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Bef ore REYNALDO GARZA, HI GE NBOTHAM and DeMOSS, CGircuit Judges
DeMOSS, Circuit Judge:
| . Background
This appeal involves a forfeiture of 83 Rolex Watches, so-
called "gray market" goods, in the inventory of Sam s Whol esal e
Club. Sam s Wol esale Cub and WAl -Mart Stores, Inc., its parent,

(collectively, Wal-Mart) intervened as owner of the watches. On



cross-notions for summary judgnent, the district court ordered
forfeiture. We affirm
A.  Statute and Regul ati ons

Section 526 of the Tariff Act of 1930, 19 U S.C. § 1526,
prohibits the inportation of any nerchandi se bearing a trademark
"owned by a citizen of, or by a corporation . . . created or
organi zed within, the United States,"” and registered in the Patent
and Trademark O fice by a person domciled in the United States,
wi thout written consent of the donestic trademark owner.

Custons regul ati ons provide that the 8§ 526 i nport prohibition
is inapplicable if "both the foreign and the U S. trademark
are owned by the sane person or business entity," or if "the
foreign and donestic trademark or trade nanme owners are parent and
subsi di ary conpanies or are otherw se subject to commbn ownership
or control.” 19 CF.R 8§ 133.21(c)(1) and (2). The reqgul ations
defi ne "common ownershi p" as "individual or aggregate ownership of
nmore than 50 percent of the business entity." "Conmmon control"” is
defined as "effective control in policy and operations and is not
necessarily synonynmous with common ownership." 19 CF. R § 133.2
(d) (1) and (2).

B. Rolex

On March 15, 1983, Rolex Watch U S. A Inc., a New York
corporation (Rolex USA), recorded its ownership of the "ROLEX"
trademark with Custons. The recordation formstated that Rol ex USA
consented to inportation of two articles "bearing the 'ROLEX

trademar k" upon entering the United States if for personal use and



not for sale, but that otherw se inportation of these articles was
f or bi dden unl ess consigned to or for the account of Rolex USA

On June 16, 1986, Custons sent attorneys for Rolex USA a
letter, advising that Custons had decided "not [to] continue to
provide protection to Rolex Witch, U S A, Inc., against the
i nportation of genuine "ROLEX" watches (so-called "gray market"
goods)." Custons deni ed continued protection because Rolex USA "is
under comon ownership or control, either beneficial and/or |egal,
with a forei gn conpany owni ng the trademark abroad i n circunst ances

simlar to those found by the U S. District Court in Parfuns Stern,

Inc. v. United States Custons Service, 575 F. Supp. 416 (U. S. D.C

S.D. Fla. 1983)."!

In response, the Rolex USA attorneys filed a subm ssion
contending that Custons should continue to protect Rolex USA
agai nst unaut hori zed gray market inports because Rolex USA is not
under comon ownership or control with the foreign Rolex trademark
owner . The subm ssion explains that the Sw ss manufacturer of
Rol ex watches, and the owner of the Swiss "ROLEX'" trademark, is
Manuf acture des Montres Rolex S. A Bienne (Bienne). Bi enne has
assigned the U S. Registration for the "ROLEX" mark and good w ||
to Rolex USA The worldw de distributor of Rolex watches
manuf actured by Bienne is Montres Rolex S. A (Ceneva) l|ocated in

Geneva, Switzerl and. Bi enne has authorized Geneva to obtain

Y In Parfuns Stern, the district court denied protection to
the donestic trademark owner because it and the foreign trademark
owner were part of a "single international enterprise.”" 575 F.
Supp. at 420.




various registrations for Rolex conbination marks in Switzerl and,
such as Rolex Crown, Tite Fit and Oyster Perpetual. However, under
Swi ss |aw, Bienne remains the owner of the "ROLEX" trademark.

Ceneva and Rol ex USA are under conmon ownership. Rolex USAis
wholly owned through two intervening subsidiaries (Rolex
I ndustries, Inc. and Rolex Holdings, S. A ) by the WIsdorf
Foundation of Geneva, Switzerland (WIlsdorf). WIsdorf also owns
86% of GCeneva. By contrast, the only |link between Bienne and
Ceneva i s a shareholder, Dr. Harry Borer, who owns a nere 26 shares
of Ceneva, representing .43% of Geneva's 6000 outstandi ng shares.
Dr. Borer is a also shareholder, officer and director of Bienne.
W | sdorf, however, owns no shares of Bienne. Bienne has a five-
menber board of directors of which no nenber sits on the boards of
Geneva, W/l sdorf or Rolex USA. Bienne has seven officers none of
which is a director or officer of Geneva, WIsdorf, or Rolex USA
Bi enne and Geneva, however, jointly owm Rolex Le Locle S. A (Le
Locle), which owns the building in Le Locle, Switzerland, where
Ceneva and Bi enne each | ease separate prem ses.

In addition to addressing the issue of conmobn ownership and
control, the Rolex USA subm ssion to Custons contended that gray
market inports wundercut its investnent in custoner goodw |
associated with the "ROLEX" trademark. Rolex USA contended that
gray market inporters provide inferior inspection and testing of
the watches, substitute nongenuine watch parts, and provide
inferior warranty service and parts replacenent. Rol ex USA

asserted that gray market inporters unfairly conpete by taking a



"free ride" on Rolex USA's goodw ll, wthout incurring the
advertising and quality control costs.

In response to the subm ssion, Custons reversed its position
and decided to continue protecting the "ROLEX" trademark under 8§
526. Custons then pursued this forfeiture of 83 Rol ex watches from
the inventory of Samli s Wol esal e C ub, which were inported w thout
Rol ex USA's perm ssion. The parties stipulated that the watches
wer e manufactured by Bienne and sold by Geneva, and that Geneva's
conpany nane ("Montres Rolex, S. A, CGeneva") is inprinted on every
wat ch casi ng.

C. District Court

The district court held on cross-notions for summary judgnent
that the watches should be forfeited under § 526. As for the
regul atory exception, the district court held that Wal-Mart failed
to show that Rol ex USA and Bi enne, the donestic and foreign owners
of the "RCOLEX" mark, were subject to commbn ownership or control
Significantly, the district court found that the mark at issue is
the "ROLEX" mark, owned by Bi enne, not the conbination mark "Rol ex
Crown", owned by Geneva. The court reasoned, "as long as the
"Rolex' mark is on the watch, the inporter nmust first obtain Rol ex
USA's permssion.” Rec. Vol. 6 at 377.

1. Analysis

Val - Mart's argunents for reversal are as follows. Initially,
Wl - Mart contends that Rolex USA, as a foreign-owned corporation,
is not entitled to 8 526 gray market protection. Alternatively,

VWal - Mart argues that the Rolex entities are subject to common



ownership or control and therefore fall wthin the regulatory
exception to the statute. Finally, Wal-Mart submts that it is an

"I nnocent owner" of the watches, and forfeiture is inappropriate.

A. Applicability of § 526
VWl -Mart first asks this court to narrow the protection
af forded by 8§ 526. Wl -Mart argues that Congress in 8§ 526 i ntended
only to protect donestic conpanies and not foreign-owned conpani es
such as Rolex USA. Wal-Mart asserts that the Suprene Court in K-

Mart Corp. v. Cartier, Inc.? interpreted the phrase in §8 526, "a

trademark owned by a . . . corporation created or organi zed w thin,
the United States" to nean an exclusively Anerican corporation and
not one, such as Rolex USA, that is a wholly-owned subsidiary of a
forei gn-based congl onerate. VWl -Mart's argunent, however,
m sconstrues the holding in K-Mart and ignores the history and
devel opnent of the Tariff Act, the Custons regulations and the

rel ated case | aw. 3

2486 U.S. 281, 290, 108 S. . 1811, 1817, 100 L. Ed. 2d 313
(1988). The Court held that the Custons Regulations 19 CF. R 8§
133.21 (c)(1) and (2) were consistent with § 526.

3 "Al'though the plain |language of a statute should be the
starting point to determne Congressional intent, statutory
| anguage cannot control if <clearly denonstrated Congressional
intent requires a different construction. Legislative history is
i nportant evidence of Congressional intent. And in construing a
statute, the admnistrative practice of the agency charged wth
admnistering the statute is entitled to substantial deference.
Ther ef or e, a careful exam nation of the legislative and
admnistrative history is essential in determning the intended
scope of 8§ 526." Vivitar Corporation v. United States, 593 F.
Supp. 420 (C I.T. 1984) (citations omtted); aff'd, 761 F.2d 1552
(Fed. Cir. 1985).




First, Wal-Mart m scharacterizes the holding in K-Mart where
the Court was faced with a challenge to the validity of the
regul atory exceptions. The K-Mart court gave several exanples of
how trademark owners can be subject to gray market inports. The
court anal yzed each of the gray market exanples and concl uded t hat
Congress intended not to protect subsidiaries of foreign
manuf acturers from parallel inports. Justice Brennan in his
concurrence reasoned that the statute's protectionist, "alnbst
jingoistic, flavor" bespeaks an intention not to protect a
subsidiary created here to register the trademark on the parent's
behal f, but he was considering the case where the foreign parent
al so owned the trademark. |d. at 1821 (Brennan, J. concurring).?
Thi s hol di ng, however, cannot be construed to exclude Rolex USA

from§ 526 protection.?®

4" . it will not even suffice for the foreign manufacturer
to incorporate a subsidiary here to register the trademark on the
parent's behalf, if the foreign parent still owns the trademark."

ld. 108 S. C. at 1821 (Brennan, J. concurring).

5> Wl -Mart also cites that two other cases to support its
argunment that a foreign related conpany can not avail itself of §
526 protection. Parfuns Stern v. United States Custons Service,
575 F. Supp. 416 (S.D.Fla. 1983); Vivitar Corp. v. United States,
593 F. Supp. 420 (CI.T. 1984), aff'd, 761 F.2d 1552 (Fed. Cir.
1985), cert. denied, 474 U S. 1055 (1986). These cases are
i napposite.

In Parfuns Stern, a corporation that owed the U S. trademark
and license to manufacture and distribute talcum powder, sued
chal l enging i nportation of fragrances bearing the trademark. The
court found that the "Anerican" plaintiff was, in fact, "a cog or
entity in what appears to be a single international enterprise

operating through an anoeba-like structure."” 1d. at 418. The
court refused to grant an injunction against gray market
inportation. In Vivitar, the Court of International Trade refused
to issue a declaratory judgnment to exclude all inports of genuine

Vivitar products wthout the consent of the U S. owner of the mark.
The source of the gray nmarket goods was the parent conpany of the

7



Second, Wal-Mart ignores the developnent of § 526 and its
related regul ations. Section 526 was first enacted as part of the
Tariff Act of 1922 to reverse the effect of a Second Crcuit case,

AL Bourjois & Co. v. Katzel, 275 F. 539 (2d G r. 1921), rev'd, 260

U S 689 (1923). In that case, the court declined to enjoin the
paral l el inportation of goods bearing a trademark that a donestic
conpany had purchased from an i ndependent foreign manufacturer at
a premum |In Katzel, the donestic conpany seeki ng protection was

a prototypical gray-market victim -- a United States trademark
hol der that purchased its trademark rights, at arms I ength and at
substantial cost, froman unaffiliated foreign producer." K-Mrt,

486 U. S. at 287, citing Katzel.

Aneri can trademark owner

These cases do not stand for the proposition that Wal-Mart
suggests. The Parfuns Stern case does not clearly describe the
type of relationship between the foreign and donestic tradenark
hol ders, but sinply holds that the U S trademark holder was
seeking the protection of the trademark laws to insulate itself
from what it placed in notion itself through its own "strongly
related" foreign manufacturers and distribution sources. I n
Vivitar, the U S. trademark owner marketed its equi pnent outside of
the U S. through its wholly-owned subsidiaries, which were not
licensed to market the goods in the U S, This holding is fully
consistent with the Custons regul ati ons concer ni ng conmon owner shi p
and control, and the cases are not supportive of Wal-Mrt's
posi tion.




The |l egislative history of 8 526 clearly reveal s that reversal
of Katzel was the purpose of the section.® Senator Sutherland, a
proponent of the bill, noted that:

[A]l'l that this paragraph does is to prevent fraud, and

| believe that the Senate is in favor of protecting the

property rights of Anmerican citizens who have purchased

trade-marks from foreigners, and when these foreigners

deli berately violate the property rights of those to whom

t hey have sol d these trade-marks by shi pping over to this

country goods under those identical marks.

ld. at 11603.

Shortly after 8 526 becane |aw, the Supreme Court reversed
Katzel and held that the Trademark Act of 1905 prohibited
i nportation of trademark goods froma forei gn manufacturer who had
sold the Anerican trademark to the plaintiff. The court based its
deci sion on the | aw governi ng assi gnnment of trademark rights.’

Section 526 was reenacted w t hout change as part of the Tariff
Act of 1930 in the face of a proposed anmendnent, to encourage

donesti c production, that woul d have prohibited i nportati on of al

6 The Conference Report notes:
A recent decision of the circuit court of appeals holds
that existing |aw does not prevent the inportation of
mer chandi se bearing t he sane trade-mark as nerchandi se of
the United States, if the inported nerchandi se i s genui ne
and if there is no fraud on the public. The Senate
anendnent mnakes such inportation unlawful wthout the
consent of the owner of the American trade-nmark.

H R Rep. No. 1223, 67th Cong., 2d Sess. 158 (1922).

" A Bourjois & Co., Inc. v. Katzel, 260 U S. 689, 691, 43 S.
Ct. 244, 245, 67 L. Ed. 464 (1923); Trademark Act of 1905, Pub.L
No. 58-84, 810, 33 Stat. 727 (1905). In a simlar case, the
Suprenme Court held that 827 of the 1905 Act, 19 U S.C. § 1124,
required the sane result. A. Bourjois & Co., Inc. v. Aldridge, 263
US 675 44 S C. 4, 68 L. Ed. 501 (1923), answering questions
certified at 292 F. 1013 (2d Cr. 1922).

9



goods bearing a U S. registered tradenarKk. 71 Cong. Rec. 3871
(1929).

The initial Custons Regul ati ons pronul gated shortly thereafter
suggest a broad application of § 526.8 |If Custons intended a
sweeping result, that view was short |ived. In 1936, Custons
issued a new regulation interpreting 8§ 526. The regul ation
prohibited inportation of U S. registered trademarked goods but
excepted goods bearing a foreign trademark which is identical to
the U S trademark and which is owned by the "sane person,
partnership, association, or corporation."” T.D. 48537 (1936).
Therefore, 8 526 protection was not extended if the sane entity
owned the foreign and donestic trademarks. Thus, the plaintiff in
Kat zel that bought certain United States trademark rights was
protected frominports of genuine goods bearing the trademark of
the foreign conpany that sold its U S. rights.

In 1953, Custons expanded its construction of § 526 and
adopted a provision denying protection to a donestic tradenmark

owner if it was a "related conpany" to the foreign manufacturer.?®

8 "Prohibition of Entry -- Entry is prohibited of inported
mer chandi se bearing a genuine trade-mark when such trade-mark is
recorded with the Treasury Departnent. " Custons Regul ations
of 1931, Article 518(a).

® The term"rel ated conpany" was defined in 8§ 45 of the Lanham
Act as "any person who legitimately controls or is controlled by
the registrant or applicant for registration in respect to the
nature and quality of the goods or services in connection wth
which the mark is used."

Despite the change, it has been said that Custons interpreted
the regulation in accordance with its previously stated policy.
See, Vivitar, 593 F. Supp. at 430, quoting a 1951 letter witten by
Comm ssi oner of Custons Frank Dow expl aining Custonms' policy to
Senat or Paul Douglas. The letter concludes the follow ng:

10



In 1959, however, Custons revised the regulation to elimnate the
related conpany provision and return to the "sane conpany”
formulation. The court in Vivitar opined that the anmendnent did
not reflect a substantive change in Custons' policy, especially
since the anendnent retained the limtation based on ownership of
the forei gn and donestic trademark by t he sanme person, partnership,

associ ation, or corporation.?°

However, if the United States trademark owner and the
owner of the foreign rights to the sane nmark are one and
t he sane person, articles produced and sol d abroad by t he
foreign owner may be inported by anyone for the reason
that the trade-mark owner has hinself introduced the
articles into commerce or authorized such introduction
and may not unreasonably restrict the use of the product
thereafter. For this purpose a foreign subsidiary or
licensee of the United States trade-mark owner is
considered to stand in the sane shoes as such trade- mark

owner .

0 1n Vivitar, the court quotes several letters to illustrate
t hat Custons nmai ntained a consi stent application of the regul ation
even though the wording was changed. In the letters, Deputy

Comm ssioner Flinn wote in 1963:
It has been the Bureau's position for many years that in
permtting anyone to inport nerchandi se manufactured or
sold by the foreign parent or subsidiary corporation of
an Anerican trademark owner is the correct interpretation
of section 526 .

In 1962 Flinn wote:

: a foreign wholly owned subsidiary and its United

St at es parent corporation are the same corporation within
the nmeaning of . . . [the] Custons Regul ati ons. Thi s
interpretation has been consistently applied for sone
years before the insertion of the "related conpanies”
provision in the custons regulations and since the
"related conpanies" provision was deleted from the
regul ations in 1959.

In 1968, Paul K  MCarthy, Assistant Director (Restricted

Mer chandi se) for Custons wote:
. . . if any goods sold to nmarkets abroad by a foreign
branch, subsidiary, or agent should be offered for
inportation into the United States, those goods woul d be
considered to bear genuine . . . trademarks and woul d be
adm ssible to entry. This position is based on the

11



Enacted in 1972, the current regulations 19 C F. R § 133.21 (c¢)
(1) and (2) were enacted in response to a group of antitrust cases,
known as the "perfunme" cases.! In those cases, the district court
held that 8 526 did not protect a United States conmpany agai nst
parallel inports because it was part of an internationa
enterprise. On appeal to the Suprene Court, the Governnent
requested that the judgnment be vacated and renmanded to the district
court where the governnent could dismss its own case to allow
| egislation restricting 8 526 to be submtted. Congress, however,
did not change the section. Thereafter, the regulations were
promul gated allowng the unrestricted inportation of trademarked
products nmanufactured abroad where both the foreign and Anerican
trademark rights are owned by the sanme conpany or conpani es under
comon ownership or control

Nothing in the case law, legislative or regulatory history
suggests that an Anmerican conpany under foreign ownership nmay not
avail itself of 8§ 526 protection. W agree with the district court
that in order to allow parallel inports of goods bearing the
"ROLEX" mark, WAl-Mart nust show that the donmestic and foreign
owners, Rolex USA and Bi enne, are subject to the commbn ownership

or control exception to 8§ 526.

| egislative and judicial history of [§ 526].

1 United States v. Querlain, 155 F. Supp. 77 (S.D.N. Y. 1957),
vacated and remanded, 358 U. S. 915, 79 S. C. 285, 3 L. Ed. 2d 236
(1958), action dism ssed, 172 F. Supp. 107 (S.D.N. Y. 1959).

12



B. Common Ownership or Control
1. Wiich Mark?

The district court concluded that "the mark for the word
"Rolex' . . . is the mark at issue.” Rec. Vol. 6 at 380. The
court al so concluded that Bi enne "has al ways excl usively owned the
"Rol ex' mark." [|bid. Therefore, Wal-Mart is required to showthat
Rol ex USA and Bienne, the donestic and foreign owners of the
"ROLEX" mark, are subject to "comon ownership or control." Wl -
Mart argues that this finding is clearly erroneous because in the
Amended Sti pul ation of Facts, both parties agreed that the mark at
i ssue was the "Rol ex Crown" mark owned by Geneva, which is subject
to commobn ownership with Rolex USA 2 Alternatively, Wal-Mart
argues that Geneva constructively owns the "ROLEX' nmarKk. Bot h
argunents | ack nerit.

The district court properly based its finding on the actual
recordati on docunent identifying Rolex USA as the owner of the
rights to the "ROLEX" mark in the United States. See, Governnent
Exhibit 1, Rec. Vol. 2 at 60. Based on this docunent, plus the
undi sputed fact that the nanme "ROLEX" appears on the watches, the
district court correctly concluded that "ROLEX'" is the mark at

issue. Rec. Vol. 6 at 377.1

12 The Rolex Crown mark is engraved on the forfeited watches,
however, the district court found that as | ong as t he nane, "ROLEX"
is on the watch, regardless of its appearance in a conbination
mar k, the inporter nust first obtain Rolex USA's perm ssion or show
t hat Bi enne and Rol ex USA are under "conmon ownership or control."

13 The Anended Stipulation of Facts was filed Septenber 11,
1990. The governnent clearly contended that "Rol ex" was the mark
at issue in a brief filed on Novenber 7, 1990. The district court

13



Alternatively, Wal-Mart argues that Geneva is the "equitable
or constructive owner" of the "ROLEX" trademark, because Bi enne has
authorized it to register this mark in conbination with marks
Ceneva already owns. This contention does not conport with either
Swiss or Anerican trademark |aw. The record shows that "[t]he
presunption under Swiss lawis "that the first depositor of a mark
is also the real owner thereof."" Record Vol. 3 tab 23 Cov't
Exhibit 7 p. 22; Record Vol. 3 tab 23, Gov't Exhibit 9, Exhibit H
(Sw tzerland Trademark Act, Art. 5). "Bienne is the owner of the
earliest registration for the mark Rolex in Swtzerland,
Regi stration No. 34251 issued Cctober 17, 1913, renewed August 22,
1974 under Renewal No. 273,292." Record Vol. 3 Tab 23 CGov't
Exhibit 7, p. 22. Bienne's authorization of Geneva to use the mark
does not alter this presunption. "Registrations of the sanme nmark
by manuf acturers or nmerchants "who are closely connected with each
other fromthe economc point of view are permtted under Sw ss
law." Swiss Tradenark Act, Art. 6 bis. Therefore, Wal-Mart's

argunent that Geneva constructively owns the mark has no nerit.?

did not decide the case until March 19, 1992 giving Wal - Mart anpl e
time to assert its position or declare prejudice.

4 Wal -Mart's assertion that under U S. law Geneva is the
constructive owner of the "Rolex" mark is equally neritless. Wal-
Mart cites dictum from an 1891 Col orado decision stating that "a
corporation which succeeded to all the rights, good-will and trade
of the fornmer owner" is "treated as the equitable owner" of the
t rademar k. Solis Ggar Co. v. Pozo, 16 Colo. 388, 395, 26 Pac.
556, 558 (1891). However, we find no evidence to support the
assertion that Geneva succeeded to all the rights, good wll and
trade of Bienne; indeed Bienne continues to operate as the
manuf act urer of the Rol ex novenents. Moreover, although Bi enne has
authorized Ceneva to obtain various registrations for Rolex
conmbi nation marks in Swi tzerl and, Geneva does not have an unlimted

14



Moreover, the presence of Rolex Geneva's nane on the watch

does not indicate ownership of the Rolex mark. See, Nabisco, Inc.

v. George Weston Limted, 179 U S P.Q 503, 508 (Patent Ofice

Trademark Trial and Appeal Board): stating that "the trade nane of
the seller or distributor of the goods appears in conjunction with
the manufacturer's trademark does not serve to divest the
manuf acturer of its trademark rights in said designation since the
inclusion of a dealer of distributor's nane serves nerely to
i ndi cate fromwhomthe product is purchased by the consuner."

In sum the district court correctly concluded that Rolex is
the mark at issue; that Bienne "has al ways exclusively owned the
"Rol ex' mark". Rec. Vol. 6 at 380. Consequently, Wal-Mart must
show that the district court erred in holding that the regul atory
exception does not apply to Bienne and Rol ex USA

2. Comon Control Between Rol ex USA and Bi enne

Concedi ng that Bi enne and Rol ex USA are not subject to comon
owner ship, Wal -Mart contends that Rol ex USA and Bi enne are subj ect
to common control, which neans "effective control in policy and
operations," based on the history and operations of the "Rolex
enpire." Wal-Mart argues that all of the arns of this enpire form
a single organization. Wal -Mart tries to equate the Rolex

corporate arrangenent to the "anoeba-1ike" structurereferredtoin

aut horization to use the Rolex mark itself. See, Callman, Unfair
Conpetition, Tradenmarks and Mnopolies, 8 19.46 (stating that a
license involves the transfer of sonething |less than the entire
interest, and does not affect the licensor's title).

15



the Parfuns Stern case.? Wal-Mart also asserts that Bienne and

Ceneva are subject to common control because Bi enne nmanufact ures
the watch novenents and Ceneva places these novenents into the
wat ch casings it manufactures and distributes the finished product
wor |l dwi de. WAl -Mart reasons that if there were no effective conmon
control between the operations of these two entities, no watches
manuf actured in Bi enne would ever be sold.

VWl - Mart's argunents are not persuasive. W sinply do not
find support in the legislative history or the case |law for the
proposition that a close and profitable business relationship
anounts to "common control . "

We agree that Bi enne and Geneva performessential functions in
manuf acturing and selling Rolex products, but this is not a basis
for a finding of comon control. One court has stated that the
regul atory | anguage contenpl ates the sort of control that a parent
corporation woul d exerci se over a subsidiary or that a combn owner

m ght exercise over both organizations. United States v. Eighty-

Nine (89) Bottles of Eau de Joy, 797 F.2d 767 (9th Cr. 1986),

citing Coalition to Preserve the Integrity of Anerican Tradenarks

v. Unites States, 598 F. Supp. 844, 850 (D.C.D.C. 1984). Wl - Mar t

is essentially suggesting that the relationship between the
American firm and the foreign firm trademark owner need not be

clearly shown; it is enough to show that the Anmerican is part of a

1% Unfortunately, the basis for this description is not
detailed in the Parfuns Stern opinion because the facts are not

recited in the published opinion. The conpani es involved were
sinply described as "affiliated" and "strongly related.” 1d. at
420.
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| arger closely knit foreign structure. While this argunent has
sone appeal to this court, the regul ations pronul gated under the
statute and upheld by courts interpreting the statute focus on the
ownership structure regardl ess of the practical realities of these
busi ness enterpri ses. W will not depart from such a franmework
w t hout a word from Congress.

For exanple an argunent simlar to Wal-Mart's has been

rejected in Bell & Howell: Mam ya Co. v. Masel Supply Co.'® There,

the defendant argued that the affiliations between the plaintiff,
the Anerican trademark owner, and its parent conpany Osawa- Japan,
who traded exclusively with the foreign trademark owner, Mam ya Co,
formed part of "a unified international enterprise engaged in the
production and worl d wi de di stri bution of Mam ya canera equi pnent."
Id. at 1066. Therefore, the defendant argued that the Anerican
trademark owner was not entitled to protection under 8§ 526. The
court rejected this argunent, and after describing in detail the
hi story of the statute and regul ati ons concl uded,

[t]his regulatory exception has no application in this

case. Mam ya Co., the owner of the trademarks in

question, owns only 7% of plaintiffs stock and ther$ i:

no evidence that it exerts any control over plainti
policies and operations.

f

The court found that the plaintiff was not a nere shell but a

"l egitimate and actual owner of the business of selling MAM YA

16 548 F. Supp. 1063, 1065 (E.D.N.Y. 1982).
17



products in this country." ¥ 1In a related case, Gsawa & Co.

v. B & H Photo, 589 F. Supp. 1163 (S.D.N.Y. 1984), Bell & Howell,

renaned Gsawa & Co., sued B & H Photo and Tri-State Inc., New York
di scount canera dealers, who were selling Mam ya equi pnment w t hout
aut hori zati on. The district court granted GCsawa's prelimnary
i njunction agai nst the defendants under § 526. The defendant al so
argued that the comon control exception should apply to exclude
plaintiff from§8 526 protection because Osawa-Japan, the excl usive
wor | dwi de di stributor, not only controlled the plaintiff, but also
controlled Mamya Co., the foreign trademark owner, through its 30%
ownership. The court held that the defendants had not shown conmon
control between Mam ya Co. and Osawa & Co., and did not accept the
defendants argunent that the plaintiffs had an wunjustifiable
monopoly on the sale of Mam ya equi pnent.

VWl - Mart points to Wil Ceramics & dass, Inc. v. Dash, 878

F.2d 659 (3d Cr.), cert. denied, 493 U S. 853 (1989) as a case

suggesti ng common control exists if the Anerican firmenjoys a close
relationship with the foreign firm because this "presents the
potential for wundesired nonopoly of the donestic market." The
"close relationshi p" between Bi enne and Geneva, according to WAl -

Mart, creates the sanme nonopoly potential. Weil, however, did not

7 The Second Circuit vacated the order and renanded to the
district court because the district court had failed to nake the
requi site findings concerning: the likelihood of irreparable harm
and either the likelihood of success on the nerits or sufficiently
serious questions going to the nerits to make thema fair ground
for litigation and a bal ance of hardships tipping decidedly toward
the party requesting the prelimnary relief. Bell & Howell: Mam ya
Co. v. Masel Supply Co., 719 F.2d 42, 44 (2d Gr. 1983).
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hold that a potential for nonopoly alone satisfies the comon
control requirenent. In Weil, the American owner of the LLADRO
trademark was the wholly-owned subsidiary of the foreign
manuf acturer and foreign owner of the LLADRO trademark. There was
comon ownership in the strict sense of the term i.e. conmmobn
ownership of controlling shares of stock

NEC El ectronics v. CAL Grcuit Abco, 810 F.2d 1506 (9th Cr.),

cert. denied, 484 U S. 851 (1987), also cited by Wal-Mart is

simlarly inapplicable. There the donestic trademark hol der (NEC
USA) was a whol | y-owned subsidiary of the foreign manufacturer and
trademark hol der (NEC-Japan); i ndeed, NEC- Japan's directors
constituted a majority of the NEC-USA' s board of directors. |d. at
1507. This was a cl ear case of common ownership and control, and is
unli ke the case before us.

Moreover, in Lever Bros. v. United States, 877 F.2d 101 (D.C

Cr. 1989), Wal-Mart correctly points out that the court assuned
common control although the Anerican trademark holder was
"affiliated . . . in sone manner not precisely disclosed in the
record" with the foreign trademark hol der. Id. at 102 n. 2.
However, the issue of comon control was conceded, as the court
specifically noted. 1d. The court ultimately declined to rule on
the § 526 issue and held that 8 42 of the Lanham Act barred
i nportation of foreign goods with identical trademarks if the goods
were physically different without regard to the affiliation between
the foreign and donestic firnms or the genui neness of the trademark.

ld. at 111. The Lever Bros. court found the affiliate exception of
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19 CF.R 8 133.21 (c) to be inconsistent with 8 42 with respect to
physical ly different goods.

We sinply find no support in the record before us that shows
that Rolex USA and Bienne are subject to common control. Even
though these two conpanies naintain a |ongstanding business
relationship, effective control in policy and operations has not
been shown. Bi enne manufactures the novenents of the Rol ex watches
which are then placed into casings manufactured and distributed
wor | dwi de by CGeneva. Wthout nore proof that Bienne and Rol ex USA
are subject to common control by sone source other than the ties
that bind two entities with a profitable business relationship, we
cannot hold under the current state of the | aw that conmmon control
has been shown.

C. The I nnocent Oaner Defense

VWl - Mart argues that the district court erred by granting a
summary judgnent of forfeiture, wthout conducting a trial on its
assertion of innocent ownership. Wal-Mart's assertion stens from

dicta in Cal ero-Tol edo v. Pearson Yacht Leasing Co., 416 U. S. 663,

94 S. . 2080, 40 L. Ed. 2d 452 (1974) where the Suprene Court held
constitutional a Puerto R can forfeiture statute providing
forfeiture of a vessel without notice and hearing until after
seizure. Police had found marijuana on the owner's yacht while in
t he possession of a |l essee who chartered the boat. The statute did
not require notice prior to seizure and did not exenpt property of
an owner who was neither involved in nor aware of the act of his

| essee which resulted in the forfeiture. |In dicta, the Court said,
it would be difficult to reject the constitutional
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cl aimof an owner whose property subjected to forfeiture
had been taken from himw thout his privity or consent.
Simlarly, the sane m ght be said of an owner who proved
not only that he was uninvolved in and unaware of the
wrongful activity, but also that he had done all that
reasonabl y coul d be expected to prevent the proscri bed use
of his property; for in such circunstance, it would be
difficult to conclude that forfeiture served legitinmate
pur poses and was not unduly oppressive.

ld. 416 U. S. at 689-90, 94 S. Ct. at 2094-95 (citations omtted).
VWl - Mart also relies on a Second Circuit decision to support its
assertion that thereis a constitutional "innocent ower" defense to

custons vi ol ati ons. United States v. One Tintoretto Painting, 691

F.2d 603, 607-08 (2d Cr. 1982) (owner of the painting attained
ownership before the illegal inportation into the U S. and did al

that reasonably could be expected to prevent the proscribed use of
his property before letting another take it on commssionto sell in
the U S.). However, as the Sixth CGrcuit recognized, both the

Cal ero-Toledo and Tintoretto Painting cases involved situations

where the owner of the property subject to forfeiture attained
ownership rights prior to the illegal use of the property. United

States v. One 1984 Mercedes Benz Mbdel No. 380 SE, 836 F.2d 268, 270

(6th Gr. 1988) (stating that in those cases where the innocent
owner defense was successful, the owner's rights to the property did
not flow fromthe illegal activity itself).

By contrast, Wal-Mart's ownership of the watches arises only
after the unauthorized inportation. Wl-Mart seens to suggest that
we apply an "innocent purchaser for value" defense here. But, the
Sixth Grcuit has held, inan illegal inportation case that Cal ero-

Tol edo does not create this defense. See, One 1984 Mercedes Benz
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Model No. 380 SE, 836 F.2d at 270 (no i nnocent purchaser defense for

one who purchased vehicle frominporter who falsely clained that the
vehi cl e was for personal use only and paid no duty because all ow ng
defense woul d seriously underm ne the enforcenent of the custons
| aws) . The Sixth Crcuit decision was followed by the Eighth
Circuit in United States v. One Cessna Mddel 210L Aircraft, 890 F. 2d

77, 82 (8th Cir. 1989) (alternatively holding that appellant's
ownership of plane flowed from another's illegal drug trafficking
and ordering forfeiture). Since WAl-Mart purchased these watches
after their wunauthorized inportation, we hold that no innocent
purchaser or owner defense is available to Wal-Mart. |t would seem
to render wuseless the current system of public recordation if
purchasers of inported itens could ignore the listings and obtain
good title by sinply asking their sellers, as Wal - Mart di d, whet her
the inports were authori zed.

AFFI RVED.
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