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CORPORATE DISCLOSURE STATEMENT

Philip Morris USA Inc. is a wholly owned subsidiary of Altria Group, Inc.

Altria Group, Inc. is the only publicly held company that owns 10% or more of

Philip Morris USA Inc.'s stock.
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INTRODUCTION

In an unprecedented ruling, the District Court held that a plaintiff asserting

Lanham Act claims for widespread trademark and trade dress infringement against

a company that happens to do business, at least in part, on an Indian reservation

must first exhaust any available remedies in tribal court before it may obtain

preliminary injunctive relief for its federal claims from a federal court. (E.R.

623.) a The District Court's Order disregards the sharp limitations that the Supreme

Court and this Court have imposed on the ability of tribal courts to assert

jurisdiction over nonmembers, especially with respect to conduct that (as here)

extends far beyond the boundaries of the reservation. The Order should be

reversed, and the case remanded with instructions to grant the requested injunctive

relief.

Plaintiff-Appellant Philip Morris USA Inc. ("PM USA") produces

Marlboro@ cigarettes, the number-one selling brand of cigarettes in the United

States, and for more than 50 years, PM USA has used a famous and distinctive

trade dress on its Marlboro@ cigarette packages and cartons. (E.R. 101.)

Defendant-Appellee King Mountain Tobacco Co., Inc., and its two owners

(Defendants-Appellees Delbert L. Wheeler, Sr. and Richard "Kip" Ramsey)

"E.R." refers to PM USA's Excerpts of Record and "R.T." refers to the

Reporter's Transcript of the November 14, 2006 hearing. "C.R." refers to the

Clerk's Record below and is followed by the docket number.
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(collectively "Defendants") began distributing "King Mountain" cigarettes in late

2005 or early 2006, and currently King Mountain cigarettes are available

nationwide over the internet and at various convenience and tobacco stores in

Washington and New York States. See infra at 14-17. Because the packaging for

King Mountain cigarettes unmistakably mimics that of Marlboro® cigarettes and

infi'inges PM USA's Marlboro® trade dress and registered trademarks, PM USA

brought suit against Defendants in the Eastern District of Washington and sought a

preliminary injunction against Defendants' ongoing infringement. (E.R. 1-81, 82-

86; C.R. 15.) When Defendants thereafter filed an action for declaratory relief

against PM USA in the Yakama Tribal Court, PM USA promptly filed a motion in

the District Court to enjoin the tribal court action. (E.R. 168-69.)

On December 1, 2006, the District Court issued an Order denying the

requested injunctions, concluding that PM USA could not enforce its federal rights

against Defendants' nationwide infringement without first exhausting tribal court

remedies. (E.R. 618.) As set forth below, the District Court's Order is legally

flawed in multiple respects and must be reversed.

First, the District Court committed plain legal error in holding that the

Yakama Tribe's jurisdiction over King Mountain somehow gives the tribal court

the additional power to assert jurisdiction over nonmembers (such as PM USA)

who challenge King Mountain's activities. There is no support for this theory,



which flatly disregards controlling Supreme Court precedent and would vastly

expand the reach of tribal court jurisdiction.

Second, tribal courts may assert jurisdiction against nonmembers oialy in the

two narrow circumstances set forth in the Supreme Court's landmark decision in

Montana v. United States, 450 U.S. 544 (1981) -- namely, (1) when the suit is

based on the nonmembers' consensual relations with the tribe or tribal members;

and (2) when jurisdiction is necessary to protect tribal self-governance. Although

the District Court's Order recited the Montana test, the Order failed to apply it or

even to explain which of the two Montana exceptions might permit tribal court

jurisdiction here. Under settled law, neither exception conceivably applies here.

Third, exhaustion of tribal court remedies is not required here in light of the

tribal court's clear lack of jurisdiction, Defendants' bad faith in asserting tribal

jurisdiction, and the federal statutory nature of PM USA's claims.

Because PM USA is otherwise clearly entitled to an injunction against

Defendants' blatant infringement, the District Court's Order should be reversed

and the matter remanded with instructions to grant the requested injunctive relief.

JURISDICTIONAL STATEMENT

I. Jurisdiction of the District Court

The District Court had subject-matter jurisdiction over the Lanham Act

claims under 28 U.S.C. §§ 1331 and 1338(a)and under 15 U.S.C. § 1121. The



District Court had subject-matter jurisdiction over the Washington state law claims

under 28 U.S.C. § 1338(b) and § 1367(a). The District Court also had subject-

matter jurisdiction over all claims under the diversity statute, 28 U.S.C. § 1332.

II. This Court's Jurisdiction

The District Court's December 1, 2006 Order expressly denied PM USA's

motion for a preliminary injunction to restrain trademark infringement (C.R. 15)

and Plaintiff's motion to enjoin the tribal court proceedings that had been

commenced by Defendants (C.R. 31). (E.R. 623-24.) This Court has jurisdiction

under 28 U.S.C. § 1292(a)(1) to review this Order "refusing" these injunctions and

to review any and all grounds for that refusal.

HI. Timeliness of the Appeal

The challenged Order was entered on the docket on December 1, 2006.

(E.R. 639.) Plaintiff timely filed its notice of appeal (E.R. 625) on December 7,

2006. See Fed. R. App. P. 4(a)(1)(A).

ISSUES PRESENTED

A. Whether the Yakama Tribal Court has jurisdiction to adjudicate PM

USA's claims that Defendants violated federal and state law by engaging in

widespread trademark and trade dress infringement, including the distribution of

infringing cigarettes in interstate commerce, to nonmembers of the tribe outside the

reservation, and to others who ultimately place them for sale over the interact.
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B. Whether PM USA was required to exhaust tribal remedies where

(1) the tribal court plainly lacks jurisdiction; (2) Defendants' assertion of tribal

jurisdiction was made in bad faith; and (3) Congress has denied tribal courts any

authority to adjudicate Lanham Act claims.

C. Whether the District Court should have entered a preliminary

injunction against Defendants' ongoing infringement.

STATEMENT OF THE CASE

I. Nature of the Case

PlaintiffPM USA appeals the District Court's Order, which denied

(1) PM USA's motion seeking a preliminary injunction restraining Defendants

from continued trademark infringement and (2) PM USA's motion seeking an

injunction barring Defendants from prosecuting the later-filed declaratory relief

action they had brought against PM USA in the Yakama Tribal Court. (E.R. 623-

24.) The District Court denied the requested injunctions on the ground that PM

USA must first exhaust tribal court remedies. (Id.)

II. Course of the Proceedings and Disposition in the Court Below

On August 7, 2006, PM USA filed this action in the District Court. (C.R. 1.)

Before any Defendants had appeared, PM USA filed an amended complaint (C.R.

5) and a corrected version of that amended complaint (E.R. 1-81 .) The gravamen

of the operative amended complaint is that Defendants' packaging and marketing

-5-



of their "King Mountain" cigarettes infringe PM USA's Marlboro® trademarks

and trade dress, in violation of federal and Washington law. (E.R. 1-3.)2

PM USA filed a motion for a preliminary injunction on October 3, 2006,

seeking to restrain all Defendants from further infringement. (E.R. 82-86; C.R.

15.) Thereafter, PM USA was served with a complaint for declaratory and other

relief that Defendants had filed against PM USA on September 29 in the Yakama

Tribal Court. (E.R. 203-06.) Accordingly, on October 11, 2006, PM USA filed a

second motion for additional injunctive relief, seeking to enjoin Defendants from

prosecuting their tribal court action against PM USA. (E.R. 168-69; C.R. 31.)

On October 17, Defendants filed their opposition to PM USA's motion for a

preliminary injunction against trademark infringement, arguing inter alia that PM

USA was required to exhaust tribal court remedies. (C.R. 62.) At the same time,

Defendants also filed a motion to dismiss PM USA's complaint, or stay all

proceedings in federal court, on the ground that tribal court remedies had not been

exhausted. (C.R. 41.) 3

@

2 Defendants asserted below that the parties separately identified in the Complaint

as "Mountain Tobacco" and "King Mountain Tobacco Company, Inc." were in

reality one and the same. (C.R. 43 at p.2 n.2.)

3 Defendants also filed a motion to dismiss for improper service of process (C.R.

44), but this motion was later withdrawn (C.R. 93; E.R. 624) and Defendants

instead filed a formal acceptance of service of the amended complaint by their

counsel (C.R. 95.)
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On October 31, the parties submitted a stipulation stating that, pending the

District Court's resolution of the parties' various motions, PM USA "is not

required to appear, argue or in anyway [sic] defend in the Yakama Tribal Court"

the action brought by Defendants, and Defendants "will not take any further action

before the Yakama Tribal Court." (C.R. 77 at pp. 1-2.)

The District Court held a hearing on all pending motions on November 14,

2006 and took the matter under submission. (R.T. 1-57.) On December 1, 2006,

the District Court issued an Order denying both ofPM USA's motions for

injunctive relief and instead granting Defendants' motion to stay all federal

proceedings until the Yakama Tribal Court could determine whether it has

jurisdiction. (E.R. 618-24.) On December 1, 2006, PM USA timely filed an

appeal from this Order denying its requested injunctions. (E.R. 625.)4

4 Because the October 31, 2006 stipulation staying the tribal court proceedings

expired with the entry of the District Court's December 1, 2006 Order, PM USA

filed on December 8 a motion under Fed. R. Civ. P. 62(c) for an injunction against

the tribal court proceedings pending appeal (C.R. 111), together with an

emergency motion to expedite consideration of that motion (C.R. 108). The

District Court held a telephonic heating on the motion to expedite on December 8.

(C.R. 117, 120.) After Defendants' counsel stated that they had "no intention in

taking, any action in the near future" in the tribal court litigation (R.T. 12/8/06 at

p.5), the District Court denied the emergency motion to expedite and ordered the

Rule 62(c) motion to be heard in the ordinary course. As of the date of filing of

this brief, that motion remains pending.
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STATEMENT OF FACTS

I. King Mountain's Use of an Infringing Trademark and Trade Dress on

Its Cigarettes

A. PM USA's Marlboro® Trademarks and Trade Dress

PM USA (or one of its predecessor companies) has been manufacturing

Marlboro® cigarettes since 1883. (E.R. 101 .) Over the years, PM USA has spent

more than $3 billion advertising and promoting its Marlboro® cigarettes, and today

the Marlboro® brand remains the best-selling cigarette in the United States. (E.R.

104.)

PM USA substantially revamped its Marlboro® packaging in 1955 and since

then has used a famous and distinctive trade dress on both its Marlboro® packages

and cartons. (E.R. 101.) This trade dress employs a "roof" design, in which an

inverted "v-like 'roof'" is created by placing at the top of the package a solid

rectangle with a white triangle cut-out from the bottom. (Id.) Under the inverted

"v" of this roof is the PM USA coat-of-arms (in gold and red), and within the roof,

the words "FILTER CIGARETTES" appear in a non-serif font in the center of a

white oblong design. (E.R. 101-02.) Beneath the coat-of-arms, the mark

"Marlboro" appears in black lettering against a white background and using a large

and distinctive serif font; below that, the words "20 CLASS A CIGARETTES"

appear in a smaller, non-serif font. These features of the distinctive Marlboro®

-8-



trade dress are all shown in the following photograph submitted in the District

Court below:

(E.R. 105.)

Over the years, PM USA introduced additional varieties of Marlboro@

cigarettes, such as Marlboro® Menthol in 1966 and Marlboro Lights® in 1972.

The trade dress for these products is substantially similar to the Marlboro® trade

dress, with the primary variation being the color of the "roof" design (red for full

flavor; gold for Marlboro Lights®; and green or blue for Marlboro® Menthol).

(E.R. 103, 114-17.)

PM USA also has obtained federal registrations with the U.S. Patent and

Trademark Office ("U.S.P.T.O.") for several of its Marlboro® "roof design"

packagings. (E.R. 103.)

-9-



B. King Mountain's Infringing Trade Dress

King Mountain was organized under the laws of the Yakama Nation in 2004,

and was licensed to do business in the State of Washington in 2005. (E.R. 431,
$

439; C.R. 74 at p.52.) The company began selling its "King Mountain" cigarettes

in late 2005 or early 2006. 5

King Mountain's trade dress for its cigarette packages is an obvious

imitation of the Marlboro® marks and trade dress, as illustrated by this side-by-

side comparison of the two:

s The declarations submitted by King Mountain are not entirely consistent on this

point. (Compare E.R. 459 (placing the date as November 2005) with E.R. 432

(January 2006); C.R. 43 at p.2 (January 2006).)
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(E.R. 105.) Specifically, the King Mountain trade dress is similar to the

Marlboro® marks and trade dress in the following major respects:

o King Mountain mimics Marlboro's distinctive "red roof" inverted-v

design by placing a similarly sized red field at the top of the package and

using an image of a white mountain to create a roughly triangular-shaped

area cutting into that red field.

o King Mountain contains a similarly positioned small white field, with

writing, within the red roof area.

o Immediately below the red roof area, King Mountain mimics Marlboro's

red and gold coat-of-arms by instead using a similarly sized red and gold

image of a Native American chief against a shield.

Directly below the shield, King Mountain places the name of the product,

but with "King" in letters that are substantially smaller, so that

"Mountain" dominates the bottom of the package just as the large letters

of"Marlboro" dominate the bottom of a Marlboro® cigarette package. 6

6 Notably, in its original application to register its trade dress with the U.S.P.T.O.,

King Mountain (then calling itself "Mountain Tobacco") called the product simply

"Mountain"; the word "King" was added only later. (E.R. 68.) The size and font

of the additional word "King" tracks the size and font of the additional word

"Lights" in Marlboro Lights®. (Compare E.R. 114 with E.R. 134.)

-11 -



o The font used in the word "Mountain" is virtually identical to that used in

"Marlboro"; indeed, the font, size, color, number, and placement of the

letters in "Mountain" are all the same as for "Marlboro." Moreover, the

overall pattern of fonts on the King Mountain package follows almost

exactly the pattern on the Marlboro® package.

o At the very bottom of the package, King Mountain contains the identical

phrase "20 CLASS A CIGARETTES", whose font, size, and placement

all mimic the Marlboro® package.

In August 2005, King Mountain filed an application with the U.S.P.T.O. to

register as a trademark the red-colored version of its trade dress. (E.R. 108.) On

October 31, 2006, the U.S.P.T.O. issued a "Final Office Action" denying

registration on the ground that the mark sought to be registered was so similar in

appearance to the Marlboro® registered trademark as to be likely to cause

confusion or mistake or to deceive. (E.R. 507-12.)

II. PM USA's Complaint

The operative amended complaint ("Complaint") alleges that, in light of the

significant similarities noted above, Defendants' King Mountain trade dress

infringes and dilutes the trademarks and trade dress of PM USA's Marlboro®

produ6ts. (E.R. 2, 5-9.) The Complaint specifically alleges that "Defendants'

actions were intentional" and that the King Mountain packaging's similarity to the
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Marlboro@ trademarks and trade dress are such that "[t]here can be no doubt that

Defendants intended to create a visual impression that would immediately call to

mind the famous MARLBORO Trade Dress." (E.R. 9, 12.)

The Complaint asserts that, as a result of Defendants' conduct, "actual and

potential consumers are likely to be confused into thinking that King Mountain

cigarettes are endorsed or sponsored by, or otherwise affiliated with, Philip Morris

USA"; indeed, the Complaint notes that there is already evidence of actual

consumer confusion. (E.R. 12.) Moreover, King Mountain's infringing trade dress

dilutes and is "likely to dilute the distinctive quality of the famous MARLBORO

Trade Dress" by "causing blurring in the minds of consumers between Philip

Morris USA's and Defendants' products" and by "tarnishing Philip Morris USA's

reputation." (E.R. 13.)

Based on these allegations, the Complaint asserts six causes of action:

(1) trademark infringement in violation of Section 32 of the Lanham Act, 15

U.S.C. § 1114; (2) trade dress infringement in violation of Section 43(a), 15 U.S.C.

§ 1125(a); (3) trademark and trade dress dilution in violation of Section 43(c), 15

U.S.C. § 1125(c); (4) unfair competition and unfair and deceptive acts in violation

of Rev. Code Wash. § 19.86.010, et seq.; (5) trademark and trade dress dilution in

violation of Rev. Code Wash. § 19.77.160; and (6) unfair competition under

Washington common law. (E.R. 13-20.)
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III. PM USA's Requested Injunctions

A. PM USA's Motion for a Preliminary Injunction Against

Defendants' Infringement

On October 3, 2006, PM USA moved for a preliminary injunction against

Defendants' further use of the infringing King Mountain trade dress. (E.R. 82-86;

C.R. 15.) PM USA submitted a declaration from its Vice President for Brand

Management establishing at length the essential facts (recounted above)

concerning PM USA's Marlboro® trademarks and trade dress and King

Mountain's infringing trade dress. (E.R. 99-167.) To confirm that King Mountain

cigarettes were actively being marketed over the internet, PM USA submitted with

this declaration copies of various web pages offering King Mountain cigarettes for

sale to the general public -- pages that themselves reproduced King Mountain's

infringing trade dress. (E.R. 166-67; see also E.R. 525-617.)

PM USA also submitted two declarations (one from a PM USA territory

sales manager and one from a private investigator) showing that King Mountain

cigarettes were on display, and being offered for sale, at several locations in

upstate New York. (E.R. 89-98.) At one such location, a pre-printed poster for

King Mountain cigarettes displayed the infringing trade dress and also specifically

drew a connection to PM USA's Marlboro® brand: "Like Marlboro? Try King

Mountain." (E.R. 98.) At another store, Marlboro® cigarettes and King Mountain

cigarettes were placed directly next to each other in a way that vividly illustrated
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the similarities between the product packaging:

(E.R. 91.)

In order to show that actual confusion between the products had already

occurred, PM USA submitted a declaration from an individual consumer, Lee

Warriner, recounting how shehad asked for a pack of"'Marlboro' red shorts" at a

convenience store in eastern Washington and was given a pack of King Mountain

cigarettes instead. (E.R. 87-88.) Warriner also stated that, aider smoking the King
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Mountain cigarettes, she became sick to her stomach. (E.R. 88.) 7

Defendants opposed PM USA's preliminary injunction motion on two

grounds relevant here)

First, Defendants contended that the preliminary injunction should be denied

for failure to exhaust tribal remedies. (C.R. 62 at p.6.) In this regard, Defendants

asserted that Wheeler and Ramsey are enrolled members of the Yakama Indian

tribe and that their business, "Mountain Tobacco Company d/b/a King Mountain

Tobacco, Inc.," is a corporation organized under the Yakama Nation Tribal Code.

(Id. at p.2.) They also contended that King Mountain's products are only marketed

"Indian to Indian," i.e., only "to other enrolled Indians or tribally licensed

businesses," but they acknowledged that King Mountain makes sales to Indians

and businesses that are not situated on the Yakama Indian Reservation, including

businesses in other States. (E.R. 432-33.) In particular, Defendants conceded that

they sell cigarettes to the "Oneida tribe in New York State" (/d.), a tribe which

sells King Mountain cigarettes at the off-reservation (but tribally owned) stores

7 Although Defendants attacked Warriner's declaration as :'verifiably false"

because, e.g., it supposedly overstates the price of Marlboro® cigarettes as "around

$8.00" when in fact it is approximately "$4.25 a pack" (C.R. 62 at p.24),

Defendants overlook the fact that the Warriner declaration was explicitly

describing the price of"two packs." (E.R. 87-88, emphasis added.)

s As noted earlier, Defendants also initially claimed that there was an insufficiency

of service of process, but that objection was later formally withdrawn. See note 3

supra.
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that had been cited in the declarations submitted by PM USA. (E.R. 89-98.) Cfi

City of Sherrill, N.Y. v. Oneida Indian Nation of New York, 544 U.S. 197 (2005)

(holding that properties on which the Oneida Indian Nation ran a gas station and

convenience store in Sherrill were not reservation lands). Defendants also

acknowledged that their cigarettes are in fact being sold to the general public over

the internet, although they denied that King Mountain itself makes such sales

directly. (E.R. 433.)

Second, Defendants argued that PM USA had failed to show a likelihood of

success on the merits of its Lanham Act claims. (C.R. 62 at pp. 8-26.)

Specifically, Defendants contended that there is no likelihood of confusion because

(according to Defendants) the Marlboro® and King Mountain trade dresses are

insufficiently similar; any similarities are dictated by functional considerations;

and there are "serious questions" whether the Marlboro® marks are sufficiently

distinctive. (Id. at pp. 8-16.) Defendants submitted declarations from (among

others) Wheeler and Ramsey, who asserted that they had not intended to copy

Marlboro® or any other cigarette packaging, but had merely intended to devise a

package that prominently displayed "Pahto" (the Yakama name for Mount

Adams), which is sacred to the Yakama. (E.R. 433-34, 456-58.)
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B. PM USA's Motion for an Injunction Against King Mountain's
Tribal Court Action

On September 29, 2006, Defendants filed a "Complaint for Declaratory

Relief" in the Yakama Tribal Court, naming "Philip Morris USA Inc." as the sole

defendant. (E.R. 203-06.) In their complaint, Defendants (now the "plaintiffs")

alleged that the District Court for the Eastern District of Washington lacks

jurisdiction over PM USA's suit; that "the forum of proper jurisdiction for the

resolution of defendant[']s claims against plaintiff[s] is in the Yakama Indian

Nation Tribal Court"; and that the tribal court should, inter alia, "[d]eclar[e] that

plaintiffs are not infringing upon defendant's purported trade mark or trade dress."

(E.R. 205.) The complaint also purported to seek damages for loss of sales to King

Mountain as a result of PM USA's alleged actions in notifying retailers that, if they

sold infringing King Mountain cigarettes, they would no longer be permitted to sell

PM USA products and would be sued for damages. (Id.)

After being served with the tribal court complaint, PM USA promptly filed

an additional motion for injunctive relief, this time seeking an order enjoining the

Defendants "from proceeding with their parallel action in Yakama Tribal Court."

(C.R. 31 at p.2.) Defendants opposed PM USA's second injunctive-relief motion,

and also filed a motion to dismiss or stay PM USA's suit on the ground of failure

to exhaust tribal remedies. (C.R. 41, 43.)
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IV. The District Court's Order Denying the Requested Injunctions and
Staying the Action

On December 1,2006, the District Court issued an Order denying PM

USA's two requested injunctions and instead granting Defendants' motion to stay

the case. (E.g. 618.)

In its Order, the District Court construed this Court's decision in Stock West

Corp. v. Taylor, 964 F.2d 912, 919 (9th Cir. 1992) (en bane), as holding that

federal court "abstention is appropriate where there exists a 'colorable question'

whether the tribal court has jurisdiction over the asserted claims." (E.R. 621.) In

deciding whether such a "colorable question" existed, the District Court noted that

the Supreme Court had recently "clarified that 'a tribe's inherent adjudicative

jurisdiction over nonmembers is at most only as broad as its legislative

jurisdiction.'" (E.R. 622, quoting Nevada v. Hicks, 533 U.S. 353, 367 (2001).)

Accordingly, the District Court concluded, tribal exhaustion is required if "there is

a colomble.question as to whether the Yakama Indian Nation could regulate the

activities at issue in this case." (E.R. 623.) Because the Lanham Act does not

preclude state court jurisdiction over suits brought under it, and does not preclude

state-law regulation of trademarks, the Court concluded "that these areas of the law

may very well also be regulated by the Yakama Indian Nation." (Id.) In reaching

that conclusion, the Court expressly assumed that Defendants' "conduct occurred

on reservation lands," even though the Court acknowledged elsewhere in its Order
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that it is undisputed that Defendants sell cigarettes in interstate commerce "to other

Indian tribes and smokeshops on other Indian reservations." (E.R. 619, 623.) And

although the District Court recited Montana's general rule against tribal

jurisdiction over nonmembers and its two exceptions (E.R. 621-22), the Court did

not purport to fit this case within one of those exceptions.

SUMMARY OF ARGUMENT

1. Because the Yakama Tribal Court plainly lacks jurisdiction over this

suit, the District Court erred in staying PM USA's action and in refusing to enjoin

the tribal proceedings.

a. In applying the principle that a tribe's legislative jurisdiction

over a nonmember may connote a comparable adjudicative jurisdiction over that

nonmember, Strate v. A-1 Contractors, 520 U.S. 438, 453 (1997), the District

Court improperly crossed wires and instead held that a tribe's legislative

jurisdiction over one of its own members can be said to carry with it an ancillary

authority to assert adjudicative jurisdiction over nonmembers. There is absolutely

no support for this novel and erroneous principle, which would effectively grant

tribes unlimited jurisdiction to adjudicate almost any claims against tribal members

or entities. See section I(A)(1) infra.

b. In Montana v. United States, 450 U.S. 544 (1981), the Supreme

Court established a general rule against tribal jurisdiction over nonmembers,
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subject to two narrow exceptions.

these exceptions.

This case plainly does not fit within either of

(i) There has not been any "eonsensuai relationship"

between PM USA and Defendants; on the contrary, the gravamen of any

trademark, trade dress, or other intellectual property lawsuit is that the alleged

infringer does not have the consent of the holder of those rights. Although PM

USA's cigarettes are sold by some retailers on the Yakama reservation, this suit

does not arise from those sales, but instead arises from Defendants' extensive use

of an infringing trade dress both on and off the reservation and in interstate

commerce. Strate, 520 U.S. at 457 (no tribal jurisdiction, even where party had a

"consensual relationship" with a tribe, where suit did not arise from that

relationship). Likewise, there has not been any other action by PM USA, such as

the filing of a claim or counterclaim in tribal court, that would even arguably

recognize the authority of the Yakama Tribe to resolve this dispute. Cf. Smith v.

Salish Kootenai College, 434 F.3d 1127, 1 I37 (9th Cir. 2006) (era bane). See

section I(A)(2)(a) infra.

(ii) Nor has PM USA engaged in any conduct on tribal land

that remotely threatens the ability of the Yakama Tribe to govern itself or control

its internal relations. See section I(A)(2)(b) infra.
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c. Tribal courts lack the capacity to adjudicate federal Lanham

Act claims because tribal courts are not courts of general jurisdiction, nothing in

the Lanham Act provides for tribal-court jurisdiction over such claims, and

recognizing tribal-court jurisdiction would defeat Congress' explicit intent that

plaintiffs and defendants have a right to seek a federal forum. Nevada v. Hicks,

533 U.S. 353 (2001) (applying this reasoning in holding that tribal courts cannot

entertain § 1983 suits). See section I(A)(3) infra.

2. Exhaustion of tribal remedies is not required for at least three reasons.

First, where (as here) it is "clear" that the tribal court lacks jurisdiction, Hicks, 533

U.S. at 369, an exhaustion requirement "would serve no purpose other than delay."

Strate, 520 U.S. at 460 n.14. Second, exhaustion is excused because Defendants'

"'assertion of tribal jurisdiction is motivated by a desire to harass or is conducted

in bad faith.'" Hicks, 533 U.S. at 369 (citation omitted). Third, the lack of the

requisite congressional authorization for tribal court jurisdiction over Lanham Act

claims means that tribal court jurisdiction here would be "'patently violative of

express jurisdictional prohibitions.'" Hicks, 533 U.S. at 369 (citation omitted).

See section I(B) infra.

3. Because PM USA's substantive entitlement to preliminary injunctive

relief is otherwise so clear, this Court should order the District Court to enter the

requested injunctions. See section II infra.
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STANDARD OF REVIEW

The question whether the District Court properly abstained in favor of

exhaustion of tribal court remedies is reviewed de novo. Burlington N. R. Co. v.

Red Wolf, 106 F.3d 868, 869-70 (9th Cir.) (en bane), vacated on other grounds,

522 U.S. 801 (1997). Likewise, whether the District Court correctly denied a

request for an injunction on the ground of failure to exhaust tribal court remedies is

an issue of law reviewed de novo. See Ford Motor Co. v. Todecheene, 394 F.3d

1170, 1173 (9th Cir. 2005); E1 Paso Nat'l Gas Co. v. Neztsosie, 136 F.3d 610, 613

(9th Cir. 1998), rev'd on other grounds, 526 U.S. 473 (1999). The District Court's

analysis of the scope of a tribe's authority to regulate matters affecting non-Indians

is also reviewed de novo. Bugenig v. Hoopa Valley Tribe, 266 F.3d 1201, 1209

(9th Cir. 2001) (en bane).

ARGUMENT

I. The District Court Erred in Staying PM USA's Action and in Refusing
to Enjoin Defendants' Tribal Court Suit

As set forth below, the Yakama Tribal Court plainly lacks jurisdiction over

PM USA's trademark and trade dress infringement claims against Defendants, and

the District Court therefore erred in staying PM USA's action and in denying PM

USA's requested injunction against Defendants' tribal court suit.
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A. The Yakama Tribal Court Lacks Jurisdiction Over PM USA's

Claims

The District Court's ruling on tribal jurisdiction must be reversed for three

separate and independent reasons. First, the District Court relied on the erroneous

and unprecedented theory that the Yakama Tribe's potential jurisdiction over King

Mountain would thereby give the tribe a comparable jurisdiction over nonmembers

(such as PM USA) who challenged King Mountain's sales activities (including

sales to nonmembers off the reservation). Second, tribal court jurisdiction is

plainly lacking under the settled standards established in United States v. Montana,

450 U.S. 544 (1981), for exercising tribal jurisdiction over nonmembers. Third, in

view of the fact that three congressional statutes grant plaintiffs an unconditional

right to a federal forum for Lanham Act claims, tribal courts cannot entertain

Lanham Act suits.

1. The District Court Committed Clear Legal Error by

Relying on the Yakama Tribe's Legislative Jurisdiction
Over King Mountain, Rather Than Its Legislative

Jurisdiction (If Any) Over PM USA

As the District Court recognized (E.R. 622), the Supreme Court has held that

"a tribe's inherent adjudicative jurisdiction over nonmembers is at most only as

broad as its legislative jurisdiction." Nevada v. Hicks, 533 U.S. 353, 367 (2001)

(emphasis added); see also Strate v. A-1 Contractors, 520 U.S. 438, 453 (1997)

("As to nonmembers.., a tribe's adjudicative jurisdiction does not exceed its
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legislative jurisdiction."). Accordingly, ifa federal court determines that a tribe

would lack legislative or regulatory jurisdiction over nonmembers with respect to

the subject of the suit, then it automatically follows that a tribal court may not

assert adjudicative jurisdiction either. Hicks, 533 U.S. at 358. 9

In applying this principle, the District Court in this case committed a

fundamental legal error in how it analyzed the pertinent legislative jurisdiction of

the Yakama Nation. Under Hicks and Strate, the relevant inquiry addresses, not

the scope of the Yakama Nation's legislative jurisdiction over Yakama Indians, but

rather its legislative jurisdiction over nonmembers such as PM USA. Thus, for

example, Strate is explicit in stating that civil adjudicative jurisdiction over

nonmembers "'presumptively lies in the tribal courts'" in those situations "where

tribes possess authority to regulate the activities of nonmembers." 520 U.S. at 453

(emphasis added). Hicks likewise expressly confirms that the relevant inquiry

concerns the scope of the "Indian tribes' regulatory authority over nonmembers."

533 U.S. at 358 (emphasis added). The District Court, however, wholly failed to

address the scope of the Yakama Nation's legislative jurisdiction over PM USA's

9 The converse is not necessarily true, because the Supreme Court in Hicks

expressly declined to reach the question whether "a tribe's adjudicative jurisdiction

over nonmember defendants equals its legislative jurisdiction." 533 U.S. at 358

(emphasis in original). As explained below, regardless of the scope of the Yakama

Tribe's legislative jurisdiction, its tribal courts lack any authority to adjudicate a

nonmember's claims under the Lanham Act. See infra at 37-41.
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trademark rights, and instead analyzed whether the tribe has regulatory jurisdiction

over the trademarks of King Mountain: "The Court concludes that these areas of

the law may very well also be regulated by the Yakama Indian Nation, particularly

considering Defendant King Mountain Tobacco Company was formed and licensed

under its laws." (E.R. 623, emphasis added.)

Under Hicks and Strate, a tribe's legislative jurisdiction over a nonmember

may connote a comparable adjudicative jurisdiction over that nonmember. Hicks,

533 U.S. at 358; Strate, 520 U.S. at 453. By contrast, there is no support

whatsoever for the view that a tribe's legislative jurisdiction over one of its own

members can be said to carry with it an ancillary authority to assert adjudicative

jurisdiction over nonmembers. Yet that is precisely what the District Court did

here. The District Court's mixing of applesand oranges would create an

unprecedented and sweeping rule that would essentially grant tribal courts

unlimited jurisdiction to adjudicate almost any claims against tribal members or

entities. There is no support for such a rule, which "ignore[s] the clear guidance

from the Court that tribal jurisdiction is to be limited, rather than expanded." Ford

Motor Co. v. Todecheene, 394 F.3d 1170, 1178 (9th Cir. 2005). Moreover, by

effectively allowing tribes to assert adjudicatory jurisdiction over nonmembers that

is coextensive with tribes' legislative jurisdiction over their own members, the

District Court's reasoning disregards the core limitation on tribal sovereignty,
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which is that tribes lack the "'freedom independently to determine their external

relations.'" Montana, 450 U.S. at 564 (quoting United States v. Wheeler, 435 U.S.

313, 326 (1978)) (emphasis added by Montana).

The District Court's clear legal error on this fundamental point is alone

sufficient to require that its Order be reversed.

2. Any Assertion of Tribal Jurisdiction Over PM USA's

Trademark and Trade Dress Rights Is Barred by Montana
i,. United States

As explained above, the Supreme Court has held that the adjudicatory

jurisdiction of a tribe cannot exceed its legislative or regulatory jurisdiction.

Strate, 520 U.S. at 453. The question of"Indian tribes' regulatory authority over

nonmembers is governed," in turn, "by the principles set forth in Montana v.

United States." Hicks, 533 U.S. at 358.

In its "pathmarking" decision in Montana, see Strate, 520 U.S. at 445, the

Supreme Court established "the general proposition that the inherent sovereign

powers of an Indian tribe do not extend to the activities of nonmembers of the

tribe." Montana, 450 U.S. at 565 (emphasis added). The Court explained that,

"through their original incorporation into the United States as well as through

specific treaties and statutes, the Indian tribes have lost many of the attributes of

sovereignty," and in particular, the current "'dependent status of Indian tribes is

necessarily inconsistent with their freedom independently to determine their
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external relations.'" Id. at 563-64 (citation.omitted) (emphasis added by

Montana). Accordingly, "[w]here nonmembers are concemexi, the 'exercise of

tribal power beyond what is necessary to protect tribal self-government or to

control internal relations' is inconsistent with the dependent status of the tribes,

and so cannot survive without express congressional delegation." Hicks, 533 U.S.

at 359 (quoting Montana, 450 U.S. at 564) (emphasis added by Hicks).

Montana and subsequent cases have identified only two circumstances in

which tribal legislative jurisdiction over nonmembers is "necessary to protect tribal

self-government or to control internal relations" and which therefore constitute

exceptions to the general rule against jurisdiction over nonmembers. 450 U.S. at

564. As summarized by the Court in Strate, "[t]he first exception relates to

nonmembers who enter consensual relationships with the tribe or its members; the

second concerns activity that directly affects the tribe's political integrity,

economic security, health, or welfare." 520 U.S. at 446J ° As set forth below, it is

plain that neither exception is applicable here.

_oAlthough Strate articulated these exceptions in the context of describing tribal

jurisdiction "over the conduct of nonmembers on non-Indian land within a

reservation," 520 U.S. at 446 (emphasis added), the Supreme Court in Hicks has

since "emphasized that 'Montana applies to both Indian and non-Indian land'" and

that "'[t]he ownership status of the lands, in other words, is only one factor to

consider'" in applying the two Montana exceptions. Smith v. Salish Kootenai

College, 434 F.3d 1127, 1135 (9th Cir. 2006) (en banc); see also FordMotor Co.,
394 F.3d at 1178-79.
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a. The First Montana Exception Does Not Apply
Because PM USA Has Not Entered Into a Consensual

Relationship with King Mountain

The first Montana exception for actions arising from consensual

relationships ultimately derives from a tribe's power "to exclude nonmembers

from tribal land." Babbitt Ford, Inc. v. Navajo Indian Tribe, 710 F.2d 587, 592

(9th Cir. 1983) (citing Merrion v. Jicarilla Apache Tribe, 455 U.S. 130, 141-44

(1982)). As this Court has explained, "[i]fthe power to exclude implies the power

to regulate those who enter tribal lands, the jurisdiction that results is a

consequence of the deliberate actions of those who would enter tribal lands to

engage in commerce with Indians." Smith, 434 F.3d at 1139 (emphasis added).

The exception for consensual relationships between nonmembers and tribal entities

thus turns on the presence of a voluntary choice by a nonmember that demonstrates

a submission to tribal regulatory authority with respect to those relationships. See,

e.g., Williams v. Lee, 358 U.S. 217, 222 (1959) (recognizing tribal jurisdiction

where a nonmember operated a general store that was licensed by the

Commissioner of Indian Affairs on tribal land); see also Smith, 434 F.3d at 1138

(first Montana exception is based on the premise that "[n]onmembers of a tribe

who choose to affiliate with the indians or their tribes in this way may anticipate

tribal jurisdiction when their contracts affect the tribe or its members").
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In Montana, the Court also explained the types of voluntary choices that can

trigger tribal legislative jurisdiction: "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; see also

Atkinson Trading Co. v. Shirley, 532 U.S. 645,655 (2001) ("The consensual

relationship must stem from 'commercial dealing, contracts, leases, or other

arrangements .... '") (emphasis added).11

The "type of activities" covered by this exception are indicated by

"Montana's list of cases fitting within [it]." Strate, 520 U.S. at 457. The cases

listed by Montana (see 450 U.S. at 565-66) all involved significant on-reservation

activity that served as the basis of the tribe's assertion of regulatory jurisdiction.

11Consistent with Strate's teaching that adjudicative jurisdiction generally tracks
legislative jurisdiction, Hicks, 533 U.S. at 370 n.9 (citing Strate), this Court in

Smith held that Montana's first exception likewise applies when, instead of

voluntarily submitting to a tribe's legislative jurisdiction, a plaintiff"in full control

of [its] claims" has voluntarily submitted to a tribal court's adjudicative

jurisdiction by virtue of having "chose[n] to bring [its] action in tribal court." 434

F.3d at 1137; see also id. at 1140 ("a nonmember who knowingly enters tribal

courts for the purpose of filing suit against a tribal member has, by the act of filing
his claims, entered into a 'consensual relationship' with the tribe within the

meaning of Montana"). Because (unlike the plaintiff in Smith) PM USA has
.consistently resisted tribal court adjudicatory jurisdiction in this case, the

applicability of the first Montana exception here turns on the whether PM USA has

engaged in the sort of consensual relationship with tribal members that might give
rise to legislative jurisdiction.
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See Williams v. Lee, 358 U.S. 217, 223 (1959) (nonmember operated a general

store on the Navajo Indian Reservation, was licensed to conduct trade with Indians

by the Commissioner of Indian Affairs, and made credit sales to tribal members);

Morris v. Hitchcock, 194 U.S. 384 (1904) (upholding a tribal permit tax on

nonmembers who had contracts to graze livestock within the boundaries of the

Chickasaw Nation); Buster v. Wright, 135 F. 947, 950 (8th Cir. 1905) (upholding

tribal tax on privilege of doing business within the reservation); and Washington v.

Confederated Tribes of Colville Indian Reservation, 446 U.S. 134, 152-54 (1980)

(upholding tribal taxation of on-reservation sales of cigarettes to nonmembers). _2

As this Court has explained, Montana's "consensual relations" exception has thus

been confined to "direct regulation by a tribe of non-Indian activity on the

reservation or lawsuits between a private party and the tribe or tribal members

arising from an on-reservation transaction or agreement." County of Lewis v.

Allen, 163 F.3d 509, 515 (9th Cir. 1998) (en bane) (emphasis added); see also Ford

Motor, 394 F.3d at 1180 (same).

It is apparent from the narrow scope and application of the consensual

relationship exception that it has no relevance to the federal trademark claims that

12See also, e.g., Merrion v. Jicarilla Apache Tribe, 455 U.S. 130, 135 (1982)

(nonmember lessees who had entered into long term contracts with a Tribe, with

the approval of the Commissioner of Indian Affairs, were subject to tribal taxation
authority with respect to such leases).
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PM USA asserts against Defendants. The foremost reason is that there is no

consensual relationship at all between PM USA and Defendants, let alone the sort

of relationship that would be sufficient to support jurisdiction under the first

Montana exception. There is no evidence in the record that PM USA has ever

deliberately entered onto the Yakama Reservation in order to engage in

commercial relations with King Mountain. On the contrary, the intellectual

property infringement claims asserted by PM USA allege that King Mountain has

engaged in nonconsensual tortious conduct against PM USA, see, e.g., Polar Bear

Productions, Inc. v. Timex Corp., 384 F.3d 700, 720 (9th Cir. 2004) ("trademark

infringement generally sounds in tort"), and that this conduct extends far beyond

the Yakama reservation's boundaries, see supra at 14-17 (detailing undisputed

evidence of Defendants' interstate sales to nonmembers and the availability of their

cigarettes to the general public over the internet). _3 Because the relevant

"relationship" here is both noneonsensual and off-reservation, the first Montana

exception is plainly inapplicable. Cfi Stock West Corp. v. Taylor, 964 F.2d 912,

919-20 (9th Cir. 1992) (en bane) (although tortious conduct involved both on- and

13PM USA also noted below that Defendants have never claimed to be tobacco

growers or even to be manufacturing cigarettes or the infringing packaging
materials, and that Defendants presumably obtain all of these materials off-

reservation. (C.R. 78 at p.9, see also E.R. 446 (stating only that King Mountain

was licensed "to be a wholesaler under the laws of the Yakama Nation") (emphasis

added).) Defendants did not contest this point, instead arguing that it was

irrelevant to tribal jurisdiction. (C.R. 89 at p. I0.)
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off-reservation activities, the objectof that conduct was to "induce [plaintiff] to

perform a contract on tribal lands" in connection with its operation of a sawmill on

tribal lands).

In the proceedings below, Defendants submitted a handful of promotion and

marketing contracts that PM USA has entered into with certain tobacco shops on

the Yakama Reservation (e.g., E.R. 235), but Defendants notably did not contend

that these contracts were sufficient to permit invocation of the "consensual

relationship" exception here. (C.R. 43, 89.) And with good reason: Montana's

consensual relationship exception requires that the regulatory jurisdiction asserted

by the Indian tribe "have a nexus to the consensual relationship itself," Atkinson,

532 U.S. at 656; see also Ford Motor, 394 F.3d at 1179 (under Montana's first

exception, "a fairly direct link between the asserted commercial relationship and

the lawsuit is required to support the assertion of tribal jurisdiction"), _4but no such

nexus exists here between PM USA's contracts with certain retailers and its

trademark infringement claims against Defendants.

]4 See also Atkinson, 532 U.S. at 656 (holding that any jurisdiction to tax that arose

from a company's status as an "Indian trader" that was licensed "to transact

business with the Navajo Nation" could not support assertion of taxing jurisdiction
over company's "relationship with its nonmember hotel guests"); Strate, 520 U.S.

at 457 (fact that accident occurred in performance of defendant's subcontract work

on the reservation could not support tribal jurisdiction where plaintiff was not a

party to the subcontract and the tribes were "strangers to the accident").
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As an initial matter, there is no support for the notion that a handful of

retailer contracts on a reservation can support an assertion of tribal jurisdiction

over trademark infringement claims addressed to nationwide sales over the

internet, interstate sales to nonmembers, and off-reservation intrastate sales to

nonmembers. As the Supreme Court aptly stated in Atkinson, a "non member's

consensual conduct in one area does not trigger tribal civil authority in another--

it is not 'in for a penny, in for a Pound.'" 532 U.S. at 656 (citation omitted).

Moreover, as in Strate, any "consensual relationship" arising from these

contracts is not "of the qualifying kind" because King Mountain is "not a party to

the [c]ontract[s]" and the claims here do not arise from those contracts. 520 U.S.

at 457. The existence of the contracts is entirely irrelevant to this suit, because the

question whether sales of King Mountain's cigarettes infringe PM USA's

intellectual property rights does not in any way turn on whether certain retailers on

the Yakama reservation have promotional contracts with PM USA. Several of

Defendants' own retailer declarants stated that they did not have any contracts with

PM USA and instead obtained PM USA products from off-reservation distributors

(e.g., E.R. 220, 280), thereby confirming that the existence or non-existence of any

such contracts is irrelevant here. In Ford Motor, this Court expressly held that a

tribe's ability to assert jurisdiction over product defect claims could not turn on

whether the cars involved were obtained by the tribe through financing contracts
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with Ford or were instead purchased for cash; so too here, the tribe's assertion of

jurisdiction with respect to trademark infringement cannot turn on whether a

retailer does or does not have a contract with PM USA. 394 F.3d at 1180 & n.6. j5

bl The Second Montana Exception Does Not Permit
Tribal Jurisdiction Because PM USA Has Not

Engaged in Any On-Reservation Conduct That

Implicates the Ability of the Yakama Tribe to Govern
Itself or Control Its Internal Affairs

The second Montana exception is an even more narrow one: "A tribe may

... 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 566. The Supreme Court has cautioned that this

language "can be misperceived" if"[r]ead in isolation":

15If anything, the asserted connection between the contract and the conduct that

gave rise to the lawsuit was much stronger in FordMotor than in this case, and yet
this Court held that tribal jurisdiction was nonetheless lacking. In Ford Motor, a

tribal police officer was killed when her tribe-owned and Ford-financed Ford

Expedition rolled over on reservation land. 394 F.3d at 1172. Although the
financing agreement between Ford and the tribe contained a forum selection clause

stating that all "'actions which arise out of this Lease ... shall be brought in the

courts of the Navajo Nation,'" this Court held that the product liability action

brought by the officers' relatives was not sufficiently "directly connected to the

contract itself' to support tribal jurisdiction under the "consensual relations"

exception. Id. at 1179-80. That holding applies with even more force here, where

the relevant contracts foreclose the exercise of tribal jurisdiction by mandating

arbitration in Virginia and requiring application of Virginia law. (E.g., E.R. 260.)
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Key to its proper application, however, is the Court's preface: "Indian

tribes retain their inherent power [to punish tribal offenders,] to

determine tribal membership, to regulate domestic relations among

members, and to prescribe rules of inheritance for members .... But [a

tribe's inherent power does not reach] beyond what is necessary to

protect tribal self-government or to control internal relations."

Strate, 520 U.S. at 459 (quoting Montana, 450 U.S. at 564) (alterations made by

Strate); see also State of Montana Dept. of Transportation v. King, 191 F.3d 1108,

1114 (9th Cir. 1999) ("the second Montana exception must be narrowly applied");

Boxx v. Long Warrior, 265 F.3d 771,777 (9th Cir. 2001) ("Montana "s second

exception is narrowly construed"). Moreover, "[t]o invoke the second Montana

exception, the impact [of the conduct] must be 'demonstrably serious and must

imperil the political integrity, the economic security, or the health and welfare of

the Tribe.'" Wilson v. Marchington, 127 F.3d 805, 815 (9th Cir. 1997) (quoting

Brendale v. Confederated Tribes & Bands of the Yakima Indian Nation, 492 U.S.

408, 431 (1989)).

In the proceedings below, Defendants wisely refrained from relying on the

second Montana exception at all (C.R. 43, 89); indeed, any such argument would

be frivolous here. Were the district court to enjoin King Mountain's sale of its

infringing products, there may be a substantial effect on King Mountain's

revenues, but that would hardly constitute a "demonstrably serious" threat to the

"political integrity, economic security, or the health and welfare of the Tribe."

Wilson, 127 F.3d at 815 (citation omitted). This discrete federal-law dispute
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between private commercial actors concerning products in interstate and intrastate

commerce does not threaten tribal self-government, see, e.g., Donavan v. Coeur

d'Alene TribalFarm, 751 F.3d 1113, 1116 (9th Cir. 1985) ("The operation of a

[business] that sells [goods] on the open market and in interstate commerce is not

an aspect of tribal self-government."), and bears no relation to the sort of

extraordinary cases in which the applicability of the second exception has been

recognized. See, e.g., Montana v. EPA, 137 F.3d 1135, 1141 (9th Cir. 1998)

(lawsuit asserting facial challenge to an EPA regulation that allowed a tribe to

promulgate its own water quality standards had a direct and substantial effect on

tribal political integrity and welfare).

3. The Yakama Tribal Court Lacks Jurisdiction to Adjudicate
a Lanham Act Claim

The Yakama Tribal Court also lacks jurisdiction for the additional reason

that tribal courts may not entertain federal Lanham Act claims.

In Hicks, the Supreme Court addressed whether a tribal court could assert

jurisdiction over state officials executing a search warrant on a reservation for

evidence of an off-reservation crime. 533 U.S. at 357. After concluding that such

jurisdiction was inconsistent with Montana, the Court addressed the further

question whether Congress' enactment of 42 U.S.C. § 1983 served to enlarge tribal

jurisdiction by statute, ld. at 366 n.7. In answering that question in the negative,

the Court went further and broadly held that "tribal courts cannot entertain § 1983
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suits" at all. /d. at 369. The Court's reasoning with respect to § 1983 is fully

applicable to the Lanham Act and requires a similar conclusion here.

First, the Hicka Court noted that the ability of state courts to adjudicate

federal claims -- "absent congressional specification to the contrary" -- rests on

their established and long-understood status as courts of "general jurisdiction."

533 U.S. at 366. By contrast, "It]his historical and constitutional assumption of

concurrent state-court jurisdiction over federal-law cases is completely missing

with respect to tribal courts." Id. at 367 (emphasis added). As Montana's sharp

limitations on tribal jurisdiction confirm, the "contention that tribal courts are

courts of 'general jurisdiction' is also quite wrong." Id. & n.8.

Second, although Congress may by statute "proclaim tribal-court jurisdiction

over certain questions of federal law," the Court noted that there was "no provision

of federal law [that] provides for tribal-court jurisdiction over § 1983 actions." Id.

at 367-68.

Hicks stated that '_ibal-court jurisdiction would create serious

anomalies" because the "general federal-question removal statute refers only to

removal from state court"; thus, "[w]ere § 1983 claims cognizable in tribal court,

defendants would inexplicably lack the right available to state-court § 1983

defendants to seek a federal forum." 533 U.S. at 368.
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All three of these reasons apply with equal force to Lanham Act claims. As

Hicks holds, tribal courts are not courts of general jurisdiction that can, by default,

be thought to have jurisdiction to adjudicate federal claims in the absence of an

express grant of authority to do so. 533 U.S. at 366-67. As with § 1983, there is

nothing whatsoever in the LarLham Act that "provides for tribal-court jurisdiction"

over such claims. Id. at 368. And recognizing tribal-court jurisdiction would, as

with § 1983, defeat Congress' explicit intent that plaintiffs and defendants have a

fight "to seek a federal forum." Id. On this score, it is worth noting that no fewer

than three federal statutes grant the federal district courts jurisdiction over Lanham

Act claims. See 15 U.S.C. § 1121(a); 28 U.S.C. § 1331; 28 U.S.C. § 1338(a).

Indeed, § 1338 contains its own unqualified supplemental jurisdiction provision,

see 28 U.S.C. § 1338(b), suggesting that, even if the Lanham Act claims are

disposed of, the district court must retain jurisdiction over any related state-law

claims. Cf. 28 U.S.C. § 1367(c) (granting discretion to dismiss state-law claims

that are within the supplemental jurisdiction conferred by § 1367(a) after the

federal claims have been disposed of).

There are additional anomalies. The Lanham Act expressly provides that

courts deciding Lanham Act claims may adjudicate the underlying fight to

registration under the Act and may "rectify the register [of trademarks] with

respect to the registrations of any party to the action." 15 U.S.C. § 1119.
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Permitting tribal courts to exercise this authority might allow them to alter the

federal trademark register without any meaningful opportunity for federal court

review: in contrast to its jurisdiction with respect to state courts, the U.S. Supreme

Court does not have general certiorari jurisdiction over cases from tribal court, cf

28 U.S.C. §§ 1254, et seq. (describing certiorari jurisdiction). It is highly doubtful

that Congress intended to permit adjudication of changes to the trademark register

without any federal court review; indeed, any such proposition would raise serious

constitutional questions. As in Hicks, "[s]urely the simpler way to avoid" these

problems "is to conclude (as other indications suggest anyway) that tribal courts

cannot entertain [Lanham Act] suits." 533 U.S. at 369; cf El Paso Natural Gas

Co. v. Neztsosie, 526 U.S. 473,485-86 (2001) (lack of removal power from tribal

court did not suggest that Congress thereby intended to permit tribal courts to

undermine "congressional policy of immediate access to federal forums"; to

address the anomaly, the Court recognized fight to enjoin tribal court proceedings

which "would in practical terms give the same result as a removal").

This conclusion is also confirmed by the fact that, although the Lanham Act

has been on the books for 60 years, Defendants were unable to identify a single

instance in which a tribal court has been held to have jurisdiction over a Lanham

Act claim. (R.T. 17.) Because Lanham Act claims are not "cognizable in tribal
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court," the Yakama Tribal Court plainly lacks jurisdiction over PM USA's Lanham

Act claims. Hicks, 533 U.S. at 368.16

B. Exhaustion of Tribal Remedies Was Not Required

Although the Supreme Court has recognized a general requirement that tribal

remedies should first be exhausted, National Farmers Union Ins. Cos. v. Crow

Tribe, 471 U.S. 845, 854-56 (1985), it has also recognized several explicit

exceptions to that rule, three of which are applicable here.

First, where (as here) it is "plain", Strate, 520 U.S. at 459 n.14, or "clear,"

Hicks, 533 U.S. at 369, that the tribal court lacks jurisdiction, any exhaustion

requirement "must give way, for it would serve no purpose other than delay."

Strate, 520 U.S. at 460 n.14. For the reasons set forth above, it is sufficiently clear

that tribal court jurisdiction is lacking, and exhaustion is therefore not required.

See also, e.g., Burlington N. R. Co. v. Red Wolf, 196 F.3d 1059, 1065 (9th Cir.

1999) ("Under the fourth exception, first enunciated in Strate, exhaustion is not

_6In the proceedings below, Defendants were able to identify only one post-Hicks

ease in which this Court had suggested that a tribal court might have jurisdiction to

decide a particular federal statutory claim. See Sharber v. Spirit Mountain Gaming

Inc., 343 F.3d 974, 975 (9th Cir. 2003) (per curiam). The four-paragraph opinion

in Sharber (which was originally an unpublished decision) holds only that, where a

tribal entity claimed sovereign immunity, the questions whether the federal Family

Medical Leave Act (FMLA) abrogated that immunity and, if so, whether a tribal

court could entertain a tribal employee's FMLA suit should be decided in the first

instance in tribal court. Id. at 975-76. No such circumstance is presented here,

where the Defendants concededly lack tribal sovereign immunity.
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required when 'tribal court jurisdiction does not exist under Montana and Strate'

and remand would only delay a final judgment.") (quoting County of Lewis, 163

F.3d at 516).

Second, exhaustion is excused because Defendants' "'assertion of tribal

jurisdiction is motivated by a desire to harass or is conducted in bad faith." Hicks,

533 U.S. at 369 (quoting NationalFarmers, 471 U.S. at 856-57). Defendants' bad

faith and desire to harass are abundantly confirmed by the facts that (1) their tribal

court declaratory relief complaint is entirely improper because it is concededly

designed to force PM USA to appear in tribal court, so that it can then

involuntarily be realigned as a plaintiff(C.R. 89 at p. 4); (2) the tribal court

complaint also audaciously seeks to get the tribal court to impose damages on PM

USA for seeking to enforce its Lanham Act rights -- conduct that this Court has

held is constitutionally protected, see Sosa v. DIRECTE Inc., 437 F.3d 923 (9th

Cir. 2006) (holding that Noerr-Pennington generally shields presuit demand letters

sent to persons stealing cable signals); and (3) Defendants' tribal complaint is an

improper attempt to evade the roles on compulsory counterclaims, see Fed. R. Civ.

P. 13(a).

Third, because tribal courts are not courts of general jurisdiction and may

only adjudicate federal statutory claims where Congress affirmatively grants them

authority to do so, Hicks, 533 U.S. at 367-68, the conspicuous lack of any
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congressional authorization for tribal-court jurisdiction over Lanham Act claims

means that tribal court jurisdiction here would be "'patently violative of express

jurisdictional prohibitions."" Hicl_, 533 U.S. at 369 (quoting National Farmers,

471 U.S. at 856 n.21).

Because exhaustion was not required, the District Court erred in staying PM

USA's action and also erred in refusing to enjoin Defendants from proceeding with

the tribal court action. Burlington N. R. Co., 196 F.3d at 1065-66 (affirming

injunction against tribal court proceedings).

II. The District Court Erred in Refusing to Grant a Preliminary Injunction
on PM USA's Claims for Relief

The standard for a preliminary injunction in this case is this Court's familiar

"sliding scale" test: "A plaintiff is entitled to a preliminary injunction in a

trademark case when [it] demonstrates either (1) a combination of probable success

on the merits and the possibility of irreparable injury or (2) the existence of serious

questions going to the merits and that the balance of hardships tips sharply in

[plaintiff's] favor." Brookfield Communications, lnc. v, West Coast Entertainment

Corp., 174 F.3d 1036, 1046 (9th Cir. 1999) (citation omitted). As set forth below,

PM USA's entitlement to a preliminary injunction is unmistakably clear: PM USA

has an overwhelming likelihood of success on the merits of all three of its Lanham

Act claims; the defenses that Defendants have raised to each are without substance;

and the threat of irreparable harm is both presumed as a matter of law and
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irrefutable as a matter of fact. Accordingly, this Court should remand with

instructions to enter forthwith the requested preliminary injunction. _7

A. PM USA Is Overwhelmingly Likely to Prevail on the Merits of All
Three of Its Claims for Relief

1. PM USA's Trademark Infringement Claim

PM USA's first claim is that Defendants use marks that are confusingly

similar to PM USA's federally registered marks in violation of Section 32 of the

Lanham Act, 15 U.S.C. § 1114. "To establish a trademark infringement claim

under section 32 of the Lanham Act ... [a plaintiff] must establish that [defendant]

is using a mark confusingly similar to a valid, proteetable trademark of

[plaintiff's]." Brookfield, 174 F.3d at 1046. PM USA clearly satisfies both of

these elements.

First, PM USA introduced undisputed evidence of its ownership of federally

registered trademarks comprising the elements of the highly distinctive Marlboro®

marks and trade dress. (ER 101-04, 119-32.) PM USA also submitted undisputed

evidence that its registered marks have been in use for more than five consecutive

t7 The District Court's Order denying PM USA's motion for a preliminary

injunction against Defendants' infringement rested entirely on tribal exhaustion

and did not address the merits ofPM USA's substantive entitlement to preliminary

injunctive relief. (E.R. 622-23.) Nonetheless, where (as here) PM USA's

entitlement to the requested injunction is sufficiently clear that any denial of the

injunction would constitute an abuse of discretion, a remand to permit the District

Court to consider the merits of the motion would serve no purpose other than delay

and would cause substantial harm by allowing Defendants' infringement to
continue unabated.
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years, and that the marks therefore are "incontestable," i.e., their "validity and legal

protectability, as well as [plaintiff's] ownership therein, are all conclusively

presumed (subject to certain defenses not relevant here)." Brook-field, 174 F.3d at

1048 n.10 (citing 15 U.S.C. §§ 1065, 1115(5); Park "NFIy, Inc. v. Dollar Park and

Fly, lnc., 469 U.S. 189, 205 (1985)).

Second, the evidence shows an unmistakable likelihood of confusion about

the source of Defendants' products. The "core element" of any trademark

infringement action is whether "the similarity of the marks is likely to confuse

consumers about the source of the product." Brookfield, 174 F.3d at 1053.

Confusion is determined by analyzing the "Sleekcrafl factors," see AMFInc. v.

Sleekcrafl Boats, 599 F.2d 341,348-49 (9th Cir. 1979), which are:

[1] strength of [plaintiff's] mark; [2] proximity of the goods;

[3] similarity of the marks; [4] evidence of actual confusion;

[5] marketing channels used; [6] type of goods and degree of care

likely to be exercised by the purchaser; [7] defendant's intent in

selecting the mark; and [8] likelihood of expansion of product lines.

Sleekcrafl, 599 F.2d at 348-49. Analysis of these factors confirms the clear

likelihood of confusion here.

PM USA "s marks are strong. The strength ofPM USA's marks is

presumed from their incontestable status. 15 U.S.C. § 1065, 1115(5); Park "NFly,

469 U.S. at 205 ("[T]he holder of a registered mark may rely on incontestability to

enjoin infringement and.., such an action may not be defended on the grounds that
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the mark is merely descriptive."). The record evidence further underscores the

strength of PM USA's marks. PM USA has used these marks for decades and has

spent significant sums promoting them. Its Marlboro® brand cigarettes are the

best-selling cigarettes, and its Marlboro® marks are among the most famous

trademarks, in the cntire United States. (ER 101-04.) This factor clearly weighs in

PM USA's favor.

The proximity of the goods is close. Both PM USA and Defendants sell

cigarettes, and this factor also weighs decisively in PM USA's favor.

Defendants" marks are unmistakably similar to PM USA "s marks. The

similarity between PM USA's marks and Defendants' mark is immediately

obvious from a comparison of the two and from the numerous respects in which

King Mountain's packaging mimics that of Marlboro® packaging. See supra at

10-12 (showing comparison and summarizing the objective similarities). Indeed,

Defendants' packaging incorporates virtually every element of PM USA's

Marlboro@ marks and trade dress. Id. lJnsurprisingly, the U.S.P.T.O. refused to

register Defendants' King Mountain mark precisely on the ground that it was

"similar in appearance and commercial impression" to Marlboro® and therefore,

was "likely to cause confusion as to the origin of the goods." (E.R. 509.) The

similarity factor strongly supports a likelihood of confusion. GoTo.com, Inc. v.
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Walt Disney Co., 202 F.3d 1199, 1206 (9th Cir. 2000) ("the marks must be

considered in their entirety and as they appear in the marketplace").

Evidence of actual confusion. While evidence of actual confusion can

bolster a claim for injunctive relief, it is not a requirement; a plaintiff need only

show that confusion is likely to occur absent the requested injunction. Sleekcrafl,

599 F.2d at 352J s

PM USA's and Defendants' goads are largely sam through the same

channels. The record contains abundant evidence that the parties' products are

marketed through several of the same channels, including at the same gas stations

and convenience stores. (E.g., E.R. 90, 93-94.)

Because cigarettes are relatively inexpensive, the average consumer is

unlikely to exercise a high degree of care in distinguishing between them. Public

confusion due to similar trademarks is much greater when the goods are

inexpensive because buyers are likely to be most careful when making more

is The record evidence at this early juncture established that, in at least one case, a

consumer actually was confused at the point of purchase. (E.R. 87-88.)

Defendants urged the District Court to deny the requested injunction on the ground

that a time-consuming and expensive survey was necessary to show what is

obvious fi'om a side-by-side comparison -- namely, that the marks are confusingly

similar. (C.R. 62 at pp. 22-23.) It is well-established, however, that survey

evidence is not required as a prerequisite to injunctive relief. See, e.g., Meridian

Mut. lns. Co. v. Meridian lns. Group, lnc., 128 F.3d 1111, 1119 (7th Cir. 1997)

(defendants' "ballyhoo" about the lack of a survey "overlook[s] the fact that we are

dealing with a preliminary injunction here"); Borinquen Biscuit Corp. v. M. V.

Trading Corp., 443 F.3d 112, 121 (lst Cir. 2006) (same).
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expensive purchases. See Sleekcraft, 599 F.2d at 343. Because cigarettes are a

relatively inexpensive product, this factor clearly favors a finding of likelihood of

confusion. Defendants argued in the district court that the price differential

between PM USA's product and Defendants' so-called "value brand" cigarettes

suggested that consumers would discriminate carefully between the goods. (E.g.,

C.R. 62 at p. 17.) In fact, the price differential only highlights the likelihood that

consumers will be confused as to the source of Defendants' products, believing

them to be a low-priced version ofPM USA's goods.

Defendants' intent to copy Phil USA's marks is readily inferred from the

obvious similarities in design. The manifest similarities of the two marks are

striking. The individual Defendants' declarations foreswearing any intent to copy

plaintiff's marks (E.R. 434, 457) are simply not credible and in any event cannot

overcome the decisive evidence of confusion under the other Sleekcraft factors.

The expansion factor is irrelevant. Because the underlying goods are in the

same market, this factor is irrelevant to the Sleekcraft analysis. See Brookfield,

174 F.3d at 1060.

In sum, the Sleekcraft factors weigh decisively in PM USA's favor. PM

USA is clearly entitled to a preliminary injunction on its trademark claim.
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2. PM USA's Trade Dress Infringement Claim

PM USA also is entitled to an injunction under its claim for trade dress

infringement. Section 43(a) of the Lanham Act prohibits infringement of trade

dress, which is the "total image, design, and appearance of a product and may

include features such as size, shape, color, color combinations, texture or

graphics." Clicks Billiards, Inc. v. Sixshooters, Inc., 251 F.3d 1252, 1257 (9th Cir.

2001) (citation omitted). To prevail on this claim, PM USA need only show that

(1) its Marlboro® trade dress identifies the source of goods, either because it is

inherently distinctive or has acquired secondary meaning; (2) Defendant's trade

dress creates a likelihood of confusion; and (3) PM USA's Marlboro® trade dress

is nonfunctional. See id. at 1258; Vision Sports, Inc. v. Melville Corp., 888 F.2d

609, 612 (9th Cir. 1989). PM USA's showing establishes a likelihood of success

on all three of these elements.

First, the distinctiveness of PM USA's Marlboro® trade dress is clear and

irrefutable. (E.R. 101-04.)

Second., Defendants' trade dress also creates a high likelihood of confusion

under the Sleekcrafl factors, as discussed above.

Third, PM USA's Marlboro® trade dress is not functional, because it is not

"essential to the use or purpose of the article" nor does it "affect[] the cost or

quality of the article." Qualitex Co. v. Jacobson Prods. Co., Inc., 514 U.S. 159,
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165 (1995). Plaintiff's Marlboro® trade dress is not essential to the use of

cigarettes, nor does it affect their price or quality. Defendants below did not and

could not dispute either of these points and instead argued that certain elements

(such as color) in PM USA's Marlboro® trade dress, standing alone, are functional

and invalidate any rights as to the overall trade dress. (C.R. 62 at pp. 14-15.) This

argument overlooks the fact that many cigarette brands use very different color

schemes _9and that the combination of the various elements in Marlboro's overall

trade dress is in no way functional. Defendants' liability for infringing PM USA's

Marlboro® trade dress is clear.

3. PM USA's Trademark and Trade Dress Dilution Claim

PM USA also is entitled to injunctive relief on its claim for dilution of its

famous Marlboro® marks and trade dress. As recently amended, the Lanham Act

provides that the owner of a famous mark "shall be entitled to an injunction against

another person who, at any time after the owner's mark has become famous,

commences use of a mark or trade name in commerce that is likely to cause

dilution by blurting or dilution by tarnishment of the famous mark, regardless of

19Specifically, Defendants' contention that the colors "red", "gold", and "green"

were, in effect, the industry standard for identifying, respectively, full-flavored,

light, and menthol cigarettes (C.R. 62 at pp. 14-15) was belied by PM USA's

submission of numerous brand packagings that employed different color schemes.

(E.R. 529-50.)
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the presence or absence of actual or likely confusion, of competition, or of actual

economic injury." 15 U.S.C. § 1125(c)(1) (emphasis added). 2°

PM USA easily satisfies all three of the statutory requirements for injunctive

relief. First, its Marlboro® marks and trade dress are indisputably "famous," i.e.,

they are "widely recognized by the general consuming public of the United States

as a designation of source of the goods or services by the mark[s'] owner." Id.

§ 1125(c)(2)(A). 21 Indeed, the Marlboro® marks and trade dress are among the

most famous and recognizable trademarks in the United States. (E.R. 101-04.)

Second, it is undisputed that Defendants commenced using their mark in or around

November 2005, long after the Marlboro® marks and trade dress became famous.

20 Effective October 6, 2006, Congress completely rewrote Section 43(c) by, inter

alia, adding the italicized language and amending certain definitional provisions.

Trademark Dilution Revision Act of 2006, Public Law No. 109-312, § 2, 120 Star.

1730, 1730-31 (2006) ("TDRA"). The amended statute thus overrules the

Supreme Court's earlier determination that a plaintiff must show "actual dilution,
rather than a likelihood of dilution," before an injunction may issue. Moseley v.

Secret Catalogue, Inc., 537 U.S. 418, 433 (2003). Because PM USA's requested

injunctive relief is addressed to King Mountain's ongoing (and therefore post-

enactment) dilution, the TDRA governs PM USA's dilution claim. Landgrafv.

USIFilm Products, Inc., 511 U.S. 244, 273 (1994) ("When the intervening statute
authorizes or affects the propriety of prospective relief, application of the new

provision is not retroactive.").

z_ The statute provides that a "court may consider all relevant factors" in

determining whether a mark is famous, including "It]he duration, extent, and

geographic reach of advertising and publicity of the mark," "[t]he amount, volume,

and geographic extent of sales of goods or services offered under the mark[,]"

"It]he extent of actual recognition of the mark[,]" and "[w]hether the mark was

registered.., on the principal register." 15 U.S.C. § 1125(c)(2)(A)(i)-(iv).
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(E.R. 459-60.) Third, it is clear that Defendants are either likely to dilute, or have

diluted, the Marlboro@ marks and trade dress by "impair[ing] [their]

distinctiveness," 15 U.S.C. § 1125(c)(2)(B), or by "harm[ing] [their] reputation,"

id., § 1125(c)(2)(C). 22 As demonstrated above, Defendants' infringement of the

Marlboro@ marks and trade dress is highly likely to whittle away their

distinctiveness and to harm their reputation.

PM USA's right to an injunction under the TDRA is clear.

B. Irreparable Harm to PM USA Is Presumed and Undeniable

PM USA's showing that it is likely to succeed on the merits of its trademark

and trade dress claims establishes an automatic presumption of irreparable harm:

In a trademark infringement claim, "irreparable injury may be

presumed from a showing of likelihood of success on the merits."

This presumption effectively conflates the dual inquiries of this prong

into the single question of whether the plaintiff has shown a likelihood
of success on the merits.

GoTo.com, 202 F.3d at 1205 n.4 (quotations omitted).

Because Defendants' markg are likely to cause confusion, PM USA has

satisfied the "irreparable harm" test for a preliminary injunction and this Court

22 The statute provides that a "court may consider all relevant factors" in

determining whether plaintiff has shown "dilution by blurting," including "[t]he

degree of similarity between the mark or trade name and the famous mark"; "[t]he

degree of inherent or acquired distinctiveness of the famous mark"; "[t]he extent to

which the owner of the famous mark is engaging in substantially exclusive use of

the mark"; and "It]he degree of recognition of the famous mark." 15 U.S.C.

§ 1125(c)(2)(B)(i)-(iv).
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need not consider whether "the balance of hardships tips sharply in [plaintiff's]

favor" under the alternative test for injunctive relief. See Brookfield, 174 F.3d at

1046. In any event, the balance of hardships does tip sharply in PM USA's favor

because there is no significant danger of irreparable harm to Defendants.

Defendants are free to sell cigarettes --just not with confusingly similar

trademarks and trade dress. Defendants had scarcely been using their infringing

trade dress when they were first notified of PM USA's objection (E.R. 490-92),

and King Mountain cigarettes had been distributed for less than nine months when

this suit was filed. There is little risk that requiring Defendants to change their

packaging will cause them any significant harm, and any expense that Defendants

may incur will be a direct result of their calculated decision to infringe.

For these reasons, the case should be remanded with instructions to enter the

requested preliminary injunction.

CONCLUSION

For the foregoing reasons, this Court should vacate the District Court's

Order and remand the matter to the District Court with instructions to enter a new

order granting the requested injunctions.
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