
I
I

I
I

NO. 06-36066

IN THE U'NITED STATES COURT OF APPEALS c,a.rnv4^

FOR THE NINTH CIRCUIT _.s. coff_E_so_jv..,..:

":'qLN""

r?.
U /

_'EBi s 2oo7_

I

I

I
i

PHILIP MORRIS USA, INC.,

Plaintiff-Appellant,

V.

KING MOUNTAIN TOBACCO COMPANY, INC.;
MOUNTAIN TOBACCO; DELBERT L. WHEELER, SR.;

And RICHARD "KIP" RAMSEY,

Defendants-Appellees.

i

I

On App_eal from the United States District Court

for the Eastern District of Washington, Case No. CV-O6-3073-RHW
The Honorable Robert H. I_7_ale_6 United States District Judge

RESPONSE BRIEF OF APPELLEES KING MOUNTAIN

i TOBACCO CO., INC.; MOL_NTAIN TOBACCO;DELBERT L. WHEELER, SR.; AND RICHARD "KIP" RAMSEY

i

I

[
I

I

I

I

l

Bart J. Freedman
J. Michael Keyes

Theresa L. K_'es
Theodore J. Magelis
Kari Vander Stoep
KIRKPATRICK & EOCKI-L4.RT
PRESTON GATES ELLIS LLP

618 West Riverside Avenue,
Suite 300
_eokane, WA 99201-0602

lephone: 509-624-2100
Facsxmile: 509-456-0146

Attorneys for Appellees

m



I
I

I
If

i
I

I

I
i

|

i

I

i
I
i
i

I

i
I

CORPORATE DISCLOSURE STATEMENT

Pursuant to Federal Rules of Appellate Procedure 26.1, Appellee King

Mountain Tobacco Company, Inc., states that it has no parent company and no

wholly-owned subsidiary which has issued shares to the public.
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I. INTRODUCTION

The District Court properly followed Supreme Court and Ninth Circuit

precedent when it ruled that the Yakama Tribal Court must be given the first

opportunity to determine whether it has jurisdiction over tort-based claims that

Philip Morris USA, Inc. ("Philip Morris") filed against King Mountain Tobacco

Company, Inc., Richard Ramsey, and Delbert Wheeler (collectively the "King

Mountain Defendants") arising from their on-reservation commercial activity.

King Mountain Tobacco Company, Inc. is a Yakama tribal business. Mr. Ramsey

and Mr. Wheeler are life-long enrolled members of the Yakama Tribe. As both the

Supreme Court and this Court repeatedly have held, it is the tribal court's

responsibili_ to develop a full record regarding facts relevant to jurisdiction and to

apply its factual findings to the "complex patchwork of federal, state, and tribal

law" that determines jurisdiction. See Smith v. Salish Kootenai College, 434 F.3d

1127, 1130 (9th Cir. 2006) (en banc), cert. denied, 126 S. Ct. 2893 (2006).

In its opening brief, Philip Morris attempts to show that tribal courts "plainly

lack jurisdiction" over what the District Court properly characterized as

"trademark claims against tribal members whose conduct occurred on rese_ation

lands." Order Granting Motion to Stay at 6, ER 623. I Philip Morris has not met

that burden. As the District Court correctly recognized, Philip Morris has--at

1 "ER" refers to the Excerpts of Record. "Supp. ER" refers to Supplemental
Excerpts of Record filed T6y Appellees.

-1-
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best--shown that there is room for disagreement regarding the factual record and

the application of governing law. In such circumstances, the role of the federal

courts is clear: They must stay their hand and defer ruling on jurisdiction until

after the tribal court has ruled. Iowa Mutual Ins. Co. v. LaPlante, 480 U.S. 9, 16

(1987). Philip Morris will have a full opportunity to present its challenge to

jurisdiction in federal court after the Yakama Tribal Court review is complete. Id.

at 19.

Philip Morris is not entitled to prelimina_, relief regarding its Lanham Act

and related state law claims, and that request is especially inappropriate given that

the District Court has not had an opportuni_, to consider Philip Morris's claims or

the relief requested. As an initial matter, Philip Morris has not established that the

District Court abused its discretion in declining to consider Philip Morris's request

for a prelimina_: injunction. Additionally, among other failures, Philip Morris has

failed to establish that: (i) its trade dress is strong in light of the "crowded field" of

similar trade dress on similar products; (ii) consumers of cigarette products do not

exercise a high degree of care in their purchasing decisions; (iii) there was any

"actual confusion"; and (iv) its trade dress is "non-functional." Finally, Philip

Morris has "unclean hands" because for decades, it has deceived the public (and

the federal government) regarding its Marlboro trademark products--the same

ones at issue here. Thus, because of Philip Morris's unclean hands, the equitable

-2-
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remedy of injunctive relief is not available to it.

II. JURISDICTIONAL STATEMENT

King Mountain agrees with Philip Morris's jurisdictional statement. See

Opening Brief of Appellant Philip Morris ("PM Br.") at 3-4.

III. STATEMENT OF ISSUES FOR REVIEW

A. Whether there is a plain or clear bar to Yakama Tribal Court

jurisdiction over Philip Morris's Lanham Act, and related state law claims against

King Mountain, a tribally-licensed business, and \_eeler and Ramsey, Yakama

tribal members, for activities arising on the Yakama Indian Reservation.

B. Whether Philip Morris is entitled to injunctive relief when it failed to

establish the trial court abused its discretion, there are numerous factual disputes

regarding the scope and enforceability of Philip Morris's trademark and trade dress

rights, and Philip Morris deceived the public regarding its Marlboro trademark

products.

IV. STATEMENT OF THE CASE

Philip Morris's Statement of the Case, see PM Br. at 5-7, properly states the

procedural history.

V.

Defendants Delbert L.

STATEMENT OF FACTS

Wheeler and Richard "Kip" Ramsey are enrolled

members of the Yakama Indian Nation, residents of the Yakama Reservation, and

-3-
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" Zlong-standing business owners on the Yakama Reservation. See ER 4_,0, ER 433-

34; ER 454, 458. Prior to entering the tobacco business, both Wheeler and Ramsey

owned and operated successful logging businesses on the Yakama Reservation--

Wheeler Logging and Tiin Ma Logging--which are "'wholly Indian operations."

ER 434; ER 458.

In 2005, Wheeler and Ramsey decided to expand their business ventures and

began manufacturing and distributing their own brand of cigarettes--King

Mountain--from the Yakama Resern'ation. ER 432. Wheeler and Ramsey own

Defendant Mountain Tobacco Co. cb'b/a King Mountain Tobacco Company, Inc.

("King Mountain"), a corporation formed and licensed under the laws of the

Yakama Indian Nation 2 and located on the Reservation. ER 455; ER 431; ER 440-

42. Pursuant to Yakama Indian Tribal Code Chapter 30.05, the Yakama Tribal

Council issued a certificate of incorporation to King Mountain (ER 438-39) and a

business license to King Mountain. ER 443-44.

Wheeler's and Ramsey's business venture is built on their Yakama heritage

and their pride in the culture and symbols of their tribe. For example, the

"Mountain" in the brand name of their cigarettes and depicted on the packaging is

Philip Morris's Amended Complaint named Mountain Tobacco and King

Mountain as separate defendants. ER 1. In reality, Mountain Tobacco and King

Mountain are the same party, Mountain Tobacco Co. ckb/a King Mountain

Tobacco Company.

-4-
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Mt. Adams--known as "Pahto" in the Yakama Nation--a place of great spiritual

significance to tribal members. Pahto is instantly recom-aizable to the tribal smoke

shops and smoke shop customers to whom King Mountain distributes its cigarettes.

ER 220-21; ER 224; ER 230. ("The most prominent feature on the King Mountain

packaging is the depiction of Mt. Adams on the front. Mr. Adams is a sacred

image to the Yakama Indian people, and is universally recomaized by our Yakama

Indian customers.") ER 277; ER 282-83; ER 433 ("[The Mountain] is readily

recognized by all Yakamas as Pahto, and not as just a mountain. It is important to

our religious and cultural beliefs as Yakamas in that it is the symbol of life to our

tribe, and the source of life, food and water. It is also a sacred place and used in

several cultural and religious customs of our tribe.") ER 455-57.

King Mountain's packaging also includes symbols and pictures that further

link the King Mountain product to V,'neeler's and Ramsey's heritage as Yakama

Indians and their successful tribal businesses:

[T]he images on the packaging also contain an image or logo of Wheeler

Logging, Delbert Wheeler's business and an image or logo of my business,

Tiin Ma Logging [ER 453], both of which are also wholly Indian operations.

The triangle on the packaging, behind the Indian head profile, is a symbol of

strength, and again is of cultural significance to us as Yakama Indians.

Including this on the packaging was of importance to us because it displays

who we are.

ER 433-34; see also ER 224; ER 272; ER 283; ER 458 ("In designing the package

for King Mountain, I also wanted to add images that would be significant to me, as

J
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well as, identi_ me and Kip Ramsey. For example, it was important to me that the

packaging include the profile of 'Chief Kamiakan', the historic and revered chief

of the Yakama tribe and my great, great, grandfather.").

Wheeler and Ramsey started selling King Mountain cigarettes to Indian-

owned smoke shops on the Yakama Reservation in January 2006. ER 432.

Eventually, they expanded the company's sales to other Indian tribes and smoke

shops on other Indian reservations. Id. King Mountain manufactures and sells

cigarettes only to Indian tribes and tribally-licensed smoke shops on reservation

lands. ER 459. According to Mr. Ramsey, King Mountain:

market[s] the product only to Indian smoke shops located and doing business

in Indian Count_'. We would only market to shops owned and operated by

Indians, and located upon reservation lands .... [W]e have made it our

policy to sell only "Indian to Indian;" that is only from our Yakama Indian

business to other enrolled Indians or tribally licensed businesses. We have

not made any sales or distributions of the King Mountain product to any
non-Indians or businesses that were not located upon a recognized Indian

reselwation or to a business not licensed by the tribe upon which reservation
such business was located.

4_., ..3ER ._.'-J._ ; ER 459.

King Mountain's only places of business including its offices, warehouse

and distribution facilities is located on the Yakama Reservation at 2000 Signal

3 Philip Morris states repeatedly in its brief that King Mountain products are sold

on the internet. PM Br. at 2, 4, 14, 32, 34. King Mountain does not make internet

sales of its products. ER 433, ¶ 9. Third parties are apparently offering for sale

King Mountain cigarettes on the internet, but King Mountain has no control over

those websites or any sales made from them. Id.

-6-
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Peak Road, White Swan, Washington. ER 431. All King Mountain cigarettes are

distributed and shipped from these facilities on the Yakama Reservation. Id.

Typically, King Mountain customers submit orders by phone or fax to King

Mountain's distribution facilities on the Yakama Reservation. Id.; ER 224; ER

347. Wheeler and other King Mountain sales representatives solicit business by

telephone from their offices on the Yakama Reservation, at trade shows, or through

visits to their customers' places of business. ER 431-32. In short, all of the

business and marketing decisions of King Mountain are made by \Xqaeeler and

Ramsey at King Mountain's offices on the Yakama Reservation.

King Mountain cigarettes are sold at a number of smoke shops on the

Yakama Reservation where Philip Morris's "Marlboro" trademark cigarettes are

also sold. In fact, Philip Morris distributes its cigarettes widely on the Yakama

Reservation and maintains actual sales and promotional contracts with several

Indian vendors located on the Yakama Reservation. ER 226-232, 264-265, 275-

276, 285-288, 292. One of these contracts is with an Indian company in which Kip

Ramsey--a named Defendant--is a stockholder. ER 288 f 12; ER 295.

Some stores located on the Reservation do not have a direct contract with

Philip Morris, but its cigarette products are, nevertheless, sold in these stores. ER

219-220, 222-223, 279-281. Philip Morris's Marlboro trademark products have

been sold by Yakama Indians on the Reservation for decades. ER 227 ¶ 5 ("35

-7-
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years"); ER 280 f 4 ("28 years"). Philip Morris maintains an active sales force that

regularly and voluntarily enters the Yakama Reservation with the specific purpose

of installing shelving for the Marlboro trademark products, and inspecting or

otherwise tending to these products that are sold by the Indian stores. ER 228; ER

265-66 ¶¶ 4-6; ER 276 ¶ 5; ER 282 _ 13; ER 288 ¶ 10; ER 324.

VI. STANDARD OF REVIEW

There is mixed authority regarding the applicable standard of review. In

Stock West, hw. v. Taylor, 964 F.2d 912 (9th Cir. 1992) (en banc), this Court held

that the District Court's decision to abstain based on the tribal court exhaustion

doctrine should be reviewed for abuse of discretion. See id. at 917-18. However,

in Boozer v. Wilder, 381 F.3d 931 (9th Cir. 2004), the Court indicated that

application of the tribal court exhaustion doctrine is reviewed de novo. See id. at

934.

In determining whether to allow tribal courts the first opportunity to resolve

their jurisdiction, federal courts employ a deferential standard: They examine

whether tribal courts "plainly lack jurisdiction" and whether such jurisdiction is

"foreclosed" or "resolved" by existing federal law. See Nat'l Farmers Union Ins.

v. Crow Tribe of Indians, 471 U.S. 845, 855 (1985); Ford Motor Co. v.

Todecheene, F.3d, 2007 WL 270120 at * 1 (9th Cir. Feb. 1, 2007) ("Because

our en banc opinion in Smith v. Kootenai College, 434 F.3d 1127 (9th Cir. 2006)

-8-
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did not resolve the iurisdiction issue presented in this case, we cannot say that the

tribal courts . . . plainly lack jurisdiction over the dispute among Ford Motor

Company, the Todecheenes and the Navajo Nation.") (emphasis added).

The denial of a motion for a preliminary injunction is reviewed for an abuse

of discretion. See Playmakers LLC v. ESPN, Inc., 376 F.3d 894, 896 (9th Cir.

2004).

VII. SUMMARY OF ARGUMENT

A. Philip Morris Must First Exhaust Its Tribal Court Remedies.

The District Court correctly decided that the tribal court exhaustion doctrine

mandates that the Yakama Tribal Court be allowed the opportuni_" to determine

whether its has jurisdiction over the causes of action Philip Morris filed against the

King Mountain Defendants in U.S. District Court. The tribal court exhaustion

doctrine is an important component of tribal sovereignty and self-determination.

This doctrine is triggered in any federal suit--such as this one--where there is a

"colorable basis" as to a tribal court's jurisdiction. Such a basis exists here

because Philip Morris has alleged that two life-long members of the Yakama Tribe

(and a tribally-licensed business owned by them) have engaged in tortious conduct

on the Yakama Indian Reservation.

Philip Morris brushes aside the tribal court exhaustion doctrine and claims

that the U.S. Supreme Court's decision in Montana v. United States, 440 U.S. 147
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(1979) and its progeny "plainly foreclose" the jurisdiction of the Yakama Tribal

Court here. Philip Morris is wrong for three reasons.

First, the U.S. Supreme Court has never held that the framework set forth in

Montana applies in a case such as this, where a non-Indian plaintiff has sued tribal

members and their business for allegedly-tortious conduct occurring on tribal land.

Thus, it simply cannot be said that Montana "plainly forecloses" tribal court

jurisdiction here.

Second, as this Court's most recent decisions illustrate, Montana does not

plainly foreclose the Yakama Tribal Court from exercising jurisdiction in this case.

For example, in McDonald v. Means, 309 F.3d 530 (9th Cir. 2002), this Court held

that the Montana framework did not apply to bar tribal court jurisdiction over a tort

committed by a nonmember on tribal land. If Montana did not foreclose

jurisdiction in that case, then certainly Montana cannot be said to foreclose

jurisdiction here where the alleged tort was supposedly committed by tribal

members on tribal lands. Indeed, in Smith v. Salish Kootenai College, this Court

noted that the "most important" fact in assessing whether a tribal court has

jurisdiction is the party status of the nonmember. Here, Philip Morris is a

nonmember Plaintiff suing member Defendants for their allegedly-tortious conduct

on tribal land. The tribal court does not "plainly lack" jurisdiction over these

claims.

-10-
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Lastly, even if the Montana framework did apply in this case, which it does

not, the King Mountain Defendants have provided a colorable basis as to why they

can satis_ both exceptions to the presumption against tribal court jurisdiction.

Philip Morris has engaged in a consensual relationship with the Yakama Tribe and

its members by engaging in systematic, per_asive, and significant commercial

activities with Yakama members on resern:ation land. Additionally, denying the

Yakama Tribal Court jurisdiction here would undermine the political integrity of

the Yakama Tribe itself.

Philip Morris also claims that the U.S. Supreme Court decision in Nevada v.

Hicks, 533 U.S. 353 (2001), precludes tribal courts from adjudicating disputes

involving a federal statute. Once again, Philip Morris is wrong. Philip Morris's

argument is grounded in a fundamentally-flawed reading of Hicks and ignores

post-Hicks decisions from this Court where it determined that tribal courts can

adjudicate federal causes of action. Philip Morris's argument is also premised

upon a misconception between "original" jurisdiction and "exclusive" jurisdiction.

No provision in the Lanham Act provides for "exclusive" jurisdiction over Lanham

Act claims. Finally, this Court should reject Philip Morris's argument that tribal

court adjudication of Lanham Act claims would lack any "meaningful federal

review" of those tribal court decisions. Although the scope of a federal court's

review of tribal court decisions is admittedly unclear, federal court review of Philip

-11-
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Morris's claims will be no different than the review provided to any plaintiff

whose claims are subject to tribal court exhaustion. Moreover, there is some

authority suggesting that federal court review of Philip Morris's claims will be

substantial.

B. Philip Morris Is Not Entitled Injunctive Relief Under The
Lanham Act or Related State Law Causes of Action.

Philip Morris failed to establish it is entitled to injunctive relief for no fewer

than three reasons. First, Philip Morris does not--and cannot--establish that the

trial court abused its discretion in declining to consider Philip Morris's request for

a preliminary injunction.

Second, there are numerous contested factual issues and unanswered

questions regarding: (i) the purported "strength" of Philip Morris's "Marlboro"

trade dress; (ii) the degree of care exercised by consumers of cigarette products;

(iii) the alleged "evidence" of actual confusion; and (iv) the functionality of Philip

Morris's Marlboro trade dress, to name just a few. Philip Morris glides past these

contentions and unanswered questions and self-selwingly concludes that it is

"ovelavhelming likely" it will prevail on all of its claims. Philip Morris is wrong

and it is not entitled to injunctive relief.

Third, if ever there was a case where the defense of"unclean hands" applies,
r

this is undoubtedly it. The U.S. District Court for the District of Columbia recently

determined that for decades Philip Morris deceived the public (including the

-12-
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federal govemment) regarding the Marlboro trademark products, several of which

are at issue in this case. Philip Morris's deceitful conduct regarding its Marlboro

trademark products is truly remarkable. Philip Morris lied about its Marlboro

products in advertising and persistently misrepresented its Marlboro products on

the trade dress packaging, Philip Morris's conduct represents a classic case of a

No relief should be granted, injunctive ortrademark Plaintiff's unclean hands.

othenvise.

VIII. ARGUMENT

A. The Federal Courts Have An Important Responsibili_" For Supporting

Tribal Government And Self Determination Through The Tribal Court
Exhaustion Doctrine.

The tribal court exhaustion doctrine requires federal courts to either stay or

dismiss actions brought in federal district court if tribal court jurisdiction is "not

automatically foreclosed" based on existing precedent. See Nat'l Farmers, 471

U.S. at 855-56; Iowa Mutual, 480 U.S. at 16; Stock West, 964 F.2d at 919. In its

opening brief. Philip Morris downplays the tribal court exhaustion doctrine and

invites the Court to do the same. PM Br. at 41-43.

The Court should decline Philip Morris's invitation for two reasons. First,

allowing the Yakama Tribal Court the first opportuniD to determine its jurisdiction

is a critical part of this Nation's "policy of supporting tribal self-government and

self-determination." Nat'l Farmers, 471 U.S. at 855-56. This Court would further
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the fundamental objectives of the exhaustion doctrine if it allows the Yakama

Tribal Court to decide whether to exercise jurisdiction over federal, state, and

common law tort claims: (i) arising from on-reservation conduct; and (ii) against

King Mountain (a Yakama Nation corporation with its place of business on the

Reserx'ation) and its owners, who are enrolled members of the Yakama Nation that

live and work on the Resern'ation.

Second, deferring to the Yakama Tribal Court allows that court to develop a

full factual record and to address in the first instance the complex legal inqui_

necessa_' to determine its jurisdiction. As the Supreme Court has explained:

[T]he existence and extent of a tribal court's jurisdiction will require a

careful examination of tribal sovereignty, the extent to which that

sovereign_ _ has been altered, divested, or diminished, as well as a detailed

study of relevant statutes, Executive Branch policy as embodied in treaties

and elsewhere, and administrative or judicial decisions.

We believe that examination should be conducted in the first instance in the

Tribal Court itself.

!

I

I
I

I

I

i

Id. (emphasis added). 4

Moreover, allowing the tribal court the first opportunity to rule upon the

jurisdictional question is especially important when-_-as here---there is not a fully

developed factual record and uncertainty regarding the legal basis for jurisdiction.

4 See also Smith, 434 F.3d at 1130 (noting that tribal courts have special expertise

in applying the "complex patchwork of federal, state, and tribal law" that governs

tribal court jurisdiction).
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In such cases, the tribal court's ruling will "provide other courts with the benefit of

[its] expertise in such matters .... " Nat'lFarmers, 471 US. at 856-57; Smith, 434

F.3d at 1131 n.1. Only then can the federal courts properly determine the scope of

the tribal court' s jurisdiction. Iowa Mutual, 480 U.S. at 19.

In order to ensure that the exhaustion doctrine serves the purposes outlined

by the Supreme Court in National Farmers and Iowa Mutual, federal courts set a

low threshold that triggers federal court abstention in favor of allowing tribal

courts the first opportunity to consider their jurisdiction. In National Farmers, the

Court explained that exhaustion is required where the civil jurisdiction of the tribal

court over the non-Indian parties is "not automatically foreclosed." 471 U.S. at

855. Earlier this month, this Court withdrew its decision in Ford Motor Co. v.

Todecheene because the tribal court's jurisdiction over a tort claim against Ford for

conduct occurring both on and off the reservation could not be considered

"resolve[d]." 2007 WL 270120, at *1. Likewise, in Stock West, this Court

articulated that tribal court exhaustion is required whenever there is a "colorable

question" or "colorable claim" to tribal court jurisdiction. Stock West, 964 F.2d at

919 (en bane). That standard was reaffirmed recently in Srnith, 434 F.3d at 1131

n.1 (en banc), s

5 When applying the "colorable question" standard, district courts, relying on the

record available, must determine only whether "the assertion of tribal court

jurisdiction is plausible and appears to have a valid or genuine basis." Stock West,

-15-
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Philip Morris's brief fails to demonstrate that tribal court jurisdiction over its

claims arising from on-reser-,-ation activities of tribal members and their business is

"automatically foreclosed" or "resolved." tn fact, as shown below, there is a

strong basis for tribal court jurisdiction over claims against "tribal members whose

[allegedly tortious] conduct occurred on reservation land." Order Granting Motion

to Stay at 6, ER 623. At best, Philip Morris shows unresolved questions regarding

tribal court jurisdiction. Because the King Mountain Defendants present a

colorable claim to jurisdiction, the federal courts must abstain while the tribal court

considers it jurisdiction in the first instance. See Smith, 434 F.3d at 1135, n. 1.

B. ,_lontana v. United States Does Not Preclude The Yakama Tribal

Court's Jurisdiction Over Claims Against Tribal Defendants Arising
From On-Reservation Activities.

In an effort to avoid the tribal court exhaustion doctrine, Philip Morris

argues that under Montana v. United States, it is "plain" or "clear" that the Yakama

I
I

I
I
I
I
I

964 F.2d at 919. If there is a "genuine dispute" between the federal court parties

regarding jurisdiction, or if such jurisdiction is "debatable," or is "unclear," then

the federal district court must either stay or dismiss the federal court complaint

until the parties exhaust their tribal court remedies. See Allstate Indemnity Co. v.

Stump, 191 F.3d 1071, 1072 (9th Cir. 1999) ("genuine dispute" description of the

"colorable question" standard), amended by 197 F.3d 1031 (9th Cir. 1999); Ellion

v. I_'Tzite Mountain Apache Tribal Court, 2006 _3,,rL 3533147, at *5-7 (D. "Ariz. Dec.

6, 2006) (slip copy) ("debatable" description); Espil v. Sells, 847 F. Supp. 752,

758, 759 (D. Ariz. 1994) (holding that where the answer to whether the tribal court

has jurisdiction is "unclear" "the question of Indian jurisdiction" is "colorable");

see also Landmark Golf Ltd. v. Las Vegas Paiute Tribe, 49 F. Supp. 2d 1169, 1175

(D. Nev. 1999) (finding plausible tribal court jurisdiction even though dispute

involved activities both on and off reservation).
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Tribal Court lacks jurisdiction over this suit. Philip Morris's arguments fail for

three independent reasons. First, the holding in Montana, by its own terms, does

not apply the Montana framework 6 to the on-reservatiort activities of tribal

members, such as the King Mountain Defendants. Second, Ninth Circuit

authority--including the recent en banc opinion in Smith and this Court's order

withdrawing the previous opinion in Ford Motor Co. v. Todecheene---clarify that

3]ontana does not foreclose tribal court jurisdiction over a nonmember plaintiff

who brings claims against tribal defendants arising from activities on tribal lands.

Third, even if the Montana framework did apply here, the King Mountain

Defendants provide a colorable argument as to why either prong of the Montana

framework might be satisfied, even at this early stage of this litigation. Any of

these three reasons, standing alone, is a sufficient basis to affirm the trial court's

conclusion that tribal court jurisdiction is not "automatically foreclosed" in this

case.

6 In Montana the Court held that tribal jurisdiction generally does not extend to the

activities of nonmembers of the tribe with two exceptions: (1) where nonmembers

have entered into consensual relationships with tribal members; or (2) where
conduct on reservation or non-Indian fee land on the reservation threatens or has

some direct effect on the political integrity, the economic security, or the health or

welfare of the tribe. 450 U.S. at 565-66. For ease of reference, the Montana

presumption and the two exceptions are referred to herein as "'the Montana
framework."
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1. The Supreme Court Has Never Held that the i_lontana

Framework Applies When a Tribal Member is Sued for Claims

Arising from Activities on Reservation Lands.

Philip Morris properly concedes that the tribal court should initially hear this

matter unless it is "plain" or "clear" that the tribal court does not have jurisdiction."

PM Br. at 41. Philip Morris argues, however, that tribal court jurisdiction is

foreclosed in this case because the Montana framework applies to all cases in

which a nonmember is a party in tribal court--regardless of whether the

nonmember is a plaintiff or defendant. PM Br. at 3, 20-21, 27-28. 8 That argument

rests on a misreading of Montana and its progeny: The Supreme Court has not

held that the Montana framework applies in a case such as this one where a

nonmember plaintiff asserts claims against tribal defendants arising from their on-

reservation activities. 9

The Supreme Court's decision in Montana involved the authority of tribal

governments to regulate the hunting and fishing activities of nonmembers on non-

7 See St?ate v. A-1 Contractors, 520 U.S. 438,459 n.14 (1997); Hicks, 533 U.S. at

369.

8 See, e.g., PM Br. at 20-21 ("In Montana v. United States, 450 U.S. 544 (1981),

the Supreme Court established a general rule against tribal jurisdiction over

nonmembers, subject to two narrow exceptions. This case plainly does not fit

within either of these exceptions."); see also id. at 1, 3, 24, 28.

9 Indeed, the Supreme Court frequently has made clear that, unlike tribal criminal

jurisdiction, there is no general prohibition against tribal courts asserting

jurisdiction over nonmember parties. Cf Oliphant v. Suquamish Indian Tribe, 435

U.S. 191 (1978) (holding that tribal courts may not exercise criminal jurisdiction
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Indian fee lands. As a result, the focus of the Montana framework is on tribes'

authority to regulate activities of nonmembers. Specifically, the Montana Court

explained:

[T]he inherent sovereign powers of an Indian tribe do not extend to the

activities of nonmembers of the tribe. To be sure, Indian tribes retain

inherent sovereign power to exercise some forms of civil jurisdiction over

non-Indians on their reservations, even on non-Indian fee lands. A tribe may

regulate, through taxation, licensing, or other means, the activities of

nonmembers who enter consensual relationships with the tribe or its

members, through commercial dealing, contracts, leases, or other

arrangements. A tribe may also retain inherent power to exercise civil

authority over the conduct of non-Indians on fee lands within its reservation

when that conduct threatens or has some direct effect on the political

integrity, the economic security, or the health or welfare of the tribe.

Montana, 450 U.S. at 565-66 (emphasis added) (internal citations omitted); see

also Strate, 520 U.S. at 446. l° As this excerpt indicates, Montana concerns the

ability to regulate the conduct of nonmembers. Montana is silent regarding tribal

courts' jurisdiction over the activities of tribal members occurring on Indian land.

Thus, Montana does not "plainly" foreclose tribal court jurisdiction in this case

where nonmembers and their activities are the target of a tribe's regulator)" or

adjudicato_ jurisdiction.

over non-Indians).

I

I
I

lo Strate acknowledged that Montana defines the adjudicator" jurisdiction of tribal

courts, in the context of claims arising from activities of nonmembers on non-
Indian fee lands. 520 U.S. at 453.
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Philip Morris argues that Strate and Hicks extended the Montana framework

to all cases involving nonmember parties. PM Br. at 24-25. That is wrong. Strate

expressly reserved the question of whether Montana foreclosed jurisdiction over

all nonmember defendants and was silent about the application of the Montana

framework to nonmember plaintiffs whose claims arise from on-reservation

conduct. As noted by the Court: "We express no view on the governing law or

proper forum when an accident occurs on a tribal road within a reservation." 520

U.S. at 442 (emphasis added). Likewise, in Hicks, the Court observed that: "Our

holding in this case is limited to the question of tribal-court jurisdiction over state

officers enforcing state law. We leave open the question of tribal-court jurisdiction

over nonmember defendants in general." 533 U.S. at 358 n.2 (emphasis added)

(internal citations omitted).

Because the Supreme Court in Strate and Hicks specifically left open the

application of the Montana framework to tribal court nonmember defendants, and

was silent regarding the application of the Montana framework to cases involving

on-reservation conduct of tribal members, there is no basis for Philip Morris's

argument that the Supreme Court has "foreclosed" or "resolved" tribal court

jurisdiction, or created a "plain" bar to such jurisdiction in this case.

-20-



I

I
I

I

l
I
I

I
I
l
I

I
I

I
I

I
I

I

I
I

2. The District Court Did Not "Cross Wires" in Concluding that the

Yakama Nation's Regulator)', and Thus Adjudicaton',

Jurisdiction Extends to the Business Activities of King Mountain.

Philip Morris argues that the District Court "crossed wires" and committed

reversible error through a flawed application of Strate. PM Br. at 20, 24-26.

Specifically, Philip Morris claims the District Court incorrectly concluded that,

because the tribe has jurisdiction to regulate the business activities of on-

reservation corporations like King Mountain, there also is a colorable claim to

adjudicator3 jurisdiction over King Mountain arising from such activities. PM Br.

at 20. That argument rests on a misunderstanding of Montana and Strate.

In Strate, the Supreme Court held that a tribal court's adjudicatou

jurisdiction is no broader than the tribe's regulator3, jurisdiction, as defined in

Montana: "As to nonmembers, we hold, a tribe's adjudicative jurisdiction does not

exceed its legislative jurisdiction." 520 U.S. at 453. However, in attempting to

apply Strate here, Philip Morris forgets the second half of the equation. Like

),Iontana, Strate focused on the authority of tribal courts to exercise jurisdiction

over suits that target the activities or conduct of nonmembers on non-Indian fee

lands: "[T]he civil authority of Indian tribes and their courts with respect to non-

Indian fee lands generally 'do[es] not extend to the activities of nonmembers of the
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tribe.'" Id. (quoting Montana) (emphasis added)." Here, the activities and

conduct targeted by Philip Morris's lawsuit are the activities and conduct of tribal

members and a tribally-licensed business located and operating on the Yakama

Reservation. As a result, the District Court did not err in focusing on tribal

regulator?" and adjudicator5" jurisdiction over the conduct and activities of King

Mountain. ER 623.

In sum, despite Philip Morris's efforts to convince this Court otherwise,

neither -14ontana nor its progeny resolve whether the Montana framework applies

here, and the District Court properly concluded that "it is not clear whether tribal

courts have adjudicative authority to address trademark claims against tribal

i, Montana and Strate focus on the status of the nonmember part): as explained by

Justice Souter in his concurrence in Hicks:

After Strate, it is undeniable that a tribe's remaining inherent civil

jurisdiction to adjudicate civil claims arising out of acts committed on a

reservation depends in the first instance on the character of the individual

over whom jurisdiction is claimed, not on the title to the soil on which he

acted. The principle on which Montana and Strate were decided (like

Oliphant before them) looks first to human relationships, not land records,

and it should make no difference per se whether acts committed on a

reservation occurred on tribal land or on land owned by a nonmember

individual in fee. It is the membership status of the unconsentin_ party, not

the status of real property, that counts as the primaD: jurisdictional fact.

Hicks, 533 U.S. at 381-82 (Souter, J., concurring) (emphasis added). In other

words, the Montana framework applies when the nonmember in tribal court

litigation is the defendant--the unconsentin_ party.

-22-



l
I

I
I
I
I

I
I

I
I
I

I
I

I
I
I

I

I

I

members whose conduct occurred on reservation lands." Order Granting Motion

to Stay at 6, ER 623.

3. Ninth Circuit Authority Clarifies that Montana Does Not Bar

Tribal Court Jurisdiction Over Actions Arising from On-

Reservation Activities.

Although the Supreme Court has been silent regarding the application of the

Montana framework to cases such as this one, the Ninth Circuit has clarified that

the Montana framework does not apply. For example, in McDonald v. Means--

decided after Strate and Hicks--the Ninth Circuit held that the Montana

framework did not apply to an alleged tort committed on tribal trust land, even

thou__Ja that tort was committed bv a non-Indian defendant. See 309 F.3d 530, 536

(9th Cir. 2002). In reaching that decision, the Court refused to apply the Montana

framework and explained that "Montana announced two exceptions to the general

rule that tribes lack jurisdiction over nonmembers on non-Indian land... Neither

exception applies here." 309 F.3d at 536 n. 2. The Court nonetheless concluded

that the tribal court had jurisdiction--regardless of the tribal court defendant's

status as a nonmember--because the suit involved a tort that occurred on the

resern:ation. See id. at 536 ("Tribes maintain considerable authority over the

conduct of both tribal members and nonmembers on Indian land, or land held in

trust for a tribe by the United States.").
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Because McDonald holds that a tribal court has jurisdiction over an on-

reservation tort claim brought against a nonmember defendant, while specifically

confirming that the Montana framework does not apply to such claims, it is clear

that neither Montana, Strate, nor Hicks can be read to "foreclose" or to create a

"plain" or "clear" bar to tribal court jurisdiction over claims by a nonmember

against tribal defendants arising from allegedly tortious on-reservation conduct.

Thus, the District Court correctly applied Montana and its progeny when ruling

that they do not foreclose tribal court jurisdiction in this case.

Philip Morris's only response to cases such as McDonald and Stock West, 12

is to argue--without support--that its claims arise from off-reservation conduct.

See PM Br. at 2, 14, 32, 34 (alleged interact sales); id. at 2, 14, 16-17, 32, 34

(alleged off-resern'ation sales); id. at 32 n.13 (alleged off-reserx'ation

manufacturing); and id. at 32 n.13 (alleged off-reservation labeling). Those

arguments are contrars; to the record and contrary to the District Court's finding

that this case involves "trademark claims against tribal members whose conduct

occurred on reservation lands." Order Granting Motion to Stay at 6, ER 623; see

J2 In Stock West, the Ninth Circuit found tribal court jurisdiction in a procedural

and factual posture quite similar to this case: tort claims initially brought in federal

court by nonmember plaintiffs for activities occurring largely on the defendants'
resein'ation. 964 F.2d at 919.
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also ER 87, ¶ 3-4 (supposed confusion occurring in "MabtordGrandview"area); ER

460, ,r 13 (Mabton is located within the Yakama Reservation).

Even if there was room for Philip Morris to dispute the District Court's

finding, exhaustion is still required when on-reservation conduct extends to off-

resernation activities, or actions that have off-reservation impacts. See Stock West,

964 F.2d at 919-20; Allstate Indemnio, Co., 191 F.3d at 1075. Accordingly, Philip

Morris's efforts to highlight off-reserxation conduct or impacts does not defeat

Defendants' colorable claim to tribal court jurisdiction.

In addition, this Court's recent opinions in Smith and Ford, completely

foreclose Philip Morris's argument that the Montana framework applies without

limitation to any legal action involving nonmembers. PM Br. at 27-28. In Smith,

an en banc panel of this Court addressed Philip Morris's argument--which was

exactly the position advocated by the dissent--and stated: "[W]e are puzzled by

the dissent's insistence that the :_.Iontana 'framework applies to legal actions

involving 'nonmembers' without limitation,' and that we have 'err[ed]' in holding

that jurisdiction may turn on 'whether the nonmember party is a plaintiff or

defendant.' Part)' status is plainly relevant, as the Court has repeatedly made

clear." Smith, 434 F.3d at 1132 n.3 (internal citations omitted).

In fact, in Smith the Court clarified that the party status of the nonmember is

the most important inqui_:
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[T]here are two facts courts look to when considering a tribal court's civil

jurisdiction over a case in which a nonmember is a party. First, and most
important, is the party status of the nonmember: that is, whether the

nonmember party is a plaintiff or a defendant. As Justice Souter observed in

Nevada v. Hicks, "'[i]t is the membership status of the unconsenting party,

not the status of real propert3:, that counts as the primary" jurisdictional fact."

533 U.S. 353, 382, 121 S.Ct. 2304, 150 L.Ed.2d 398 (2001) (Souter, J.,

concurring). The Court has repeatedly demonstrated its concern that tribal

courts not require "defendants who are not tribal members" to "defend

[themselves against ordinary claims] in an unfamiliar court." Strate, 520

U.S. at 442, 459, 117 S.Ct. 1404.

434 F.3d at 1132 (emphasis added).

Philip Morris attempts to distinguish Smith by arguing that its holding is

limited to cases where a nonmember plaintiff voluntarily brings its case in tribal

court and therefore falls within the first exception to the ),lontana presumption.

PM Br. at 21, 29, 30 n.11. That argument overlooks the Court's rejection of the

dissent's argument that the Montana framework governs all cases involving

nonmembers and the Court's holding that "where the nonmembers are the

plaintiffs, and the claims arise out of commercial activities within the reservation,

the tribal courts may exercise civil jurisdiction." 434 F.3d at 1132 & n.3.

Finally, this Court's recently published order in Ford Motor Co. confirms

that there is no Ninth Circuit authority that establishes the Montana framework

applies here or that there is any authority holding that the tribal court "plainly

lack[s] jurisdiction" here. 2007 WL 270120 at *1. In Ford, the Court withdrew

the panel decision published at 394 F.3d 1170 (9th Cir. 2005), which had held that
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the tribal exhaustion doctrine did not apply to a tort claim against Ford arising

from an on-reselwation accident involving a Ford vehicle. In withdrawing that

opinion, the Court reasoned:

Because our en banc decision in Smith v. Kootenai College did not resolve

the jurisdiction issue presented in this case, we cannot say that the tribal

courts in this case plainly lack jurisdiction over the dispute... Accordingly,

we REMAND this case to the district court with instructions [to] . . . stay

proceedings in this matter pending exhaustion of available proceedings in

the tribal courts ....

2007 gZ 270120 *1 (internal citation omitted). Likewise, here, Smith does not

resolve the question of whether a tribal court has jurisdiction over claims arising

from the on-rese_'ation activities of tribal members and a corporation chartered

under tribal law. 13

Philip Morris seeks to avoid the impact of Smith and Ford by arguing--in a

letter submitted pursuant to Fed. R. App. P. 28(j)---that the new opinion in Ford

Motor Co. "has no effect on the merits of the instant appeal." PM Ltr. at 1. Philip

Morris attempts to support its argument by stating that the facts in Ford weigh

more strongly in favor of tribal court jurisdiction than the facts in this case. Letter

at 2. Philip Morris's reasoning does not withstand scrutiny.

13 The Ford order clarifies that tribal court exhaustion is required whenever

existing authority does not "resolve the jurisdiction issue." 2007 WL 270120, at

* 1. The order quotes the seminal Iowa Mutual decision as an instruction that tribal

court exhaustion must be taken seriously: "The federal policy supporting tribal

self-government directs a federal court to stm" its hand in order to give the tribal

court afidl opportuniO; to determine its own jurisdiction." /d. (internal quotation
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Contrary to Philip Morris's argument, the basis for jurisdiction here is

notably stronger than in Ford. Although Philip Morris argues that the allegedly

tortious conduct in Ford occurred on the reservation, and the allegedly tortious

conduct in this case occurred off the resel-vation, _4 that argument is directly

contrary to the District Court's well-supported conclusion that Philip Morris's

claims are against "tribal members whose conduct occurred on reselwation lands."

Order Granting Motion to Stay at 6. ER 623 (emphasis added). Moreover, in Ford

the nonmember party was the defendant, whereas here the nonmember part) is the

plaintiff. Smith establishes that jurisdiction over nonmember plaintiffs is

significantly broader than jurisdiction over nonmember defendants. Thus, the

basis for tribal court jurisdiction is significantly stronger here than in Ford.

In sum, the issue presented in this case unambiguously falls outside of the

holdings of eveo Supreme Court case relied on by Philip Morris, including

Montana, Strate, and Hicks, and Ninth Circuit authority specifically supports the

exercise of tribal court jurisdiction here. At best, Philip Morris has raised a

question as to the proper application of Montana in this case. The federal courts

must stay their hand and allow the Yakama Tribal Court the first opportunity to

address the jurisdictional question.

I

I
I

marks omitted) (emphasis in original).

l_ The only support cited by Philip Morris as to why the basis for jurisdiction was
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4. Even if the Montana Framework Applies, There Is a Colorable

Argument that Both ]ffontana Exceptions Are Satisfied Because

Philip Morris Has Established Consensual Relationships On the

Reservation and The Tribe Has A Significant Interest In

Regulating the Allegedly Tortious Conduct of Its Members.

Even if the Montana framework applies in this case, the limited record

compiled to date shows that there is a colorable argument that both prongs of the

Montana framework apply here. Thus, it is neither "plain" nor "clear" that the

Yakama Tribal Court lacks jurisdiction over this dispute.

a. The first _lontana exception might apply because Philip

Morris engaged in continuous and pervasive commercial
activities on the Yakama Reservation.

The first Montana exception provides that, "[a] tribe may regulate, through

taxation, licensing, or other means, the activities of nonmembers who enter

consensual relationships with the tribe or its members, through commercial

dealing, contracts, leases, or other arrangements." Montana, 450 U.S. at 565-566.

As this court observed in Smith, "[t]he Court's 'consensual relationship' analysis

under Montana resembles the Court's Due Process Clause analysis for purposes of

personal jurisdiction." 434 F.3d at 1138. Just as an individual's "deliberate

affiliation" with a forum State makes it "reasonably foreseeable of possible

litigation there," Burger King Corp. v. Rudzewicz, 471 U.S. 462, 482 (1985),

"[n]onmembers of a tribe who choose to affiliate with the Indians or their tribes in

stronger in Ford is a citation to its ox_n brief. See PM Ltr. at 1-2.
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this way may anticipate tribal jurisdiction when their contracts affect the tribe or its

members." Smith, 434 F.3d at 1138.

\X,_en a nonmember's commercial activi_" "on the reservation is substantial

both physically and in terms of the money involved," that activity may give rise to

jurisdiction under the first Montana exception. FMC v. Shoshone-Bannock Tribes,

905 F.2d 131 l, 1314-15 (9th Cir. 1990); see also Cardin v. De La Cruz, 671 F.2d

363, 366 (9th Cir. 1982). Although this court did acknowledge in FMC that at

some point the commercial relationships may become "'so attenuated" that

Montana's first requirement would not be met, the relationships between FMC and

the tribes were "close enough" to support the regulation. FMC, 905 F.2d at 1315.

Here, just as the defendant in FMC operated a substantial business on the Fort Hall

Reservation, Philip Morris maintains an extensive commercial enterprise on the

Yakama Reservation revolving around the sale, marketing, and distribution of its

"Marlboro" trademark products--the same Marlboro trademark products upon

which ever), cause of action in this suit is based. ER at 1-23; ER 219-220, 222-

223,226-232, 264-266, 275-276, 279-281,285-288, 292, 295,324.

Philip Morris's commercial presence on the Reservation relates directly to

sales of the trademarked goods at issue in this case. Philip Morris's contacts are

not "random," "fortuitous," or "attenuated," Burger King, 471 U.S. at 480, but

occur at regular intervals, sometimes as often as "weekly." ER 228 ¶ 6; 265 ¶ 6;
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276 ¶ 5; 324. In short, even at this early stage of the lawsuit, before any discovery

has been conducted, it is apparent that Philip Morris maintains an active,

physically-present, and financially siDaificant business enterprise on the Yakama

Reservation involving its Marlboro trademark products--the exact same products

at issue here. Indeed, Philip Morris's on-resel-vation activities are equivalent to the

activities in Ford Motor Co. v. Todecheene that were sufficient to support tribal

court jurisdiction. 2007 \x,q__270120 at *1. At this preliminar)' stage, it is by no

means "plain" or "clear" that the first -_Iontana exception is completely foreclosed.

This court recently observed that the "consensual relationship" analysis

under Montana calls for a "proper balancing of state and tribal interests" and

mandates "flexibility." Smith, 434 F.3d at 1138. Philip Morris asks this Court to

make a rigid determination that the first prong of the Montana framework is

plainly inapplicable here based upon an incomplete record and cases that presented

starkly different facts from the present one. I'_ The Court should decline Philip

Morris's invitation to do so and should instead find that, at least at this stage, there

15ContraD, to Philip Morris's argument, neither Strate nor Atkinson Trading Co. v.

Shirl O. 532 U.S. 645 (2001), '.'plainly" preclude application of the first Montana

exception. Unlike the facts here, neither case remotely showed persistent,

voluntary, and ubiquitous commercial activity on tribal lands with tribal members
and tribal corporations. Moreover, neither case stands for the proposition that the

extensive consensual relationships developed and cultivated by Philip Morris for

)'ears would, nevertheless, "plainly" foreclose the application of the first Montana

exception.
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is a colorable claim as to whether the first Montana exception applies.

b. The second Montana exception applies because denying the
Yakama Tribal Court Jurisdiction would have a
detrimental effect on the Tribe's abilitv to regulate the
conduct of its own members through tort lass'.

The second Montana exception provides for tribal court jurisdiction "where

the conduct of a non-member 'threatens or has some direct effect on the ...

economic security, or the health or welfare of the tribe.'" Smith, 434 F.3d at 1136

(citing Montana, 450 U.S. at 566). Although Smith did not ultimately reach the

issue of whether this second exception applied in that case, this Court did note that

Smith "might" fit within its contours because:

Denying jurisdiction to the tribal court would have a

direct effect on the welfare and economic security of the

tribe insofar as it would seriously limit the tribe's ability

to regulate the conduct of its own members through tort

law.

Id. If denying jurisdiction in Smith "might" have been deleterious to the welfare

and economic securi_ to the tribe in that case, it likewise must follow that denying

jurisdiction here might directly affect the welfare and economic security of the

Yakama tribe to regulate the conduct of the tribal members in this case. That

possibility is reinforced by the fact that the only evidence of "actual confusion" on

the record allegedly arises from a purchase in the "MabtoffGrandview area," ER at

87 _¶ 3-4, which is an area located within the Yakama Reservation. ER at 227 ¶ 3;

ER 460, ¶ 13. This is an issue that is more appropriately addressed by the Yakama
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Tribal Court on a developed record before this court decides the issue.16

C. Tribal Courts May Adjudicate Federal Causes of Action.

Philip Morris posits three arguments as to why tribal courts lack jurisdiction

over Lanham Act claims. Philip Morris is incorrect on each front.

1. Philip Morris's First Argument--that Tribal Courts Do Not, "By
Default," Have Jurisdiction To Adjudicate Federal Claims--Is

Simply Wrong.

Philip Morris argues that, because Hicks held that tribal courts are not courts

of general jurisdiction, such courts cannot "'by default, be thought to have

jurisdiction to adjudicate federal claims in the absence of an express grant of

authority to do so." PM Br. at 39. Philip Morris's argument rests on a

misstatement of the holding in Hicks and ignores the fact that this same argument

has already been rejected by this Court.

a. Philip Morris's argument misstates the holding in Hicks.

Philip Morris misstates the holding in Hicks. PM Br. at 37-38. Hicks

confronted the unique question of whether tribal courts had jurisdiction over torts

committed by state law enforcement officers while gathering evidence "of an off-

reservation crime. ''_7 Hicks, 533 U.S. at 358 (emphasis added). _8 In deciding that

J6 See also Smith, 434 F.3d at 1140-41 ("The Tribes have a strong interest in

regulating the conduct of their members; it is part of what it means to be a tribal

member. The Tribes plainly have an interest in compensating persons injured by

their own...").

_7The majority opinion in Hicks mentions, no fewer than 15 times, that its analysis
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there was no tribal court jurisdiction, the Hicks court relied heavily on prior

opinions that states have criminal jurisdiction over tribal members "'for crimes

committed off the reservation" and that authori_' necessarily implies

jurisdiction to serve "process" (including search warrants) arising from such off-

reservation misconduct. Id. at 363-64.

Having concluded that the tribal court lacked jurisdiction, the Supreme

Court examined whether 42 U.S.C. § 1983 operated as a specific Congressional

directive that "enlarge[ed] tribal-court jurisdiction. Id. at 367 n.7 (emphasis

added). The Court concluded that § 1983 was "not such an enlargement," for three

reasons: (1) tribal courts are not courts of general jurisdiction in the same manner

as state courts, id. at 366-67; (2) § 1983 does not specifically provide for tribal

court jurisdiction, id. at 367-68; and (3) tribal court jurisdiction over § 1983 claims

would create serious anomalies, id. at 368.

Philip Morris wrongly attempts to apply those three reasons to this case.

Specifically, it argues that--because there were three reasons to conclude that §

1983 did not _ tribal court jurisdiction--the same three reasons foreclose

tribal court jurisdiction over Lanham Act claims absent an express grant of

I

i

!

I

rests on the fact that the crime under investigation occurred outside of the

resern:ation. 553 U.S. at 355-75.

18 As noted previously, Hicks also is inapposite I_ecause it involved on-reser_:ation

conduct of nonmembers. Here, in contrast, Philip Morris's claims arise from on-
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jurisdiction.

basic logic.

That argument misstates the holding of Hicks and does violence to

b. Even after Hick's this Court has rejected the notion that

tribal courts cannot adjudicate federal causes of action.

In two cases decided after Hicks, this Court held that tribal courts could

entertain federal law claims. See Sharber v. Spirit Mountain Gaming, Inc., 343

F.3d 974 (gth Cir. 2003) (per curiam); AT&T Corp. v. Coeur d'4lene Tribe, 295

F.3d 899 (9th Cir. 2002). For example, in Sharber, a non-Indian plaintiff brought a

federal cause of action in U.S. District Court against an Indian and argued (as

Philip Morris does here) that exhaustion was unnecessary because Hicks forecloses

tribal court jurisdiction over federal causes of action when Congress has not

expressly provided for jurisdiction. Brief for Appellant at 6-8, Sharber v. Spirit

Mountain Gaming, Inc. (gth Cir. 2003) (No. 01-35500) available at 2001 WL

34108241. This Court expressly r__iected that argument and held that the tribal

court must have the first opportunity to determine its jurisdiction over the

plaintiff's federal claims under the Family Medical Leave Act ("FMLA").

Sharber, 343 F.3d at 975. _9 In AT&T Corp., this court stated tribal courts can

I

i
I
!

rese_'ation conduct of tribal members.

19 Moreover, the Ninth Circuit and a district court specifically have noted that the

holding in Hicks must be construed narrowly. Seqe, e.g., McDonald, 309 F.3d at

540; Fideli_, & Guaranty Ins. Co. v. Bradley, 212 F. Supp. 2d 163, 165 n.1

(W.D.N.C. 2002).
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resolve questions of "federal, state or tribal law." Id. at 904. Although A T&T

Corp. ultimately held that the tribal court lacked jurisdiction over the Federal

Communications Act ("FCA") claims raised in the case, that ruling was based

solely on the provisions in the FCA requiring that all FCA claims be brought in

either federal district courts or before the FCC. 295 F.3d at 904-05. There is no

such provision in the I_anham Act.

Philip Morris does not cite AT&T Corp. and seeks to distinguish Sharber bv

arguing that its holding should be limited to cases in which there is both a federal

statuto_' cause of action and a defense of sovereign immunity. PM Br. at 41 n. 16.

Sharber, however, addressed the FMLA claim and the sovereign immunity defense

independently, and it held that tribal exhaustion was required for both. Compare

343 F.3d at 975 ("[T]ribal courts should have the first opportuni_' to determine

whether they have jurisdiction to hear actions based on the [FMLA]."), with id. at

976 ("[Y]he tribal exhaustion requirement also applies to issues of tribal sovereign

immunity." (emphasis added)). If Sharber's holding were limited to the sovereign

immunity question--as Philip Morris suggests--this Court would have limited the

tribal court's mandate to the question of tribal sovereign immunity rather than

ruling, as it did. that the tribal court must be given the first opportuni_" to

determine its jurisdiction to hear a non-Indian's FMLA claims. 343 F.3d at 975.
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Sharber and AT&T are consistent with a long list of pre-Hicks cases in

which this Court and other federal courts have held that tribal courts have

jurisdiction to hear federal causes of action. See, e.g., United States v. Plainbull,

957 F.2d 724, 728 (9th Cir. 1992) (affirming district court's dismissal--under the

tribal court exhaustion doctrine---of the United States against tribal members for

failure to pay grazing fees required under federal law and reasoning that "[t]he fact

that the Government is attempting to enforce a federal law is immaterial. The

alleged trespass was to tribal land and considerations of comity require that the

tribal courts get the first opportuni_" to resolve this case."); A & A Concrete, Inc. v.

I_'77ite :_lountain Apache Tribe, 781 F.2d 1411, 1413, 1416 (9th Cir. 1986)

(applying tribal court exhaustion doctrine to nonmember plaintiff who brought

federal civil rights claims against tribe in federal district court); Ninigret Dev.

Corp. v. Narragansett Indian Wetoumuck Hous. Auth., 207 F.3d 21, 31 (lst Cir.

2000) ("[T]he [tribal exhaustion] doctrine applies even though the contested claims

are to be defined substantively bv state or federal law." (emphasis added));

Landmark Golf Ltd., 49 F. Supp. 2d at 1174-75 (D. Nev. 1999) (holding that the

non-Indian plaintiffmust bring its claims based on 25 U.S.C. § 81 against the tribal

defendants in tribal court based on the tribal court exhaustion doctrine and
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specifically refusing to conclude that tribal courts are not competent to hear and

decide claims based on federal law). 2°

Indeed, at the heart of the tribal court exhaustion doctrine is the recognition

that tribal courts are competent to consider federal questions, including their ox_aa

jurisdiction under federal law. See Iowa Mutual, 480 U.S. at 15 ("[A]lthough the

existence of tribal court jurisdiction presented a federal question within the scope

of 28 U.S.C. § 1331, considerations of comity direct that tribal remedies be

exhausted before the question is addressed by the District Court.").

Thus, although the Yakama Tribal Court is not a court of general jurisdiction

in the same manner as a state court, numerous opinions of this Court and other

federal courts, both before and after Hicks, make clear that tribal court jurisdiction

over a federal cause of action is not foreclosed simply because Congress has not

explicitly provided for such jurisdiction.

2. Philip Morris's Second Argument Confuses Permissive
Jurisdiction With Exclusive Jurisdiction.

Philip Morris's second argument--that "there is nothing whatsoever in the

Lanham Act that 'provides for tribal-court jurisdiction'"--rests primarily on the

same misconception that dooms Philip Morris's first argument. Philip Morris

2o See also Altheimer & Gray v. Sioux Mfg. Corp., 983 F.2d 803, 814 (7th Cir.

1993) ("A tribal court, presumably, is as competent to interpret federal law as it is

state law."); Buchanan v. Sokaogon Chippewa Tribe, 40 F. Supp. 2d 1043, 1048

(E.D. Wis. 1999).
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seeks to prop up its second argument by claiming that the three federal statues that

grant federal district jurisdiction over Lanham Act claims foreclose tribal court

jurisdiction over such claims. PM Br. at 39. That argument confuses original

jurisdiction with exclusive jurisdiction. Although there are several federal statutes

that limit jurisdiction to federal courts, see, e.g., AT&T, 295 F.3d at 904-05

(discussing the jurisdictional provisions of the FCA), the Lanham Act is not such a

statute .2

The Lanham Act presents the "normal circumstance," in which "tribal

courts, like state courts, can and do decide questions of federal law." El Paso Nat.

Gas Co. v. Xeztsosie, 526 U.S. 473, 485 n.7 (1999) (emphasis added); see also

Plainbull, 957 F.2d at 726-28 (holding that tribal courts have jurisdiction over

claims premised on a federal statute absent an express jurisdictional prohibition on

tribal court jurisdiction). Simply put, Opinions issued both before and after Hicks

make clear that there is no basis for Philip Morris's argument (PM Br. at 24, 39)

that Hicks creates a right to have federal causes of action considered by a federal

court in the first instance. 22

21 Indeed, it is well-established that the trademark provisions of the Lanham Act

can, and routinely are, enforced by state courts. See, e.g., Foxrun Workshop, Ltd.

v. Klone Mfg., Inc., 686 F. Supp. 86, 87 n.3 (S.D.N.Y. 1988); Aquatherm Indus.,

Inc. v. Fla. Power & Light Co., 84 F.3d 1388, 1394 (1 lth Cir. 1996); Pioneer First

Fed. Say. & Loan Ass 'n v. Pioneer Nat 'l Bank. 659 P.2d 481,487 (Wash. 1983).

22 The "right" to a federal forum that Philip Morris advocates arises from the
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3. Philip Morris's Third Argument--that Tribal Court Jurisdiction

Presents Anomalies Regarding Federal Court Review--Has

Implicitly Been Rejected by The Federal Courts and Ignores

Open Questions Regarding the Scope of Federal Court Review of

Federal Questions Decided by the Tribal Courts.

Philip Morris argues that tribal courts cannot have jurisdiction over a federal

question because such jurisdiction would preclude meaningful federal court review

of the tribal court's ruling. PM Br. at 39-40. Philip Morris's argument fails for

two reasons.

First, that argument implicitly was rejected in Sharber, AT&T, and the other

cases cited above. See discussion supra at pp. 35-37. In each of those cases the

court found that tribal courts must be given the first opportunity to determine their

jurisdiction, regardless of whether a federal court subsequehtly would have the

opportuni_ to review the tribal court's substantive decision on the federal

question, ld.

Second, this argument provides an incomplete picture of federal court

review of federal questions decided by the tribal courts. Although the scope of

I

I
i

I
i

Supreme Court's analysis of removal jurisdiction in the special case of § 1983

claims. Hicks, 533 U.S. at 362-64. More specifically, the Court placed special

emphasis on the need for a federal forum to adjudicate alleged violations of federal

law committed by state officers while investigating off-reservation violations of

state law. ld. Here, in contrast, a private plaintiff has brought federal, state and

common-law claims alleging that on-reservation activities of Indian defendants are

tortious. Obviously, there is no removal jurisdiction at issue, and there are no

policy reasons for providing a federal forum akin to those that the Court discussed

in Hicks.
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federal court review remains somewhat uncertain, both the Supreme Court in Iowa

Mutual and this Court in AT&T recognized that a federal court may reach the

substance of a tribal court decision if due process standards were violated by the

tribal court. Iowa Mutual, 480 U.S. at 19; AT&T Corp., 295 F.3d at 904 (holding

that a federal court would be able to re-adjudicate "questions--whether of federal,

state or tribal law--already resolved in tribal court" if the tribal court's "judgment

[should] be denied comity for some.., valid reason.").

Also, despite Philip Morris's pronouncement that the Supreme Court lacks

certiorari jurisdiction over tribal courts (PM Br. at 40), there remains an open

question as to whether Article III may itself provide the Supreme Court certiorari

authorib over federal questions considered in tribal court. 23

23 There is support for the notion that the Supreme Court has certiorari authoriD',

and lower federal courts have jurisdiction, over constitutional claims, such as

whether a trial court afforded the parties minimum due process. See Battaglia v.

Gen. Motors Corp., 169 F.2d 254, 257 (2d Cir. 1948) (listing cases supporting the

imperative nature of due process, and concluding that not even Congress, in its

power to give, withhold, and restrict jurisdiction of courts other than the Supreme

Court, may so exercise that power as to deprive any person of due process); see

also Akhil Reed Amar, A Neo-Federalist View of Article III: Separating the Two

Tiers of Federal Jurisdiction, 65 B.U.L. REV. 205, 229-234, 249-59 (1985)

(outlining Professor Amar's influential theory that Article III provides inherent

authority for federal courts to review all federal questions not cognizable in federal

court in the first instance).
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D. King Mountain's Colorable Claim to Tribal Court Jurisdiction Does

Not Depend on Its Pending Tribal Court Suit Against Philip Morris.

Philip Morris argues that the declarato_' judgment action pursued by the

King Mountain Defendants was brought in bad faith and is an improper effort to

maneuver Philip Morris's federal court complaint into tribal court. PM Br. at 18,

42. Philip Morris is mistaken. King Mountain's tribal court action is simply a

procedural vehicle by which the tribal court can consider Philip Morris's Lanham

Act and other claims against the King Mountain Defendants. The tribal court

exhaustion doctrine does not require King Mountain to file a declarato_ action in

tribal court, and that action ultimately is irrelevant. See Stock West, 964 l=.2d at

916; Crm_ford v. Genuine Parts Co., 947 F.2d 1405, 1407 (9th Cir. 1991). 24

Similarly, Philip Morris's claim that National Farmers' bad

faith/harassment exception applies to this case misinterprets the exception. PM Br.

at 42. King Mountain's suit in tribal court does not impact, in any way, this

Court's determination that tribal court exhaustion is appropriate in the context of

Philip Morris's pending suit in the District Court. In fact, the District Court and

this Court could stay or dismiss Philip Morris's federal suit based on tribal court

exhaustion whether or not King Mountain ever filed a suit against philip Morris in

_'--4King Mountain has not asserted any claims for relief against Philip Morris in

this proceeding. If King Mountain was to pursue claims against Philip Morris, and

if Philip Morris believed that the tribal court lacked jurisdiction over such claims,

Philip Morris can seek relief from the district court. But that is not the issue before
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tribal court. See Stock West, 964 F.2d at 916; Crm_ford. 947 F.2d at 1407. As a

result, this Court cannot conclude that Defendants' motion to dismiss or stay based

on the tribal court exhaustion doctrine is motivated in bad faith by looking to the

claims King Mountain asserted in a completely separate tribal court complaint

against Philip Morris.

E. Philip Morris Is Not Entitled To Prelimina_' Injunctive Relief Because
It Has Failed To Establish It Will Prevail On The Merits Of Its Trade

Dress And Trademark Claims And Cannot Overcome The Defense Of

"Unclean Hands."

For three independent reasons, this Court should reject Philip Morris's

invitation to remand this case with instructions to "enter the requested preliminary

injunction." See PM Br. at 53.

First, Philip Morris does not--and cannot--establish that the trial court

abused its discretion in declining to consider Philip Morris's request for a

preliminary injunction. Instead, Philip Morris asks this Court to usurp the trial

court's role and pronounce as a matter of law that Philip Morris will prevail at trial.

This Court has consistently refused to engage in such fact-finding excursions in the

past and it should refuse to do so here, particularly given the numerous disputed

issues of fact that exist.

Second, there are numerous, contested factual issues regarding: (i) the

I

I

this Court.
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purported "strength" of Philip Morris's "Marlboro" trade dress; (ii) the degree of

care exercised by consumers of cigarette products; (iii) the alleged "evidence" of

actual confusion; and (iv) the functionaliD" of Philip Morris's trade dress, to name

just a few. Philip Morris glosses over these contentions, selects snippets from the

record, and then self-servingly concludes that it is "overwhelming likely" it will

prevail on all of its claims. PM Br. at 44. Philip Morris is wrong and it is not

entitled to injunctive relief.

Third, if ever there was a case where the defense of"unclean hands" applied,

this is the one. The U.S. District Court for the District of Columbia recently

determined that for decades Philip Morris doggedly deceived the public (and the

federal government) regarding the Marlboro trademark products, several of which

are at issue in this case. Because Philip Morris failed to show it will likely

overcome this defense, the request for injunctive relief should be denied.

1. Philip Morris Failed to Establish The Trial Court Abused Its

Discretion in Declining to Reach The Merits of Philip Morris's

Request For Injunctive Relief.

Even if this Court determines that exhaustion is not required, Philip Morris's

request to have this Court remand with "instructions to enter an injunction" ignores

the "limited and deferential" standard this Court applies to preliminary injunction

rulings. See Playmakers LLC. 376 F.3d at 896. "The scope of [this] review is [ ]

normally ve_" narrow" and is limited to whether the trial court "abused its
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discretion." Rucker v. Davis, 237 F.3d 1113, 1118 (9th Cir. 2001) A trial court

abuses its discretion in the context of a preliminary injunction ruling only if it: (i)

applies an incorrect preliminary injunction standard; (ii) rests its decision on a

clearly erroneous finding of fact; or (iii) applies a preliminary injunction standard

in a manner that results in an abuse of discretion. Zepeda v. I.N.S., 753 F.2d 719,

724 (9th Cir. 1984).

Here, the trial court did none of these things. Instead, it declined to rule on

Philip Morris's request for injunctive relief in light of the tribal court exhaustion

doctrine. 25 The trial court did not make any findings of fact with respect to the

numerous disputed facts presented to it. The court did not apply any law--

incorrect or otherwise--to Philip Morris's request for injunctive relief under the

Lanham Act and related state law causes of action. In fact, as conceded by Philip

Morris, the trial court's denial of its "motion for a preliminau- injunction ... rested

entirely on tribal exhaustion and did not address the merits of PM USA's

I

i
I

I
i

I

!

substantive entitlement to preliminarv iniunctive relief." PM Br. at 44, n.17

(emphasis added). Thus, Philip Morris cannot establish that the trial court "abused

its discretion" when it declined to entertain Philip Morris's motion for injunctive

relief.

25 Judge Whaler stated at oral argument on November 14, 2006, that he "would
rather focus on" [the jurisdiction]-issue; and then if I find that I don't stay the
matter, then I would give you the opportunity to argue the merits of the injunction
.... " Supp. ER 809.
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Realizing that it cannot overcome the "'vet3-' narrow" standard of review

applicable to preliminary injunction orders, Philip Morris attempts to side step the

trial court and have this Court simply make factual findings on the underlying

merits of the trademark-related claims. This Court should decline this invitation,

just as it has consistently done so in the past. See, e.g., Miss Universe, Inc. v.

Flesher, 605 F.2d 1130, 1133 (9th Cir. 1979) (refusing to "make the initial findings

based upon various pieces of documental3,- evidence included on appeal, on the

various factors which are considered in determining whether there is a likelihood

of confusion"); Dodd v. Hood River Count),, 59 F.3d 852, 864 (9th Cir. 1995)

(requiring the trial court to "address the merits in the first instance"); see also

Singleton v. Wul_ 428 U.S. 106, 120 (1976) ("[A] federal appellate court does not

consider an issue not passed upon below.")

2. Philip Morris Incorrectly Relies on Isolated Excerpts From The
Record To Purportedly Establish That It Will Likely Prevail At
Trial.

Contrary to Philip Morris's assertion, it is not "overwhelmingly clear" that

injunctive relief is available here. The King Mountain Defendants set forth in

detail for the trial court all of the reasons why Philip Morris failed to satis_, its

burden. See Supp. ER 642-669, 787-803. Although a complete restatement of

these reasons would not be possible due to space constraints, the balance of this

brief highlights some of the more noteworthy evidential" and legal infirmities with
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Philip Morris's position.

a. King Mountain established that Philip Morris's trademarks
and trade dress exist in a "crowded field" and are

conceptually weak.

King Mountain claims its marks are "presumed" strong from their

"incontestable status." PM Br. at p. 45. This is v_Tong. An incontestable mark

"may still be relatively weak for likelihood of confusion purposes." Playmakers,

LLC v. ESPN, Inc., 297 F. Supp. 2d 1277, 1281 (W.D.Wash. 2003); :_-tiss World

(UK), Ltd. v. Mrs. America Pageants, Inc., 856 F.2d 1445, 1448-49 (9th Cir.1988)

(abrogated in part). As this court noted in ?vliss World, "[a] mark that is hemmed

in on all sides by similar marks on similar goods cannot be ve_" 'distinctive.' It is

merely one of a crowd of marks. * * * * In a 'crowded' field of similar marks, each

member of the crowd is relatively 'weak' in its abili_" to prevent use by others in

the crowd." 856 F.2d at 1449. King Mountain provided several examples of other

cigarette brands on the market that have similar trade dress as compared to the

"Marlboro" trade dress. See ER 354-380; Supp. ER 653-655; see also Addendum

A. 26 Based on this evidence, the trial court may well find that the Marlboro trade

dress and trademarks exist in a "crowded field" and are conceptually weak.

26 In anticipation of the hearin_ on the preliminary injunction, counsel for the King
Mountain _Defendantsprepar_ed dem'onstrative" exhibits tbr the trial court's
consideration. Supp. ER809, lines 5-7; 810, lines 1-4. Two of those exhibits are
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b. King Mountain provided uncontroverted evidence that
consumers of cigarette products exercise a high degree of
care in their purchasing decisions.

Philip Morris asserts that "[b]ecause cigarettes are relatively inexpensive,

the average consumer is unlikely to exercise a high degree of care in distinguishing

between them." PM Br., p. 47. Philip Morris is, once again, incorrect. Although

it may generally be assumed that purchasers of "inexpensive products" exercise

less care in their purchasing decisions, Au-Tomotive Gold. Inc. v. Pblkswagen of

America, Inc., 457 F.3d 1062, 1076 (9th Cir. 2006), this assumption evaporates

here for two reasons.

First, King Mountain produced uncontroverted expert testimony showing

that cigarettes are "badge products." Thus, "there is likely to be a high degree of

consumer care in the purchase of cigarettes." ER 332-33 ¶ 15. Smokers also tend

to be particularly "brand loyal", which leads to greater involvement "in the

purchasing process." ER 333 ¶ 16.

process leads to "greater attention

information." ER 334-35.

Greater involvement with the purchasing

toward, and comprehension of, product

Second, the premise that cigarettes are a "relatively inexpensive product" is

simply incorrect as well. Many smokers spend ansihere between $2-$5 (and

maybe more) _ on cigarettes, which can equate to a significant sum of

money over the course of just a short period of time. ER 332, _ 14.

set forth in Addendum A and further illustrate the "crowded field" that exists here.
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For these reasons, the trial court could find based on this uncontroverted

evidence that consumers exercise a high degree of care in their purchasing

decisions.

c. Philip Morris's "evidence" of actual confusion fails to

remotely demonstrate any confusion is occurring in the

marketplace.

The most persuasive evidence of actual confusion is survey evidence

showing that consumers are confused. Cairns v. Franklin Mint Co., 24 F. Supp. 2d

1013, 1041 (C.D.Cal. 1998). "[A] plaintiffs failure to conduct a consumer survey,

assuming it has the financial resources to do so, may lead to an inference that the

results of such a survey would be unfavorable." Id.; Playboy Enterprises, Inc. v.

Netscape Communications Corp., 55 F. Supp. 2d 1070, 1084 (C.D.Cal. 1999);

Nautilus Group, Inc. v. Savvier, Inc., 427 F. Supp. 2d 990, 997 (W.D. Wash. 2006)

(observing that the lack of evidence of actual confusion after an ample opportunity

to gather the same "can be a powerful indication that there is no likelihood of

confusion between the two marks"); Essence Comm., Inc. v. Singh Ind., Inc., 703

F. Supp. 261, 269 (S.D.N.Y. 1988) ("failure to offer a survey showing the

existence of confusion is evidence that the likelihood of confusion cannot be

shown"; prelimina_ _injunction denied).

Philip Morris failed to present survey evidence, even though it has virtually

unrivaled financial capacity and has known of King Mountain's commercial
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activities for almost a year. See ER 490-492; ER 104, ¶ 15 (indicating Philip

Morris has spent more than "$3 billion advertising and promoting Marlboro

I
I

I
I

cigarettes.") (emphasis added). Philip Morris's failure to come to court armed with

survey evidence after such a protracted period of time suggests there is no

confusion occurring.

Instead, Philip Morris presented a single declaration of an allegedly-

confused "Marlboro" smoker. ER 87-88 This purported evidence does not show

I
I
I

actual confusion for several reasons. First, confusion must be likely among "an

appreciable number of people." Entrepreneur Media, Inc. v. Smith, 279 F.3d

1135, 1151 (9th Cir. 2002). One declaration of supposed "confusion" simply falls

short. ER 343, ¢ 36. Second, this declaration contains no foundation and at least

I two verifiably incorrect statements. See Supp. ER 665. Third, even if this single

I

I

I

i

I

I

declaration could be said to show actual confusion (which it does not), the

ove_vhelming amount of evidence to the contrary suggests that this "confused"

customer did not "pax" attention to obvious differences" between the products and

instead assumed "common sources where most other people would not." See

Entrepreneur Media, Inc., 279 F.3d at 1151; see also, ER 220, ¶¶ 10-13; ER 224,

,r¶ 14, 19; ER 231, r¶ 19-20; ER 266, ¶ 7; ER 272-73, ¶¶ 9-11; ER 277, r¶ 9-10;

ER 282-83, ¶¶ 12, 14-16; ER 287, * 8; ER 347, ¶ 10; ER 435, ¶ 12; ER 459, ¶ 12.

I
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In sum, Philip Morris, with all of its financial might, sought injunctive relief

with a single (and verifiably incorrect) declaration of one person who was

purportedly "confused" between "King Mountain" and "Marlboro." No survey

evidence is produced notwithstanding that: (i) PM has virtually unrivaled resources

and; (ii) King Mountain products had been on sale for almost a year by the time

injunctive relief was sought. The anemic evidence produced in support of "actual

confusion" simply does not support the entry: of injunctive relief, particularly in

light of all of the evidence to the contraD-.

d. King Mountain l]rovided substantial evidence that the
Marlboro trade oress Is functional and, therefore, not
protectable.

A functional product feature does not enjoy protection under trademark law.

Au-Tomotive Gold. Inc., 457 F.3d at 1067. The Supreme Court has instructed that

a feature is functional if it is essential to the use or purpose of the article or if it

affects the cost or quality. InwoodLabs., Inc. v. Ires Labs., Inc., 456 U.S. 844, 851

n. 10 (1982). Although the trademark registrations may entitle Philip Morris to a

"presumption of non-functionality", that presumption disappears once evidence of

functionality is presented. See Tie Tech, Inc. v. Kinedyne Corp., 296 F.3d 778, 783

(9th Cir. 2002) (noting that once evidence of functionality is presented "the mark's

registration is merely evidence 'of registration,' nothing more").

Here, the King Mountain Defendants presented substantial evidence

showing that Philip Morris's trade dress is functional. For example, the color
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"red" signifies that the cigarette is a "full flavored" cigarette, the color "gold"

signifies that the cigarette is "light," and the color "green" indicates that the

cigarette is "menthol." ER 340 f 30; Supp. ER 714-723,770-772; ER 458 ¶ 8; ER

434 1.18; ER 230 ¶ 18; ER 277 ¶ 8; ER 283 ¶ 17; ER272 ¢ 8; ER 224 ¶ 18; ER 347

¶ 9. Additionally, the size, color, and placement of the "King Mountain" font is

also dictated by functional concerns. The color black stands out best against a

white background and is the most effective way to communicate the name of the

product in the marketplace. ER 458 ¶ 7. Also, using the color black against a

white background is less expensive to produce. /d. Additionally, the evidence

adduced in United States v. Philip Morris, 2006 \_T, 2380632 (D.D.C. 2006), 27

illustrates the functional attributes of several of the Marlboro products trade dress

at issue in this case. Supp. ER 800-02; see also Addendum B, Findings of Fact

2412-2413.

In sum, there is substantial and credible evidence of the functionality, of the

trade dress and trademarks at issue in this case and the trial court could find

portions of Philip Morris's trade dress unprotectable. 2s

27 This case is currently on appeal to the U.S. Court of Appeals for the D.C.
Circuit.

28 After the close of briefing below and after the hearino_ on November 14, 2006,
Philip Morris supplemented the record with two additional declarations purporting
to sliow alternative designs on various packages of cigarettes. ER 522-617. At
most, this may have created a material issue offact regardino_ the non-functionality
of Philip _,_iss trade dress, but even the existence of alternative desimas does
not necessarilvorove that a particular trade dress is "non-functional."-See Tie
Tech, hw., 296 F.3d at 786 (holding that "evidence of alternative designs" failed to
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3. Philip Morris Is Not Entitled To PreliminaD: Relief Because

Defendants Are Likely To Prevail On Their "Unclean Hands"
Defense.

Philip Morris's burden of showing a likelihood of success includes the

burden of showing a likelihood that it will prevail against any defenses raised by

King Mountain. See Atari Games Corp. v. Nintendo of America Inc., 975 F.2d

832, 837 (9th Cir. 1992) (noting that "this court must determine whether Nintendo

has shown a likelihood of success on its prima facie case of copyright infringement

and a likelihood that it will overcome Atari's copyright misuse defense") (emphasis

added). Philip Morris failed to make this showing. In fact, its opening brief is

barren of any reference to the unclean hands defense already asserted and fully

briefed by King Mountain at the trial court level. See Supp. ER 792-800.

"Unclean hands is a defense to a Lanham Act infringement suit." Levi

Strauss & Co. v. Shiloh, 121 F.3d 1309, 1313 (9th Cir. 1997). The unclean hands

doctrine closes the doors of a court of equip' to one tainted with inequitableness or

bad faith relative to the matter in which he seeks relief. Precision Instr. Mfg. Co.

v. Auto. Maint. Mach. Co., 324 U.S. 806, 814 (1945). The part3,: seeking relief

must have acted fairly and without fraud or deceit as to the controversy in issue.

Adler v. Fed. Republic of¥igeria, 219 F.3d 869, .877 (9th Cir. 2000). A trademark

plaintiffs conduct is inequitable when the defendant establishes that plaintiff "used

raise a material factual issue" regarding functionality).
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the trademark to deceive consumers." Japan Telecom, Inc. v. Japan Telecom

America Inc., 287 F.3d 866, 870-71(9th Cir. 2002). As observed by the U.S.

Supreme Court long ago:

when the owner of a trade-mark applies for an injunction to restrain

the defendant from injuring his property by making false

representations to the public, it is essential that the plaintiff should not
in his trade-mark, or in his advertisements and business, be himself

guilty of any false or misleading representation: that if the plaintiff

I

I
I
I
I

I
I
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I

makes any material false statement in connection with the property

which he seeks to protect, he loses his right to claim the assistance of

a court of equity; that where any symbol or label claimed as a trade-

mark is So constructed or worded as to make or contain a distinct

assertion which is false, no property can be claimed on it, or, in other

words, the right to the exclusive use of it cannot be maintained.

Clinton E. Worden & Co. v. California Fig Syrup Co., 187 U.S. 516, 528

(1903) (emphasis supplied).

Philip Morris has "unclean hands" regarding its Marlboro trademarks and

trade dress. See U.S.v. Philip Morris, 2006 WL 2380632 (D.D.C. 2006). In that

case, the court was faced with the propriety of Philip Morris's advertising and

packaging of its Marlboro Lights, Menthol Lights, Menthol Milds, Ultra-Lights,

"low tar and nicotine" product advertising/packaging, and other descriptors such as

"mild, "medium", and "natural" related to Marlboro products. Id. at 1; Supp. ER

794-801. Philip Morris was found to have consistently and repeatedly lied and

deceived the public regarding the truth about its Marlboro "low tar," and "light"

cigarettes, and did so with "enormous skill and sophistication." Id. at 1-2. These
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lies extended to misrepresentations in advertising as well as false and deceptive

descriptions on the Marlboro packs themselves. 29 The use of the descriptors "low

tar", "low nicotine", and "Lights" has been a part of Philip Morris's Marlboro

advertising, packaging, and trade dress for years. In fact, these descriptors are

contained in the ve_ Marlboro trade dress "file wrappers" and registrations which

Philip Morris is relying upon in seeking injunctive relief in this case. See ER 6 r

18; ER 18; ER 47-59.

In short, it is undisputed that Philip Morris has "unclean hands" regarding

the trademarks and trade dress directly at issue in this case. Philip Morris has not

shown---or even attempted to show--that it will be able to overcome this defense

at trial. Consequently, injunctive relief is simply not available here.

IX. CONCLUSION

For all of these reasons, this court should affirm the decision of the trial

court.

29 The trial court's Findings of Fact in U.S.v. Philip Morris (and in particular

Findings of Fact 2401-2422) provide numerous examples where Philip Morris

engaged- in false and deceptive advertising of its Marlboro products. For ease of

this court's reference, the pertinent findings are set forth in Addendum B.
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DATED this 15e day of February, 2007.

Respectfully submitted,

K1RKPATPdCK & LOCKFL_.RT

PRESTON GA/T_:_ ELLIS LLP
,//.

Byj. M_chael Keyes

Theresa L. K@es
Bart J. Freedman

Attorneys for Defendants - Appellees
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STATEMENT OF RELATED CASES

There are no related cases pending.

CERTIFICATE OF COMPLIANCE

I certi_ pursuant to Fed. R. App. P. 32(a)(7)(C) and Ninth Circuit Rule 32-

1, that the attached Response Brief is proportionally spaced, has a typeface of 14

points, and contains 13,871 words.

Dated: Februa_' 15, 2007.

J. Michael Keyes
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Vv  st!aw.
--- F.Supp.2d ....
--- F.Supp.2d .... .2006 WL 2380622 (D D.C.)

(Cite as: --- F.Supp.2d .... )

Page 1

I,I
U.S.v. Philip Morris USA, Inc.D.D.C.,2006. Ill Commerce 83 _==:>82.60

Note: Duetoitslength, this opinion has been divided
into 6 parts, each withits o_ WLcitation. Pa_ l is
2006WL 2380622, Part 2 is 2006WL 2380632, Part

3 is 2006WL 2380648. Part 4 is 2006WL 2381449,
Pan 5 is2006_kL 2380650. Part 6 is 2006WL

Only the Westlaw citation is currently available.
United States District Court,District of Columbia.

L-'._ITED STATES of America, Plaintiff,

andTobacco-Free Kids Action Fund, American

Cancer Society, American Heart Association,
American Lung Association, Americans for

Nonsmokers' Rights, and National African American
Tobacco Prevention Network, Intervenors,

V.

PHILIP MORRIS USA, INC., (fka Philip Morris,
Inc.), et al., Defendants.

No. CIV.A. 99-2496(GK).

Aug. 17,2006.

83 Commerce

8311 Application to Particular Subjects and
Methods of Regulation

8311(K) Miscellaneous Subjects and
Regulations

83k8260 k. Criminal or Racketeer

Influenced and Corrupt Organizations. Most Cited
Cases

Tobacco trade organization engaged in and
conducted activities affecting interstate commerce

within meaning of Racketeer Influenced and Corrupt

Organizations Act (RICO), where cigarette
manufacturers declared contributions of over $618.4

million to organization, organization spent more than

$169 million for public relations and advertising,

organizations press releases and other public
statements were disseminated to public via

newspapers and magazines, and organization
engaged in lobbying efforts in various states. I....88
U.S.C.A _ 1962(c. d).

Background: United States brought action alleging

that cigarette manufacturers and tobacco-related trade
organizations violated, and continued to violate,

Racketeer Influenced and Corrupt Organizations Act

(RICO) by engaging in conspiracy to deceive
American public about health effects of smoking and
environmental tobacco smoke, addictiveness of

nicotine, and health benefits from low tar "light"

cigarettes, and to manipulate design and composition
of cigarettes in order to sustain nicotine addiction.
Bench trial was held.

Holdings: The District Court, Kessle....____r,J., held that:

"1L!_) defendants comprised association-in-fact

"enterprise" under RICO;

(_2-)defendants' statements regarding health effects of
smoking evidenced specific intent to defraud; and

.(2) defendants would be required to issue corrective
statements.

Commerce 83 _===782.60

83 Commerce

831......_!1Application to Particular Subjects and
Methods of Regulation

Miscellaneous Subjects and
Regulations

83k82.60 k. Criminal or Racketeer

Influenced and Corrupt Organizations. Most Cited
Cases

Tobacco research organization engaged in and
conducted activities affecting interstate commerce

within meaning of Racketeer Influenced and Corrupt

Organizations Act (RICO), where cigarette
manufacturers contributed total of approximately
S505.4 million to organization, which payments were

processed through interstate banking system,
organization funded 1,657 research _ants-in-aid,

research contracts, and scientific conferences,
totaling approximately $317 million, in United States

and abroad, and organization administered

manufacturers' special project funding via checks
processed through interstate banking system and
delivered via United States Mail. 18 U.S.C.A.._
• 96._.

Ordered accordingly. 131 Racketeer Influenced and Corrupt

.- _ 2006 Thomson:West. No Claim to Orig. U.S. Go_. Works.



!
,|

1i
!

!
I:

I
I

.

!
II

!
I
!
i
!
I
!
!

--- F.Supp.2d ....
--- F.Supp.2d .... o ._006 \_,L __,806Jz (D.D.C.)
(Cite as: --- F.Supp.2d .... )

H
Briet_ and Other Related Documents

U.S.v. Philip Morris USA, Inc.D.D.C.,2006.

Note: Due to its length, this opinion has been divided

into 6 parts, each with its own WL citation. Part 1 is
2006 WL 2380622. Part 2 is 2006 WL 2380632, Part
3 is 2006 WL 2380648. Part 4 is 2006 WL 2381449,

Part 5 is 2006 WL Part 6 is 2006 WL

2380681.

Only the Westlaw citation is currently available.
United States District Court, District of Columbia.

UNITED STATES of America, Plaintiff,
andTOBACCO-FREE KIDS ACTION FL__D,

AMERICAN CANCER SOCIETY, AMERICAN
HEART ASSOCIATION, AMERICAN LL.,'NG

ASSOCIATION, AMERICANS FOR

NONSMOKERS' RI.GHTS, and NATIONAL
AFRICAN AMERICAN TOBACCO PREVENTION

NETWORK, Intervenors,
V.

PHILIP MORR/S USA, INC., (f;ka Philip Morris,
Inc.), et al., Defendants.

No. CIV.A. 99-2496(GK).

Aug. 17, 2006.

FINAL OPINION

KESSLER_.................__,District Judge.

1. INTRODUCTION

A. Overview

*1 On September 22, 1999, the United States brought
this massive lawsuit against nine cigarette

manufacturers of cigarettes and two tobacco-related
trade organizations. The Government alleged that
Defendants have violated, and continue to violate, the

Racketeer Influenced and Corrupt Organizations Act

("RICO"), 18 U.S.C. _ ff 1961-1968. by engaging in
a lengthy, unlawful conspiracy to deceive the

American public about the health effects of smoking
and environmental tobacco smoke, the addictiveness

of nicotine, the health benefits from low tar, "light'"
cigarettes, and their manipulation of the design and

composition of cigarettes in order to sustain nicotine
addiction. As Justice O'Connor noted in Food and

.Ttion, et al. v. Brown & _ m:ams.Jn

C 2006 Thomson,West. No Claim

Page !

Tobacco Corporation. et aL. 529 U.S. 120. 125, 120
S.Ct. 1291. 146 L.Ed.2d 121 ,(2000), "[t]his case
involves one of the most troubling public health

problems facing our Nation today: the thousands of

premature deaths that occur each year because of
tobacco use."

In particular, the Government has argued that, for

approximately flit2,: years, the Defendants have
falsely and fraudulently denied: (1) that smoking

causes lung cancer and emphysema (also known as
chronic obstructive pulmonary disease ("COPD")), as

well as many other types of cancer; (2) that
environmental tobacco smoke causes lung cancer and

endangers the respirator)- and auditor3' systems of
children; (3) that nicotine is a highly addictive drug

which they manipulated in order to sustain addiction;
(4) that they marketed and promoted low tar-light

cigarettes as less harmful when in fact they were not;
(5) that they intentionally marketed to young people

under the age of twenty-one and denied doing so; and
(6) that they concealed evidence, destroyed

documents, and abused the attorney-client privilege

to prevent the public from knowing about the dangers
of smoking and to protect the industry from adverse

litigation results.

The following voluminous Findings of Fact

demonstrate that there is over_helming evidence to

support most of the Government's allegations. As the
Conclusions of Law explain in _eat detail, the

Government has established that Defendants (1) have
conspired together to violate the substantive
provisions of RICO, pursuant to 18 U.S.C.

1962(d), and (2) have in fact violated those

provisions of the statute, pursuant to 18 U.S.C.
1962(c.). Accordingly, the Court is entering a Final
Judgment and Remedial Order _hich seeks to

prevent and restrain any such violations of RICO in
the future.

In particular, the Court is enjoining Defendants from

fiu'ther use of deceptive brand descriptors which
implicitly or explicitly convey to the smoker and

potential smoker that they are less hazardous to

health than full flavor cigarettes, including the
popular descriptors "low tar," "light," "ultra light,"

':mild," a_'_d "natural." The Court is also ordering

Defendants to issue corrective statements in major
newspapers, on the three leading television networks,

on cigarette "onsens,'" and in retail displays,

to Orig. U.S. Govt. Works.
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regarding (1) the adverse health effects of smoking;
(2) the addictiveness of smoking and nicotine; (3) the

lack of any significant health benefit from smoking
"low tar," "'light," "'ultra light," "mild," and "'natural"

cigarettes; (4) Defendants' manipulation of cigarette
design and composition to ensure optimum nicotine

deliver3.'; and (5) the adverse health effects of

exposure to secondhand smoke.

Finally, the Court is order!ng Defendants to disclose

their disaggregated marketing data to the
Government in the same form and on the same

schedule which they now follow in disclosing this
material to the Federal Trade Commission. All such

data shall be deemed "confidential" and "highly
sensitive trade secret information" subject to the

protective Orders which have long been in place in
this litigation.

*2 Unfortunately, a number of significant remedies

proposed by ".he Government could not be considered
by the Court because of a ruling by the Court of

Appeals 'h':.lip Morris, USA, Inc.,
et aL 39 m2005). In that opinion,
the Court held that, because the RICO statute allows

only forward-looking remedies to prevent and
restrain violations of the Act, and does not allow

backward-looking remedies, disgorgement (i.e.,

forfeiture of ill-gotten gains from past conduct) is not
a permissible remedy.

Applying this same legal standard, as it is bound to

do, this Court was also precluded from considering
other remedies proposed by the Government, such as

a comprehensive smoker cessation pro_am to help
those addicted to nicotine fight their habit, a counter
marketing pro_am run by an independent entity.- to

combat Defendants' seductive appeals to the youth
market; and a schedule of monetary" penalties for

failing to meet pre-set goals for reducing the
incidence of youth smoking.

The seven-year history- of this extraordinarily

complex case involved the exchange of millions of
documents, the entry of more than 1,000 Orders, and

a trial which lasted approximately nine months with
84 wimesses testif2.ing in open court. Those statistics,

and the mountains of paper and millions of dollars of
billable [ax_er hours they reflect, should not,

hox_ever, obscure what this case is really about. It is
about an industry, and in particular these Defendants,

that survives, and profits, from selling a highly

addictive product which causes diseases that lead to a
staggering number of deaths per year, an

immeasurable amount of human suffering and

economic loss, and a profound burden on our national

health care system. Defendants have known many of
these facts for at least 50 years or more. Despite that

"knowledge, they have consistently, repeatedly, and
with enormous skill and sophistication, denied these

facts to the public, to the Government, and to the
public health communit)-. Moreover, in order to

sustain the economic viabili_ of their companies,
Defendants have denied that they marketed and

advertised their products to children under the age of
eighteen and to young people between the ages of

eighteen and nvenD'-one in order to ensure an
adequate supply of ':replacement smokers," as older

ones fall by the wayside through death, illness, or
cessation of smoking. In short, Defendants have

marketed and sold their lethal product with zeal, with
deception, with a single-minded focus on their

financial success, and without regard for the human
tragedy or social costs that success exacted.

Finally, a word must be said about the role of la_)'ers
in this fifty'-year history of deceiving smokers,

potential smokers, and the American public about the
hazards of smoking and second hand smoke, and the
addictiveness of nicotine. At ever), stage, lav,3ers

played an absolutely central role in the creation and
perpetuation of the Enterprise and the

implementation of its fraudulent schemes. They
devised and coordinated both national and

international strategy; they directed scientists as to
what research they should and should not undertake;

they vetted scientific research papers and reports as

well as public relations materials to ensure that the
interests of the Enterprise would be protected; they

identified "friendly" scientific witnesses, subsidized
them with grants from the Center for Tobacco
Research and the Center for Indoor Air Research,

paid them enormous fees, and often hid the

relationship between those wimesses and the

industry; and they devised and carried out document
destruction policies and took shelter behind baseless

assertions of the attorney ' ' " _'chent pr]vflege._

*3 What a sad and disquieting chapter in the history

of an honorable and often courageous profession.

B. Preliminary Guidance for the Reader

Courts must decide eve_' case that walks in the

courthouse door, even when it presents the kind of

jurisprudential, public policy, evidentiary, and case

management problems inherent in this litigation.

From the day this lawsuit was filed, it has garnered
much media attention. Recognizing this, the Court
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sample promotion letter to physicians instructed that,

i "Low nicotine cigarettes are not a viable compromise.Studies have shown ... that when patients svitch to low
nicotine brands, they usually increase the number of

i cigarettes they smoke daily .... Finally there is an. alternative ... for those patients whose sincere and
dedicated efforts to stop have ended, again and again, in

-, frustration, self-deprecation, and recidivism[.]" Id at
5560-5561.!

I
!
II
!

1111. A JanuaD 1982 B & W market analysis of smokers

of its Belair brand reported in the section titled "'Smoking
Behavior and Attitudes" that: "Overall, the evidence

shows that Belair smokers are extreme!y addicted to
smoking and they know it." Belair also scored very: high

in factors indicative of dependency and "[a]ddiction.'" In

fact, 94% of Belair smokers surveyed a_eed with the
statement, "1 get a real urge for a cigarette when I haven't
smoked for a while." (emphasis in original) 514107196-

7249 at 7225, 7228 (U.S. 8531 I).

1112. In a similar January 1982 B & W market analysis
for its Viceroy brand of cigarettes, the company was told

that, "Smokers of brands in Viceroy's competitive set are
more addicted to smoking than smokers in general."
514107251-7302 at 7281 (U.S. 85312).

"251 1113. Later, in 1982, B & W carried out a "Smoker

Personalit2,. Study" that segmented the cigarette market in
terms of the level of addiction of the smokers. The stated

purpose of the study was to provide the company "new

ins!ghts helpful in the development and positioning of

new and'or established brands." With respect to the
market segments, smokers who fit into Segment IV were
described as "'somewhat addicted" and smokers in

Segment VI were described as "addicted to smoking and
often wished they never started." Smokers in Segment

VIII, however, were described as "heavily addicted to
smoking. To run out of cigarettes would be a real problem

for them ... from the moment they wake up they smoke.'"
514107303-7417 at 7336, 7350, 7364 (U.S. 85313).

FN1. It would appear this situation continues
even to the present. For example, in this very'
litigation, a former long-time career government

lawyer was so intent on representing a company
aligned with the Defendants that he grossly

misrepresented in his pleadings and declaration
to the Court the degree and substance of his

earlier participation as government counsel in

related litigation involving the Food and Drug
Administration. As a result, he was disqualified

from representing Defendant-Intervenor
BATAS. See Order _915.

Page 172

FN2. As the Court has noted for the record on

numerous occasions, Dr. Kessler is not related in

any way.

FN3. One cannot help wondering whether this

litigation was the best vehicle for attempting to
hold Defendants accountable for their

indifference to the health of American citizens.

In a democracy, it is the body elected by the

people, namely Congress, that should step up to
the plate and address national issues with such

enormous economic, public health, commercial,
and social ramifications, rather than the courts

which are limited to deciding only the particular
case presented to them in litigation. However,

this will certainly not be the first, nor the last,
time that litigants seek to use the courts and

existing legislation to address broad-scale
economic and social problems which might be

far better and more appropriately grappled with
by our elected representatives.

FN4. The eleven Defendants were: Philip

Morris, Inc., now Philip Morris USA, Inc.
("Philip Morris"), R.J. Reynolds Tobacco Co.,

now Reynolds American ("R.J. Reynolds"),
Brown & Williamson Tobacco Co., now part of

Reynolds American ("Brown & Williamson"),
Lorillard Tobacco Company ("Lorillard"), The

Liggett Group, Inc. ("Liggett"), American

Tobacco Co., merged with Brown & Williamson
which is now part of Re}molds American

("American Tobacco"), Philip Morris Cos., now
Altria ("Altria"), B.A.T. Industries p.l.c. ("BAT

Ind."), noN' part of BATCo, British American
Tobacco (Investments) Ltd. ("BATCo"), The
Council for Tobacco Research-U.S.A., Inc.

("CTR"), and The Tobacco Institute, Inc. ("TI").
The latter two entities do not manufacture or sell

tobacco products, but are alleged to be co-

conspirators in Defendants' tortious activities.
BAT Ind. has been dismissed for lack of

personal jurisdiction. All Defendants but Liggett
joined together in common defense (the "Joint

Defendants"). In 2003, the Court granted the
Motion of British American Tobacco Australian

Services, Ltd. ("BATAS") to intervene for the

limited purpose of asserting and protecting its

interests:in litigation documents. Order # 449_

FN5. See United States' Preliminary Proposed
Findings of Fact at 14.

FN6. These allegations have been farther
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Briefs and Other Related Documents

U.S.v. Philip Morris USA, Inc.D.D.C.,2006.

Note: Due to its length, this opinion has been divided
into 6 parts, each with its own WL citation. Part 1 is
2006 WL 2380622, Part 2 is 2006 WL 2380632, Pa_
3 is 2006 WL 2380648, Part 4 is 2006 WL 2381449.

Part 5 is 2006 WL 2380650. Part 6 is 2006 WL
2380681.

Onl._ the Westlaw citation is currently available.
United States District Court,District of Columbia.

U._ITED STATES of America, Plaintiff.

andTobacco-Free Kids Action Fund, American
Cancer Society', American Heart Association,

American Lung Association, Americans For

Nonsmokers" Rights, and National African American
Tobacco Prevention Netv, ork, Interwenors,

V.

PHILIP MORRIS USA, INC., (f_a Philip Morris,
Inc.), et al., Defendants.

Civil Aetion No. 99-2496(GK).

Aug. 17,2006.

FINAL OPINION

KESSLER, District Judge.
*1 1114. B & W Group Product Director A.J.

Mellman wrote a project memorandum on March 25,
1983, to other industry executives, including Senior

Vice President for Marketing R.A. Blott, stating

explicitly that nicotine is "addicting." The
memorandum proposed several project ideas for the
company, including a low tar cigarette with free

nicotine added to the filter, based on the underlying
premise that:

Nicotine is the addicting agent in cigarettes. It,
therefore, seems reasonable that when people switch
brands, if they have a certain smoking pattern (i.e.
number of sticks'day), they will switch to a brand at
the same nicotine level.

I am currently examining all brands by nicotine level
and by nicotine-tar ratio levels, comparing those

correlations to switching patterns.

514110006-0009 at 0007 (U.S. 21745).

BATCo's other affiliates to discuss the pro_ess of

internal company nicotine research code-named

"Project GREENDOT" and "Project AIRBUS," and
to chart the course of the research for the 1990s.

"Project AIRBUS" sought to develop a device similar

to a non-combustible nicotine delive_ product

manufactured by RJR. _'Project GREENDOT" sought
"to produce a highly modified cigarette which
maintains the deliver}. of nicotine to the smoker

whilst reducing the deliver3.' of tar." The goal of

"GREENDOT" was to modifi: a 10mg tar ; 0.8 mg
nicotine cigarette to deliver lmg tar _ 0.8 mg nicotine.
620208779-8784 at 8782-8783 (U.S. 85317).

1116. BATCo regularly forwarded its nicotine
research reports to the B & W Research and

Development Department and the company library
for use by the company and its employees. The

critical importance of nicotine to the companies is
evident in the titles and content of these reports. See.

e.g. _'Preparation and Properties of Nicotine
Analogues-Part I1," October 11, 1973, 657006301-
6327 (U.S. 53532); "'Alpha Waves and Smoking: The

Effect of Cigarette Smoking on the Alpha Density of
Subjects," December 6, 1974, 657007342-7416 (U.S.
53535); "The Effect of Smoking Deprivation on

Smoking Behaviour," September 11, 1975,
650014873-4901 (U.S. 53405); "Compensation for

Changed Deliver)," January,-- 30, 1976, 650008449-
8480 (U.S. 76192); Dr. M.A.H. Russell's "Safer

Cigarette" Study Report No. RD. 1652 (Restricted),
March 1, 1979, 650010157-0193 (U.S. 85292);

"Preparation and Properties of Nicotine Analogues-

Part Ill," June 20, 1979, 657006435-6487 (U.S.
53534); "A Comparison of Smoking Surveys
Separated by Four Years," June 28, 1979,

650008946-8960 (U.S. 85318); "Method for Nicotine
and Cotinine in Blood and Urine," May 21, 1980,

6650032386-2_28 (U.S. 53430); "Nicotine Studies:

A Second Report, Estimation of Whole Body
Nicotine Dose by Urinary Nicotine and Cotinine
Measurements," March 31, 1981, 650030769-0802
(U.S. 53428); "Receptors for Nicotine in the Central

Nervous System," March 22, 1984, 650000996-1034

(U.S. 53388); "The Functional Significance of

Smoking in Everyday Life," April 24, 1984,
650000563-0740 (U.S. 85393).

1115. According to the record of a January 4 and 5,

1988 meeting in New York, B & W scientists Tilford
Riehl and Lance Reynolds met _ith scientists from

1117. B & W's law firm, Shook, Hardy & Bacon,
prepared a document titled "B & W-Addiction
Notebook" for the company. The Addiction

© 2006 Thomson;West. No Claim to Orig. U.S. Govt. Works.



---F.Supp.2d....
---F.Supp.2d....,2006WL2380648(D.D.C.)
(Citeas:---F.Supp.2d....)

Page140

havinggroups[where]you canadjustfor those
characteristicsotherthanthet2:peof cigarettesthat
theysmoke.If youincludenumbersof cigarettesfor
controlling,youovercontrol.Ifyoudon't,thenyou're
left with the two populationslikely to have
differencesinintensityofsmokingandnomethodby
whichyoucancontrolforthatdifference.Thenyou
can'ttellwhetherthedifferenceyou'reseeingisdue
to a differencein intensib"of smoking,i.e.
completelyindependentofthe_peofcigaretteorisa
characteristicof thecigarettethatyouvechosento
smoke.

BumsTT, 2 16-05, 13661:14-13662:6; see also
Bums IT, 2;16:05, 13484:18-13485:10; 13486:8-21

("If you don't control for cigarettes per day, you have
t_o different groups of individuals who have
different intensities of smoking and, therefore, you

can't compare their exposures without looking at
intensity'.").

2142. Finally, Dr. Wecker's analysis of actual versus

predicted death rates was not done in the manner
utilized in Monograph 13. He admitted on cross-

examination that there were several discrepancies

between his analysis and that described in
Monograph 13. The discrepancies included the fact
that Dr. Wecker used mortali_" data, taken from the

National Health Inte_'iew Survey, from 1993 to
2000, that was not contained in the calculations in

Monograph 13. Again, Dr. Wecker was unaware of a
critical fact, namely that the contributors to

Monograph 13 specifically excluded data after 1992
because the National Health Interview Survey

"changed the definition of smoker in 1992," making
the post-1992 data inconsistent with the pre-1992

data. Wecker WD, 51:3-21; Wecker Ff, 3;15:05,
15698:14-15701:18.

2143. Dr. Wecker also acknowledged that, while

Monograph 13 discussed a chart examining lung
cancer death rates at ages under 50, he attempted to

create the chart described in the Monograph but only
included people aged 40-50, excluding death rates for
all ages under 40. Wecker TT, 3-15-'05,15702:5-
15706:2.

"205 2144. Dr. Burns testified, upon review of a
chart based on Dr. Wecker's calculations of actual

versus predicted death rates, purponed!y based on
Monograph 13: "The data presented in this graph

have essentially no meaning whatsoever. This is not

the analysis that Sir Richard Doll was suggesting be
done and it is not an analysis that has any valid,

scientific or technical meaning." Burns TT. ,_:16:0_,

13666:20-23; see also Burns TT, 2/16_05, 13664:10-
24 (testifying that, to his knowledge, the chart has

never 'appeared in published peer reviewed
literature").

2145. In sum, there is an overwhelming consensus in

the public health and scientific community, both here
and abroad, that low tar cigarettes offer no clear
health benefit to smokers, have not reduced the risk

of lung cancer and heart disease for smokers using

them, and have not produced any decrease in the
inciclence of lung cancer. Moreover, because of the

misleading nature of the advertising for low tar
cigarettes, smokers who might have quit have

refrained from doing so in the belief that such
cigarettes reduced their health risks.

2. Based on Their Sophisticated Understanding of

Compensation, Defendants Internally Recognized
that Low Tar, Light Cigarettes Offer No Clear

Health Benefit w:r

a. Defendants Internally Recognized that Low Tar
Cigarettes Are Not Less Harmful Than Full-

Flavor Cigarettes

(I) Philip Morris

2146. A March 1, 1977 Philip Morris memorandum
by industry-funded scientist Stanley Schachter to
Thomas Osdene, Director of Research, concluded

that low tar:low nicotine cigarettes are not less
harmful:

lilt would certainly seem that the campaign for low

nicotine cigarettes is misguided and rests on a set of
fallacious premises .... The question is crucial and

particularly so in light of ... Ross's evidence that
carbon monoxide, hydrogen cyanide, and nitrogen
oxide deliver), is considerably greater in most of the

popular brands of low nicotine filter, [sic] cigarettes

than in high nicotine, non-filter cigarettes .... It is ...
clear ... that the major b6dy of data that has been used

to justify the campaign for low nicotine cigarettes
does nothing of the sort.

1000046626-6661 _ 6655,6660(U.S. 20074).

2147. Dr. Farone stated that Philip Morris's Marlboro

full-flavor and Marlboro Lights cigarettes are
"'essentially identical except for dilution"-i.e., that

Marlboro Lights have more dilution, dilution

referring to ventilation that dilutes the smoke,
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particularly when machine-smoked by the FTC

method, with ambient air. "[A]s you increase

dilution, the toxici_ in [the Ames] test increases,
which is more likely than not associated with a

toxicity increase in smokers." Farone TT. 10-7:04,
1888:2-1889:5: 1891:17-19.

*206 2148. In fact, Dr. Farone explained that the very
Ames mutagenicit2, . testing that Philip Morris has

conducted for the past 25 )ears, and that "Philip
Morris has concluded ... predicts carcinogenicity" has

indicated that Philip Morris's Marlboro Lights
cigarettes are, as designed, more mutagenic than

Marlboro full-flavor cigarettes:
[l]n the case of Marlboro Lights, the Philip Morris
test data that I have reviewed on that level of dilution

for equivalent blends indicated that the product

design for their Light cigarettes was more mutagenic
than the full flavor Marlboro, Marlboro Reds, and

therefore predictive of more potential cancer risk.
These studies were repeated multiple times over the

past 20 years and continue to be repeated to this day.
The Philip Morris data, as was used by Philip Morris,

was a strong warning that their product design
change between a Marlboro Red and a Marlboro

Light-increased ventilation-resulted in a potentially

more dangerous product.

Farone WD, 119:7-120:15; Farone TT, 10/7"04,

1866:2-17. Philip Morris has not "changed the design
of 'Light' cigarettes in response to its studies and

knowledge concerning mutageniciD'.'" Farone WD,
121:3-9.

2149. Philip Morris consultant and former employee
Dr. Whidby agreed with Dr. Farone's basic analysis

and acknowledged that "increased filter dilution,"

one of the techniques Philip Morris uses to lower the
FTC tar yield of its cigarettes, "is associated with
increased biological activity." Dr. Whidby explained

that biological activity in the context of Philip
Morris's biochemical testing reports generally refers

to biological reactions such as tumor growth, cell
mutations, and toxic reactions, and that it was "a bad

thing" that should be reduced. Whidby TT, 2/22;05,
13964:18-25; 13967:22-13968:19. Helmut Wakeham,
of Philip Morris, acknowledged the same

phenomenon as far back as March 1, 1974.
1003293476-3493 at 3492 (U.S. 85073).

2150. A November 1977 Philip Morris memorandum
to Dr. Robert Pages from J. Booker and S. Drew

about Ames testing stated: "The take home lesson

from this experiment is that dilution of a cigarette
appears ,o increase the activ@ of the WSC [whole

© 2006 Thomson/West. No Claim
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smoke condensate] (more dramatically for some

cigarettes than for others)." 1002978361-8363 at
8362 (U.S.35635).

2151. By 1978, Philip Morris had substantial
evidence that "filter dilution [which Philip Morris

used to reduce FTC tar and nicotine yields] was

somehow acting to increase" the "activit2,.'" of the
whole smoke condensate ("WSC") collected from its
cigarettes. Further experiments confirmed that the tar

from ventilated low tar reference cigarettes, i.e.,
cigarettes used for research purposes and not actually

sold in stores, measured higher on mutagenicity tests

than non-ventilated products. Additional research
conducted in 1979 yielded the same result.
2001243600-3673 at 3610-11 (U.S. 20298); accord

2022180219 (U.S. 21479).

2152. A May 11, 1982 Philip Morris document from

INBIFO (Philip Morris's overseas research facili_ in
Switzerland) revealed that Philip Morris learned from

its testing of low tar reference laborator2:- cigarettes in
Europe that these cigarettes registered higher in

standard biological tests than the full-flavor deliver)-
reference cigarettes-i.e., were "more active"-and thus
were more likely to cause cancer: "Low tar reference

cigarette ... [m]ay be slightly more active than [the

regular deliver2,' reference cigarette] as a complete
carcinogen." 1003121638-1643 at 1638 (U.S. 20153).

*207 2153. A January 28, 1994 report from INBIFO

to Philip Morris in Richmond, Virginia stated that
increased cigarette filtration, porosit2,-, and ventilation

(primar2.. methods used by Philip Morris to reduce the
FTC Method tar and nicotine yields in its cigarettes)

would result in an increase in the degree to which
cigarette smoke was toxic to living cells r,.e.

cytotoxicity), the irritation it caused to smokers, and
the likelihood that the smoke would generate
mutations such as tumors and.or cancer (i e.,

mutagenicity). The document stated: "Increased

filtration will result in a relative enrichment of gas
phase constituents, leading to increased cx-xotoxicit2,.

and irritancy .... Increased porosit2,.- and ventilation
will ... increase the specific mutagenicity."

2024005509-5512 at 5509-5510 (U.S. 20399);
Farone WD, 122:1-14 (citing to, and a_eeing with,
INBIFO conclusions).

2154. In this case, A. Clifton Lilly, Senior Vice
President of Technology, confirmed that data from

tests run at Philip Morris's INB1FO facility showed

that the Ames test for mutagenicity from Marlboro
Lights produces significantly hi2daer results than the

tar from Marlboro full flavor products. 2001243600-

to Orig. U.S. Govt. Works.
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United States District Court,District of Columbia.

L._ITED STATES of America, Plaintiff.

andTobacco-Free Kids Action Fund, American

Cancer Society-, American Heart Association,
American Lung Association, Americans for

Nonsmokers" Rights, and National African American
Tobacco Prevention Network, Intervenors,

V.

PHILIP MORRIS USA, INC., (f:k/a Philip Morris,

Inc.), et al., Defendants.
No. CIV.A. 99-2496(GK).

Aug. 17, 2006.
As Amended Aug. 29, 2006.

FINAL OPINION

KESSLER, District Judge.

*1 2265. A 1979 study related to Camel Lights
indicates that the marketing campaign stressed that
Camel Lights provided a product to individuals who

wanted to smoke a low tar cigarette, but did not want
to compromise on "rich taste and smoking
satisfaction." The message itself was "a specific low

tar message." 500731672-1707 (U.S. 22168).

2266. A June 21, 1982 Product Research Report on
Non-Menthol Ultra Low Tar Consumer Probes,

published by the 1LIR Marketing Development

Department, classified ultra low tar non-menthol
smokers into two _oups: (1) smokers who are
extremely concerned about tar levels and (2) smokers

who are moderately concerned about tar levels. The
report went on to explain that "extremely concerned"

smokers "primarily seek products that are lowest in
tar. These smokers are willing to trade-off such

smoking benefits as strength, taste;flavor and ease of
draw for brands which may not deliver these benefits

but which are lowest in tar." The report also

explained that as compared to smokers of higher tar

brands, "respondents generally characterized ULT

cigarettes as having a harder draw, reduced smoke
density-which they expressed as 'smoking air,' less

taste.'stren_h:flavor, and less smoking sensation."
503394459-4485 at --1460-4461, 4463, 4467 (U.S.

85036); Schindler WD, 75:14-76:16.

2267. A 1984 Vantage Family "Moderation"
Situation Analysis explained that "relative to other

segments, 'Moderator' smokers realize there are both
positive and negative aspects of smoking, resulting in

a desire to resolve the conflict by

compromising:moderating on their brand choice."
This process was depicted as adding the positives of
smoking (personal ritual, anxieb reduction, social

confidence) to the negatives of smoking (alleged
health hazards and smoker image), compromising on
the idea of taste and satisfaction with low tar

products, and the image that they are "doing

something positive." 502118237-8267 at 8241 (U.S.
22119).

2268. A December 16, 1988 RJR marketing

presentation stated that: "'For a successful product _he

perceived health benefit must balance any sacrifice
that must be made in terms of taste, satisfaction and

traditional smoking pleasures." 650900829-0849 at
0831 (U.S. 20951).

2269. In 1990, RJR undertook a marketing campaign

promoting thefact that Now cigarettes had the lowest
tar and nicotine levels of any product in the industry.

The campaign focused solely on the fact of Now's
"lowest" tar and nicotine levels not on taste. Some of

the advertisements implicitly admitted that good

"flavor" or "taste" was intuitively less likely in a low

tar cigarette. For example, one advertisement asked,
"Merit Ultra Lights Smokers: Is there a way to get
60% less tar and nicotine and still get flavor in a

cigarette? NOW is the way." Similarly, another

advertisement asked, "Benson & Hedges Deluxe
Ultra Lights Smokers: Can you get 50% less tar and

nicotine and still get taste in a cigarette? NOW you
can." .Still another advertisement asked, "True
Smokers: How can you get 67% less tar and nicotine

and still get real cigarette taste? NOW is how."
Finally, an advertisement in this campaign asked,

"Carlton Smokers: Can a cigarette have just 2 mgs. of

tar and still be satisfying to smoke? NOW can."
Along those same lines, one of the advertisements
indicated, "THE LOWEST IN TAR & NICOTINE.

_- 2006 Thomson/West. No Claim to Orig. U.S. Govt. Works.
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testimony: "Smokers are familiar with the ratings

produced by the current test method, and continued
use of the current test method assures historical

continui_" of the data. For these reasons, testing
under the current FTC test method should continue."

Joint Comments at 4.

2395. In response to the FTC's question regarding the
need for official guidance on brand descriptors,
Defendants stated: "The manufacturers are not

convinced that there is a need for official guidance

with respect to the terms used in marketing lower
rated cigarettes." As to terms, such as "light" and

"ultra light," "[t]he manufacturers believe smokers
understand that these descriptors are terms of

comparison rather than signifiers of absolute value."
Joint Comments at 94.

2396. In response to the following FTC query:
What data, evidence, or other relevant information on

consumer interpretation and understanding of terms

such as "ultra low tar," "ultra light," "'low tar,"
':light," "medium," "extra light," and "'ultima," as

used in the context of cigarettes exists? Do
consumers believe they will get significantly less tar

from cigarettes described as "light" or °'low tar" than

from regular full flavor cigarettes, and do they
believe they _ill get significantly less tar from

cigarettes described as "'ultra low tar" or "ultra light"
than from "'light" or "low tar" cigarettes? Do the
brand descriptors convey implied health claims?

*33 Defendants Philip Morris, RJR, B & W, and
Lorillard jointly stated in their joint comments to the
FTC:The manufacturers believe that consumers

choose "light" or "ultra" products for a variety-" of
reasons, including li_ter flavor, lighter taste, less
menthol (or other flavor) taste, and smoother

smoking characteristics. Some consumers may

choose such products for other reasons. The
manufacturers do not intend the descrip'.ors to convey
an? level of 'safetj' with regard to their products.

Defendants' joint comments further stated: "The
manufacturers are not aware of evidence that

consumers use descriptors in lieu of the FTC
numbers as their primary source of information about
the 'tar' and nicotine yields of different brand sB'les."
Joint Comments at 95.

2397. In response to the FTC's question:

What available evidence exists concerning how
consumers view cigarettes with relatively low tar and

nicotine ratings and their perception of the relative
risks of smoking such cigarettes rather than full

flavor cigarettes?

Defendants Philip Morris, RJR, B & W, and Lori'lard
jointly stated:The manufacturers are unaware of

evidence concerning such consumer views and

perceptions except to the extent that such evidence is
presented in [the National Cancer lnstirute's Smoking
and Tobacco Control Mono_aph No. 7].

Joint Comments at 89.

2398. Defendants' testimony to the FTC fails to make

any reference to the vast amounts of consumer
research Defendants conducted, and had conducted

for them by their numerous advertising and

marketing consultants, that expressly found that
many consumers strongly disliked the taste of low tar
cigarettes, but were smoking them because they

believed they were healthier for them. Accord
2041186475-6517 at 6478, 6504 (U.S. 22181*)

(November 29, 1994 submission to the National
Cancer Institute on behalf of B & W, American

Tobacco, Lorillard, and Liggett contending that

smokers use FTC tar and nicotine ratings primarily
for information relating to taste considerations.

referring to what Defendants called "the well-

established significance of the FTC's machine-
determined yields for comparing the flavor, richness

and satisfaction of different brands of cigarettes," and
predicting that if modifications to the FTC Method
occurred, "[c]onsumers ... would be deprived of

important information about the flavor, taste and feel

of cigarettes -information consumers consider to be
highly relevant in distinguishing among" brands).

2399. As detailed below, Defendants' public
statements about low tar cigarettes on their websites,
the statements of their executives, and their internal

documents are false and misleading.

a. Philip Morris

(1) Philip Morris's Low Tar Cigarette Marketing
Techniques

*34 2400. Over the last 50 years Philip Morris has
used a variety of marketing techniques to reassure

smokers that certain brands and b9es of cigarettes

would reduce their health risk from smoking by

reducing their exposure to tar. Philip Morris

advertisements in the early 1950s made explicit
claims of reduced harm, such as the following:

1952: "If. like millions today, _ou are turning to f..lter
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cigarettes for pleasure plus protection ... it's important
that you know the Parliament Story." 696000888-
0916 at 0894, 0905, 0908 (U.S. 21387); Harris WD,
70:3-6.

!952: "Parliament's exclusive Filter Mouthpiece
gives you the important extra protection of the

Parliament 'Safe_-Zone' Construction .... As the
irritants, brown tars and colorless nicotine are

trapped, they remain where they belong-in the

recessed filter, completely out of contact with your
lips." 696000888-0916 at 0894• 0905, 0908 (U.S.
21387)
1954: "You're So Smart to Smoke Parliaments."

(U.S. 2731) (emphasis in original); see also (U.S.

2756) (1956 Parliament advertisement in Sports
Illustrated magazine noting same).

1954: "The cigarette that takes the FEAR out of
smoking!" 696000888-0916 at 0908 (U.S. 21387).

2401. In addition to making explicit health claims,
since the 1970s Philip Morris has used brand

descriptors such as "light" and ;'ultra light" to
communicate that certain brands of cigarettes are low

in tar and nicotine. James Morgan, who was Brand
Manager of Marlboro from 1969 to 1972, during the

time when Philip Morris introduced Marlboro Lights,

its first "light" cigarette, explained the intended
meaning of the "lights" descriptor. Morgan stated
that, from the very beginning, the "lights" descriptor
was intended to communicate that the brand was low

in tar-as opposed to a brand that was lighter in taste:

From the ve_' beginning the phrase, "Lowered tar

and nicotine" was going to be on the package [of
Marlboro Lights]• That was the phrase that described
to the consumer what the product was in our

judgment .... We felt the brand name, Marlboro
Lights, was a real help in terms of the description of

the product being low in tar and nicotine which
appeared on the pack from the inception of the

project...• We are not talking, in my judgment, talking
about light .•. as a taste. It's not a term that means
an_xhing in terms of taste, and the name Marlboro

Lights as I said before, a word which we feel has

appeal in a different sense than suggesting what the
cigarette even tastes like .... It was our desire in this
entire Marlboro Lights brand project to constantly

position Marlboi'o Lights as being-as having lower tar
and nicotine from Marlboro [Reds]•

Morgan PD, Philip Morris Inc. v. R.Z Reynolds
Industries, lnc.. 10"15-74, 4:9-10; 10:15-11:4; 78:20-

79:14; 79:25-80:5; 81:8-12; 85:23-86:4; Morgan PD,
Phi-ip Mgrris Inc., 11-25;74,247:11-14.

2402. According to Morgan, Philip Morris made a

calculated decision to use the phrase "lower tar and

nicotine" even though its own marketing research
indicated that consumers interpreted that phrase as
meaning that the cigarettes not only contained

comparatively less tar and nicotine, but also that they
were a healthier option. Morgan PD, Price v. Phdip
?,Iorris. lnc., 6.'1502, 45:2-45:25. 45:2-46:25, 47:2-

47:25, 48:2-48:25, 49:2-49:25, 50:2-50:25, 51:2-51:5,
52:15-52:20.

*35 2403. Morgan, who later became CEO of Philip
Morris, further explained in 2002 that rather than

relying on the tar and nicotine numbers from the FTC

Method, ":the major influence in people's perceptions
in the tar of a cigarette would have come from the

marketing positioning of a brand as opposed to
people literally reading the FTC [tar and nicotine
figures]." Morgan also stated that,

if you took the advertising, the point of sale,
whatever may have been said on the racks or the

cartons, the whole panoply of what the consumer saw

about a cigarette brand would be more influential in

that consumer's perception of the tar of that brand ...
than the fact that they may or may not have sat down
and looked at a newspaper that had the latest Federal

Trade Commission report.

Part of the image that Philip Morris was marketing
was the concept of lowered tar and nicotine. Morgan

PD, Philip Morris lnc., 11 2574, 174:10-175:4;
175:16-175:25.

2404. Jeanne Bonhomme, Director of Consumer

Insights for Philip Morris, echoed these views:
Philip Morris aims its low tar cigarette marketing at

least in part at smokers of regular cigarettes who are
concerned about the amount of tar they are inhaling

and want to reduce it.... Philip Morris was aware that

consumers understood the "lights" brand descriptor
from its advertising and marketing pieces to be
equated with low tar.

Bonhomme WD, 12:6-11; 13:17-19; 15:1-4; 16:1-7:
43:11-14.

2405. In or around 1995, Philip Morris considered
changing the name of Merit to Merit Lights, because
"Philip Morris was concerned that consumer research

showed that Merit marketing no longer effectively
conveyed to consumers that Merit was low in tar."

Bonhomme WD, 13:1-22.

2406. This contemplated name change is documented
in a June 23, 1995 internal Philip Morris

© 2006 Thomson-West. No Claim to Orig. U.S. Go_a. Works.
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memorandum, titled "'Merit "Filter' vs. 'Lights' Test-

Research Proposal," from Lauren Schwed, Philip
Morris Analyst, to Jodi Sansone, then Brand Manager
for Merit at Philip Morris USA, and Rebecca

Gordon, a Philip Morris USA Assistant Brand

Manager under Sansone. The memorandum
described the motivation behind an a_ached

consumer research study as follows:

Merit is considering changing the name on the Parent
pack from "'Filter" to "Lights" in order to clarifi:- the

tar level of the cigarette. There is a thought that
changing the wording on the pack to replace the word

"'Filter" with the word "Lights" would help clari_
what the true tar level is for Merit Parent. However,

there is some concern that changing the name to

"Lights" could possibly detract from the brand's
flavor heritage.

2045628330-8330 (U.S. 26955).

*36 2407. In a memorandum dated November 2"r,

1995, Shari Teitelbaum, a consumer researcher for

Philip Morris, summarized the results of the "Merit
"Filter" vs 'Lights'-Final Report" for Sansone.

Teitelbanm noted that the name change affected
Merit smokers perceptions: "Before tasting the

cigarette, Merit smokers seemed to think that Merit

Lights was lower in tar than Merit Filter." Teitelbaum
noted that changing the name to Merit Lights caused
one third of current Merit smokers to "alter their

perception of Merit in terms of taste and tar leveL."

The study also confirmed Philip Morris's fear that
changing the name to Merit Lights would imply a

poor-tasting cigarette: for current Merit smokers,
'[t]he name change did seem to have a significantly
adverse impact on perceptions of the brand's taste."

2045596010-6012 at 6011 (U.S. 26952);
2045596013-6040 at 6032 (U.S. 26953); Bonhomme
WD, 14:1-15:4.

2408. Philip Morris did finally change the name of
Merit Filters to Merit Lights, even though there was

no difference in the cigareae. Brennan-Lund PD,
Prwe v. Philip Morris, Inc.. 9.'20.;02, 157:15-22.

2409. Similarly, Philip Morris marketed a 15 mg.
cigarette as both Virginia Slims and Virginia Slims

Lights. 525311179-1223 at 1222 (U.S. 52977).

2410. Jeanne Bonhomme verified that Philip Morris
has known for years from its consumer research that

some smokers "interpret brand descriptors as

communicating a less hazardous cigarette than _all-
flavor brands." Bonhomme WD, 20:3-6.

2411. In an October 21, 1994 memorandum, titled

"Marlboro Medium Smoker Image Study," Marian
Halpern, an employee in the Philip Morris consumer

marketing research department, reported to Tom
Keim, a Philip Morris brand manager, that the

"Reasons for Smoking Medium '' were as follows:
Most smokers said they chose Medium because of its

perceived health benefit. Over half of the Medium
smokers said they started smoking Medium because

they wanted a cigarette with lower tar and nicotine
(56%). For many respondents, the name "'Medium"

communicated information on this product feature,
with almost one quarter (24%) of these smokers

saying that 'Medium' refers to the cigarette's lower
tar and nicotine.

2063731671-1688 at 1672 (U.S. 22222); Bonhomme

WD, 18:1-19:5.

2412. Philip Morris tries to create marketing pieces
that communicate certain brands are low in tar, not

just with words like the "lights" brand descriptors,
but also with the imagerT they present to consumers,

such as the color it selects for the cigarette pack and

tipping paper. When pac.kaging decisions are made at
Philip Morris, it is recognized that the color

influences peoples' perception of the strength and tar
level of the product. Bonhomme WD, 20:10-17;
22:1-4.

2413. For example, Philip Morris knows that

consumers perceive a blue cigarette pack and white
tipping paper as an indication that a cigarette is low

in tar, and that generally speaking, the lighter the
cigarette package color,-the Iower its tar content is
perceived to be by consumers. Philip Morris

continues to this day to market and sell Marlboro
Lights and Marlboro Ultra Lights with lighter color

packaging and tipping paper. Bonhomme WD, 21 :13-
18; 23:20-22.

2414. Nancy Brennan-Lund, Philip Morris Senior VP

of Marketing, confirmed that, in order to

communicate low tar in cigarettes, Philip Morris
USA has used a "lighter, more white back_ound"
and a "'white filter as opposed to a cork colored

filter." Susan Norris, Marlboro Brand Manager from
1995-1999, also noted that, in her experience, colors
such as silver and light blue communicate to

consumers that. a cigareue is an ultra light brand.

Brennan-Lund PD, Price. 9/20/02, 179:6-17; Norris

PD, United States v. Philip Morris. 7 31:03, 162:6-
165:8, 179:17-184:19.

*37 2415. Over the last five decades, Philip Morris
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has conducted extensive consumer research to perfect
the deliveD of its "light" and low tar cigarette brand

marketing message to ensure it provided smokers
with health reassurance and offered an alternative to

quitting.

2416. Marlboro Lights. With respect to Marlboro

Lights, Philip Morris designs the packaging to
distinguish it fi'om Marlboro Red and communicate
to consumers that it provides "'the best of both

worlds,"-low tar and good taste. Bonhomme x,_,q),
22:5-18.

seeking a low tar and nicotine cigarette, including
smokers of both high and low tar cigarettes. A 1974-
1975 Philip Morris magazine advertisement for

Marlboro Lights stated: "Marlboro Li_ts. The spirit
of a Marlboro in a low tar cigarette." Philip Morris

has used the phrases "lowered tar and nicotine" and
"Li_ts" in association with Marlboro Lights for over

30 years. Morgan PD, Price, 6:5.'02, 20:13-25, 21:2-
6, 32:22-25, 33:2-25, 34:2-11; 2045404133-4163

(U.S. 85000); 03496228-6630 at 6323 (U.S. 20057):

Morgan TT, Price v. Philip Morris. Inc.. 2:18_03,
64:4-7.

2417. A November 15, 1971 "Philip Morris U.S.A.
Inter-Office Correspondence" to James Morgan from

the Philip Morris USA Marketing Research

Department set forth results of a Philip Morris
consumer study on Marlboro Lights. Under the

heading "Advertising Awareness," the report stated
that "'[1]ow tar and nicotine remained the most

frequently mentioned comment." 10002927442762,
2745 (U.S. 35205).

2421. A May 31, 1988 Philip Morris USA Marketing
Research Department report from Philip Morris's

primary advertising agency, Leo Burnett, and Philip
Morris consumer researchers Karen Eisen and Jeanne

Bonhomme, recited focus group results and stating
that "many felt that Marlboro Lights was gaining in
favor because of health concerns." 2044743883-3891

at 3885 (U.S. 85001); Brennan-Lund PD, Price.
9'20_02, 190:1-192:11; Bonhomme WD, 23:5-19.

2418. A December 1971 Marlboro Lights "Product

Promotion Plan" distributed to the Philip Morris sales
force discussed the introduction of Marlboro Lights

and ways to market and maximize sales of the brand.
It stated:

The introduction of Marlboro Lights is a ve_" timely
move on the part of your company. The consumer is

becoming increasingly aware of tar and nicotine
contents in cigarettes and many are searching for one
with low tar and nicotine content and full flavor.

Marlboro Lights fill this need.

2045404133-4163 at 4141 (U.S. 85000).

2419. A retrospective Philip Morris document dated
September 1991, titled "Background Information on
PM Brands," stated:

To capitalize on the booming low tar market,

Marlboro Lights was introduced in 1972. It became
the first successful low tar line extension in the

industr3.... Marlboro further broadened its appeal to
low tar smokers with the addition of Marlboro Lights

100's in 1978, Marlboro Lights King Size Flip-Top
Box in 1980 and Marlboro Lights 100's Flip-Top Box
in 1984.

2070143190-4433 at 3206 (U.S. 27257).

2420. James Morgan, former President and CEO of

Philip Morris USA, confirmed that Marlboro Lights

were positioned as "lower in tar and lighter in taste

than Marlboro Red" and were marketed to people

*38 2422. Benson & Hedges. A 1974-1975

advertisement for Philip Morris's Benson & Hedges
Multifilter brand stated: "Today people not only want
a great tasting cigarette, but one that's low in 'tar' and

nicotine. Nothing's simple anymore ... [,x]e've

managed to lower the 'tar' and nicotine and still give
you a cigarette with full rich flavor for you to enjoy."

(U.S. 87184); see also 03496228-6630 at 6326 (U.S.
20057).

2423. A September 1991 Philip Morris document,

titled "Background Information on PM Brands,"
stated:

Benson & Hedges 100's Lights and Lights Menthol
were introduced in 1977 in response to consumer

preference for a milder, lower tar cigarette ... today
Benson & Hedges is among the leading low tar

cigarettes. In mid-1982, Benson & Hedges Deluxe
Ultra Lights was launched to take advantage of

dynamic grov, lh in both the 100mm and ultra lov, tar
markets. The regular and menthol packings, both at
5rag tar, were instant successes. Fueled by distinctive

packaging and taste richer than that of other ultra low

(hence the ad slogan ."rich enough to be called
deluxe"), Deluxe Ultra Lights is a major contributor

to the image and sales strength of Benson & Hedges.

z0,014_190-44._, 3211-3214 (U.S. 27257); see aiso

ADV004 1118-1120 (U.S. 745) (1982
advertisement).

2424. Cambridge. Tom Goodales handwritten notes
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away.' "' Bowhomme WD, 34:'..8-35:1; 35:20-36:15:
2071388176-8178 at 8178 (U.S. 40452).

(2) Philip Morris's Research on the Low Tar
Cigarette Catego_"

"46 2460. Internal Philip Morris documents show

that Philip Morris conducted consumer marketing

research not just on individual low tar cigarette
brands, but on low tar cigarettes as a category. These

documents establish that Philip Morris has long
known and intended that its advertisements and

marketing for low tar cigarettes, featuring claims of
lowered tar and nicotine and "light" and "ultra light"

brand descriptors, contributed to and reinforced
consumers' mistaken belief that low tar cigarettes are

better for their health, and encouraged consumers to
smoke them for this reason.

2461. According to Nancy Lund, Senior Vice

President of Marketing at Philip Morris, Philip
Morris was aware in the 1970s and 1980s that some

consumers believed that light:low tar cigarettes were
safer than full-flavored cigarettes. She also noted

that, during this time period, Philip Morris marketed
such cigarettes to these consumers and profited from
those sales. Brennan-Lund PD, Price. 9'20-02, 158:6-
161:15.

2462. James Morgan, the former CEO of Philip

Morris, acknowledged that the trend in the 1970s
toward low tar cigarettes was due in large part to

consumer perception that they were less hazardous to
health than higher tar cigarettes, and specifically

admitted that "'the consumer was perceiving in the
1970s lower tar as tied to less hazardous." Although
Morgan conceded that "'we were aware of that," he

admitted that, despite being armed with this

knowledge, Philip Morris took no additional steps to
counter that mistaken perception. Morgan PD, Price.
65:02, 42:16-42:25; 43:2-43:25; 44:2-44:25; 45:2-
45:25; 63:10-63:25; 64:2-64:25; 65:2-65:21;

1004888470-8484 (US 85009); 502641641-1646
(U.S. 85008).

2463. A May 1976 study prepared for Philip Morris
by The Roper Organization, titled "A Study of

Smokers' Habits and Attitudes With Special
Emphasis on Low Tar Cigarettes," stated:
[T]his study shows that the smoking public is

convinced that to the extent any brands are better for

health, it is the low tar brands that are .... Low tar
brand smokers cite as the most liked characteristic of

the:.r brand ... as compared with smokers of flavor

filters, they say it is ';better for your health" and cite
its "more effective filter...." Brands Thought Better
For Health-The low tar Brands have cornered opinion

that to the extent any brands are better for your

health, they are .... Three in ten of all smokers said
some brands were better for health than others, and
almost half of the low tar brand smokers said this ....

Furthermore, it is the lower tar content of these

brands that make people say they are better for )our
health.

2024921314-1612 at 1333, 1348, 1352-1353 (U.S.

20403).

2464. A January 1979 study prepared for Philip
Morris stated:

These ultra low tar smokers indicated that they are
aware of the low tar levels in their brands and that

they switched to them specifically because of
advertising calling this fact to their attention .... As
lower and lower tar brands become available, it

would appear smokers are subject to advertising

pressure and brand availabilitj , and the opportunity
for switching obviously occurs .... Characteristics of

ultra low tar smokers were: people who want to quit
... more interested in health.... When asked how they

happened to switch to the brand they are now
smoking many of the Carlton smokers cited

advertising and tar and nicotine ratings .... When
Carlton ads were shown in the groups, it was obvious

that most respondents had seen them and were aware
of the copy claims. It was these claims and other

Carlton ads to which smokers referred prior to

exposure and when discussing the fact that
advertising had been one of the factors causing them

to try the brand. This would seem to indicate that
ultra low tar smokers are paying attention to and
being attracted by the advertising. Respondents ...

appeared to react favorably to the Triumph ads. They

said that 3 mg. tar was within the ultra low tar range
implying that it represented a safer cigarette.

2040066740-6766 at 6747, 6748, 6751-52, 6754,
6756,6757(U.S. 20435).

_47 2465. A March 1979 report prepared for Philip
Morris, titled "A Study of Smokers' Habits and
Attitudes With Special Emphasis on Low Tar and

Menthol Cigarettes," stated:

The appeal of low tars is simple and single-better for
you, less harmful, easier on the lungs, throat, etc. The

weakness or objection to low tars is also simple-
tasteless, lacking in satisfaction, and the related factor
of hard to draw on. At the same time there _s clear

evidence that if the appeal-safety'-is strong enough,

© 2006 Thomson West. No Claim to Orig. U.S. Govt. Works.
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• "Philip Morris has always denied publicly that it
markets low tar cigarettes as safe or safer than full-
flavor brands;" and

• "Philip Morris has always denied publicly that it

uses brand descriptors such as 'light' and 'ultra light'
to communicate they are safe or safer than full-flavor
brands."

Bonhomme WD, I 1:18-20: 12:12-15.

2472. A November 14, 1994 fax from Censydiam

USA to Philip Morris advised that with respect to the
"Health & Fitness" trend: "Outside pressures have
made consumers more concerned about health and

fitness. They are interested in finding "user friendly'

ways of making their lives healthier without making
dramatic changes in their current lifes_'les." As

examples of the consumer health trend, the document

noted increased consumer interest in package
labe!ing that included references to "'low'no fausalt"
and "'all natural," as well as an increase in the sale of

products considered "good for you" such as fruits and

vegetables. A 1994 Strategic Trend Analysis
prepared for Philip Morris by Censydiam USA

illustrating the "Health & Fimess" trend recognized
bow Defendants had capitalized on this trend, noting

that: "'Implications for Tobacco Companies: While
the trend toward health and fitness is still alive, it has

tapered off from its rage in the 1980's. The 1990's

focus on moderation. The importance of low/ultra
low products should continue in the near future."

2063704131-4132 (U.S. 39829); 2063704088-4091
at 4090-4091 (U.S. 39827); 2063704135-4136 (U.S.
27135).

2473. Faxes dated November 17, 1994 and December

7, 1994 from Thomas R. Keen of the consumer

research company Censydiam USA to Marian
Halpern, an employee in the Philip Morris consumer

marketing research department, described an
agreement with Philip Morris whereby Censydiam

would produce "_Tite-ups" to Philip Morris on
consumer "trends," including, among others, "Health

& Fimess," "Delusions of Youth & Beaut2,," "Dieting
Dilemma," and "Quali_ of Life."

*49 2474. In May 1996, representatives from Philip
Morris, including Philip Morris General Counsel,
Denise Keane, RJR, 13 & W, and Lorillard met with

the FTC to discuss in part "how Philip Morris and
other tobacco companies use FTC test results in their

advertising," and "whether the FTC test method

could be modified to more accurately reflect actual

smoker intake." At that meeting, "the FTC referred to

published research showing that smokers believe

brand descriptors like 'low tar'and 'light' convey
relative safer,. messages." The FTC requested that the

indusu-y representatives provide the FTC with "any

information the companies had concerning the issue
of consumer perception of low tar, so-called 'light'

cigarettes." Despite the decades of consumer and
marketing research conducted or commissioned by

Philip Morris concerning consumers' interpretation of
these terms (see Section V(E)(3)(a), sunra ), Keane
testified that "Philip Morris did not provide any such

information" to the FTC. Keane WD, 46:18-48:23;
Keane IT, 1/18.'05, 10369:20-10370:25:
2048216131-6135 at 6134 (U.S. 38655).

2475. A September 10, 1999 Davis Polk & Wardwell

memorandum to Mark Berlind of Philip Morris
includes "a series of questions that might arise, as

well as possible answers, relating to low deliver

cigarettes and brand descriptors." In answer to the
question "If the brand descriptors do not indicate
what smokers actually inhale or serve as a point of

comparison among competing brands, what purpose

do the_ serve?," the memorandum proposed
responding that Philip Morris's brand descriptors do
communicate that Philip Morris's lower tar brands
deliver less tar and nicotine than full-flavor brands:

"For example, the 'Lights' in Marlboro Lights

indicates that the smoke yields for Marlboro Lights is
lower than that for Marlboro, and Marlboro Ultra

Lights delivers less smoke 'tar' and nicotine than
Marlboro Lights." 2072675414-541 "7 at 5415 (U.S.

27347).

2476. This document's proposed response to the

question whether "Philip Morris ever intend[ed] to or
propose[d] to take advantage of" the "perception" of
consumers that "lower-yielding brands [are] 'safe' or

'safer' than full-flavor brands" was that "Philip

Morris has never intended [to] or proposed to take
advantage of this perception. (although over time
various individuals in the Company may have

suggested that the Company do so)[.]" 2072675414-
5417 at 5415-5416 (U.S. 27347) (bracketed material

in original).

2477. Following publication of the NCrs Monograph
!3 in November 2001, ABC News.corn requested

information from Philip Morris regarding low tar
cigarettes and, as stated in a November 26, 2001

email from Philip Morris employee Christina Malito,
"whether or not there are real health benefits to

them." In an internal e-mail reply sent that same day,

Ellen Merlo, then Senior Vice President of Corporate
Affairs at Philip Morris and a decades-long Philip

Morris employee, wvote that Philip Morris's response
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Briefs and Other Related Documents

U.S.v. Philip Morris USA, Inc.D.D.C.,2006.

Note: Due to its length, this opinion has been divided

into 6 parts, each with its own WL citation. Part, 1 is
2006 WL 2380622, Part 2 is 2006 \VL 2380632, Part
3 is 2006 WL 2380648. Part 4 is 2006 WL 2381449,

Part 5 is 2006 WL 2380650, Part 6 is 2006 WL
2380681.

Only the Westlaw citation is currently available.
United States District Court,District of Columbia.

L._ITED STATES of America, Plaintiff,

andTobacco-Free Kids Action Fund, American

Cancer Socie_, American Heart Association,

American Lung Association, Americans For
Nonsmokers' Rights, And National African American

Tobacco Prevention Network, lnter,enors,
V.

PHILIP MORRIS USA, INC., (fk'a Philip Morris,
Inc.), et ai., Defendants.

No. CIV.A. 99-2496(GK).

Aug. 17,2006.

FINAL OPINIO.V

KESSLE_ District Judge.

*1 3416. In preparation for the 1976 Chairman's
Conference, former BATCo chairman T.J.N. Foley

described the relationship between the health effects

of passive smoking and the "social unacceptabilit)"'
issue in these terms:

Social Unacceptability of Smoking

The subject is inseparably linked with passive
smoking and presents a major danger and challenge

to the industry. The danger exists in the clearly
evident snowballing effect of the tactics aimed at

making smoking a distasteful practice. The challenge
lies in the industry's need to devise a counter-
campaign.

110069860-9875 at 9863 (U.S. 34951*).

3417. In 1978, the Roper Organization conducted a
stud_ for the industr), ti:led "A Study of Public

Attitudes Toward Cigarette Smoking and the

Tobacco Industry in 1978." Roper advised that:
What the smoker does to himself may be his

business, but what the smoker does to the non-

smoker is quite a different maner.... This we see as

the most dangerous development to the viability of

the tobacco industry that has yet occurred. While
there is little sentiment for an out-right ban on

smoking in public gathering places, there is already
majorit2, sentiment for providing separate facilities

for smokers and non-smokers. As the anti-smoking
forces succeed in their efforts to convince non-

smokers that their health is at stake too, the pressure

for segregated facilities will change from a ripple to a
tide as we see it.

T1TX0000963-1015 at 0968(U.S. 88582).

3418. In January 1980, R.J. Reynolds scientist Frank

Colby wrote in a drar2 memorandum addressing the
activities of the precursor to the Hoel Committee,

"The public smoking issue is, in my judgment, the
issue most threatening to the Industry, not only in the
United States and Canada, but also in Western

Europe and elsewhere." The threat was to sales and

profits:
The "public smoking" activities of the anti-smoking
forces do not only tarnish the "'image" of the

Industry, but they also represent a very substantive
threat to sales. A cigarette which a smoker is

prevented from smoking because of restrictions to

smoke in public areas, is a cigarette not smoked.

502668016-8018 at 8016, 8018 (U.S. 75399).

3419. In a June 29, 1982 letter from Reynolds CEO
Ed Horrigan to Lorillard Executive Vice President of

Sales Robert Ave, Horrigan stated outright, "'We all
knox,,- that probably the biggest threat to our industr2,"

is the issue of passive smoking.'" 93443843 (U.S.
32289).

3420. In September 1986, William Kloepfer, Senior
Vice President of Tobacco Institute Public Relations,

acknowledged that ETS ;'is our biggest
public/political issue and deserves top-level
navigation." TI10191292-1293 (U.S. 62270).

3421. In 1987, a Philip Morris strategic planning

memorandum on "social acceptabilib." stated that
"the effects of ETS on others is now the most

powerful anti-smoking weapon being employed
against the industry." 2021553739-3926 at 3901-
3905 (U.S. 36767).

3422. The BATCo October 23, 1986 "ETS Action
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youth-marketing practices. United States v. Philip

)dorris USA Inc., 316 F.Supp.2d 6. 11 (D.D.C.2004)
(internal quotation marks and citations omitted; items
in list renumbered).

4085. The MSA contains no provision regulating the
use of the descriptors "'light" and "qow tar." Myers
_,_,D, ._4.16-18.

4086. The MSA did not earmark any funds for

smoking cessation pro_ams, nor did any of its

provisions require the settling States to spend any
funds for this purpose. Myers WD, 54:16-20.

4087. The adve:tising campaigns of the three leading

youth brands, Marlboro, Newport, and Kool, for
youth have not changed since the MSA. For example,

Lorfllard has not changed its principal "'Pleasure"
advertising campaign for Newport, the second-
leading brand smoked among youth ages twelve :o

seventeen. Milstein TT, LI0_05, 9312:1-9314:9,
9417:18-9421:25.

4088. The MSA's requirement to provide public

access to certain tobacco industr 3 documents through
tobacco document websites applies only to the

original participating manufacturers. Moreover. the

MSA's requirement to maintain these tobacco
document websites expires on June 30, 2010. (no
bates) (JD 045158 at § IV, ¶¶ 36-41).

CONCLUSIONS OF LAW

VII. DEFENDANTS HAVE VIOLATED 18

U.S.C.1962(c)

A. Introduction

"139 The United States established by a
preponderance of the evidence that Defendants and

others comprised an association-in-fact enterprise
("Enterprise") and that each Defendant participated

in the conduct, management, and operation of the
Enterprise through a pattern of racketeering activit2,

in violation of 18 U.S.C. _ 1962(c); see. e.g, Sedima
v. Inrex Co., 473 U.S. 479. 491, 105 S.Ct. 3275. 87
L.Ed.2d 346 (1985); Bus Lines. Inc. v.

F.2d 948, 954 (D.C.Cir. 1990); United States v. Local
560 Int7 Bhd of Teamsters, 780 F.2d 26 .7. 280 n. 12

(3d Cir. ! 985). Section 1962(c) provides:

It shall be unlawful for any person employed by or

associated with any enterprise engaged in, or the

activities of which affect, interstate or foreign

commerce, to conduct or participate, directly or
indirectly, in the conduct of such enterprise's affairs

through a pattern of racketeering activib or
collection of unlawful debt.

18 U.S.C. _ 1962(c). The United States has proven

this violation by establishing each of the following
elements:. The existence of an enterprise;
• The enterprise was engaged in, or its activities

affected, interstate or foreign commerce;
• Each defendant was employed by or associated with

the enterprise;

• Each defendant conducted or participated, directly
or indirectly, in the conduct of the affairs of the

enterprise;
• Each defendant committed at least two acts of

racketeering within 10 years of one another; and

• The racketeering acts constitute a pattern of

racketeering activiw.

See, eg., Sedirna. S.P.R.L. v. lmrex CG.. 473 U.S.
479, 496-97. 105 S.Ct. 3275, 87 L.Ed.2d 346 (1985);

United States v. Hovie, 122 F.3d 48. 50

(D.C.Cir.1997) (listing elements); v.

Philip Morris USA. 316 13. 16
(D.D.C.2004).

[51 All the alleged predicate racketeering acts in this
case involve mail or wire fraud offenses, in violation

of 18 U.S.C. _ :341 or § 1343. The mail fraud

statute, 18 U.S.C. _ 1341, provides in relevant part:

Whoever, having devised or intending to devise any
scheme or artifice to defraud, or for obtaining money
or property by means of false or fraudulent pretenses,

representations, or promises ... for the purpose of
executing such scheme or artifice or attempting so to
do, [mails or causes the mailing of any matter] ...

shall be fined under this title or imprisoned not more
than 20 years, or both.

To establish an offense under _. 1341 (or _, 1343),

the plaintiff must prove by a preponderance of

evidence the following elements:*140 • The
defendant knowingly devised or intended to devise

any scheme or artifice to defraud a victim of money
or propert2,', or the defendant knowingly devised or

intended to devise any scheme for obtaining money
or property by means of material false or fraudulent,

representations, pretenses, or promises, and

• The defendant mailed any matter, or caused the

mailing of any matter (or sent or caused to be send by

interstate wire transmission), for the purpose of
furthering or executing such scheme or artifice, and

C 2006 Thomson_West. No Claim to Orig. U.S. Go_t. Works.
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• The defendant acted with the specific intent to
defraud or deceive.

See .Veder v. United States. 527 U.S. 1. 24-25, 119

1827, 144 L.Ed.2d 35 (1999);

t Morris Inc.. 304 F.Supp.2d 60. 69

;.2004). The extensive, detailed Findings of
Fact set forth above, establish -overwhelmingly-that
Defendants devised a scheme to defraud and used

mailings and wire transmissions for the purpose of

furthering it. The purpose of the scheme was to
obtain, from smokers and potential smokers, money,

i.e.. the cost of cigarettes, to fill the coffers of the
corporate Defendants. Put more colloquially, and less

legalisticali._, over the course of more than 50 years,
Defendants lied, misrepresented, and deceived the

American public, including smokers and the young
people they avidly sought as "'replacement smokers,"

about the devastating health effects of smoking and
environmental tobacco smoke, they suppressed
research, they destroyed documents, they

manipulated the use of nicotine so as to increase and

perpetuate addiction, they distorted the truth about
low tar and light cigarettes so as to discourage

smokers from quitting, and they abused the legal
system in order to achieve their goal-to make money

with little, if any, regard for individual illness and
suffering, soaring health costs, or the integrity of the

legal system.

B. Defendants Engaged in a Scheme to Defraud
Smokers and Potential Smokers

The Government has proven that the Enterprise
knowingly and intentionally engaged in a scheme to

defraud smokers and potential smokers, for purposes
of financial gain, by making false and fraudulent

statements, representations, and promises.
Defendants participated in the Enterprise's
overarching scheme to defraud smokers and potential

smokers in order to maximize their profits by

preserving and enhancing the market for cigarettes, to
avoid costly liability judgments, to derail attempts to
make smoking socially unacceptable, and to sustain
the cigarette industry-.

Page 95

whether smoking cigarettes causes disease and other
adverse effects, despite the fact that Defendants knew

otherwise, and by ensuring that their research,
development, and marketing of cigarettes remained

consistent with these core public positions (see

Findings of Fact V(A)); (2) deceiving consumers into
becoming or staying addicted to cigarettes by
maintaining that neither smoking nor nicotine is

addictive, despite the fact that Defendants knew- these

positions were false (see Findings of Fact V(B)); (3)
deceiving consumers into becoming or staying

addicted to cigarettes by manipulating the design of
cigarettes and the delivery' of nicotine to smokers,

while at the same time denying that they engaged in
such efforts (see Findings of Fact V(C)); (4)

deceiving consumers, particularly parents and young
people, by denying that they marketed to youth,

while engaging in such marketing and advertising
with the intent of addicting young people and

enticing them to become lifelong smokers (see
Findings of Fact V(F)); and (5) deceiving consumers

through deceptive marketing and cigarette design
modifications to exploit smokers' desire for less

hazardous and "'low tar" cigarettes which Defendants
knew to be no safer than full-flavor cigarettes (see

Findings of Fact V(G)).

[6] The individual components must be viewed not
independently but in context of the entire scheme to
defraud. "_''s It is sufficient to prove by the totality of
the circumstances that the defendant devised a
scheme intended to defraud which included one or

more of the individual component schemes alleged.
See, e.g, Philip Morris. 304 F.Supp.2d at 66-67:

"t4th
Cir.200 l); United States v. O'Conneil, 172 F.3d 921,
1998 WL 720696 (D.C.Cir.i998) (table); United
States v. Lemire, 720 F.2d 1327.1337 n. 12

(D.C.Cir. 1983); accord

v. Stuil

743 F.2d 439, 442 & n. 2 (6th Cir.1984) (collecting
cases similarly holding); United States v. Halbert.
640 F.2d 1000, 1007 (9th
Jordan. 626 F.2d 928. 931 (D.C.Cir.1980): United

States v. Amrep Corp., 560 F.2d 539. 546-47 (2d
Cir. 1977.).

I
I

I
I

In order to can3-" out this scheme, Defendants made

the following false and fraudulent statements in a
number of areas, including: (1) deceiving consumers

into starting and continuing to buy and smoke

cigarettes by misrepresenting and concealing the
adverse health effects caused by smoking and

exposure to environmental cigareue smoke, by

maintaining that there was an "open question" as to

C 2006 Thomson West. No Claim

"141 The mail and wire fraud violations underlying
the RICO violations cover any "scheme ... to defraud,

or for obtaining money or property by means of false
or fraudulent pretenses, representations, or

promises." 18 U.S.C. _ _ 1342, 1343. Defendants

claim that their public statements do not constitute

Racketeering Acts and were not in furtherance of a

scheme to defraud because they were simply

to Orig. U.S. Gox¢. Works.
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statements of opinion held in good faith. De Marg82
v. 636 F.2d 714. 720 n. 9

(D.C.Cir.1980) ("[A] statement of opinion cannot

constitute fraud"). This ar_ment is unpersuasive.

First, in light of the overwhelming evidence of what
the Enterprise as a whole and individual Defendants
knew, it is absurd to believe that the highly-ranked

representatives and agents of these corpora:ions and
entities had no knowledge that their public statements

were false and fraudulent. The Findings of Fact are

replete "_ith examples of C.E.O.s, Vice-Presidents,
and Directors of Research and Development, as well
as the Defendants' lax_Ters, making statements which

were inconsistent with the internal knowledge and

practice of the corporation itself. To call such
statements 'opinions," strains credulity.

[7] Second, while federal courts have demonstrated a
willingness to find vague statements or "rosy

affirmations" by a company spokesman insufficient

to hold a company liable for fraud, see In re Ford
Motor Co Secs Littg., 38l F.3d 563, 571 (6th
Cir.2004j (.quoting Sha'_: v. Digital Equiv. Corp.. 82

F.3d ! 194, 1217 (lst Cir. 1996)) (finding that vague
statements by corporate mangers and spokespersons
are not actionable for securities fraud because no

reasonable investor would have relied on them), that

approach is not appropriate for statements whose

falsit? can be proved "through the orthodox
evidentiary process," l'a. Inc. v.

2749, 115 L.Ed.2d 929 (1991). Indeed, where

objective data is available to disprove a statement or
demonstrate that it is misleading at the time it was
made, a public statement of opinion by a company

spokesperson can constitute actionable fraud. See
Cio, of Monroe Employees Retirement System v.

Corp., 387 F.3d 468. 487-492 (6th

Cir.2004) (holding that even if a statement alluding to

objective data was classified as opinion, it was
specific enough to form the basis of an actionable
securities claim).

[8} In the context of securities fraud litigation, courts
have found that a "statement of belief contains at

least three implicit factual assertions: (l) that the

statement is genuinely believed; (2) that there is [a]
reasonable basis for that belief; and (3) that the

speaker is not aware of any undisclosed facts tending
to seriously undermine the accuracy of the statement.

A projection or statement of belief may be actionable

to the extent that one of these implied factual

assertions is inaccurate." In re Apple Computer Sec.
Litigat:on. " " 1109. 1113 (9th Cir.!989).

Accordingly, even where a speaker may not be aware
of undisclosed facts and issues an opinion in

supposed good faith, the statement will provide
grounds for fraud where.it can be proved that there is

no reasonable basis for the speaker's belief. Were this

not the case, companies would be able to shield
themselves from liabilit2,.- by keeping their
spokespersons in the dark about facts that are

inconsistent with their public statements.

"142 [9] The analogy to securities fraud, though
imperfect, is useful in this case. In securities fraud, a

court tests the materiality- of opinions issued by
company spokespersons by determining whether a
reasonable investor would have relied on the

statement. Va. Bank.shares, Inc. v. Sandberg. 501
U.S. at 1093-1094, 111 S.Ct. 2749. In the case at bar,

the materialit2, .' of public statements can be

determined by assessing the public's reliance on those
statements for their health and safe_. When a

spokesperson of a large, sophisticated corporation
makes statements of what Defendants nov,

characterize as "opinion," but which can be proved
false by information that was available and know_ to

the corporation at the time, and the public relies on
those statements, the company cannot be permitted to

escape liabili b' merely because it declined to inform
that individual spokesperson that his or her statement

was misleading. As courts have recognized in the
securities fraud context, failure to disclose or correct

a misleading statement, even a statement which may

be characterized as an opinion, is of particular
concern where the pfiblic does not have other
information with which they can evaluate the

reliability of the opinion that was stated. See Heiwi.g
v. Vencor, 251 F.3d 540, 559-561 (6th
Cir.2001.).

The totalit - of the evidence proves Defendants' wide
reaching and pervasive scheme to defraud consumers

and potential consumers of cigarettes. As established
at trial and explained below, Defendants coordinated

their public relatior/s, research, cigarette design and

marketing efforts in order to advance their
overarching scheme to defraud by: (1) denying the

adverse health effects of active smoking; (2) denying
the addictiveness of nicotine and cigarette smoking;
(3) denying their manipulation of the nicotine content

of cigarettes; (4) misrepresenting the health risks

attached to light and low tar cigarettes; (5) denying
their marketing to youth; (6) denying the adverse

health effects of secondhand smoke; and (7)

suppressing, concealing, and destroying information
and documents related to the adverse health effects of

smoking. The Court will address each area, seriatim.

_; 2006 Thomson'West. No Claim to Orig. U.S. Govt. Works.
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1. Defendants Falsely Denied the Adverse Health

Effects of Smoking

"143 Smoking is a cause of significant disease and

death. The evidence presented in this case
demons,rates the extent of suffering by smokers and

former smokers. Cigarette smoking and exposure to
secondhand smoke kills 440,000 Americans ever).

year, or more than 1,200 ever).: single day. The
annual number of deaths due to cigarette smoking is

substantially _eater than the combined annual
number of deaths due to illegal drug use, alcohol

consumption, automobile accidents, fires, homicides,
suicides, and AIDS. Approximately one out of eveR
five deaths that occur in the United States is caused

by cigarette smoking. See Findings of Fact, V(A)(1).

Defendants' joint efforts to deny and distort the health
effects of cigarette smoking consisted of making

numerous widely disseminated public statements that

denied or questioned smoking's harms; attacking
legitimate scientific investigation; continually calling
for more research; and, years after questions of

causation were resolved in the public health

community,, repeatedly promising to determine
through "objective" research by "independent"

scientists, whether smoking was a cause of
disease. ._-'-

Defendants' efforts to deny and distort the scientific

evidence of smoking's harms are demonstrated by not
onl._ decades of press releases, reports, booklets,

newsletters, television and radio appearances, and
scientific symposia and publications, but also by
evidence of their concerted, efforts to attack and
undermine the studies in mainstream scientific

publications such as the Reports of the Surgeon

General. The intense public relations activity-
consisting of numerous press releases,
advertisements, and other false statements-before and

particularly after publication of the 1964 Surgeon

General's Report on Smoking and Health (the first to
announce the consensus of the scientific and public

health community that smoking caused disease and
death), is but one example. See Findings of Fact
Section V(A)(3)(c) and V(A)(5)(c). This continued

despite widespread internal acknowledgment among

Defendants" executives and scientists that smoking
causes disease. See. e.g, Farone WD, 66:1-18

(;'There was widespread acceptance that smoking
caused disease. 1 never talked with a scientist at

Philip Mo_is who said that smoking doesn't cause
disease.").

2006 Thomson;West. No Claim
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Even after the 1964 Report, a FebruaD 26, 1972
Tobacco Institute press release asserted that the 1972

Surgeon General's Report, which announced the
consensus of the scientific and public health

community that smoking causes chronic obstructive
bronchopulmonarx 5 disease (COPD) and other
cardiovascular diseases, as well as cancer, "insults

the scientific communit3" and that the report was
"'another example of 'press conference science'-an
absolute masterpiece of bureaucratic obfuscation."

The press release also asserted that "the number one

health problem is not cigarette smoking, but is the
extent to which public health officials may

knowingly mislead the American public." TI.MN
0210602-03 at 0602 (U.S. 21322).

Of paramount significance is that Defendants'
internal documents openly acknowledge the purpose

of their public relations strategy. For example,
William Kioepfer, Vice President of Public Relations
for the Tobacco Institute, wrote to Earle Clements,

President of the Tobacco Institute admitting his

concern about the purpose: "Our basic position in the
cigarette controversy is subject to the charge, and

may be subject to a finding, that we are making false

or misleading statements to promote the sale of
cigarettes." TIMN0072354-56 at 2354 (U.S. 63576).
The Tobacco lnstitute's 1968 internal "Tobacco and

Health Research Procedural Memo" advised: "The

most important type of sto_" is that which casts doubt
on the cause and effect theory of disease and

smoking .... [T]he headline should strongly call out
the point - Controversy! Contradiction'. Other factors'.

Unknowns!" TIMN0071488-91 at 1489 (U.S.
21302). Similarly, an-undated internal B & W

document titled "Smoking and Health Proposal"
explained: "Doubt is our product since it is the best

means of competing with the 'body of fact' that
exists in the mind of the general public. It is also the
means of establishing a controversy." 690010951-
0959 at 0959 (U.S. 21040).

"144 As another example, in a 1975 marketing

document, B & W acknowledged the necessity of
continuing the "open controversy" strategy:

Smokers perceive cigarette smoking as dangerous for
one's health. However, they continue to smoke. Thus,

they are faced with the fact that they are behaving
illogically. They respond by providing either a

rationalization for smoking or by repressing their
perceptions of the dangers involved .... The

advertising must also cope with consumer attitudes

about smoking, prov.ding either a rationale or a
means of repressing the health concern.

to Orig. U.S. Govt. Works.
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680113760-3763 at 3761-3762 (U.S. 20987).

Defendants understood that most individuals, when

starting to smoke, do not adequately appreciate the
full risk associated with smoking to make an

informed decision about whether or not to engage in

smoking behavior. In fact, the evidence shows that
most people's knowledge of the nature and

consequences of diseases caused by smoking tends to
be superficial. See Findings of Fact Section V(B);
Slovic WD, 18:14-20:5; Weinstein WD, 24:7-29:22.

Using the sophisticated and well-organized

machinery- created to serve their agenda, Defendants

fraudulently denied the adverse health effects of
smoking for at least 40 years in order to sustain the
appearance of an open controversy about the link

betx_een smoking and disease, and thereby maintain

and enhance the cigarette market and their col',ective
revenues.

Defendants Falsely Denied that Nicotine and_o

Smoking Are Addictive

Defendants have made and continue to make false

and fi'audulent statements about the addictiveness of

nicotine and smokingf _4s Fact and expert testimony,

as well as Defendants' internal documents spanning

five decades, firmly establish that Defendants have
intended their statements about addiction to further

the Enterprise's scheme to defraud by concealing
what Defendants openly recognized internally - that

smoking is an addiction driven primarily by the
pharmacological effects of nicotine.

Defendants began making four bges of public
statements: (1) Smoking cigarettes is not addictive

because some smokers can, and do, quit smoking on
their own (e.g., "smoking is a truly personal choice

which can be stopped if and when a person decides to
do so" (no bates) (U.S. 22727)); (2) Smoking

cigarettes is not addictive because it does not lead "o

physical "dependence" (e.g., "the claim that there is a
physical dependence to smoking is simply a
desperate attempt to find some way to differentiate

smoking from other habits" (no bates) (U.S. 85366));
(3) Smoking cigarettes is not addictive because it

does not induce "intoxication" (e.g., "'Tobacco is not
intoxicating, in direct contrast to any other substance
that has been claimed to be addictive, from heroin

and cocaine through to alcohol" (no bates) (U.S.
23036)); (4) Smoking cigarettes is not addictive
because cigarettes are not like other addictive drugs-

rather, smoking is merely a pleasurable behavior

(e.g., the "attachment" to smoking is in the same
categoD' as "tennis, jogging, candy, rock music,
Coca-Cola, members of the opposite sex and

hamburgers" (no bates) (U.S. 65625)) (CEO of Philip

Morris analogized smoking to eating Gummi Bears
saying "I don't like it when I don't eat my Gummi
Bears, but I'm certainly not addicted to them,"

Morgan PD, Broin v. Philip Morns. et al., 4-17,97,
77:20-78:23).

As to the first catego D' of statements, there is simply

no evidence in the record to support the assertion that
smoking is not addictive because a smoker can

voluntarily quit. Not a single defense wimess could

provide any support, scientific or otherwise, for this
proposition. See Dawson WD, 49:5-20; Rowell TT,

16678:21-16679:4; Keane WD, 22:9-14.

"145 Defendants' internal research reflects their

understanding that nicotine is the most important
chemical delivered by cigarettes because it is what

compels smokers to smoke. Their product research
and development efforts had the overriding objective

of harnessing and manipulating the power of nicotine
and ensuring that their marketed products delivered
enough nicotine to create and sustain addiction. =y49

By the early 1980s, the medical and scientific

communities recognized that the results of clinical

observations, laboratory research, and population
studies together justified the conclusion that tobacco-
delivered nicotine was addictive. Henningfield "IT,
11_22/04, 68] 1:11-6812:2.

In response to the emergence of a scientific
consensus on this issue in the early 1980s,

"146 As to the second and third categories of public
statements, Defendants cited to characteristics of

addictive drugs - physical dependence w.,0 and
intoxication - as essential markers of addiction when

they knew they were not and had not been considered

so by the scientific community for decades. See

Findings of Fact Section V(B)(2)(b). In making these
types of statements, Defendants sought to distort the

terminology of addiction by relying on criteria which
are no longer recognized by the scientific

community. Additionally, Defendants' public
statements directly contradicted their own internal

recognition that smoking could actually cause
intoxication. See. e.g, Farone WD, 72:1974:3, 78:17-

80:14 (discussing basis for conclusion that

Defendants understood smoking to be addictive and
Philip Morris's knowledge of nicotine's role in

smoking addiction). Defendants similarly understood
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that smokers experience withdrawal s.',mptoms upon
cessation. 10003486718751 at 8676. 8708 (U.S.

20097) (1971 Philip Morris document stating that a
realistic view of cessation would show "a restless,

nervous, constipated husband bickering viciously
with his bitchy wife who is nagging him about his
slothful behavior and growing waistline").

Finally, as to the fourth category of statements,

Defendants denied to the public what they recognized

internally beginning as early as the 1950s: people
smoke primarily because of the pharmacological

effects of the drug nicotine. Defendants' own nicotine
expert, Dr. Rowell, readily agreed that smoking
cigarettes involves use of a drug and is not

comparable to non-drug "'habits" cited by Defendants

in their public statements, such as jogging, playing
tennis, or nailbiting. Roy, ell l-r, 324-05, 16685:5-
16687:19, 16633:24-1634:10. The Findings of Fact

recount at great length and in great detail that
Defendants knew smoking was addictive because of

nicotine. See generally Findings of Fact Section
V(B)(3). Indeed, documents consistently reflect that
Defendants considered themselves to be in the

"nicotine business" because nicotine is the "sine qua

non" of cigarettes. See, e.g, U.S. 22848 at 7837-7839
(Philip Morris in 1969: "We have then as our first

premise, that the primal" motivation for smoking is
to obtain the pharmacological effect of nicotine ....

['N]one [of the psychological motives for smoking]
are adequate to sustain the habit in the absence of

nicotine."); US 20659 at 5684-5685 (R.J. Reynolds'
researcher in 1972: "Tobacco products, uniquely,

contain and deliver nicotine, a potent drug with a
varie D" of physiological effects .... [T]he confirmed

user of tobacco products is primarily seeking the
ph?siological "satisfaction' derived from nicotine.").

Moreover, internal documents and testimony from

former company employees affirmed that within their
corporate walls, Defendants openly recognized the

addictiveness of cigarettes. Dr. Farone testified that
during his time at Philip Morris there was

"widespread acceptance internally throughout the
company - among executives, scientists, and
marketing people" that nicotine was primarily

responsible for addiction to smoking. Farone WD,
72:21-73:1, 74:10-23.

"147 Defendants have intentionally maintained and
coordinated their fraudulent position on addiction and

nicotine as an important part of their overall efforts to

influence public opinion and persuade people that

smoking is not dangerous. By the use of this fraud,

Defendants have kept more smokers smoking,

© 2006 Thomson_West. No Claim
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recruited more new smokers, and maintained or

increased revenues.

3. Defendants Falsely Denied that They
Manipulated Cigarette Design and Composition so

as to Assure Nicotine Delive R • Levels Which
Create and Sustain Addiction

Defendants recogmized the relationship between
nicotine deliver3j and continued cigarette sales. See

general_: Findings of Fact Section V(C)(I)(c). By
delivering the optimum amount of nicotine,

Defendants could keep people smoking, keep those
already addicted satisfied, and therefore maintain or

increase cigarette sales revenue. Based on this

understanding, Defendants actively tried to ensure
that smokers would continue to receive sufficient

nicotine from cigarettes that would deliver reduced
tar and nicotine measurements under the FTC

Method. See generally Findings of Fact Section

V(C)(2).

Defendants dedicated substantial resources to

devising techniques to modify and manipulate the

amount of nicotine that their products deliver.
Defendants have studied extensively how ever),

characteristic of ever- component of cigarettes-

including the tobacco blend, the paper, the filter,
additives, and the manufacturing process-affects
nicotine deliveD,. They have utilized that

understanding in designing their cigarettes.
Defendants have designed their cigarettes with a

central overriding objective-to ensure that smokers

obtain enough nicotine to create and sustain
addiction.

Nevertheless, Defendants have publicly and

fraudulently denied that they manipulate nicotine
deliver),. The evidence establishes that Defendants'
statements denying manipulation of nicotine have

been intentionally deceptive, misleading, or

otherwise fraudulent when made. Through these and
other false statements, Defendants have furthered

their common efforts to deceive the public and carry
out their fraudulent schemer TM

Defendants spent many millions of dollars and
thousands of scientist hours over decades to ensure

that smokers of all brands consumed sufficient
nicotine . to establish and maintain addiction.

Defendants' o_ internal evidence shows that (a)

they intended to manipula'e the nicotine deliver3 of
their cigarettes; (b) they employed numerous design

techniques because they intended and believed that

to Orig. U.S. Go_-'t. Works.
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those techniques allowed them to successfully control
nicotine deliver).'; and (c) these efforts were driven by

Defendants' widespread understanding that nicotine is
an addictive drug and that cigarette smoking is a

drug-driven addiction.

Nevertheless, at the same time they were pursuing

these techniques, Defendants fraudulently denied
both their efforts to manipulate nicotine and their

knowledge of nicotine's addictiveness. Defendants

have publicly and fraudulentl? denied that '`hey
manipulate nicotine and falsely asserted that the level
of nicotine in a cigarette is inextricably linked to the

cigarette's tar level, that nicotine deliver) levels

au:omaticall._ follov, tar deliver' levels in cigarette
smoke, that nicotine is an essential fiavorant, and that

because they do not add 'extra" nicotine to cigarettes
they are not engaged in manipulating the deliveR of
nicotine through the smoke. For example, on a March

27, 1994, airing of "Face the Nation," Brennan
Dawson, Vice President of the Tobacco Institute,
stated:

"148 The industry does take the position that ... not
only do they not add nicotine, but they don't

manipulate nicotine. So Congress has been told

formally by ever?- cigarette manufacturer in the
United States that this claim is without foundation.

TLT0730851-1975 (U.S. 77012). Through these and
other false statements, Defendants have furthered

their common efforts to deceive the public regarding

their control and manipulation of nicotine.

4. Defendants Falsely Represented that Light and
Low Tar Cigarettes Deliver Less Nicotine and Tar
and, Therefore, Present Fewer Health Risks than

Full-Flavor Cigarettes

The evidence establishes that the vast majority of
people who smoke today want to quit due to health
concerns. Defendants accurately perceive smokers'

desire to quit as a significant threat to their economic

welfare and possibly their existence; obviously, if
sufficient numbers of smokers who want to quit
actually do so, it will greatly diminish Defendants'

earnings. In 1978, a Tobacco Institute document
offered the following chilling assessment of the threat

to Defendants' businesses: "'low tar cigarette smokers
•. are potential cigarette quitters.... And more of them

than the average have tried to quit smoking. Since
lo_ tar smokers are an expanding share of the

market, their greater desire to quit smoking poses a

special problem for the cigarette industr3,."
501565967-6019 at 6008 (U.S. 21866).

As part of a scheme to intercept potential quitters and
dissuade them from giving up smoking, Defendants
developed and introduced filtered and purportedly

"low tar and nicotine" cigarettes. As their internal
documents reveal, Defendants engaged in massive,

sustained, and highly sophisticated marketing and
promotional campaigns to portray their light brands

as less harmful than regular cigarettes, and thus an

acceptable alternative to quitting, while at the same
time carefully avoiding any admission that their fill-
flavor cigarettes were harmful to smokers' health.

Defendants knew that by providing worried smokers

with health reassurance, they could keep ",hem buying
and smoking cigarettes. _

Defendants' efforts have been successful. Even

though low" tar smokers have a greater desire to quit,

their misconception that low tar cigarettes are less

harmful dissuades them from doing so. Current
research demonstrates that approximately 50% of all

smokers of lower tar cigarettes chose such products
because they perceive them to be a "'healthier"
cigarette and a potential step toward quirting.
Weinstein 9"13, 53:3-54:20; Benowitz WD, 60:8-22.

"149 Defendants were aware, however, that because

of nicotine addiction, smokers would not smoke

"health reassurance" cigarettes if they failed to

supply enough nicotine to sustain their addiction.
Defendants therefore designed their low nicotine and

low tar cigarettes with what they referred to as

"elasticib"' of deliveD'. This created the illusion that
there would be less nicotine and less tar, but at the

same time it would facilitate a smoker's abilit2/ to
compensate for the reduced nicotine yield. As a result
of smoker compensation, discussed in detail in the

Findings of Facts, smokers inhale essentially the
same amount of nicotine (and with it, tar) from low

tar cigarettes as from regular cigarettes.

In short, Defendants have known for decades that

filtered and low tar cigarettes do not offer a

meaningful reduction of risk, and that their marketing
which emphasized reductions in tar and nicotine was

false and misleading. Defendants have knov_na for
decades that each smoker has a particular nicotine

requirement that he or she must saris/2,' in order to
sustain the addiction and, as a result, smokers will

inhale the same amount of nicotine, and with it tar,
from low tar cigarettes as they do from regular

cigarettes. Benowitz WD, 55:11-22; 56:22-23; 57:5-

9; 57:23-1; Benowitz TT, 1P2/04, 4762:23-24;
4763:14-16; Farone WD, 103:18-104:1; see also

Findings of Fact Section V(E)(2).
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I
I

I
I
I
I

I
I

I
l

I
I

I

I
I
I

I
I

--- F.Supp.2d ....

--- F.Supp.2d .... ,2006 WL 2380650 (D.D.C.)
{Cite as: -- F.Supp.2d .... )

Despite overwhelming evidence that Defendants

intended to market low tar cigarettes in order to deter
potential quitters, Defendants have consistently

maintained publicly that "all of their marketing
activities had one and only one purpose: to impact the

brand choice of adults who had alreadx chosen to
smoke." In addition, "'[t]he tobacco companies

expressly stated they had no interest in either (1)

increasing the likelihood of anyone's beginning to
smoke or (2) decreasing the likelihood that a current
smoker would quit." Dolan WD, 56:3-14.

These public statements are blatantly false. For
instance, Carolyn Lex_-, former Philip Morris
Director of Consumer Research and Senior Vice

President for Marketing and Sales Information_
testified that at the same time Philip Morris was

making public statements that it had no interest in
intercepting quitters, she was conducting research on

ways to deter smokers from quitting. Le_3' WD,
33:12-34:9, 34:23-35:2. Le_,T testified that Philip

Morris was "'studying the factors that influence
quitting," including whether "people quit because of

health concerns," so that Philip Morris could "design
products or line extensions of existing brands that

addressed those factors.'" Asked if the purpose was
"[s]o that people would keep smoking Philip Morris

cigarettes rather than quitting," Levy testified: "Yes,
if Philip Morris could design new products to address

those concerns." Le,,) WD, 31:9-22.

As part of the Enterprise's scheme to defraud

smokers, Defendants withheld and suppressed their
extensive knowledge and understanding of nicotine-
driven smoker compensation. Farone WD, 112:23-

113: l 0 (Defendants' superior knowledge of
compensation was closely held within Philip Morris
and the tobacco industry and there was an "'effort on

the part of [his] co-workers at Philip Morris,
including [his] supervisors, to restrict any public

acknowledgment on the part of Philip Morris of the
phenomena of compensation"). For example, a 1978
BATCo memorandum about its internal research

stated:

"150 In general, a m_ori_ of habitual smokers
compensate for changed deliver)., if they change to a

lower deliver)" brand than their usual brand.... If they
choose [a] lower deliver)" brand which has a higher
tar to nicotine ratio than their usual brand (which is

often the case with lower deliver,, products) the
smokers will in fact increase the amounts of tar and

gas phase that they take in, in order to take the same
amount of nicotine.

C .=(306Thomson/West. No Claim
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105553905-3914 at 3905, 3907, 3913 (U.S. 34799).

In addition, there are lights of certain brands with
higher tar levels than regulars of other brands from

the same company, and there are also lights and
regulars of the same brand that have the same FTC

tar rating. For example, according to the most recent
FTC report of tar and nicotine yields, Philip Morris

sells versions of Virginia Slims and Virginia Slims
Lights that both deliver 15 mg of tar as measured by
the FTC method.

Defendants acknowledge that, today, ever)- major
manufacturer continues to manufacture and sell low

tar brands and brand extensions in both the "light"
and "ultra light" categories. Ivey WD, 54:6-17;
Bonhomme WD, 8:13-9:18. Defendants use these so-

called brand descriptors such as "light," "medium:"
and "mild" to market their brand extensions as low in

tar with full knowledge that a substantial number of

smokers interpret these descriptors as indicating a
less harmful cigarette. See Findings of Fact Section
V(E)(3).

The misleading nature of Defendants' desima and
marketing of filtered and low tar cigarettes continues.

See generally Bums WD, 30:9-12; 62:5-7; Farone
WD, 3:12-22; 4:20-22; 72:13-18; 115:19-116:2;

Henningfield 9,q3, 55:13-56:7; 66:14-67:12; 82:16-
19.

5. Defendants Falsely Denied that They Market to
Youth

Defendants engaged in coordinated activi_ in order
to protect their ability to recruit new, youth smokers

through cigarette marketing, often utilizing the same
joint organizations that were initially created to carry
out deceptive public relations campaigns related to

disease risks. In order to protect each company's
ability to continue to market to the teenagers who are

of such vital importance to their continued survival as
older smokers quit or die, Defendants have

continually represented to the public, both through

the Tobacco Institute and individually, that they do
not market to youth, that their marketing is only
aimed at adult smokers, and that their marketing has

no impact on youth smoking. These public statements
are false and misleading and have been made to

further the Enterprise's overall objective of
maximizing Defendants' profits from the sale of

cigarettes.- --

Defendants' fraudulent statements stem from their

recognition, contained in internal documents written

to Orig. U.S. Govt. Works.
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for decades, that new teenage smokers were essential
to their continued profitabiliD. See Findings of Fact

Section V(F)(2). For example, a 1981 report

conducted by the Philip Morris Research Center,
titled "Young Smokers Prevalence, Trends.

Implications, and Related Demographic Trends,"
stated that "Today's teenager is tomorrow's potential

regular customer, and the overwhelming majority of
smokers first begin to smoke while still in their
teens .... The smoking patterns of teenagers are

particularl) important to Philip Morris."
1000390803-0855 at 0808-0809 (U.S. 22334). See
also 501899346-9359 at 9351 (U.S. 20688) (1974

internal R.J. Reynolds memorandum concluding that
"'most smokers begin smoking regularly and select a
usual brand at or before the age of 18"); 2041761791 -

1801 at 1791, 1795 (U.S. 21493) (1973 internal
Philip Morris Memorandum titled "Incidence of

Smoking Cigarettes" discussing a survey measuring
smoking incidence among 12-17 year olds);
01110993-1032 at 1030 (U.S. 20031) (1981 internal

Lorillard document commenting that the company

"'must continually keep in mind that Newport is being

heavily supported by blacks and the under 18
smokers. We are on somewhat thin ice should either

of these two groups decide to shift their smoking

habits"); 680500903-1076 at 0930 (U.S. 21607)
(1974 B & W Five Year Plan for all ofB & W brands

stating "'the younger smokers' importance cannot be

denied. The)' have distinct brand choices and
association appears to exist between growth brands
and segments, and the younger smoker"). Defendants

not only recognized the importance of protecting
their abilit) to market to youth, but acted in concert
based on their shared interest.

"151 Defendants aggressively pursued the youth
market, often not distinguishing those under 18 fi'om
those under 21, while publicly denying their

activities. For example, Tobacco Institute

spokesperson Brennan Dawson appeared on
television and provided statements to newspapers,

making such assertions as, "If a child never picks up
another cigarette, it would be fine with the tobacco
industry." See, e.g, (no bates) (U.S. 85153), (no

bates) (U.S. 85154). Indeed, many of the

Racketeering Acts associated with Defendants' youth
marketing consist of advertisements that appeal to
and target youth, the designs of v, hich are based on

Defendants' research on teenage behaviors and
preferences. See e.g., Racketeering Acts 76, 83, 84,
9 .7, 102, 135-142. 147 and 148.

Simultaneously, Defendants made public assertions
that they did not market to youth, that the) viewed

2006 Thomson West. No Claim
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cigarette smoking as "an adult custom," that they
were committed to reducing youth smoking, and

similar pronouncements. See Findings of Fact Section

V(F)(7). These statements continue to the present

day, appearing on Defendants' websites, in
promotional materials, and in corporate principles.

Similarly, Defendants continue to assert that their
marketing has no effect on smoking prevalence and
that they market only to current smokers in order to

influence brand switching. See id

Defendants argue that their fraudulent denials of

marketing to youth have not actually served the goal
of the Enterprise to preserve and enhance the

cigarette market. However, the Court has already
found that Defendants' fraudulent denials hid and

protected their efforts to market to youth, efforts
which are a substantial contributing factor to youth
smoking initiation. See Findings of Fact Section

V(F)(3). Defendants' efforts to target youth are based
on a recognition that the youth market is critical to

the gowxh of their industry; their denials of those

efforts are based on the recognition that the public
considers pursuit of the youth market to be ethically

unacceptable.

"152 110] In any event, it is immaterial to
Defendants' liability-"whether they actually succeeded

in their efforts to market to youth or to increase their

revenues. As this Court has previously stated on
numerous occasions, to establish RICO liabilit)', the
United States is not required to prove that Defendants
succeeded in their scheme to defraud. States

(D.D.C.2002) (completion of scheme to defraud not
required under federal fraud statutes); Philip Morris,

116 F.Supp.2d 131, 153 (D.D.C.2000)("A defendant
who uses the mail with the intent of defrauding

someone of propert)' is guilt), (or in this case, liable),
whether the attempt succeeds or not.") (emphasis in

original).

Over many det_ades, Defendants have tracked the
smoking behavior and brand preference of youth. At

the same time Defendants were studying why youth

start smoking, they were designing their marketing
campaigns to appeal to the ps)chological needs of

adolescents. See Findings of Fact Section V(F)(4)
(discussing internal research examining what causes

adolescents to smoke and whether their marketing
effectively associates cigarette brands with youth-
appealing themes and imager)-). Defendants have also

positioned their marketing to reach the maximum

number of youth viewers. See Findings of Fact
Section V(F)(5).
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Defendants claim that the MSA fundamentally
changed their marketing practices and prevents them

from marketing to youth. While the Findings of Fact
demonstrate that Defendants' practices have changed

to some de m-.ee, their fundamental interest in

recpaiting new youth smokers, however, has not.
Indeed, Defendants' marketing expend'tures have
increased substantially since signing the MSA. See

Findings of Fact Section V(F)(5)(a). The 2005
Cigarette Report from the FTC shox, s that advertising

and promotional spending increased by over 21%
from 2002 to 2003, rising to a staggering 515.15

billion. FTC Cigarette Report for 2003 (2005)

(available at http:/'
www. ftc.gov-opa.,2005.08 -cigreport.htm). Spending
on magazine advertising, including several

magazines with substantial youth readership,
increased by 464%, more than twice the increase in

total advertising expenditures, from 2002 to 2003. ld.
at 3.

Defendants have not abandoned or altered the youth-

appealing themes and images they use in their
marketing campaigns. Philip Morris continues to
utilize the same Marlboro brand image_ _,particularly

the rugged, masculine Marlboro man, in its direct

mail marketing, at point of sale, and on Marlboro
cigarette packs, where it has been so phenomenally

successful in the past. LeVan PD, U.S.v. Philip
Morris, 6_25_02, 124:14-17, 221:10-221:14; Biglan
TT, 1.'10/05, 9530:6-9533:3. Lorillard has not

changed the themes of its principal advertising

campaign for its Newport Brand, the "Pleasure"

campaign, which features attractive, vibrant young
adults enjoying recreational activities and which has
remained constant and successful for the past 30
years. Milstein "IT, 1/10/05, 9312:1-9314:9; 9417:18-

9421:25; Orlowsky WD, 30:14-31:5. B & W
continues to use youth-appealing imagery in the

marketing campaigns for its Kool brand of cigarettes.
Indeed, B & W received numerous complaints that its

B Kool campaign, which ran from 1997 to 2000,
appealed to adolescents. (no bates) (U.S. 92037). R.J.
Reynolds continues to target adolescents through its

magazine advertising, which was appearing in

Rolling Stone magazine at the same time its
President, Lynn Beasley, testified in this case, under

oath, that the company had ceased advertising in
those publications. RJR has also recently launched
cigarette brands in youth-appealing flavors such as

Kauai Kolada and Twista Lime, which are clearly

designed to target and entice youth. (no bates) (U.S.
90119).

6. Defendants Falsely: Denied that ETS Causes
Disease

"153 Exposure to secondhand smoke causes lung
cancer in adults. Passive exposure causes two to three

percent of all lung cancer cases in the United States.

Compare DXA0390094-0699 at 0118, 0309 (U.S.
88654) (1992 EPA Risk Assessment) (over 3,000

deaths annually) with Samet WD, 63:15-64:5

(155,000 lung cancer deaths from all causes in 2000)
and DXA0390094-0699at 218 (U.S. 88654) (98,451

lung cancer deaths in 1979). Exposure to secondhand

smoke can also cause coronary heart disease,
exacerbation of asthma, reduced lung function, and
respirator-" symptoms in children. See generally
Samet WD. -_5_

Despite their internal acknowledgment of the hazards
of secondhand smoke, Defendants have fi-audulently

denied that ETS causes disease. That public position

and Defendants' efforts to deny and distort the
scientific evidence of the harmfulness of ETS are

evidenced not only in decades of press releases,

reports, booklets, newsletters, television and radio
appearances, and scientific symposia and

publications, but in evidence of concerted,
multifaceted public relations strategies designed to

counter mainstream scientific publications. See

Findings of Fact Section V(G)(6-8). For example,
from January-" 1984 to April 1986, Reynolds ran a

series of advertisements in newspapers across the
country. One was titled "Smoking in Public: Let's

separate fact from fiction"; another was titled
"Secondhand smoke: Let's clear the air"; and a third
ran under the headline "Secondhand smoke: The

Myth and the Reality." The three Reynolds
advertisements asserted: "In fact, there is little

evidence-and certainly nothing which proves

scientifically-that cigarette smoke causes disease in
nonsmokers." 506290558-0792 at 0608, 0611, 0612
(U.S. 29799). In addition, in December 1986, the

Tobacco Institute published a brochure titled
"Tobacco Smoke and the Nonsmoker: Scientific

Integib at the Crossroads." The Tobacco Institute
claimed in its brochure that "a detailed review of the

scientific literature on ETS" led to the conclusion

that: "The evidence does not support conclusions that
ETS represents a health hazard to nonsmokers."

TllvIN 284404-4413 at 4405 (U.S. 77088).

Defendants' efforts continued even after the Surgeon
General's seminal 1986 Report concluded that

"involunta_ smoking is a cause of disease, including
lung cancer, in healthy nonsmokers." VXA2110670-

1053 at 0673 (U.S. 63709).

© 2006 Thomson,West. No Claim to Orig. U.S. Go_m. Works



i
m

I

I
I

I

I
I
I
I
I
I

I
I

I
I

I
I
I

--- F.Supp.2d ....

--- F.Supp.2d .... ,2006 WL 2380650 (D.D.C.)
(Cite as: -- F.Supp.2d ---)

Page 104

"154 Defendants' efforts to deny and distort the
disease risks of exposure to secondhand smoke, or
ETS, spread to virtually every' corner of the world.

Beginning in the 19_0s, Defendants crafted and
carried out an "open question" strategy, derived from

the public relations strate_ • the) employed
successfully to discredit research related to active

smoking, to address the issue of passive smoking.
They carried out this strateg2," through a

comprehensive plan, and the expenditure of an

extraordinaD amount of money, to develop a
v,orldwide network of consultant_ invol_ed in a

public relations offensive to undermine the growing

scientific consensus that ETS causes lung cancer, as
well as other serious diseases. These consultants

attacked legitimate scientific investigation through:
• The identification and pre-selection of scientists

touted as "'independent" ETS consultants by
Covington & Burling, particularly John Rupp, and
Shook, Hardy & Bacon.

• The creation of supposedly "independent" scientific

groups, such as Indoor Air International ("IAI') and
the Associates for Research on Indoor Air ("ARIA"),

and even a scientific journal _ritten by la_Ters and
industry consultants that exists to this day.

• The review, editing, and rewriting of consultants'
papers and editorials by industry- lawyers and

scientists before publication.

• The planning and execution of numerous industry
controlled symposia all over the world to generate
favorable publications.

See generally Findings of Fact Section

V(G)(6)(a)((6)).

Defendants justify the powerful public relations
machinery they employed to attack the scientific
evidence establishing ETS as a cause of disease by

asserting that the evidence did not establish a link

between exposure to secondhand smoke and diseases
such as lung cancer and cardiovascular disease.
However, the scientific community- had reached a

consensus on ETS as a cause of disease by 1986, as
announced in the Surgeon General's Report.

Moreover, and most significantly, Defendants
themselves had determined by the 1970s that ETS

was harmful to nonsmokers. See Findings of Fact
Section V(G)(3).

"155 Defendants still, to this day, fraudulently deny

*,he health effects of ETS exposure. At trial, Philip
Morris, BATCo, Brown & Williamson, Lorillard, and

R.J. Reynolds denied that ETS causes disease in
nonsmokers:

• RJR continues to publicly dispute that secondhand
smoke causes diseases and other adverse health

effects in nonsmokers. The company's position on its

website indicates: "Considering all of the evidence,

in our opinion, it seems unlikely that secondhand
smoke presents any significant harm to otherwise
healthy nonsmoking adults." US 9201). Mary- Ward,

an in-house attorney for RJR until 2004, testified that

the R.JR position on passive smoking has not changed
since she joined the company in 1985, with the

exception of admitting that ETS "'may trigger attacks
in asthmatics." Ward "IT, 11_4/04, 5076:9-5077:22.

• Lorillard continues to dispute publicly ".he scientific
consensus as well. Lorillard general counsel Ron
Milstein testified that his company has never

admitted in any forum that ETS exposure causes

disease, and that an October 2003 press release
containing one of his statements was in line with the
company's position that ETS is not a proven health
hazard. Milstein TT, 1-7:05, 9263:8-9264:24.

• B & W's most recent website tells the public that

ETS is not harmful. The company's 2003 website
stated: "It is, therefore, our view that the scientific
evidence is not sufficient to establish that

environmental tobacco smoke is a cause of lung
cancer, heart disease or other chronic diseases." US

76761. B & W CEO Susan lvey testified that her
company places its positions on its website for

consumers to rely on. Ivey "IT, 11/16:04, 6098:7-19.
•BATCo also denies that passive smoke is a health

hazard to adults or children. (no bates) (U.S. 86747).
• From 1999-2001, the Philip Morris website publicly

stated its disagreement with the scientific consensus
as well: "Many sciefitists and regulators have

concluded that ETS poses a health risk to

nonsmokers. Even though we do not agree with many
of their conclusions, below we have provided some
links so you can access some of their views." (no
bates) (U.S. 92056 at 2); Parrish TT, 1.-25-05,
11080:23-11082:14.

• In contrast to its corporate position on active
smoking, Philip Morris does not state its agreement

with, or even acknowledge the existence of, the
scientific consensus that passive smoking causes
disease. (no bates) (U.S. 92055).

As they did with active smoking, using the
Enterprise's public relations machineD, Defendants

fraudulently denied the adverse health effects of ETS

in order to maintain the appearance an open
controversy about the link between ETS and disease

and thus maintain and enhance the cigarette marke'.
and their collective revenues.
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7. Defendants Suppressed Documents,

Information, and Research

"156 Throughout the past fifty years, Defendants
have engaged in parallel efforts to suppress, conceal,

and destroy documents and information in
furtherance of the Enterprise's goals of (1) preventing

the public from learning the truth about smoking's

adverse impact on health; (2) preventing the public
from learning the truth about the addictiveness of
nicotine; and (3) avoiding or, at a minimum, limiting

liabilit? for smoking and health related claims in
litigation. These activities occurred despite

declarations by Defendants that (a) they did not
conceal, suppress or destroy evidence, and that (b)

they shared with the American people all pertinent
information regarding the true health effects of

smoking, including research findings related to
smoking and health. See, e.g, Farone IT, 10/12_04,

2091:23-2092:14; Farone WD, 156:3-15 (Philip
Morris wanted to buu • "any research that was

contrar 3 to the company's position on smokin_ and
health and addiction."). _

Defendants' suppression of information wasaimed, in

large part. at protecting them from exposure in
smoking and health litigation. Indeed, much of the

documentary and testimonial evidence directly
references their fear of litigation exposure from

scientific data and reports in their possession. The
testimony of leading scientists from both Brown &

Williamson and Philip Morris reflect Defendants'

concerns over scientific information becoming
available to plaintiffs in smoking and health
litigation. Kendrick Wells, B & W Assistant General

Counsel for Product Litigation, confirmed that
throughout his 30-year tenure at B & W. the
company feared that documents created by other

BAT Group companies and statements made by
employees of other BAT Group companies could

adversely affect B & W's litigation position in the
United States. Wells WD, 5:15-6:18. The concern

over the use of information against the Defendants in
litigation was also expressed in documents that

chronicle the Defendants' cooperative efforts to
suppress and conceal information. See e g, (no bates)
(U.S. 21203) (memorandum in which outside counsel
warned the Committee of Counsel that "should the

results of the survey prove unfavorable, they may be
subpoenaed or otherwise fall into the hands of the

FTC, a Congressional Committee, or a plaintiff in
pending cancer litigation").

In some instances, Defendants destroyed documents

2006 Thomson/West. No Claim
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to prevent their release. See. e.g, (no bates) (U.S.

21677) (RJR scientists confirm they will remove

documents from the research and development files if
it becomes clear the documents will expose RJR in
litigation); (no bates) (US 34839) (in notes of a

BATCo meeting in 1986 it was reported that research

documents would be destroyed as part of "spring
cleaning"). Defendants also employed lav, xers to
review and edit scientific documents to ensure that no

damaging information was retained in company files.
See: e.g., Findings of Fact Section V(H)(1). In
addition, certain Defendants, including Philip Morris
and Brown & Williamson, made arrangements to

ship secret scientific information outside of the

United States or to use foreign scientific laboratories
to shield documents from disclosure in litigation. For

example, Philip Morris bought a foreign research
facility in Germany known as INBIFO and

established company policies to prevent its research
documents from entering or being retained in the
United States. Farone WD, 21:16-22:9, 147:11-
152:15; Farone "FT, 10'07-04, 1938:2-1939:16.

Defendants attempted to create -ctient

privilege where none properly existed. See Findings
of Fact Section V(H)(3).

Many of the actions to suppress information were
joint efforts by all of the Defendants through the

Committee of Counsel, through other joint

organizations, or through Defendants' law firms,
including Covin_on & Burling and Shook, Hardy &
Bacon, which often represented one or more of the
Defendants.

C. Defendants Established an Enterprise

1. Applicable Legal Standards

"!57 [111 Defendants formed a RICO Enterprise,
comprised of a group of business entities and
individuals associated-in-fact, including Defendants

to this action, their agents and employees, and other

organizations and individuals.

I12-141 The RICO statute provides that an "

_enterprise' includes any individual, partnership,
corporation, association, or other legal entity, and any
union or group of individuals associated in fact

although not a legal entity,." 18 U.S.C. _ 1961(4).

The Supreme Court has held that an enterprise "'is

proved by evidence of an ongoing organization,
formal or informal, and by evidence that the various

associates function as a continuing unit." United

to Orig. U.S. Govt. Works.
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WD, 26:4-27:9; accord Henningfield WD, 56:8-11.

Of even geater concern is the fact that Defendants
design "light" cigarettes to allow smokers to obtain

much higher levels of nicotine than are measured by
the FTC method, and in fact manipulate cigarettes to

provide sufficient nicotine deliver3 to create and
sustain addiction. Burns WD, 29:6-13; Monograph

13, DXA0310399-0650 (U.S. 58700).

The trial record overwhelmingly demonstrates that
Defendants developed and marketed low tar and
nicotine brands in order to dissuade smokers from

quitting smoking. See Findings of Fact Section V(E).
Defendants know that health concerns are the

primary motivation for smokers' attempts to quit.

They have conducted extensive research on quirting
to help them identify: understand, and deter potential
quitters. Defendants' internal documents show that

they were confident that if they could convince

potential quitters that lov tar cigarettes were a
healthier choice and an acceptable alternative to

quitting, they could keep their sales from declining.
See also Burns WD, 41:12-18, 46:21-47:9, 49:11-20.

"221 Based on that "knowledge, Defendants
introduced a number of brands and brand extensions

lower in tar and nicotine and positioned them as
'health reassurance' brands to meet the health

concerns of smokers. Defendants' own internal

research showed that "smoking Iov tar and nicotine
helped a smoker to reduce guilt about smoking and

thus made a smoker !ess likely to quit. Smoking a
'health reassurance' product with its low tar FTC

rating _as a 'compromise' to justin, not quitting."
Dolan WD, 106:14-107:2; 118:4-8; 118:23-119:21;

126:8-16; accord Burns WD, 69:3-14 (beginning in
the 1950s, Defendants "introduced and marketed

filtered cigarettes and 'low tar and nicotine'

cigarettes as an effort to prevent smokers from
quitting based on gowing health concerns among
smokers"). As a result, consumers labor under a

longstanding and pervasive misconception that "low

tar;low nicotine" cigarettes are safer than their full
flavor counterparts. See Findings of Fact Section
V(E)(3).

As Dr. Farone testified, the terms "light" and "low

tar." as used by Defendants, are "'meaningless" and

"'arbitraD-," because ':light" and regular cigarettes of
the same brand can have the same FTC yields:
[T]here are lights of certain brands with higher tar

levels than regulars of other brands from the same

company, and there are also lights and regulars of:he

same brand that have the same FTC tar rating. So
therefore the term 'light' is not related to tar or taste.

For example, according to the most recent FTC report

of tar and nicotine yields, Philip Morris sells versions

of Virginia Slims and Virginia Slims Lights that both
deliver 15 mg of tar by the FTC method.

Farone WD, 116:3-14; 525311179-1223 at 1185.

1207-1208. 1222 (U.S. 52977).

Garb Burger, Senior President of Research &

Development for RJR, admitted in a i997 deposition,
that RJR was aware that consumers smoke low tar

cigarettes for the perceived health benefit. Burger
said that '[c]ertainly, smokers perceive lower tar

cigarettes in some ways to be better for them and
therefore they want them." He further acknowledged

that consumers "have that impression that there are
higher levels of bad stuff in high tar cigarettes and
lower levels of bad stuff in low tar cigarettes."

Burger PD, Arch v. American Tobacco Co, 8-21_97,
226:9-243:18. In addition, research conducted for B

& W as recently as 2000 confirmed that consumers

still misperceive "lights" as less harmful. 250255060-
5075 at 5064, 5066-5068, 5071-5075 (U.S. 22170);
lvey WD, 59:20-60:12.

As data have emerged establishing that '°light" and
"mild" cigarettes are at least as harmful as "full-

flavor" brands, Defendants have developed new
descriptors to convey implied health reassurance

messages. B & W developed and marketed the "Kool
Natural Lights" brand extension in 1998. Despite

having market research showing that consumers

incorrectly interpret the word "natural" to mean that
the cigarettes are safer than conventional cigarettes,

B & W advertised Kool Natural Lights without
informing consumers that ';natural" cigarettes are no
safer than any others. Smith TT, 1.'6-05, 9178:18-

9182:9; 210430297-039.6 at 0322 (U.S. 67711);
ADV0100742-0744 (U.S. 2701) (advertisement in

2001 issue of Rolling Stone); (U.S. 12651)
(advertisement in 2000 issue of Maxim).

"222 Significantly, although lower-yield cigarettes

have dominated the U.S. market for many years,

there has been no corresponding reduction in
smoking-related disease among U.S. smokers; in fact,
the disease risk has increased. Burns WD, 33:18-
35:9; Monograph 13,-DXA0310399-0650 (L'.S.

58700).

187] Accordingly, the only way to restrain

Defendants from their longstanding and continuing
fraudulent efforts to deceive smokers, potential

smokers, and the American public about "light" and

"low tar" cigarettes is to prohibit them from using

2006 Thomson_West. No Claim to Orig. U.S. Govt. Works.



I
I
I
I

I

--- F.Supp.2d ....
--- F.Supp.2d .... ,2006 WL 2380650 (D.D.C.)

(Cite as: --- F.Supp.2d .... )

any descriptor which conveys a health message. It is
not sufficient to forbid Defendants from

misrepresenting the health effects of "light" and "'low

tar" cigarettes. By using descriptors such as 'lights"
and "low tar," Defendants lmowingly convey the

false impression that cigarettes with those labels are
less harmful than other cigarettes. Consumers' false
belief is so pervasive and longstanding, and has been

exploited and promoted by Defendants for so long,

that preventing and restraining Defendants' future
fraud requires a ban on any future use of descriptors

x_hich convey a health message.

As the National Cancer Institute concluded in

Mono_aph 13, descriptors are inherently deceptive.

US 58700 at 0611, 0646. Similarly, the WHO
Scientific Advisory Committee on Tobacco

concluded that descriptors are inherently misleading,
and recommended that "misleading health and

exposure claims should be banned .... Banned terms
should include light, ultra-light, mild and low tar, and

may be extended to other misleading terms.'" US
86658 at 0695. As set out above, Defendants' own

documents, including consumer research, and
testimony demonstrate that Defendants both knew
and intended to use brand descriptors to convey a

false perception of reduced harm. See Findings of
Fact Sections V(E)(3, 5).

The Court will therefore order a ban on any cigareue
descriptors that convey implicit health claims.

Prohibition of Defendants' future use of deceptive
descriptors is forward looking and narrowly tailored

to prevent and restrain their future fraudulent conduct

relating to the marketing of low tar cigarettes. Indeed,
this remedy directly addresses the ongoing fraud
Defendants commit ever2,- - day with their marketing of
'light" cigarettes and the virtually certain
continuation of such fraud in the future in the absence

of such a ban. Accordingly, beginning January 1,

2007, Defendants are prohibited from using any
descriptors indicating lower tar delivel2,-including,

but not limited to, "low tar," "light," "mild,"
•'medium" and "ultra light"-which create the false

impression that such cigarettes are less harmful to
smokers. F's_

2. Corrective Communications

*223 The trial record amply demonstrates that
Defendants have made false, deceptive, and

misleading public statemems about cigarettes and

smoking from at least Janua_ , %4, when the Frank

Statement _as published up until the present. See

,_, 2006 Thomson-West. No Claim
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Findings of Fact Sections V(A)(5)(c) and V(G)(7, 8),
supra (public statements on adverse health effects,

including exposure to secondhand smoke); Section
V(B)(4), supra (public statements on addictiveness of

smoking and nicotine); Section V(C)(3), supra
(public statements on nicotine manipulation); Section
V(F)(7), supra (public statements on youth

marketing); Section V(E)(4), suFra (statements on

"light" and "low tar" cigarettes).

Evidence in the record also amply demonstrates that
certain of Defendants' public statements

communicating their positions on smoking and health
issues continue to omit material information or

present information in a misleading and incomplete

fashion. For example, Reynolds's current website
statement on the health effects of smoking continues
to insist that smoking "causes disease in some

individuals" only "in combination with other
factors." (JD 068012); see also Schindler TT,

1;24.05, 10810:9-10813:5 (Reynolds" recent
Chairman and CEO refusing to admit that cigarette

smoking causes disease).

In addition, Philip Morris's current website claims
that the company's position on addiction is the same

as the public health community"s, but Philip Morris's
statement on addiction omits the material information

that nicotine delivered by cigarettes is a drug and that
it is addictive. 3000172188-2188 (JD 053199).

[88] As the Court has noted, certain language in some
of Defendants' more recent positions on smoking and

health issues, following their decades of denials and

distortion, do represent a step forward. See, e.g,
Henningfield TT, 11"29"04, 7185:2-8. However,
evidence in the record supports a finding that
notwithstanding Defendants' self-serving claims that

they have been more forthcoming on smoking and

health issues, and notwithstanding a general
prohibition in the MSA precluding those Defendants

who are a part2,., to it from making any "material
misrepresentation of fact regarding the health

consequences of using any Tobacco Product,"
Defendants continue to make affirmative statements

on smoking and health issues that are fraudulent.

MSA § lit(r) at 36 (JD-045158). Accordingly, an
injunction ordering Defendants to issue corrective
statements is appropriate and necessal2/ to prevent

and restrain them from making fraudulent public
statements on smoking and health matters in the
future.

189] Contrarz, to Defendants arguments, the First

Amendment does not preclude corrective statements
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where necessary to prevent consumers from being
confused or misled. Any interest Defendants have in

avoiding compelled speech are easily outweighed by
the government's interest in preventing future

consumer deception or confusion. See Zauderer v.
of Supreme Court of

Ohio, 471 U.S. 626, 651,105 S.Ct. 2265.85 L.Ed.2d

652 (1985) (upholding disclosure requirement in
attorney advertising regarding terms of contingency

agreement). In accordance with this principle, our
Court of Appeals has expressly held that mandatory

disclosures regarding commercial products are
consistent with the First Amendment when required

to correct a manufacturer's campaign of deceptive or
misleading marketing or to prevent consumer
confusion. See Novartis Corp. v. FTC, 223 F.3d 783,

788-89 (D.C.Cir.2000) (holding that the trial court

was permitted to enter a corrective statement remedy
because it 'advances precisely the 'interest involved,"

namely the avoidance of misleading and deceptive
advertising"); Warner-Lambert Co. v. FTC, 562 F.2d
749. 769-70 (D.C.Cir. 1977).

*224 In Ii'_rner Lambert, the D.C. Circuit upheld the

FTC's order which required Warner-Lambert to cease
and desist from representing that Listerine
mouthwash prevents or alleviates the common cold,

and required the company to include in future
advertising the phrase "Listerine will not help prevent

colds or sore throats or lessen their severiL-." 562.
F.2d at 756. The Court rejected a First Amendment

challenge to the order, finding that the protection
extended to commercial speech in Virginia State

Board of PharmacF" v. Virginia Citizens Consumer
Council, Inc., 425 U.S. 748, 96 S.Ct. 1817. 48

L.Ed.2d 346 (1976), which expressly permitted
government regulation of false or misleading

advertising, authorized an order requiring the
company to make corrective statements in order to
counteract its earlier, fraudulent statements. The

court also upheld the FTC's position that the

corrective statements were necessaD because "a
hundred years of false cold claims have built up a
large reservoir of erroneous consumer belief which

would persist, unless corrected, long after petitioner
ceased making the claims." l__dd.

The Court explained, in language that is particularly
applicable to this case, that:
To be sure, current and future advertising of

Listerine, when viewed in isolation, may not contain
any statements _hich are themselves false or

deceptive. But reality counsels that such

advertisements cannot be viewed in isolation; they

must be seen against the background of over 50 years

Page 145

in which Listerine has been proclaimed and
purchased as a remedy for colds. When viewed from

this perspective, advertising which fails to rebut the
prior claims as to Listerine's efficacy inevitably

builds upon those claims; continued advertising
continues the deception, albeit implicitly rather than

explicitly .... Under this reasoning the First

Amendment presents no direct obstacle. The
Commission is not regulating truthful speech
protected by the First Amendment, but is merel?

requiring certain statements which, if not present in
current and future advertisements, would render those

advertisements themselves part of the continuing
deception of the public.

ld at 769.96 S.Ct. 1817.

*225 Here, too, certain Defendants have recently

modified their public statements regarding the
adverse health effects of smoking cigarettes and their
addictiveness. Nevertheless, as in Warner Lambert.
additional corrective statements to consumers and the

public are necessary to prevent current and future

advertisements from becoming "themselves part of
the continuing deception of the public." 562 F.2d at
769. The injunctive relief sought here is narrowly

tailored to prevent Defendants from continuing to
disseminate fraudulent public statements and

marketing messages by requiring them to issue
truthful corrective communications. See Zauderer,
471 U.S. at 651. 105 S.Ct. 2265.

The evidence identifies the various venues in which

Defendants have made their fraudulent public
statements about cigarettes, including, but not limited

to, newspapers, television, magazines, onsets, and
Intemet websites. See generally. Findings of Fact.
For example, from the inception of the Enterprise's

fraudulent scheme, newspapers and magazines have

been primal" vehicles for disseminating Defendants'
public statements on smoking and health issues. See.

e.g.. 860174547454 (U.S. 21418) (1954 Frank
Statement printed in 448 newspapers nationwide);

2023011263-1263 (U.S. 20371) (1994 Philip Morris
"Facts You Should Know" advertisement in the New

York Times); 500810940-0941 (U.S. 23036)
(BATCo's Blackie Letter to Editor in 1994);

T100581619-1629 (U.S. 62969); Dawson WD,
114:18-115:21; Dawson TT, 1/12/05, 9907:21-

9918:8 (ghostwritten letter to the editor challenging
evidence of health effects of secondhand smoke,

prepared for outside scientist to send to editors at AP,

UPI, and 22 newspapers across the countr),, without

disclosing TI's role or that scientist was a paid
Tobacco Institute consultant); 513943434-3434 (U.S.
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