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I. INTRODUCTION

On March 23, 1995, a decision regarding parallel imports was delivered by the Tokyo
High Court. [n1] In that case, BBS Kraftfahrzeug Technik A.G. ("BBS") of Germany
held both German and Japanese patents for certain aluminum automobile hubcaps. The
hubcaps were legitimately purchased in Germany by a Japanese company which was
engaged in the export of the relevant goods to Japan where an affiliated Japanese
company was engaged in the sale of the goods. These two companies were virtually
under the same management when the goods were imported into Japan for sale at a price
lower than that charged by BBS dedlerships in Japan. Subsequently, BBS filed suit for
patent infringement in Tokyo District Court in June of 1994. The district court found that
the two companies had infringed the BBS Japanese patent. However, on appeal the
judgment in favor of BBS was reversed. In reversing the district court, the High Court
held that the patentee's right to enforce its Japanese patent against the imported goods had
been exhausted since the patentee had legally transferred title to a legitimate purchaser of
the patented product. Because parallel imports of patented goods had previously
constituted infringement of patents in Japan, this appellate court decision has invoked
substantial controversy.

*568 Prior to the BBS Aluminum Hubcap case in Japan, only one other case, decided in
1969, involved the parallel importation of patented goods. [n2] In that case, the court
found the devices at issue to be infringing and enjoined their use. This article outlines the

decisions in these two cases. A bibliography of articles relating to the application of the
exhaustion doctrine to patented goods is appended to this article for reference.

I1. THE DECISIONS

A. Brunswick Corp. v. OrionKogyo, K. K.

1. Background



This 1969 case was the first case in which a Japanese court addressed the parallel
importation of patented goods regarding an automatic installing device for bowling pins.
The case involved devices which were first sold in Australia by a sublicensee of
Brunswick. Brunswick held both Australian and Japanese patents covering the devices.
Before the initial sale, the defendant purchased twenty-two of the used devicesin
Australia and imported them into Japan. Upon the importation of the used devicesinto
Japan, Brunswick brought suit in Osaka District Court alleging infringement of the
Japanese patent.

2. The Digtrict Court's Analysis

The Osaka District Court based its decision on the principle of independence or
territoriality of patent rights as provided in the Paris Convention for patents registered in
different countries. The court was persuaded that causes arising in one country cannot
affect the enforceability of a patent registered in another country. The court reasoned that
the Australian patent rights regarding the used devices were exhausted in Australia upon
the legitimate first sale of the goods. However, since the license granted by Brunswick
had not covered the use or importation of the goods in Japan, the enforceability of the
plaintiff's Japanese patent was not affected by the legitimate sale of the devicesin
Australia

While the court noted that it is generally accepted that the international exhaustion
doctrine applies to paralel imports in trade- *569 mark-related cases, the court rejected
the defendant's argument that exhaustion should be extended to a patent infringement
case.

The court further stated that one who wishes to acquire patent rights in more than one
country must file an application in accordance with each country's law and pay
maintenance fees in each country to maintain those rights. Thus, even after a patent
owner has collected royalties for goods in one country, the owner is still entitled to
royalties for the same goods if imported into another country. Thisis not considered to be
an award of double profits.

According to the court, patent rights to certain goods will be domestically exhausted
within a country at the time they are legitimately sold. However, this exhaustion doctrine
should only apply to the patent in the country where the goods are sold. Accordingly,
even when patented goods are legitimately purchased abroad, subsequent importation
into Japan does not affect the enforceability of the corresponding Japanese patent to the
same invention.

Therefore, the court found that the defendant's use of the imported devices in its
business infringed the plaintiff's Japanese patent. The plaintiff's motions for an injunction
and request for disposal of the infringing devices were granted.



B. Jap Auto Products, K. K. and Another v. BBS Kraftfahrzeug Technik A.G. [n3]

1. Background

The plaintiff BBS held both a German and a Japanese patent for a new aluminum
hubcap which it manufactured. BBS manufactured and sold automobile hubcaps (alleged
goods A), and licensed Rorinser to manufacture automobile hubcaps (alleged goods B).
The hubcaps were sold in Germany through a licensed dealer, Rorinser. The defendants,
Jap Auto Products K.K. and Lacimex Japan K.K., purchased these patented hubcapsin
Germany and imported them into Japan for sale. BBS filed suit against both companies
alleging infringement of patent rights and sought an injunction and damages.

Before their disputes were brought to court, negotiations were held and the defendants
offered, as previously demanded by plaintiff, to stop the importation and sale of the
alleged patented goods and to pay *570 3% of sales as aroyalty for those patented goods
aready sold. The plaintiff, however, further demanded that defendants agree not to deal
in any of their or Rorinser's products. All attempts to negotiate a settlement failed. A
timeline of the patent grantsis outlined in Figure 1, an outline of the case is shown in
Figure 2, an estimation of damages is shown in Figure 3, and viewpoints on parallel
imports decisions are shown in Tables | and I1.

2. The Digtrict Court's Analysis

BBS argued that the court should apply the principle of patent independence provided
for in the Paris Convention, relying onthe reasoning in Brunswick Corp. v. Orion Kogyo,
K. K. BBS reasoned the court should not prevent enforcement of the Japanese patent
right even though the goods were legitimately purchased in Germany where their
corresponding patent right existed.

Like the defendant in Brunswick, Jap Auto Products and Lacimex asserted that the
patent right in the aluminum hubcaps was exhausted when the goods were sold in
Germany. The defendants argued that once the hubcaps were sold, BBS received a
royalty for those goods and therefore should not receive another royalty for those same
goods when imported into Japan.

However, the district court refused to extend the international exhaustion doctrine to
patented goods reasoning that the doctrine is inconsistent with the primary goa of the
patent laws to encourage the full disclosure of inventions in Japan. Accordingly, the court
found the importation of the aluminum hubcaps to be an infringement of the Japanese
patent. BBS was awarded damages and a permanent injunction against importation of the
aluminum hubcaps by the defendants.



C. Jap Auto Products, K. K. and Another v. BBS Kraftfahrzeug Technik A.G. [n4]

1. Background

The defendants filed an appeal before the Tokyo High Court requesting reversal of the
district court's decision in this case. The factual background and arguments were the
same as those presented before the district court.

*571 2. The High Court's Analysis

The Tokyo High Court reversed the district court's finding that the parallel importation
of the auminum hubcaps infringed the BBS patent. The high court held that the
exhaustion doctrine of patented goods should be extended to encompass an international
exhaustion doctrine.

Though there is no statutory provision specifying the domestic exhaustion of patent
rights from domestic sales of patented products, it has generally been an accepted
doctrine of domestic exhaustion in Japan since the Japanese patent laws were drafted. It
is clear from section 1 of the Japanese patent code that the patent laws aim to harmonize
the protection of the inventor's interest with the public's interest such asin the
development of industry. The exhaustion of domestic patent rights resulting from
domestic sales strikes an appropriate balance of these competing interests.

Under certain conditions, the High Court further reasoned that a patent holder seeks
compensation for each of its patented goods only once. This principle strikes a balance
between the inventor's interest and the public's interest. The High Court concluded that
what the defendants did with the hubcaps after the initial sale in Germany was of no real
consequence to BBS as BBS was compensated for those goods. Thus, the court found no
reason to award BBS another royalty ssmply because the patented goods were taken
across national borders.

The High Court essentially extended the doctrine of domestic exhaustion of patent rights
to an international exhaustion and further provided possible limits to the holding. For
example, the patent owner may not have its patent right exhausted in one country for
goods sold in another if the patent owner's opportunity for compensation is limited by
law, such as by price control or by imposition of compulsory licensing. In such cases, the
propriety of parallel imports must be determined on an individual basis.

I1l. THE EFFECT OF THE HIGH COURT DECISION

Soon after the High Court decision in the BBS case, the national and financial papers
reported on the decision. The case was received with surprise as the decision reversed



Japanese precedent. Further, the decision differed from what had been generally accepted
regarding the parallel importation of patented goods.

In order to understand the context of the High Court's decision, the history of similar
cases must be reviewed. The first case regarding *572 parallel import of patented goods,
Brunswick, was the only finalized decision. By referring to this decision, one can request
Japanese customs officials to confiscate parallel imported goods, which the customs
officials must accept and implement. The parallel importer may, however, file suit
opposing the injunction. One such case regarding Nordica ski boots is now pending and a
decision is awaited.

After Brunswick, there were relatively few judicia decisions regarding parallel imports,
except for afew cases involving trademarks. Then BBS was decided by the High Court in
1995. Since the Brunswick decision in 1969, the Japanese economy and industry have
developed and changed significantly. Japanese commercial transactions have become
more internationalized.

The BBS district court decision was delivered in 1994, and ruled that parallel imports of
patented goods constitute infringement, following the principles of the 1969 Brunswick
case. The grounds, however, were different. In the Brunswick case, the district court
concluded the application of the exhaustion doctrine to international transactions was
inappropriate. In contrast, the district court in the BBS Aluminum Hubcaps case found
such an extension of the exhaustion doctrine inappropriate since the goods were
legitimately sold in another country and a corresponding patent existed in that country.

Then the High Court decision permitting parallel imports of patented goods came out in
March, 1995. Many of those who support the appellate decision argue that the purpose of
the patent laws is attained once the patent owner is provided with the opportunity to be
compensated for the disclosure of his invention, provided the alleged parallel imports
relate to the patented goods for which patent rights to the same invention exist and that
the patent owner is free to set the price of the patented goods for the first sale. However,
the mere extension of the exhaustion doctrine of patent rights to international transactions
was rejected by the High Court. Thus, even with qualifications, its actual approval of
such extension appears unconvincing, thereby creating controversy. Others argue that
they support the High Court's conclusion but not its reasoning.

V. CONCLUSION

According to the High Court decision in the BBS case, parallel imports of patented
goods are permitted if patent rights to the imported goods exist both in the country where
they are sold for the first time and in the country into which they are imported, and that
the patent owner is free to price its patented goods at the first sale. To further judge the
*573 appropriateness of the decision as well as the arguments for and against parallel
imports we will have to wait for the Japanese Supreme Court decision on this matter. The
Supreme Court decision, by interpreting and applying the current law, will attract great



attention both in Japan and abroad. Furthermore, other cases such as the one regarding
Nordica ski boots, which involves different conditions for parallel imports of patented
goods, should also be noteworthy.
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