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Synopsis 
This article will compare and review 

the requirements for finding “exhaustion” 
(or “implied consent”) of patent rights in 
cases where a patent right holder, etc. 
transfers indirect infringing items, based 
on court decisions in Japan and the 
United States. A summary of the im-
portant court precedents that are reviewed 
here are listed in Section VI of this article. 
Please refer to it as necessary. 

In Section VII of this article, the 
precedents of lower courts in Japan and 
the United States are considered and li-
cense agreements with conditions to 
avoid patent right “exhaustion” are also 
considered. With regard to the conditions 
of a license agreement, there are condi-
tions that can avoid “exhaustion” and 
conditions that cannot avoid “exhaustion” 
in Japan or in the United States. With 
regard to a claim drafting, in cases where 
the patent right pertaining to the inven-
tion of a product (finished products) is 
exhausted, the patent right pertaining to 
the invention of a simple process for 
using said goods (finished products) may 
not be exhausted in Japan. This is the 
difference with the United States. 

I. Exhaustion Doctrine in Japan 
(Two Supreme Court Deci-
sions) 
 

1. Supreme Court Decision in the 
BBS Case1 (July 1, 1997) 

(1) Transfer in Japan → Exhaustion 
Doctrine 
The Supreme Court Decision in the 

BBS Case affirmed the exhaustion of the 
patent right with regard to the invention 
of a product in Japan on the grounds of: 
“(i) harmonizing the protection of inven-
tion under the Patent Act with the social 
and public interest; (ii) ensuring the free 
distribution of goods and the smooth 
distribution of patented products, thereby 
protecting the interests of the patent right 
holders, and achieving the purpose of the 
Patent Act; and (iii) the fact that it is not 
necessary to allow patent right holders to 
acquire dual gain.” 

The Supreme Court Decision in the 
BBS Case held, although it is dicta, that 
in cases where a patent right holder or its 
licensee transfers a patented product in 
Japan, the patent right is exhausted and 
the act of the transferee or subsequent 
acquirer to transfer, use, etc. the patented 
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product as business shall not infringe the 
patent right. 

 
(2) Transfer in Japan – Denying exhaus-

tion of the patent right internationally 
→ Doctrine of Implied Delegation of 
the Right 
The Supreme Court Decision in the 

BBS Case indicated that “In cases where 
a patent right holder transfers a patented 
product outside Japan… and the patent 
right holder holds the corresponding 
patent right in the country where the 
patented product is transferred,… even if 
the patent right holder enforces the right 
based on the patent right of the product 
pertaining to the corresponding patent 
right in Japan, this act cannot directly 
mean that the patent right holder acquired 
dual gain, based on the fact that the 
patent right held in Japan and the corre-
sponding patent right are different 
rights.” Then the Supreme Court held that 
“[i]n cases where a patent right holder in 
Japan or a person equivalent thereto 
transfers a patented product outside Japan, 
the patent right holder is not allowed to 
enforce the patent right with respect to 
the product in Japan against the transferee 
except in cases where it is agreed with the 
transferee that Japan is excluded from the 
destination to which the product is sold or 
the area where the product is used, and 
against a third person or the subsequent 
acquirer who receives the patented prod-
uct from the transferee excluding cases 
where the aforementioned agreement is 
made with the transferee and to that ef-
fect is indicated clearly on the patented 
product.” 

The Supreme Court Decision in the 
BBS Case set forth the grounds thereof as 
follows: “If a patent right holder transfers 
a patented product without imposing 

conditions to retain the property right, it 
should be construed that the patent right 
holder granted the right to dominate the 
product implicitly to the transferee and 
subsequent acquirer without restriction of 
the patent right held by the transferor in 
Japan.” and others. 

As mentioned above, the Supreme 
Court Decision in the BBS Case adopted 
the theoretical construction of “implied 
delegation of the right” in cases of trans-
fer by the patent right holder, etc. outside 
Japan, which is different from the “ex-
haustion” of the patent right in cases of 
transfer in Japan. 

Therefore, if a patent right holder 
agrees with the transferee to exclude 
Japan from the destinations to which the 
product is sold or the area where the 
product is used and retains the property 
right, the “implied delegation of the 
right” is denied. The difference between 
the “exhaustion” and “implied delegation 
of the right” as indicated by the Supreme 
Court Decision in the BBS Case has sub-
stantive meaning in the sense that the 
patent right holder can enforce the patent 
right against the transferee and subse-
quent acquirer. 

 
(3) The Supreme Court Decision in the 

BBS Case is a decision for cases 
where the patent right holder, etc. 
transfers “direct infringing items.” 
On the other hand, whether the doc-

trine of exhaustion and the implied dele-
gation of the right are also applied in 
cases where the patent right holder, etc. 
transfers the indirect infringing items in 
or outside Japan is a different matter. 

In this regard, the Intellectual Prop-
erty High Court Grand Panel Decision, 
2013 (Ne) 10043 (hereinafter referred to 
as the “Grand Panel Decision in the 



142 AIPPI Journal, May 2015 

iPhone Case”) heard a case where the 
patent right holder, etc. pertaining to an 
invention of a product transfers “indirect 
infringing items” in or outside Japan. 

On the other hand, the Intellectual 
Property High Court Grand Panel Deci-
sion, 2005 (Ne) 10021 (hereinafter re-
ferred to as the “Grand Panel Decision in 
the Ink Tank Case”) heard a case where 
the patent right holder, etc. pertaining to 
the invention of a process transfers “indi-
rect infringing items” in or outside Japan. 
The part of the decision of the Grand 
Panel Decision in the Ink Tank Case re-
lated to exhaustion of the patent right per-
taining to the invention of a product was 
reversed by a Supreme Court Decision 
(2006 (Ju) 826); however, its meaning as 
a rule of law has not been overturned 
since the part of the decision related to 
the invention of a process has not been 
reviewed by an appeals hearing. 

These two decisions of the Grand 
Panel of the Intellectual Property Court 
will be reviewed in detail in Sections III 
and IV below. 

 
2. The Supreme Court Decision on 

the Ink Tank Case2 (November 8, 
2007) 

(1) The case of the Supreme Court Deci-
sion in the BBS Case was a typical one 
where a patented product transferred by 
the patent right holder, etc. was directly 
transferred to a third party. 

Conversely, in cases where a pa-
tented product is transferred by the patent 
right holder, etc., then processed or ex-
changed for its parts, and then transferred 
again, there is an issue as to whether the 
act of the transferee, etc. to transfer, or 
use, etc. the patented product as a 
business also infringes the patent right, 
due to the exhaustion or implied 

delegation of the right. 
The Supreme Court Decision in the 

Ink Tank Case is a case where a third 
party who collected patented products 
(ink tanks) transferred by a patent right 
holder that were used by consumers and 
from which ink was consumed, re-filled 
with ink and sold them again. It is a case 
where it was disputed whether said act of 
selling infringed the patent right by 
exhaustion or implied delegation of the 
right. 

Said Supreme Court Decision quoted 
the Supreme Court Decision in the BBS 
Case and held that “The subject for which 
the enforcement of the patent right is 
restricted by the exhaustion of the patent 
right is limited to the patented product 
itself that the patent right holder, etc. 
transferred in Japan. If it is found, with 
regard to a patented product that is trans-
ferred by the patent right holder, etc. in 
Japan, that a patented product which has 
no identity with the original patented 
product, is newly manufactured by pro-
cessing or replacing parts of said patented 
product, the patent right holder is allowed 
to enforce the patent right for the newly 
manufactured patented product.” 

In this way, the Supreme Court Deci-
sion in the Ink Tank Case showed that in 
cases where it is found that “a patented 
product without the identity of the origi-
nal patented product is newly manufac-
tured, it is not considered as a case of ex-
haustion of the patent right or implied 
delegation of the right and the patent 
right is allowed to be enforced. 

The Supreme Court Decision in the 
Ink Tank Case held as follows after the 
aforementioned decision: “Whether the 
case corresponds to a new manufacturing 
of the patented product should be judged 
comprehensively in consideration of the 
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properties of the patented product, the 
content of the patented invention, condi-
tions of the processing and replacement 
of parts, actual conditions of the transac-
tion, etc. The function, structure, materi-
als, purpose of use, life, and use condi-
tions of the product shall be considered as 
the property of the patented product; and 
the conditions of the patented product 
when it is processed, content and degree 
of the processing, life of replaced parts 
and materials, technical function and eco-
nomical value of the parts and materials 
in question in the patented product shall 
be considered as the conditions of pro-
cessing and replacement of parts and 
materials.” 

 
(2) Now, I would like to mention briefly 
the treatment of exhaustion by court 
precedents in the United States in cases 
where, with regard to a patented product 
transferred by the patent right holder, etc., 
a product manufactured by processing or 
replacing parts of said patented product is 
transferred, etc. 

In the case where Bowman, who ac-
quired a license to crop seeds purchased 
from Monsanto for only one season, 
planted the harvested seeds for the next 
season, the U.S. Supreme Court Decision 
on Bowman v. Monsanto Co. et al on 
May 13, 20133 allowed the enforcement 
of the patent right on the following 
grounds: cited “the authorized sale of a 
patented article gives the purchaser, or 
any subsequent owner, a right to use or 
resell that article. Such a sale, however, 
does not allow the purchaser to make new 
copies of the patented invention.. 

Consequently, to the extent that the 
doctrine of exhaustion does not extend to 
newly manufacturing a patented product 
which has no identity with the (trans-

ferred or licensed) patented products, 
there is no discrepancy between court 
holdings in Japan and the United States. 

 
II. Indirect Infringement under 

the Japanese Patent Act (Ar-
ticle 101 of the Japanese Pa-
tent Act) 
 

1. “Invention” includes “invention of 
a product,” “invention of a pro-
cess,” and “invention of a process 
for producing a product” (Article 
2 (1) (iii) of the Patent Act). 
“Indirect infringement” is stipulated 

in Article 101 of the Patent Act and 
roughly categorized into “invention of a 
product” and “invention of a process” 
(including invention of a process for 
manufacturing a product). Each of them 
is divided into provisions for “exclusive 
requirements” and “indispensable re-
quirements” respectively. 

 
2. The following acts are stipulated as 

indirect infringement by Article 
101 of the Patent Act. 

(1) Indirect infringement of the patent 
right pertaining to “invention of a 
product” 

(i) “Exclusive” requirements 
“where a patent has been granted for 

an invention of a product, acts of produc-
ing, assigning, etc., importing or offering 
for assignment, etc. any product to be 
used exclusively for the producing of said 
product as a business” (Article 101 (i)) 
(ii) “Indispensable” requirements 

“where a patent has been granted for 
an invention of a product, acts of produc-
ing, assigning, etc., importing or offering 
for assignment, etc. any product (exclud-
ing those widely distributed within Japan) 
to be used for the producing of said prod-
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uct and indispensable for the resolution of 
the problem by said invention as a busi-
ness, knowing that said invention is a pa-
tented invention and said product is used 
for the working of the invention” (Article 
101 (ii)) 

 
(2) Indirect infringing of patent right 

pertaining to “invention of a process” 
(i) “Exclusive” requirements 

“where a patent has been granted for 
an invention of a process, acts of produc-
ing, assigning, etc., importing or offering 
for assignment, etc. any product to be 
used exclusively for the use of said pro-
cess as a business” (Article 101, (iv)) 
(ii) “Indispensable” requirements 

“where a patent has been granted for 
an invention of a process, acts of produc-
ing, assigning, etc., importing or offering 
for assignment, etc. any product (exclud-
ing those widely distributed within Japan) 
to be used for the use of said process and 
indispensable for the resolution of the 
problem by said invention, knowing that 
said invention is a patented invention and 
said product is used for the working of 
the invention as a business” (Article 101, 
(v)) 

 
3. In cases where a patent right 

holder, etc. transfers an “indirect 
infringing item (an item for which 
the transfer, etc. causes an indirect 
infringing of a patent right per-
taining to the invention of a prod-
uct or invention of a process),” an 
issue arises as to whether the pa-
tent right pertaining to the inven-
tion of a product can be enforced 
over the transfer, etc. of direct in-
fringing items that are manufac-
tured by using said indirect in-
fringing items or whether the 

patent right pertaining to the in-
vention of a process can be 
enforced over the act of the 
transferee to use said indirect 
infringing items. 
The “exclusive” requirement (Article 

101, (i) and (iv) of the Patent Act) is con-
strued as “said product has no other eco-
nomical, commercial, or practical use.” 4 

The “indispensable” requirement 
(Article 101, (ii) and (v) of the Patent 
Act) is construed as “parts and materials 
that directly bring about a unique compo-
sition characterizing the distinctive tech-
nical means which is newly disclosed by 
the invention as a process in order to re-
solve a problem of the previous technol-
ogy.” 5 

Other interpretations of the require-
ments are omitted because they will de-
part from the theme of this article. 

 
III. Exhaustion of Patent Right 

pertaining to Invention of a 
Product by Transfer of Indi-
rect Infringing Items (Intel-
lectual Property High Court 
Grand Panel Decision in the 
iPhone Case) 
 

1. Introduction 
The Intellectual Property High Court 

Grand Panel Decision in the iPhone Case6 
(May 16, 2014) covers a broad range of 
issues. In particular, there is a focus on 
the FRAND defense and the theory of 
damages. Although it is dicta, the deci-
sion is also important in the respect that it 
shows a general rule for exhaustion of a 
patent right pertaining to the invention of 
a product by transfer of indirect infring-
ing items by the patent right holder. 

The issues covered by the Intellec-
tual Property High Court Grand Panel 
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Decision in the iPhone Case are the fol-
lowing, (i) through (vii). In this article, 
only the decision related to the issue (iv) 
is reviewed. 

The Intellectual Property High Court 
Grand Panel Decision in the iPhone Case 
indicated that issue (i) related to the in-
vention of a product and issue (ii) related 
to the invention of a process “are in a 
selective relationship and the decision on 
issue (iii) and after is common to issue (i) 
and therefore indirect infringement shall 
not be held.”  

However, (as the Intellectual Prop-
erty High Court Grand Panel Decision in 
the Ink Tank Case indicated) the inven-
tion of a process is different from the in-
vention of a product; namely, the discus-
sion of the exhaustion of the patent right 
pertaining to the invention of a product 
does not apply directly to the act of 
working the invention of a process that is 
the act of using a process pertaining to a 
patented invention since it is impossible 
to imagine a case where a patent right 
holder transfers the patented product as 
an act of working the invention and the 
product, which is the subject matter of the 
act, is distributed in the market. Therefore, 
the Intellectual Property High Court 
Grand Panel Decision in the iPhone Case 
is not interpreted as judging that the rule 
indicated in issue (iv) related to the 
transfer of indirect infringing items re-
lated to the invention of a product and the 
patent right exhaustion applies in entirely 
the same way to the invention of a pro-
cess. 

 
<<Issues in the Intellectual Property High 
Court Grand Panel Decision on iPhone 
Case>> 

(i) Infringement decision on the tech-
nical scope of Invention 1 with regard to 

each product in this case. 
(ii) Decision on indirect infringement 

(Article 101 (iv) and (v) of the Patent 
Act) of the patent right pertaining to 
Invention 2. 

(iii) Decision on the restriction on 
enforcing the patent right pertaining to 
each invention in this case pursuant to the 
provisions of Article 104-3 (1) of the 
Patent Act. 

(iv) Existence of exhaustion of the 
patent right pertaining to each product in 
this case (transfer of indirect infringing 
items and doctrine of exhaustion) 

(v) Effectiveness of the license 
agreement of the patent right between 
Apple and appellant based on the 
FRAND declaration in question of the 
appellant. 

(vi) Decision on abuse of the right to 
enforce the right to claim damages based 
on the patent right by the appellant. 

(vii) Amount of damage (with regard 
to the patent right for which the FRAND 
declaration is made). 

 
The decision on issue (iii) related to 

exhaustion is reviewed below. 
 

2. In Cases where a “Patent Right 
Holder or Exclusive Licensee” per-
taining to the Invention of a Prod-
uct Transfers Indirect Infringing 
Items 

(1) In cases where a patent right holder 
or exclusive licensee transfers items 
(meaning items that correspond to Article 
101 (i) of the Patent Act if a third party 
produces, transfers, etc.; hereinafter re-
ferred to as “Product (i)”) to be used for 
production of the patented invention of a 
product in Japan, the Grand Panel Deci-
sion in the iPhone Case held that  
“The patent right is considered to have 
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achieved its purpose and is exhausted 
with regard to Product (i) and the effec-
tiveness of the patent right no longer ex-
tends to the use, transfer, etc. of Product 
(i). It is held that the patent right holder is 
not allowed to enforce the patent right 
over Product (i) as long as Product (i) 
maintains its form without change” and 
that the patent right shall not be enforced 
over the act where the transferee transfers 
the transferred indirect infringing item 
itself in a form without change, based on 
the doctrine of exhaustion. 

 
(2) The problem arises with cases where 
a third party manufactures a patented 
product using Product (i). In this case, the 
Grand Panel Decision in the iPhone Case 
quoted the Supreme Court Decisions in 
the BBS Case and Ink Tank Case as cited 
above, held that “However, in cases 
where a third party manufactures the 
patented product by using Product (i) 
subsequently, since an item within the 
technical scope of the patented invention 
is newly created by using an item outside 
the technical scope of the patented 
invention, it is reasonable to consider that 
the enforcement of the patent right shall 
not be restricted over the act of the 
production in question, and the use, 
transfer, etc. of the patented product,” 
and then defined that the patent right is 
not exhausted in this case. 

The Grand Panel Decision in the 
iPhone Case held that cases of producing 
the patented product by using Product (i) 
correspond to cases where “a patented 
product which has no identity is newly 
manufactured” as indicated by the 
Supreme Court Decision in the Ink Tank 
case, on the grounds that “an item within 
the technical scope of the patented inven-
tion is newly created by using an item 

outside the technical scope of the pa-
tented invention.” A problem arises when 
construing this theory formally, as the 
patent right will not be exhausted even if 
the Product (i) has almost all composi-
tions of the patented invention, but not 
minor composition. The consistency with 
the U.S. Supreme Court Decision in 
Quanta Computer, Inc. v. LG Electronics, 
Inc. becomes a problem. 

The Grand Panel Decision in the 
iPhone Case held the indirect infringing 
items set forth in Article 101 (i) of the 
Patent Act pertaining to the “exclusive” 
requirement. It is considered that the 
same discussion applies to the indirect 
infringing items set forth in Article 101 
(ii) of the Patent Act pertaining to “indis-
pensable” requirements. It means that it 
applies in the same way to cases where a 
patent right holder or exclusive licensee 
transfers something indispensable in 
order to resolve an issue related to the 
patented invention of a product in Japan 
(excluding those widely distributed in 
Japan) (items that correspond to Article 
101 (ii) of the Patent Act if a third party 
manufactures, transfers, etc.; hereinafter 
referred to as “Product (ii)”).7 

 
(3) Subsequently, the Grand Panel Deci-
sion in the iPhone Case held, “Even in 
this case, if it is found that a patent right 
holder or exclusive licensee consented 
implicitly to production of the patented 
product by using Product (i), it is reason-
able to judge that the effectiveness of the 
patent right does not extend to the pro-
duction of a patented product by using 
Product (i), and the use, transfer, etc. of 
the patented product produced.”  

In other words, according to the 
Grand Panel Decision in the iPhone Case, 
in cases where a patent right holder or 
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exclusive licensee pertaining to the in-
vention of a product transfers Product (i), 
the patent right will not be exhausted, but 
there are cases where implied consent is 
found. It is practically helpful to review 
what facts are considered when judging 
the existence of implied consent, and 
therefore the part of the decision applying 
the theory to the case in question is 
indicated below. 

The Grand Panel Decision in the 
iPhone Case held that the patent right 
holder (Samsung) did not give implied 
consent to the production of the patented 
product. It indicated the following as 
proactive grounds: “It is difficult to con-
strue that the appellant gave implied con-
sent to all of the wide variety of products 
that may be produced by using “Goods 
Subject to Intel License,” which were 
subject to a comprehensive cross-license. 
In order to manufacture a “device to 
transmit data” or “data transmission de-
vice” by using the base-band chip trans-
ferred by Intel, additional parts, including 
RF chips, power-management chips, 
antennas, batteries, etc., are necessary. 
These parts are considered to have an im-
portant value technically or economically. 
There are dozens of differences between 
the price of the base-band chip and the 
product in question. The product in ques-
tion is not included in the ‘Goods Subject 
to Intel License.’” On the other hand, it 
held as follows as inactive grounds, 
“Even if it is construed in this way, the 
enforcement of the patent right is not 
allowed as long as the base-band chip is 
distributed without change. Therefore, if 
it is construed that it is necessary to 
obtain the approval of the relevant patent 
right holder when producing the product 
in question by using the base-band chip, 
it cannot be considered directly that 

distribution of the base-band chip itself is 
inhibited. Based on the fact that the 
amended license agreement between the 
appellant and Intel does not specify the 
price focusing on the value of individual 
patent right that is subject to the agree-
ment, it does not allow the appellant to 
acquire dual gain.” 

 
(4) The Grand Panel Decision in the 
iPhone Case quoted the Supreme Court 
Decision in the BBS Case and held the 
transfer by a patent right holder or exclu-
sive licensee outside Japan that “it is con-
strued that this logic applies in the same 
way to cases where a patent right holder 
(including a person equivalent to the pa-
tent right holder, such as a relevant com-
pany) in Japan transfers Product (i) out-
side Japan.” and indicated clearly that 
there are cases where “implied consent” 
is found in the case of transfer outside 
Japan as well as cases of transfer in Japan. 

It should be noted here that the bur-
den of proof for the “implied consent” 
pertaining to the patented invention of a 
product (finished product) in cases where 
the patent right holder transfers Product 
(i) outside Japan is opposite to the 
Supreme Court Decision in the BBS Case 
and said “implied consent” is a fact to be 
proved by the suspected patent infringer. 

As mentioned above, the Supreme 
Court Decision in the BBS Case held in 
regard to the transfer outside Japan that 
“It is not allowed to enforce the patent 
right excluding in cases where it is agreed 
with the transferee to exclude Japan from 
the destination to which the product is 
sold or the area where the product is 
used” and that the patent right holder 
shall claim and bear the burden of prov-
ing that it is the case where enforcement 
of the patent is allowed exceptionally. On 



148 AIPPI Journal, May 2015 

the other hand, the Grand Panel Decision 
in the iPhone Case situated the existence 
of “implied consent” in the claim that the 
suspected patent infringer should make 
and bear the burden of proof. 

These differences are considered to 
be generated because “implied consent” 
is projected factually in cases where the 
patent right holder, etc. transfers the 
patented products, but it is not so in cases 
of transferring indirect infringing items. 

 
3. In Cases where a “Non-exclusive 

Licensee” pertaining to the Inven-
tion of a Product Transfers Indi-
rect Infringing Items 
Regarding whether patent exhaustion 

is admitted or not, the Grand Panel 
Decision in the iPhone Case held that the 
case where a non-exclusive licensee 
transfers Product (i) in or outside Japan 
and the case where the patent holder or 
exclusive licensee transfers are the same. 
To this extent, it is not necessary to 
review by distinguishing the person who 
transfers Product (i), whether the person 
is any of a patent right holder, exclusive 
licensee, or non-exclusive licensee. 

With regard to the subject of “im-
plied consent,” the Grand Panel Decision 
in the iPhone Case held, “The decision on 
whether it is found that the implied con-
sent is given or not should be reviewed 
with respect to the patent right holder. 
However, in cases where a non-exclusive 
licensee who transfers Product (i), has 
been granted the authority to approve the 
subsequent production of the patented 
product by using Product (i) by a third 
party, the decision on whether it is found 
that the implied consent is given or not 
also requires review with respect to the 
non-exclusive licensee separately.” In 
short, in cases where the authority to pro-

vide “implied consent” is granted to a 
non-exclusive licensee, the non-exclusive 
licensee becomes a subject of “implied 
consent.” 

 
IV. “Exhaustion” of the Patent 

Right pertaining to the Inven-
tion of a Process by Transfer 
of Indirect Infringing Items 
(Intellectual High Court 
Grand Panel Decision in the 
Ink Tank Case8) 
 

1. Introduction 
(1) As mentioned above, the final appeal 
against the Grand Panel Decision in the 
Ink Tank Case was accepted and the part 
of the decision related to the exhaustion 
of the patent right pertaining to the 
invention of a product was overturned by 
the Supreme Court Decision (2006 (Ju) 
826).  

However, the part of the decision re-
lated to the invention of a process from 
the Grand Panel Decision in the Ink Tank 
Case was not examined by the appeal 
hearing. Therefore, the meaning of that 
part as a rule of law is still effective. 

 
(2) The Grand Panel Decision in the Ink 
Tank Case held that it is not allowed to 
enforce the right based on the patent right 
in the following cases after indicating the 
following background: “The discussion 
of the exhaustion of the patent right 
pertaining to the invention of a product 
does not apply directly to the act of 
working the invention of a process as 
prescribed in Article 2 (3) (ii) of the 
Patent Act that is the act of using a pro-
cess pertaining to a patented invention 
since it is impossible to imagine a case 
where a patent right holder transfers the 
patented product as an act of working the 
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invention and the product, which is the 
subject matter of the act, is distributed in 
the market.” 

The Grand Panel Decision in the Ink 
Tank Case held directly the “invention 
pertaining to a process of manufacturing 
a product.” This decision was made based 
on the facts in the case. The part indi-
cated in 3. below from the decision is 
considered to apply to a “simple process” 
in the same way. 

In fact, the part in question of the 
decision started with the background, 
“With regard to the act of working the 
invention of a process as prescribed in 
Article 2 (3) (ii) of the Patent Act, which 
means an act to use a process pertaining 
to the patented invention…” It indicated 
Article 2 (3) (ii) of the Patent Act pertain-
ing to the “simple process,” but not Arti-
cle 2 (3) (iii) of the Patent Act pertaining 
to the “invention of a process of manu-
facturing a product.” 

 
(3) The Japanese Patent Act was 
amended and Article 101 (iii) and (iv) of 
the Japanese Patent Act at the day of the 
Grand Panel Decision in the Ink Tank 
Case correspond to Article 101 (iv) and 
(v) of the current Japanese Patent Act re-
spectively. The terms “Product (iv)” and 
“Product (v)” as used in the following are 
based on the current Patent Act. 

 
2. In Cases where a Product Manu-

factured by the Invention of a Pro-
cess of Manufacturing a Product is 
also a Subject of Invention of a 
Product 
First, the Grand Panel Decision in 

the Ink Tank Case held as follows: “In 
cases where a product manufactured by a 
process pertaining to the invention of a 
process of manufacturing a product is 

also a subject of invention of a product 
and when the invention of a process of 
manufacturing a product does not include 
a different technical concept from the 
invention of a product, which means 
when the content of the practical technol-
ogy is the same and the same invention is 
indicated simply as the invention of a 
product and the invention of a process of 
manufacturing a product on the statement 
of the scope of the patent claim and 
specification, if the patent right pertaining 
to the invention of a product is exhausted, 
it is reasonable to construe that it is not 
allowed to enforce the right based on the 
patent right pertaining to the invention of 
a process of manufacturing a product. 
Therefore, in order to manufacture 
patented products by using the invention 
of a process of manufacturing a product, 
in cases of using used products that were 
manufactured by said patented invention, 
if the patent right pertaining to the 
invention of the product is exhausted, the 
patent holder is not allowed to enforce 
the right based on the patent right 
pertaining to the invention of a process of 
manufacturing a product.” 
 
3. Transfer of Indirect Infringing 

Items and Exhaustion of Patent 
Right pertaining to the Invention 
of a Process 

(1) Subsequently, the Grand Panel Deci-
sion in the Ink Tank Case held, “In cases 
where a patent right holder or a licensee 
who is authorized by the patent right 
holder transfers an item that is used only 
for the use of a process pertaining to the 
patented invention or used for the use of 
the process (excluding items that are 
widely and generally distributed in Japan) 
and that is indispensable to solve a prob-
lem with the invention, the patent right 
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holder is not allowed to enforce the right 
to demand an injunction, etc. based on 
the patent right over the act that the trans-
feree or subsequent acquirer uses the pro-
cess pertaining to the invention of a pro-
cess by using the item and the act that the 
transferee or subsequent acquirer uses, 
transfers, etc. the item produced by the 
process pertaining to the patented inven-
tion by using the item.” 

In other words, this decision means 
that in cases where “a patent right holder, 
exclusive licensee, or non-exclusive li-
censee” transfers a product that corre-
sponds to Article 101 (iv) of the Patent 
Act (Product (iv)) or a product that corre-
sponds to Article 101 (v) of the Patent 
Act (Product (v)) if a third party manu-
factures, transfers, etc. with regard to the 
patented invention of the process, the pa-
tent right pertaining to the invention of a 
process cannot be enforced. 

The Grand Panel Decision in the Ink 
Tank Case indicated the grounds as fol-
lows: “(i) In this case, a transferee 
receives these items from the patent 
holder on the assumption that the trans-
feree can use the process pertaining to the 
patented invention by using these items, 
which means manufacturing equipment 
used only for manufacturing products by 
the process pertaining to the patented in-
vention and raw materials, etc. indispen-
sable to manufacturing items using the 
process. The same applies to the subse-
quent acquirer. If the permission of the 
patent right holder is required when using 
the process by using these items, it dis-
turbs the free distribution of goods in the 
market. (ii) A patent right holder  
monopolizes the right to transfer these 
items (see Article 101 of the Patent Act) 
and therefore the patent right holder can 
determine the price of transferring these 

items including prices for the use of the 
process pertaining to the patented 
invention by future transferees or subse-
quent acquirers. Consequently, the patent 
right holder’s opportunity to secure com-
pensation for disclosure of the patented 
invention is guaranteed” 

As mentioned above, this part of the 
decision is made directly in regards to 
“inventions pertaining to a process of 
manufacturing a product”; however, the 
grounds stated here are considered to ap-
ply to a “simple process” as well. 

There are arguments regarding the 
aforementioned decision of the Grand 
Panel Decision in the Ink Tank Case that 
since parts, etc. related to a very limited 
portion of the invention of a process are 
included in Product (iv) that fulfills the 
“exclusive” requirements and Product (v) 
that fulfills the “indispensable” require-
ments, whether it is possible to construe 
that a patent right holder can acquire 
enough value pertaining to the invention 
of a process only by providing said parts. 
There is a theory that criticizes the 
decision because it does not allow 
enforcement of the right uniformly.9 

 
(2) The Grand Panel Decision in the Ink 
Tank Case indicated as follows as a legal 
theory for “not allowing enforcement of 
the patent right pertaining to the inven-
tion of a process,” “In this case, the pa-
tent right holder does not transfer a prod-
uct manufactured by using the patented 
invention and it is not allowed to enforce 
the right based on the patent right regard-
less of the intention of the patent right 
holder. It is called ‘exhaustion’ of the pa-
tent right, including these cases. Whether 
it is called ‘implied consent’ is just an 
issue of expression.” 
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This concept is in contrast with the 
Grand Panel Decision in the iPhone Case, 
which used “exhaustion” and “implied 
consent” differently intentionally as fol-
lows: in cases where a patent right holder 
or exclusive licensee pertaining to the 
invention of a product transfers Product 
(i), the patent right is not exhausted, but 
there are cases where it is found that “im-
plied consent” is given. 

The “implied consent” as used in the 
Grand Panel Decision in the Ink Tank 
Case means “it is not allowed to enforce 
the right based on the patent right regard-
less of the intention of the patent right 
holder.” Therefore, it has a legally differ-
ent meaning from “implied delegation of 
the right” in cases of transfer outside 
Japan as indicated by the Supreme Court 
Decision in the BBS Case and “implied 
consent” in cases of transfer of Product 
(i) indicated by the Grand Panel Decision 
in the iPhone Case based on the assump-
tion that the “implied consent” is over-
turned by expressing the contrary inten-
tion. It is considered to have substantially 
the same legal meaning as “exhaustion” 
as indicated in the Supreme Court Deci-
sion in the BBS Case and the Grand 
Panel Decision in the iPhone Case. 

 
V. Transfer of Indirect Infring-

ing Items and Doctrine of Ex-
haustion in the United States 
(The U.S. Supreme Court 
Decision in the Quanta Case10, 
2008) 
 

1. Outline of the U.S. Supreme Court 
Decision in the Quanta Case 

(1) The patent right holder (LG Elec-
tronics Inc.) who had a patent of a part, 
patent of a product (finished product), 
and patent of a process, licensed these 

patents to Intel to manufacture, and sell, 
etc. parts (microprocessors and chip sets) 
to a third party. 

 
(2) LG and Intel concluded a master 
agreement in addition to the patent 
license agreement. 

This master agreement imposes on 
Intel the obligation to give the following 
written notice to its customers: “Any Intel 
product that you purchase is licensed by 
LGE and thus does not infringe any 
patent held by LGE; the license does not 
extend, expressly or by implication, to 
any product that you make by combining 
an Intel product with any non-Intel 
product.” 

This master agreement also provided 
that “a breach of this Agreement shall 
have no effect on and shall not be grounds 
for termination of the Patent License.” 

In this case, Quanta who purchased 
parts (microprocessors and chip sets) 
from Intel received the notice from Intel. 

 
(3) Quanta sold PCs by combining parts 
purchased from Intel and non-Intel 
products. Said PC was within the tech-
nical scope of the invention of a patent of 
a product (finished product) and the use 
of the PC was within the technical scope 
of the patented invention of a process. 
 
(4) LG filed a complaint accusing 
Quanta of patent right infringement per-
taining to the invention of a product (fin-
ished product) and invention of a process. 
In response to this, Quanta alleged ex-
haustion of each patent right. 
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2. Is the U.S. Patent Right Exhausted 
by Transactions Outside the U.S.? 

(1) This issue was not discussed ex-
pressly in the decision of the U.S. 
Supreme Court Decision in the Quanta 
Case; however, the decision did not focus 
on whether the site where Intel sold 
Quanta the parts (microprocessors and 
chip sets) was in the U.S. or not, but on 
whether the act of Intel selling to Quanta 
corresponds to the transfer (sale) 
authorized by the patent right holder (LG). 

Previously, transfer in the U.S. was 
the major premise for “exhaustion” in 
terms of U.S. court practice11; however, 
after the decision in the Quanta case, 
some lower courts found the “exhaus-
tion” of the patent right in its decision on 
the grounds of “authorized transfer out-
side the U.S.” (U.S District Court for the 
Northern District of California in the 
Hitachi Case in 2009) 12 and (Fed. Cir. in 
the Tessera Case in 1997).13 

On the other hand, after the Quanta 
Case, there are judgments of other lower 
courts, that the patent right is not 
“exhausted” by the “authorized transfer 
outside the U.S.” (U.S District Court for 
the Eastern District of Kentucky in the 

Static Control Case in 2009)14, (Fed. Cir. 
in the Fujifilm v. Benum Case in 2010)15 
and (Fed. Cir. in the Ninestar Tech. Case 
in 2012).16 Precedents of lower courts are 
not uniform. 

In this regard, the U.S. Supreme 
Court Decision in the Kirtsaeng v. John 
Wiley Case17 held that Section109 (a) of 
the U.S. Copyright Law providing “first 
sale doctrine” applies to legal sales 
outside the U.S. and admitted the interna-
tional exhaustion of the copyright. The 
decision was given based on the grounds 
that it is impossible to interpret geograph-
ical restriction of the site of transfer 
based on the expression, “lawfully made 
under this title,” of Section 109 (a) of the 
U.S. Copyright Law and that inconven-
ience if international exhaustion of the 
copyright is not admitted. 

With regard to exhaustion under the 
Copyright Law (first sale doctrine) and 
exhaustion of the patent right, it is neces-
sary to note that exhaustion under the 
Copyright Law is specified in the articles, 
while there are no articles providing for 
exhaustion under the Patent Act; and that 
it requires a review of whether the afore-
mentioned grounds indicated by the U.S. 
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Supreme Court Decision in the Kirtsaeng 
v. John Wiley Case applies to the patent 
right directly. Since it is reasonable to 
consider them in parallel, it can be used 
as a reference. 

 
(2) In Japan, as mentioned above, the 
Supreme Court Decision in the BBS Case 
defined that “exhaustion” is admitted 
only for transfers in Japan. After this 
decision, there were no lower court deci-
sions against it. 

The Supreme Court Decision in the 
BBS Case admitted “implied delegation 
of the right” in cases of transfer outside 
Japan in principle and held that the patent 
right cannot be enforced over the product 
in Japan excluding cases where it is 
clearly indicated that it is agreed with the 
transferee to exclude Japan from the 
destinations in which the transferred 
product or the area where the transferred 
product is used. 

“Implied delegation of the right” as 
used in the Supreme Court Decision in 
the BBS Case is different from “exhaus-
tion” to the extent that it can be avoided 
by the agreement between the transferor, 
who is a patent right holder, and trans-
feree. Therefore, it is difficult to compare 
it with the court precedents in the U.S. 

 
3. “Patent Right pertaining to Inven-

tion of a Process” is also “Ex-
hausted.” 

(1) The original decision (CAFC) held 
that the patent of a process is not ex-
hausted as a category; however, the U.S. 
Supreme Court Decision in the Quanta 
Case held that the patent right pertaining 
to the invention of a process is also ex-
hausted, by indicating adverse effects that 
the original decision is against the prece-
dent of the U.S. Supreme Court Decision, 

Univis, 316 U.S 18 , and that it sub-
stantially allows avoiding exhaustion of 
the patent right by filing a process claim 
instead of an equipment claim or by 
including part of the process claim. 

 
(2) In Japan, the Grand Panel Decision 
in the Ink Tank Case held that a patent 
right pertaining to the invention of a pro-
cess is exhausted in specific cases. It is 
the same as those in the U.S. 

 
4. Transfer of Indirect Infringing 

Items and Exhaustions of a “Pa-
tent Right pertaining to the Inven-
tion of a Product” and “Patent 
Right pertaining to the Invention 
of a Process” 

(1) Previous U.S. Supreme Court de-
cisions did not distinguish the doctrine of 
exhaustion between “invention of a prod-
uct” and “invention of a process.”19 The 
same applies to the decision in the 
Quanta Case. (In Japan, the part related to 
exhaustion of the patent right pertaining 
to the invention of a product out of the 
Intellectual Property High Court Grand 
Panel Decision in the Ink Tank Case was 
overturned on final appeal. Therefore, 
there is no decision indicating both re-
quirements for exhaustion of a patent 
right pertaining to “the invention of a 
product” and “the invention of a pro-
cess.”) 

The case examined by the U.S. 
Supreme Court Decision in the Quanta 
Case is that a licensee transferred parts 
(microprocessors and chip sets), but not 
the patented products pertaining to the in-
vention of a product (finished product). 
The U.S. Supreme Court indicated the 
decision of Univis, 316 U.S 20  had the 
value of a precedent and then held that in 
cases where the components “substan-
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tially embodied” the patent right (patent 
of a product (finished product) and patent 
of a process), the patent right is exhausted 
by the sale of parts by the licensee. 

Cases where the sale of components 
“substantially embodied” the patent as 
used here means “(i) [when the compo-
nent’s] only reasonable and intended use 
[is] to practice the patent”; and “(ii) 
[when the component] embodie[s] essen-
tial features of [the] patented invention.” 

 
(2) When comparing the U.S. Supreme 
Court Decision in the Quanta Case and 
Japanese court precedents with respect to 
the transfer of indirect infringing items 
and exhaustion, it should be as follows. 
(i) Exhaustion of the patent right per-

taining to the invention of a process 
As indicated above, the Grand Panel 

Decision in the Ink Tank Case in Japan 
held for the patented invention of a pro-
cess that in cases where a “patent right 
holder, exclusive licensee, or non-exclu-
sive licensee” transfers an item which 
corresponds to Article 101 (iv) of the 
Patent Act (Product (iv)) or Article 101 
(v) of the Patent Act (Product (v)) if a 
third party manufactures, or transfers, etc. 
it, it is not allowed to enforce the patent 
right pertaining to the invention of a pro-
cess. 

As mentioned above, the “exclusive” 
requirements set forth in Article 101 (iv) 
of the Japanese Patent Act are interpreted 
as stating that “the item has no other eco-
nomical, commercial, or practical use” 
and the “indispensable” requirements set 
forth in item (v) of said Article are under-
stood as “parts and materials that directly 
bring about a unique composition charac-
terizing the distinctive technical means 
which are newly disclosed by the inven-
tion as a process in order to resolve a 

problem in the previous technology.” 
If so, it is possible to construe that 

the requirement indicated by the U.S. 
Supreme Court Decision in the Quanta 
Case, (i) “[when the component’s] only 
reasonable and intended use [is] to prac-
tice the patent,” corresponds to the 
“exclusive” requirements set forth in 
Article 101 (iv) of the Japanese Patent 
Act, and (ii) “[when the component] 
embodie[s] essential features of [the] 
patented invention” corresponds to the 
“indispensable” requirements set forth in 
Article 101 (v) of the Japanese Patent Act. 

Consequently, with regard to the ex-
haustion of a patent pertaining to the in-
vention of a process, either of the afore-
mentioned requirements (i) and (ii) is re-
quired in Japan and both are required in 
the U.S.A.; however, it is considered that 
there are no discrepancies between the re-
quirements themselves. 

 
(ii) Exhaustion of a patent right per-

taining to the invention of a product 
(finished product) 
However, with regard to the exhaus-

tion of a patent right pertaining to the in-
vention of a product, it is slightly differ-
ent between the U.S. Supreme Court 
Decision in the Quanta Case and the 
Japanese Grand Panel Decision in the 
iPhone Case. 

As mentioned above, the Japanese 
Grand Panel Decision in the iPhone Case 
held that cases where patented products 
are manufactured by using Product (i), 
correspond to cases “where a patented 
product without identity is newly manu-
factured,” which was indicated by the 
Supreme Court Decision in the Ink Tank 
Case, on the grounds that “an item within 
the technical scope of the patented inven-
tion is newly created by using an item 
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that is outside the technical scope of the 
patented invention.” If this theory is 
understood formally, the patent right will 
not be exhausted even in cases where 
Product (i) has almost all of the structure 
of the patented invention, but not a trivial 
structure. Therefore, in cases of “sub-
stantially embodying” the patented 
invention of a product (finished product), 
it has formal discrepancies with the U.S. 
Supreme Court Decision in the Quanta 
Case, which held that the patent right is 
exhausted by the sale of parts by the 
licensee. 

The Grand Panel Decision in the 
iPhone Case, as mentioned above, leaves 
room for “implied consent” to be admit-
ted with the patent right of a product (fin-
ished product) by the transfer of Product 
(i) (items that use patented products per-
taining to the invention of a product (fin-
ished product) only for production from 
commercial and economical perspec-
tives); however, it can be overturned by 
expressing the contrary intention. In this 
regard, it is different from the fact that 
the U.S. Supreme Court Decision in the 
Quanta Case admitted “exhaustion.” 

Just in case, I will examine whether 
the exception of exhaustion that is the 
assumption of the discussion, in cases 
where “a patented product without iden-
tity is newly manufactured” as indicated 
by the Supreme Court Decision in the Ink 
Tank Case, is practiced in the same way 
by U.S. courts. The U.S. Supreme Court 
Decision in the Bowman v. Monsanto 
Case, as mentioned above, held that the 
exhaustion does not extend to newly 
“making” the patented product and 
allows enforcement of the patent right. 
Said assumption has no discrepancy 
between Japan and the U.S. 

It may be possible to consider that 

the case of the Grand Panel Decision in 
the iPhone Case is not the case of “sub-
stantially embodying” the patented inven-
tion of a product (finished product). In 
this case, if said case becomes an issue in 
the future, Japanese courts may present a 
new legal theory to admit “exhaustion.” 

 
5. Can “Exhaustion” be Avoided by 

an Agreement between the Patent 
Right Holder and Transferee? 
The U.S. Supreme Court Decision in 

the Quanta Case held that the “ex-
haustion” of the patent right caused by 
approved sales could not be avoided at 
least in the case in question. 

This issue will be reviewed in Sec-
tion VII, including a comparison of court 
holdings with those in Japan. 

 
VI. Classifying Court Precedents 

in Japan and the U.S. Related 
to the Transfer of Indirect 
Infringement and Patent Ex-
haustion 
 
The court decisions that are reviewed 

in this article with regard to “exhaustion” 
and “implied consent” relate to patents 
pertaining to the invention of a product 
(finished product) and patents pertaining 
to the invention of a process are classified 
as follows: 

(i) With regard to the “implied dele-
gation of the right” indicated by the 
Supreme Court Decision in the BBS Case, 
the patent right holder has the burden of 
proof that the contrary intention has been 
expressed. If the patent right holder 
proves it, the presumption of fact will be 
overturned. 

(iii) With regard to the “implied con-
sent” indicated by the Grand Panel Deci-
sion in the iPhone Case, the burden of 
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proof is imposed on the suspected 
infringer.  

(iv) With regard to the “implied con-
sent” indicated by the Grand Panel Deci-

sion in the Ink Tank Case, it is held that 
“It is not allowed to enforce the right 
based on the patent right regardless of the 
intention of the patent right holder.” It is 

  Patent pertaining to the invention of
a product (finished product)

Patent pertaining to the invention of
a process 

(i)  The 
Supreme 

Court 
Decision in 

the BBS 
Case 

(1997) 

A patent right holder, etc. transfers a patented product 
in Japan → “Exhaustion” 

A patent right holder, etc. transfers a patented 
product outside Japan → “Implied delegation of the 
right” 
<<Exception (i): Against transferee>> 
In cases where it is agreed with a transferee to exclude 
Japan from the destination to which said product is sold 
and area where said product is used. 
<<Exception (ii): Against subsequent acquirer>> 
In cases where the aforementioned fact is agreed 
with a transferee and the fact is clearly indicated on 
the patented product. 

(Not indicated) 

(ii)  The 
Supreme 

Court 
Decision in 

the Ink 
Tank Case 

(2007) 

<<Exception of “Exhaustion” and “Implied 
Delegation of the Right”>> 
In cases where it is found that the patented product 
transferred by a patent right holder, etc. in or outside 
Japan is processed or for which parts are replaced 
and thereby a patented product, which is not identical 
to said patented product, is newly manufactured, the 
patent right holder is allowed to enforce the patent 
right over the patented product.

(Not indicated) 

(iii) The 
Intellectual 
High Court 

Grand 
Panel 

Decision in 
the iPhone 

Case 
(2014) 

In cases where a patent right holder, etc. transfers an 
indirect infringing item in Japan, the transferee transfers 
said indirect infringing item itself → “Exhaustion” 

In cases where a transferee manufactures the 
patented product by using said indirect infringing item, 
the patent right is not exhausted, but “implied 
delegation of the right” may exist. 

(Not indicated) 

(iv) The 
Intellectual 
High Court 

Grand 
Panel 

Decision in 
the Ink 

Tank Case 
(2006) 

(This was changed by (ii) the Supreme Court 
Decision in the Ink Tank Case.) 

- In cases where a patent right holder, etc. 
transfers an item that corresponds to Article 
101 (iv) or (v) of the Patent Act if a third 
party manufactures or transfers, etc. 
(Product (iv) and Product (v)), it is not 
allowed to enforce the patent right 
pertaining to said invention of a process. 
(Whether it is called “exhaustion” or 
“implied delegation of the right” is just 
an issue of expression.) 
- “Regardless of the intention of the patent 
right holder, it is not allowed to enforce the 
right based on the patent right.” 

(v) The U.S. 
Supreme 

Court 
Decision in 
the Quanta 

Case 
(2008) 

- It was considered that transfer in the U.S. was the major premise of “exhaustion” by U.S. court 
precedent holdings; however, the decision in the Quanta Case did not focus on whether the transfer 
site is in the U.S. or not, but on whether the transfer has been authorized by the patent right holder 
(After the Quanta Case, lower courts are not uniform). 
- The patent right pertaining to the invention of a process “is also exhausted.” 
- The requirement for “exhaustion” of the patent right is not distinguished by invention of a product or 
invention of a process. 
- In cases of transfer of an indirect infringing item, if the patent is substantially embodied, the 
patent right is exhausted by the sale of parts by the licensee. 

The phrase “substantially embodied” as used here means (i) “[when the component's] only 
reasonable and intended use [is] to practice the patent,” and (ii) “[when the component] embodie[s] 
essential features of [the] patented invention” 
- The “exhaustion” of the patent right that is caused by the authorized sales was not able to be 
avoided at least in the case in question. This does not deny the avoidance of “exhaustion” by the 
conditional license agreement generally.
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considered to have substantially the same 
legal meaning as the “exhaustion” indi-
cated by (i) the Supreme Court Decision 
in the BBS Case and (iii) the Grand Panel 
Decision in the iPhone Case. 

 
VII. Consideration of License 

Agreement and Claim 
Drafting in Order to Avoid 
“Exhaustion” 

 
1. The U.S. Court Holdings 
(1) The U.S. Supreme Court Decision in 
the Quanta Case did not generally deny 
the holdings of the CAFC that the patent 
right “exhaustion” could be avoided by 
imposing conditions on the license 
agreement, which has been established 
after the decision in the Mallinckrodt 
Case in 1992, but it held that the 
“exhaustion” cannot be avoided in the 
case in question. (There is a contrary 
opinion which construes that the Supreme 
Court Decision in the Quanta Case 
generally denied the practice of CAFC on 
the grounds that it quoted the Supreme 
Court Decision in the Keeler Case21. 22) 

In other words, the U.S. Supreme 
Court Decision in the Quanta Case held 
that the sale of parts (microprocessors 
and chip sets) to Quanta by Intel was 
“authorized sales”; however, this decision 
is different from the original decision 
(CAFC) and it stated that the master 
agreement concluded separately between 
LG and Intel was independent from the 
license agreement between LG and Intel, 
the master agreement was not a condition 
to restrict the license agreement, and the 
violations against the master agreement 
did not establish a violation of the license 
agreement. Therefore, there is no reason 
to interpret the decision as generally 
denying avoidance of “exhaustion” by a 

conditional license. 
 

(2) In fact, looking at CAFC decisions 
after the U.S. Supreme Court Decision in 
the Quanta Case, the CAFC Decision on 
April 8, 200922F

23 is a case where exhaus-
tion is admitted on the grounds of non-
assertion commitment. The non-assertion 
provision in said case is unambiguous, 
“…not to bring any demand, claim, 
lawsuit, or action against Mark IV for 
future infringement,” and the decision 
ruled that it admitted all acts that would 
essentially have become patent right in-
fringements (production, use, offer of 
sales, sales, and export). 

The CAFC decision indicated the 
following as one of the grounds that it 
would have been possible to limit the 
non-assertion provisions for “use” or 
“production,” for example; however, said 
limitation was not imposed. 

According to the CAFC decision af-
ter the U.S. Supreme Court Decision in 
the Quanta Case, CAFC seems to be con-
sidering that “exhaustion” can be avoided 
by a conditional license and it is worthy 
for patent practitioners to devise a license 
agreement based on the aforementioned 
premise. 

Said CAFC decision stated, in the 
case in question, the provisions for retain-
ment, “No express or implied license or 
future release whatsoever is granted to 
MARK IV or to any third party…” would 
not affect the conclusion. 

 
(3) Based on the above, it no longer has 
meaning for U.S. court holdings that the 
previous measures allow filing a claim as 
the invention of a process or concluding 
non-assertion commitments (commitment 
not to enforce the right) instead of a 
license. 
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However, even today, after the U.S. 
Supreme Court Decision in the Quanta 
Case, it may contribute to avoiding “ex-
haustion,” for example, to impose condi-
tions, such as limiting “use” or “produc-
tion,” etc., to the content of the license (at 
least according to the CAFC decision). 

Yet it is not clear whether the limita-
tion of frequency of use in order to pre-
vent recycling items is admitted as “con-
ditions” to avoid the patent right “exhaus-
tion,” such as “single use only,” which 
became an issue in the Mallinckrodt Case. 

 
(4) It must be noted that the conditions 
to limit the content of a license require 
consistent intentions between the licenser 
and licensee. (In cases of a sales contract, 
it is necessary to have consistent inten-
tions between the seller and buyer on the 
conditions related to the use form, etc. of 
the item subject to sale and purchase.) 

For example, in the Hewlett-Packard 
Case in 1997, in the case where the 
conditions can be found for the first time 
after reading the enclosed notice after 
opening the outer box, the decision de-
nied the consistence of intentions on the 
conditions and “exhaustion” cannot be 
avoided. 24  The same applies to the 
decision in the case of Jazz Photo in 
2001.24F

25 
In this regard, although it is not a 

case of patent right infringement, the 7th 
Circuit Court of Appeals admitted the 
effectiveness of the shrink-wrap contract 
in its decision in the ProCD Case in 
1996.25F

26  Therefore, it is helpful to con-
clude an appropriate shrink-wrap contract 
(a review of which type of shrink-wrap 
contract is effective is omitted in this 
paper). As other court precedents that 
admit the consistency of intentions with 
conditions and “exhaustion” are avoided 

by the shrink-wrap contract, for example, 
there is the decision in the Lexmark Case 
by the U.S. District Court of Northern 
District of California in 2003 26F

27 and other 
decisions. 

Of course, the consistency of inten-
tions is admitted also by having a buyer 
sign the license agreement at the moment 
of the transaction.27F

28 
The U.S. District Court of Northern 

District of Iowa held that the following 
method is effective: a patent right holder 
attaches a bag tag on a bag where the 
license is indicated when selling seeds of 
plants and if a buyer receives the seeds, 
the buyer is deemed to have agreed with 
the license.28F

29 In this case, it is held that it 
cannot be used as a plea that the buyer 
did not read the content of the license 
display. 

 
2. Japanese Court Holdings 
(1) With regard to patent right “ex-
haustion” in Japan related to the inven-
tion of a product, the Supreme Court 
Decision in the BBS Case did not indi-
cate the possibility of being able to avoid 
it depending on the existence of agree-
ments between the parties, while, with 
regard to “implied delegation of the 
right” by the transfer outside Japan, it 
indicated that it can be avoided in spe-
cific cases and it is possible to enforce the 
right. As mentioned above, the Supreme 
Court Decision in the BBS Case uses 
“exhaustion” and “implied consent” 
separately by indicating that “exhaustion” 
cannot be avoided depending on the ex-
istence of agreements between the parties, 
while “implied consent” can be avoided 
depending on the existence of an agree-
ment between the parties. 

The Grand Panel Decision in the 
iPhone Case cited the Supreme Court 
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Decision in the BBS Case held with 
regard to the transfer of Product (i) by the 
patent right holder that, in cases where 
the transferee transfers Product (i) to a 
third party in an unchanged form, the 
patent right pertaining to the invention of 
a product will “be exhausted,” and in 
cases where the transferee manufactures, 
etc. the patented product by using Prod-
uct (i), the patent right is not “exhausted” 
and it is an issue of “implied consent” 
which can be avoided. 

On the other hand, with regard to 
“exhaustion” related to a patent pertain-
ing to the invention of a process, as men-
tioned above, the Grand Panel Decision 
in the Ink Tank Case held that “it is not 
allowed to enforce a right based on the 
patent right regardless of the intention of 
the patent right holder” and that “exhaus-
tion” cannot be avoided depending on the 
existence of an agreement between the 
parties. 

Therefore, under Japanese court 
holdings, with regard to both the patent 
right pertaining to the invention of a 
product and the patent right pertaining to 
the invention of a process, it is considered 
that patent right “exhaustion” due to 
authorized transfer in Japan cannot be 
avoided by the agreement30 of the parties 
and there are no objections from scholars. 

The following two measures can be 
considered: (i) measures to avoid exhaus-
tion by imposing “conditions” on the 
license agreement and deeming that it  
is not a “authorized” transfer; and (ii) 
measures to avoid exhaustion by retain-
ing the property right and deeming that 
there is no “transfer.” These measures are 
reviewed below respectively. 

 
(2) As (i) measures to avoid exhaustion 
by imposing “conditions” on the license 

agreement and deeming that it is not a 
“authorized” transfer, the decision in the 
seedling pot case30F

31  can be used as a 
reference. 

The decision in the seedling pot case 
held that, “as limitations [of a license], 
there are limitation by time, limitation by 
location, and limitation by content. With 
regard to the limitation by content, the 
following cases are considered: in cases 
of limiting to one or more licensing forms, 
out of production, use, transfer, etc. as 
provided by Article 2 (3) of the Patent 
Act; in cases of limiting to only part of 
the licenses out of multiple claims within 
the scope of the patent claims; in cases of 
limiting by field the patents that can be 
used for products in multiple fields, etc. 
When a non-exclusive licensee uses the 
patented invention beyond the limitation 
scope as a business, it infringes the patent 
right. On the other hand, even if various 
provisions are concluded with regard to a 
supplier of raw materials, product specifi-
cations, distribution routes, use of signs, 
etc. under an actual non-exclusive license 
agreement, these provisions are not 
directly related to the act of using the 
patented invention and they are just im-
posing conditions associated thereto, and 
a violation against these provisions is 
only a default under the agreement.” 

The decision in the seedling pot case 
indicated in regard to the case in question 
that “the issue of where the seedling pots 
are supplied to has no direct relationship 
with the act of using the invention in 
question. According to the fact that it is a 
matter to be determined by the appellee 
independently of the patent right in 
question, the prohibition clause does not 
limit the scope of non-exclusive license, 
but a different provision. With regard to 
the violation of the prohibition clause, 
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there is no question that it is a default 
under the leasing contract, and unless the 
leasing contract is terminated on the 
grounds of violation, etc. of the prohibi-
tion clause, it is impossible to find that 
the appellee uses the invention as a 
business without justifiable right and 
therefore it is impossible to say that it in-
fringes the patent right in question.” 

As mentioned above, the decision in 
the seedling pot case indicated that ex-
haustion can be avoided by saying that it 
is not a “authorized” transfer depending 
on the content of the “conditions” 
imposed on the license agreement. In 
concrete terms, the “conditions” of 
limitation by time, limitation by location, 
and limitation by content (in cases of 
limiting to one or more of the licensing 
forms, such as production, use, transfer, 
etc. as provided by Article 2 (3) of the 
Patent Act; in cases of limiting to only 
part of licenses out of multiple claims 
within the patent claims; in cases of 
limiting by field the patents that can be 
used with products in multiple fields, 
etc.) can avoid the patent right 
“exhaustion.” 

The judgment in the seedling pot 
case also indicated that even in cases 
where the prohibition clause imposes just 
conditions associated with the license 
agreement and the violation thereof is 
only a simple default under the agreement, 
if the license agreement is canceled, it 
becomes an infringement of the patent 
right. Therefore, when a patentee cancels 
a license agreement, even though the 
effect of cancelation of the license 
agreement does not take retroactive effect, 
the patentee can enforce the patent right 
at least after the cancelation. In this 
regard, there are no court precedents 
related to patent right exhaustion at this 

moment; however, there is a case where 
the distribution right exhaustion under the 
Copyright Act became an issue. It was 
held that in cases where the transfer 
agreement is canceled after the copyright 
work is transferred, the distribution right 
is not exhausted based on the retroactive 
effect of the cancelation (in this case, a 
transferring agreement was canceled, 
retroactive effect was admitted) and the 
act of the transferee to transfer the 
copyright work to a third party infringed 
the copyright (distribution right).32 In this 
case, the court did not find intent or 
negligence of the third party who re-
ceived the copyright work before termi-
nating the agreement and rejected the 
claim for damage. (Since there are no 
provisions related to the presumption of 
negligence under the Copyright Act, it 
cannot be considered in parallel with the 
patent right infringement for which a 
provision related to the presumption of 
negligence exists (Article 103 of the 
Patent Act); however, it can be used as a 
reference.)  

As a similar court precedent, for 
example, there is the decision in the far-
infrared ray radiation bulb case.32F

33 In this 
case, the patent right holder (transferor) 
affirmed that the purpose of the transfer 
of the heater in question was to develop a 
dryer and the use of the finished dryer as 
a product was not authorized. The judge-
ment indicated that even if there was said 
agreement, the provision of “purpose of 
use” cannot avoid patent right “exhaus-
tion.” Looking at other lower court prece-
dents, there are no decisions against this 
decision. 

 
(3) With regard to (ii) measures to avoid 
exhaustion by the agreement of retaining 
the property right and therefore deeming 
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that there is no “transfer,” two decisions 
in the case of the core of the drug packing 
machine sheet can be used as references.  

The first decision in the case of the 
core of the drug packing machine sheet34 
examined the cases where a utility model 
right holder of the core of the drug pack-
ing machine sheet transfers a product that 
is manufactured by using the utility 
model right, the right holder indicated 
that it is not for sale and that unauthor-
ized use of the product infringes the right. 
The court (overturned the original deci-
sion34F

35 and) did not find the agreement to 
retain the property right and the utility 
model right exhausted on the grounds that 
the collection rate of the core remains at 
20 to 30 percent and it is after receiving 
the product when a buyer recognizes the 
indication of not-for-sale.    

Regarding the second decision in the 
case of the core of the drug packing 
machine sheet,35F

36 it is found that “When 
[the plaintiff, who is the patent right 
holder], sold the plaintiff’s equipment, 
the plaintiff explained to the customer 
that (i) the core of the plaintiff’s product 
is lent without charge for the period until 
the packing sheet is finished; (ii) the core 
will be collected after use; and (iii) it is 
prohibited to transfer, lend, etc. the core 
to a third party. The customer expressed 
the intention of agreement for these three 
matters”; “the same content as the afore-
mentioned (i) through (iii) are indicated 
on the circumferential surface of the core 
of the plaintiff’s product, at the top and 
side of the outer package, and on the sur-
face of the box to pack the plaintiff’s 
product”; “the same explanation is indi-
cated on the plaintiff’s website and the 
catalog to introduce the plaintiff’s equip-
ment”; “the plaintiff is implementing a 
service to give points if the customer re-

turns the core of the plaintiff’s product 
and when the total points reach a speci-
fied number, the customer can exchange 
the points for gifts and the explanation is 
indicated on the advertisement of said 
service”; and that the collection rate of 
the core of the plaintiff’s product by the 
plaintiff was 97% or more. And then the 
decision held that “it is found that the 
plaintiff transferred to the customer the 
packing sheet of the plaintiff’s product; 
however, it is difficult to find that the 
core of the plaintiff’s product was also 
transferred (the plaintiff’s product can be 
divided into the core and the packing 
sheet; the plaintiff transferred only the 
packing sheet rolled on the core; it is rea-
sonable to find that the plaintiff retains 
the property right to the core and the core 
is lent for use). Therefore, as the packing 
sheet from the plaintiff’s product is con-
sumed by the customer, there is no ques-
tion about the patent right exhaustion for 
that portion; and, with regard to the core, 
it has no assumption for patent right ex-
haustion.” And the decision found in-
fringement of the patent right.   

Based on these court precedents, it is 
interpreted that patent right “exhaustion” 
can be avoided if there are agreements 
between the transferor who is the right 
holder, and the transferee on retaining the 
property right. 
 
3. Consideration of License Agree-

ment in Order to Avoid Patent 
Right “Exhaustion” (Based on the 
court holdings in Japan and the 
U.S.) 
As mentioned above, according to 

U.S. court precedents, to impose condi-
tions on the content of the license, for ex-
ample, limiting “use” or “production,” 
etc., may be contributing to avoiding 
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patent right “exhaustion.”  
According to Japanese court prece-

dents, the “conditions” of limitation by 
time, limitation by location, and limita-
tion by content (in cases of limiting to 
one or more licensing forms, such as pro-
duction, use, transfer, etc. as provided by 
Article 2 (3) of the Patent Act; in cases of 
limiting only part of the licenses out of 
multiple claims within the patent claims; 
in cases of limiting by field, the patents 
that can be used with products in multiple 
field) can avoid patent right exhaustion.  

In this way, court holdings in Japan 
and the U.S. are not far apart to the extent 
that there are possibilities to avoid patent 
right “exhaustion” by not imposing con-
ditions associated with the license agree-
ment, such as the company to which the 
transferred product is delivered, the 
purpose of use of the product, etc., but 
conditions to limit the license agreement 
itself by time, by location, and by content.  

It is naturally required that the trans-
feree agrees with said conditions both in 
Japan and the U.S.; however, the agree-
ment is denied in many cases in particular 
under the shrink-wrap agreement. Atten-
tion must be paid to this point when con-
cluding a license agreement.  

According to Japanese court holod-
ings, it is effective to obtain an agreement 
to retain the property right (agreement for 
lending use of the subject product) as a 
measure to avoid patent right “exhau-
stion.” In this case, it is also important to 
secure the agreement without fail. 

 
4. Increasing the Possibility of Avoid-

ing “Exhaustion” with a Claim 
(only in Japan) 

(1) In the previous discussion, I re-
viewed court precedents in relation to the 
requirements for patent right exhaustion 

with regard to the invention of a product 
and invention of a process. In further re-
view, there are two types of invention of 
a process here: (i) invention of a process 
of manufacturing a product (finished 
product), and (ii) invention of a simple 
process for using a product (finished 
product). 

In the case examined by the U.S. 
Supreme Court Decision in the Quanta 
Case, the invention of a product (finished 
product) was a PC and the invention of a 
process was the invention of a simple 
process for using the PC, which is a prod-
uct (finished product) (invention of a pro-
cess (ii)). This decision did not distin-
guish the requirement for patent right ex-
haustion by the invention of a product 
and the invention of a process and held 
that in cases of “substantially embody-
ing” the patent, the patent right is ex-
hausted by the sale of parts by the licen-
see. Therefore, according to U.S. court 
practices, even if the claim is filed as an 
invention of a simple process for using a 
product (finished product), it does not 
contribute to avoiding patent right “ex-
haustion.” 

On the contrary, there is room to 
consider it in Japanese courtholdings. 

 
(2) In the Intellectual High Court Grand 
Panel Decision in the Ichitaro Case 37 , 
with regard to patents pertaining to the 
invention of a product (finished product), 
a “PC which displays the help function,” 
and the invention of a simple process for 
using a product (finished product), a 
“display method of the help function,” 
(invention of a process (ii)), an issue 
arose on whether the sales, etc. of a CD-
ROM (product name: Ichitaro) to install 
the help function correspond to indirect 
infringement or not. 
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In conclusion, the decision in the 
Ichitaro case found that with regard to the 
act of selling said CD-ROM, indirect 
infringement occurred of the invention of 
a product (finished product); however, 
consequential indirect infringement 
against the invention of a simple process 
to use a product (finished product) (in-
vention of a process (ii)) is denied, and 
then held that indirect infringement did 
not occur in this case. In other words, in 
relation with the invention of a product 
(finished product), the CD-ROM in ques-
tion is the indirect infringing item. On the 
other hand, in relation to the invention of 
a simple process for using a product (fin-
ished product), since the PC, a finished 
product, is the indirect infringing item, 
the CD-ROM is a “consequential indirect 
infringing item.” Therefore, “indirect in-
fringement” as specified in the items of 
Article 101 of the Patent Act does not 

include “consequential indirect infringing 
items.” These relationships can be shown 
in the figure as follows: 

 

(3) As mentioned above, the Grand 
Panel Decision in the Ink Tank Case held 
that in cases where “a patent right holder, 
exclusive licensee, or a non-exclusive 
licensee” transfers an item that corre-
sponds to Article 101 (iv) of the Patent 
Act (Product (iv)) or an item that 
corresponds to Article 101 (v) of the 
Patent Act (Product (v)) if a third party 
manufactures, or transfers, etc. it, it is not 
allowed to enforce the patent right per-
taining to the invention of a process. 

Since the invention of a process, 
which became an issue in the case of the 
Grand Panel Decision in the Ink Tank 
Case, was the invention of a process for 
manufacturing a product (finished prod-
uct) (invention of a process (i)), it is 
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considered that the decision established 
such a rule; however, if the rule is applied 
formally, even if the “consequential indi-
rect infringing item” is transferred, the 
patent right pertaining to the invention of 
a simple process for using a product (fin-
ished product) is not exhausted. 

When applying the theory to the 
Ichitaro case, if the patent right holder 
transfers the CD-ROM, the patent right 
pertaining to the invention of a product 
(finished product), a “PC which displays 
the help function,” is exhausted; however, 
the invention of a simple process for us-
ing a product (finished product), “a dis-
play method of the help function,” is not 
exhausted. 

In this case, the claim strategy based 
on Japanese court holdings, including the 
decision in the Ichitaro case, is that when 
filing a claim for an invention of a 
product (finished product), a claim for an 
invention of a simple process for using 
the product (finished product) should be 
filed too. 

If such a case is in litigation, the 
court may establish a different rule as to 
the simple process and therefore it is 
difficult to say that said claim strategy is 
all-powerful. However, as long as pre-
suming the previous Japanese court 
precedents, it is worthy to consider. 

 
VIII.  Conclusion 

 
As a conclusion to this comparative 

review of court hodlings in Japan and the 
U.S. with regard to the relationship of the 
transfer of indirect infringing items and 
“exhaustion,” various issues are held by 
multiple court precedents and eventually 
there are many parts that have no mutual 
discrepancies despite the different times 
of decision. Although there are some 

formal discrepancies, they are decisions 
made for the individual case in question 
and if the same case is in litigation in 
Japan, it is expected that the court will 
advocate a new theory to resolve the 
discrepancies. In this context, it is neces-
sary to watch the accumulation of future 
court precedents carefully both in Japan 
and the U.S. 

With regard to the review of the 
proposal of a license agreement to avoid 
patent right “exhaustion,” the U.S. 
Supreme Court Decision in the Quanta 
Case is majorly understood that it denied 
avoiding patent right “exhaustion” only 
in the case in question. Therefore, it is 
helpful to continue studying and review 
of the conditional license based on the 
specialty of the agreement in the case and 
previous U.S. court precedents. With 
regard to holdings in Japan, court 
precedents have been accumulated and 
they have a certain extent of predicta-
bility. In this article, I considered the 
license agreement to avoid patent exhaus-
tion by classifying court holdings in 
Japan and the U.S. related to patent ex-
haustion. The study of licensing hodlings 
is never ending. I will continue the study 
in relation to various issues and report the 
results at an appropriate opportunity. 
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