Michael Haldenstein, Office of the General
Counsel, U.S. International Trade Commission, 500 E Street, SW., Washington, D.C. 20436,
telephone (202) 205-3041. Copies of all nonconfidential documents filed in connection with this
investigation are or will be available for inspection during official business hours (8:45 a.m. to
5:15 p.m.) in the Office of the Secretary, U.S. International Trade Commission, 500 E Street
SW., Washington, D.C. 20436, telephone 202-205-2000. General information concerning the
Commission may also be obtained by accessing its Internet server (http-/www.usitc.gov) . The
public record for this investigation may be viewed on the Commission’s electronic docket
(EDIS) at http://edis.usitc.gov/. Hearing-impaired persons are advised that information ori the
matter can be obtained by contacting the Commission's TDD terminal on 202-205-1810.

SUPPLEMENTARY INFORMATION: The Commission instituted the underlying
investigation in this matter on March 23, 2006, based on a complaint filed by Epson Portland,
Inc. of Oregon; Epson America, Inc. of California; and Seiko Epson Corporation of Japan
(collectively, “Epson”). 71 Fed. Reg. 14720 (March 23, 2006). The complaint, as amended,
alleged violations of section 337 of the Tariff Act of 1930 (“section 337") in the importation into
the United States, the sale for importation, and the sale within the United States after importation
of certain ink cartridges and comporents thereof by reason of infringement of claim 7 of U.S.

" Patent No. 5,615,957; claims 18, 81, 93, 149, 164, and 165 of U.S. Patent No. 5,622,439; claims
83 and 84 of U.S. Patent No. 5,158,377; claims 19 and 20 of U.S. Patent No. 5,221,148; claims
29, 31, 34, and 38 of U.S. Patent No. 5,156,472; claim 1 of U.S. Patent No. 5,488,401; claims 1-
3 and 9 of U.S. Patent No. 6,502,917; claims 1, 31, and 34 of U.S. Patent No. 6,550,902; claims
1, 10, and 14 of U.S. Patent No. 6,955,422; claim 1 of U.S. Patent No. 7,008,053; and claims 21, ..
45, 53, and 54 of U. S. Patent No. 7,011,397. The complaint further alleged that an industry in
the United States exists as required by subsection (a)(2) of section 337. The complainants



requested that the Commission issue a general exclusion order and cease and desist orders. The
Commission named as respondents 24 companies located in China, Germany, Hong Kong,
Korea, and the United States. Several respondents were terminated from the investigation on the
basis of settlement agreements or consent orders or were found in default.

On October 19, 2007, after review of the ALJ’s final ID, the Commission made its final
determination in the investigation, finding a violation of section 337. The Commission issued a -
general exclusion order, a limited exclusion order, and cease and desist orders directed to several
domestic respondents. The Commission also determined that the public interest factors
enumerated in 19 U.S.C. § 1337(d), (f), and (g) did not preclude issuance of the aforementioned
remedial orders, and that the bond during the Presidential period of review would be $13.60 per
cartridge for covered ink cartridges. Certain respondents appealed the Commission’s final
determination to the United States Court of Appeals for the Federal Circuit (“Federal Circuit”).
On January 13, 2009, the Federal Circuit affirmed the Commission’s final determination without
opinion pursuant to Fed. Cir. R. 36. Ninestar Technology Co. et al. v. International Trade
Commission, Appeal No. 2008-1201.

On February 8, 2008, Epson filed two complaints for enforcement of the Commission's
orders pursuant to Commission rule 210.75. Epson proposed that the Commission name five
respondents as enforcement respondents. On May 1, 2008, the Commission determined that the
criteria for institution of enforcement proceedings were satisfied and instituted consolidated

" enforcement proceedings, naming the five following proposed réspondents as enforcement
respondents: Ninestar Technology Co., Ltd.; Ninestar Technology Company, Ltd.; Town Sky
Inc.; Mipo America Ltd. (“Mipo America”); and Mipo International, Ltd. On March 18, 2008,
Epson filed a third enforcement complaint against two proposed respondents: Ribbon Tree USA,
Inc. (dba Cana-Pacific Ribbons) and Apex Distributing Inc. On June 23, 2008, the Commission
determined that the criteria for institution of enforcement proceedings were satisfied and
instituted another formal enforcement proceeding and named the two proposed respondents as
the enforcement respondents. On September 18, 2008, the ALJ issued Order No. 37
consolidating the two proceedmgs

On November 26, 2008, Epson filed a motion pursuant to Commission rules 210.16 and
210.33 seeking an order finding enforcement respondent Mipo America in default and taking
adverse inferences against it for its failure to respond to discovery.

On January 13, 2009, the ALJ issued the subject ID (Order No. 51) finding Mipo America
in default pursuant to Commission rule 210.16(2)(2) for failure to cooperate in discovery. No
petitions for review of the ID were filed, and the Commission has determined not to review the

ID.



The authority for the Commission’s determination is contained in section 337 of the
Tariff Act of 1930, as amended (19 U.S.C. § 1337), and in sections 210.16 and 210.33 of the
Commission’s Rules of Practice and Procedure (19 C.F.R. §§ 210.16 and 210.33).

By order of the Commission.

Secretary to the Commission

Issued: February 10, 2009
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UNITED STATES INTERNATIONAL TRADE COMMISSION
Washington, D.C.

In the Matter of Inv. No. 337-TA-565

Consolidated Enforcement Proceeding and

LERTAINDICOARTRIDGER ANND Enforcement Proceeding I1

COMPONENTS THEREOF

NOTICE OF A COMMISSION DETERMINATION NOT TO REVIEW AN INITIAL
DETERMINATION FINDING THREE RESPONDENTS IN DEFAULT

AGENCY: U.S. International Trade Commission.
ACTION: Notice.

SUMMARY: Notice is hereby given that the U.S. International Trade Commission has
determined not to review an initial determination (“ID”) of the presiding administrative law
judge (“ALJ”) in the above-captioned proceeding finding three respondents in default, and to
have waived their respective rights to appear, to be served with documents, and to contest the
allegations at issue in the investigation.

FOR FURTHER INFORMATION CONTACT: Michael Haldenstein, Office of the General
Counsel, U.S. International Trade Commission, 500 E Street, SW., Washington, D.C. 20436,
telephone (202) 205-3041. Copies of all nonconfidential documents filed in connection with this
investigation are or will be available for inspection during official business hours (8:45 a.m. to
5:15 p.m.) in the Office of the Secretary, U.S. International Trade Commission, 500 E Street
SW., Washington, D.C. 20436, telephone 202-205-2000. General information concerning the
Commission may also be obtained by accessing its Internet server (http.//www.usitc.gov). The
public record for this investigation may be viewed on the Commission’s electronic docket
(EDIS) at http://edis.usitc.gov/. Hearing-impaired persons are advised that information on the
matter can be obtained by contacting the Commission's TDD terminal on 202-205-1810.

SUPPLEMENTARY INFORMATION: The Commission instituted the underlying
investigation in this matter on March 23, 2006, based on a complaint filed by Epson Portland,
Inc. of Oregon; Epson America, Inc. of California; and Seiko Epson Corporation of Japan
(collectively, “Epson”). 71 Fed. Reg. 14720 (March 23, 2006). The complaint, as amended,
alleged violations of section 337 of the Tariff Act of 1930 (“section 337") in the importation into
the United States, the sale for importation, and the sale within the United States after importation
of certain ink cartridges and components thereof by reason of infringement of claim 7 of U.S.
Patent No. 5,615,957; claims 18, 81, 93, 149, 164, and 165 of U.S. Patent No. 5,622,439; claims
83 and 84 of U.S. Patent No. 5,158,377; claims 19 and 20 of U.S. Patent No. 5,221,148; claims
29, 31, 34, and 38 of U.S. Patent No. 5,156,472; claim 1 of U.S. Patent No. 5,488,401; claims 1-



3 and 9 of U.S. Patent No. 6,502,917; claims 1, 31, and 34 of U.S. Patent No. 6,550,902; claims
1, 10, and 14 of U.S. Patent No. 6,955,422; claim 1 of U.S. Patent No. 7,008,053; and claims 21,
45, 53, and 54 of U. S. Patent No. 7,011,397. The complaint further alleged that an industry in
the United States exists as required by subsection (a)(2) of section 337. The complainants
requested that the Commission issue a general exclusion order and cease and desist orders. The
Commission named as respondents 24 companies located in China, Germany, Hong Kong,
Korea, and the United States. Several respondents were terminated from the investigation on the
basis of settlement agreements or consent orders or were found in default.

On October 19, 2007, after review of the ALJ’s final ID, the Commission made its final
determination in the investigation, finding a violation of section 337. The Commission issued a
general exclusion order, a limited exclusion order, and cease and desist orders directed to several
domestic respondents. The Commission also determined that the public interest factors
enumerated in 19 U.S.C. § 1337(d), (f), and (g) did not preclude issuance of the aforementioned
remedial orders, and that the bond during the Presidential period of review would be $13.60 per
cartridge for covered ink cartridges. Certain respondents appealed the Commission’s final
determination to the United States Court of Appeals for the Federal Circuit (“Federal Circuit”).
On January, 13, 2009, the Federal Circuit affirmed the Commission’s final determination without
opinion pursuant to Fed. Cir. R. 36. Ninestar Technology Co. et al. v. International Trade
Commission, Appeal No. 2008-1201.

On February 8, 2008, Epson filed two complaints for enforcement of the Commission's
orders pursuant to Commission rule 210.75. Epson proposed that the Commission name five
respondents as enforcement respondents. On May 1, 2008, the Commission determined that the
criteria for institution of enforcement proceedings were satisfied and instituted consolidated
enforcement proceedings, naming the five following proposed respondents as enforcement
respondents: Ninestar Technology Co., Ltd.; Ninestar Technology Company, Ltd.; Town Sky
Inc.; Mipo America Ltd.; and Mipo International, Ltd. On March 18, 2008, Epson filed a third
enforcement complaint against two proposed respondents: Ribbon Tree USA, Inc. (dba
Cana-Pacific Ribbons) and Apex Distributing Inc. On June 23, 2008, the Commission
determined that the criteria for institution of enforcement proceedings were satisfied and
instituted another formal enforcement proceeding naming the two proposed respondents as the
enforcement respondents. On September 18, 2008, the ALJ issued Order No. 37, consolidating
the two proceedings.

On November 7, 2008, Epson filed a motion pursuant to Commission rules 210.16 and
210.75 for an order directed to three of the enforcement respondents (Mipo International Ltd.,
Ribbon Tree USA, Inc. (dba Cana-Pacific Ribbons) and Apex Distributing Inc.) to show cause
why they should not be found in default. The Commission investigative attorney supported the
motion. None of the respondents filed a response to the motion. The ALJ issued a show cause
order (Order No. 46) on December 12, 2008. The order required the three respondents to show
cause why they should not be held in default, having not responded to the complaint and notice
of investigation or the motion for a show cause order. None of the three respondents responded



to Order No. 46.

On January 9, 2009, the ALJ issued the subject ID (Order No. 48) finding the three
respondents in default pursuant to Commission rules 210.16 and 210.75. No petitions for review
of the ID were filed, and the Commission has determined not to review the ID.

The authority for the Commission’s determination is contained in section 337 of the
Tariff Act of 1930, as amended (19 U.S.C. § 1337), and in sections 210.16 and 210.75 of the
Commission’s Rules of Practice and Procedure (19 C.F.R. §§ 210.16 and 210.75).

By order of the Commission. (%L
Maril 7 Abbott

Secretary to the Commission
Issued: February 5, 2009
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UNITED STATES INTERNATIONAL TRADE COMMISSION
Washington, D.C.

In the Matter of

CERTAIN INK CARTRIDGES AND
COMPONENTS THEREOF

[nvestigation No. 337-TA-565
Consolidated Enforcement Proceeding
And Enforcement Proceeding II

Order No. 51: Initial Determination Finding Respondent Mipo America In Default

On November 26, 2008, pursuant to Commission rules 210.16(a) and 210.33(b)
complainants Epson Portland Inc., Epson America, Inc. and Seiko Epson Corporation moved for
issuance of an initial determination finding respondent Mipo America Ltd. (Mipo America) in
default and for the issuance of an order finding adverse inferences against Mipo America and in
the alternative, for an order compelling respondent Mipo America to respond to complainants’
first set of requests for production of documents and things and first set of interrogatories served
on respondent Mipo America on July 18, 2008. (Motion Docket No. 565-89.)

The staff, in a response dated December 8, 2008, supported in part, Motion No. 565-89.
It was argued that complainants base Motion No. 565-89 on Mipo America’s failure to comply
with a discovery order and seek adverse inferences as sanctions and that the staff supports that
part of complainants' motion; and that while complainants also seek, in the alternative, an order
compelling Mipo America to respond to outstanding discovery, although the staff does not
believe such an order is required, in the event the administrative law judge determines that such

an order is necessary, the staff does not oppose such an order. '

" The staff noted that in an effort to meet and confer concerning Motion No. 565-89
complainants contacted Mipo America’s counsel prior to filing the motion; that in response,
Mipo America’s counsel withdrew from further representation of Mipo America in the pending



Commission rule 210.16(a)(2) provides that a party may be found in default for “failure
to make or cooperate in discovery, under § 210.33(b).” Commission rule 210.16(b)(2) further
provides that the administrative law judge may issue an initial determination finding such a party
in default. In contrast Commission rule 210.16(b)(1), which applies to defaults sought solely on
the basis of a failure to appear or respond to the complaint, requires the administrative law judge
to issue an order to show cause prior to issuing an initial determination.

Order No. 36 granted complainants’ Motion No. 565-75 to the extent that respondent
Mipo America was ordered to respond to complainants’ outstanding dfscovery requests.” Mipo
America ignored Order No. 36. In light of that misconduct, the administrative law judge finds

Mipo America in default under Commission rule 210.16(a)(2). See Certain Ink Markers and

Packaging Thereof, Order No. 28, 2005 ITC LEXIS 445, June 1, 2005.

Motion No. 565-89 is granted to the extent indicated.

This initial determination, pursuant to Commission rule 210.42(c), is hereby CERTIFIED
to the Commission. Pursuant to Commission rule 210.42(h)(3), this initial determination shall
become the determination of the Commission within thirty (30) days after the date of service

hereof unless the Commission grants a petition for review of this initial determination pursuant

enforcement proceeding; and that the staff is unaware of any further contact from Mipo America.
In a telephone conference on January. 13, 2009, the staff represented that it is still unaware of any
further contact from Mipo America.

 On September 5, 2008, the administrative law judge had issued Order No. 36 affording
Mipo America until September 12, 2008 to respond to complainants’ first discovery requests.

* Order No. 36 also was issued following complainants” Motion No. 565-76 that Mipo
America should be barred from being able to raise any objections due to Mipo America’s
untimeliness. The administrative law judge in his Order No. 36 rejected Motion No. 565-76

2



to Commission rule 210.43, or orders on its own motion a review of the initial determination or
certain issues therein pursuant to Commission rule 210.44.*

On January 13, 2009, the parties received a copy of this order.

Pt ot

Paul J. Luckern”
Chief Administrative Law Judge

Issued: January 13, 2009

* Complainants in Motion No. 565-89 requested certain adverse inferences. The staff
supported only a portion of said adverse inferences. The staff also denied a request for a certain
monetary civil penalty on the ground that the ultimate issue of remedy should be briefed later
based on the evidentiary record and the adverse inferences adopted against Mipo America.
Regarding any adverse inferences, the administrative law judge is requesting complainants to
supplement their Motion No. 565-89 no later than Wednesday January 21, 2009 by addressing
the staff’s position on adverse inferences.
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6920 Salashan Parkway, D 107 /(<) Via Overnight Mail

Ferndale, WA 98248 ( ) Via First Class Mail

( ) Other:
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Sherry Robinson ( ) Via Hand Delivery
LEXIS - NEXIS ) Via Overnight Mail
8891 Gander Creek Drive ( ) Via First Class Mail
Miamisburg, OH 45342 ( ) Other:

Kenneth Clair ( ) Via Hand Delivery
Thomson West (X) Via Overnight Mail
1100 Thirteen Street, NW, Suite 200 ( ) Via First Class Mail
Washington, DC 20005 ( ) Other:

(PARTIES NEED NOT SERVE COPIES ON LEXIS OR WEST PUBLISHING)



UNITED STATES INTERNATIONAL TRADE COMMISSION
Washington, D.C.

In the Matter of )
)
CERTAIN INK CARTRIDGES AND ) Investigation No. 337-TA-565
COMPONENTS THEREOF )  Consolidated Enforcement Proceeding
' )  And Enforcement Proceeding 11

Order No. 48: Initial Determination Finding Respondents Mipo International,
Ribbon Tree And Apex In Default

On November 7, 2008, pursuant to 19 U.S.C. § 1337(g) and Commission Rules of
Practice and Procedure 210.16 (19 C.F.R. § 210.16) and 210.75(b)(2) (19 C.F.R. § 210.75(b)(2)),
complainants Epson Portland Inc., Epson America, Inc. and Seiko Epson Corporation
(complainants) by Motion No. 565-87 moved for an order directing Respondents Mipo
International Ltd. (Mipo International), Ribbon Tree USA Inc., dba Cana-Pacific Ribbons Inc.
(Ribbon Tree) and Apex Distributing Inc. (Apex) to show cause why said respondents should not
be found in default for failure to respond to the Complaint for Enforcement Proceedings Pursuant
to Rule 210.75 and subsequent discovery directed to them.

On November 17, 2008, the staff filed a response supporting said Motion No. 565-87.

No other party responded to Motion No. 565-87.

On December 12, Order No. 46 issued which required each of respondents Mipo
International, Ribbon Tree, and Apex to show cause, no later than December 29, 2008, why each
should not be found in default under 19 C.F.R. §§ 210.16 and 210.75(b)(2). None of said
respondents responded to Order No. 46. Hence, each of Mipo International, Ribbon Tree and

Apex is found in default pursuant to Commission rules 210.16 and 210.75(b)(2).



Motion No. 565-87 is granted.

This initial determination, pursuant to Commission rule 210.42(c), is hereby CERTIFIED
to the Commission. Pursuant to Commission rule 210.42(h)(3), this initial determination shall
become the determination of the Commission within thirty (30) days after the date of service
hereof unless the Commission grants a petition for review of this initial determination pursuant
to Commission rule 210.43, or orders on its own motion a review of the initial determination or

certain issues therein pursuant to Commission rule 210.44.

Q’mﬁ J Z"“"‘é‘%/

Paul J. Luckern
Chief Administrative Law Judge

Issued: January 9, 2009
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PUBLIC CERTIFICATE OF SERVICE

I, Marilyn R. Abbott, hereby certify that the attached Order was served by hand upon
Commission Investigative Attorney, Kevin Baer, Esq. and upon the following parties as

indicated, on  January 9, 2009.
/? M,/u 4 %éof(??//

arllyn Abbott, Secretary
U.S. International Trade Commlssxon
500 E Street, SW - Room 112
Washington, DC 20436

For Complainants Epson Portland, Inc.; Epson
America, Inc.; Seiko Epson Corporation:

Louis S. Mastriani, Esq. ( ) Via Hand Delivery
Adduci, Mastriani & Schaumberg, LLP ) Via Overnight Mail
1200 Seventeenth Street, NW ) Via First Class Mail
Washington, DC 20036 ( ) Other:

For Respondents Ninestar Technology Company
Ltd., Ninestar Technology Co., Ltd. &
Town Sky, Incorporated:

Edward F. O’Connor, Esq. ( ) Via Hand Delivery
Eclipse Group LLP (x) Via Overnight Mail
1920 Main Street, Suite 150 ( ) Via First Class Mail
Irvine, CA 92614 ( ) Other:

For Respondent Mipo America Ltd.:

Alan Ramer, Esq. ( ) Via Hand Delivery

Datran Tower | ) Via Overnight Mail
9100 South Dadeland Boulevard () Via First Class Mail
Suite 1500 () Other:

Miami, FL. 33156
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Respondents:

Mipo International, Ltd. () Via Hand Delivery
Flat B, 1 1F, Wong Tze Building %) Via Overnight Mail
71 Hoe Yuen Road, Kwun Tong ( ) Via First Class Mail
Kowloon, Hong Kong ( ) Other:

Ribbon Tree USA Inc., ( ) Via Hand Delivery
dba Cana-Pacific Ribbons, Inc. ;;() Via Overnight Mail
6920 Salashan Parkway, D 107 ( ) Via First Class Mail
Ferndale, WA 98248 () Other:

Apex Distributing Inc. ( ) Via Hand Delivery
6920 Salashan Parkway, D 107 }() Via Overnight Mail
Ferndale, WA 98248 ( ) Via First Class Mail

( ) Other:
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Sherry Robinson ( ) Via Hand Delivery
LEXIS - NEXIS ) Via Overnight Mail
8891 Gander Creek Drive () Via First Class Mail
Miamisburg, OH 45342 ( ) Other:

Kenneth Clair ( ) Via Hand Delivery
Thomson West ) Via Overnight Mail
1100 Thirteen Street, NW, Suite 200 ( ) Via First Class Mail
Washington, DC 20005 ( ) Other:
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