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INTRODUCTION

Defendants' Answering Brief ("A.B.") conspicuously fails to cite a single

case in the 60-year history of the Lanham Act where a nonmember of a tribe was

forced to bring a trademark claim in tribal court. The omission is especially

notable here, because Defendants concede that they are shipping their infringing

products in interstate commerce to persons in other States, including persons who

place them for sale on the intemet. Nor did Defendants identify any precedent for

the District Court's sweeping rationale -- that a tribe's legislative powers over its

own members carries with it ancillary authority to assert exclusive adjudicative

jurisdiction over anyone who might sue those members. And Defendants ignore

the breathtaking implications of that ruling, which would allow tribes to centralize

into their own courts all litigation against reservation-based companies.

But for the District Court's legally erroneous stay in favor of tribal court,

PM USA is entitled to a preliminary injunction against Defendants' infringement.

The Court should reverse and remand with instructions to award that relief.

ARGUMENT

I. The District Court Erred in Staying PM USA's Action and in Refusing

to Enjoin Defendants' Tribal Court Suit

A. The Yakama Tribal Court Lacks Jurisdiction

The District Court's ruling on tribal jurisdiction is legally flawed in at

least three respects.



1. The District Court Crossed Wires by Relying on the

Yakama Tribe's Legislative Jurisdiction Over King
Mountain

The District Court erred in holding that the Yakama tribe's legislative

jurisdiction over King Mountain (who is infringing PM USA's trademarks in

interstate commerce)justifies the assertion of tribal adjudicative jurisdiction over

PM USA. (PM USA's Opening Br. ("P.O.B.") 24-27.) Defendants assert that the

District Court properly focused on "the conduct and activities of King Mountain,"

because that is what PM USA's lawsuit targets. (A.B. 22.) This argument fails.

Under Strate v. A-1 Contractors, 520 U.S. 438 (1997), the tribe's

adjudicatory authority over PM USA turns in the first instance on the scope of the

tribe's legislative jurisdiction over PM USA: "As to nonmembers ... a tribe's

adjudicative jurisdiction does not exceed its legislative jurisdiction." Id. at 453

(emphasis added); see also Nevada v. Hicks, 533 U.S. 353,367 (2001) (same);

Burlington N.R. Co. v. Red Wolf, 196 F.3d 1059, 1063 (9th Cir. 2000) (Strate

"declar[ed] as to nonmembers" that adjudicative jurisdiction does not exceed

legislative jurisdiction) (emphasis added). If the tribe lacks "regulatory authority

over nonmembers" with respect to the matter at issue, it will likewise lack

adjudicative jurisdiction. Hicks, 533 U.S. at 358. Conversely, "where tribes

possess authority to regulate the activities of nonmembers, '[c]ivil jurisdiction over

[disputes arising out of] such activities presumptively lies in the tribal courts.'"

-2-



Strate, 520 U.S. at 453 (citation omitted) (emphasis added).

The italicized language quoted above confirms that the focus of any such

adjudicative-jurisdiction-follows-legislative-jurisdiction argument must be on the

tribe's legislative jurisdiction over nonmembers. Where (as here) the question

concems the scope of a tribe's adjudicative jurisdiction over an objecting

nonmember, then the court must consider the scope of the tribe's legislative

jurisdiction over that nonmember. Hicks, for example, invoked Strate's rule that

adjudicative jurisdiction may follow legislative jurisdiction, and then analyzed the

scope of the tribe's "regulatory authority over nonmembers." 533 U.S. at 358; see

also Strate, 520 U.S. at 454-59; Burlington, 196 F.3d at 1062. l

Notably, Defendants could not find any authority to support the District

Court's contrary approach. (A.B. 21-22.) Indeed, Defendants' argument that the

District Court properly focused on their tribal membership disregards this Court's

holding that "' [i]t is the membership status of the unconsenting party ... that

counts as the primary jurisdictional fact.'" Smith v. Salish Kootenai College, 434

F.3d 1127, 1131 (9th Cir. 2006) (en bane) (citation omitted, emphasis added).

Defendants wrongly contend that Strate's focus on legislative jurisdiction over

the unconsenting nonmember followed from the Court's finding that the Montana

test applied. (A.B. 21-22.) Strate's holding that, as to nonmembers, adjudicative

jurisdiction turns on legislative jurisdiction occurs in section II-A of the opinion--

before the Court in section II-B takes up the question of Montana's applicability.

See also Hicks, 533 U.S. at 357-58; Burlington, 196 F.3d at 1062-63.

-3-



2. Tribal Jurisdiction in This Case Is Barred by Montana

a. Montana Applies Here

The Supreme Court has held that "Indian tribes' regulatory authority over

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

which "announc[ed] the general rule of no jurisdiction over nonmembers," subject

to two exceptions. Hicks, 533 U.S. at 358 (emphasis added). Defendants

inexplicably contend that the Supreme Court has "frequently" said the opposite --

that "there is no general prohibition against tribal courts asserting jurisdiction over

nonmember parties." (A.B. 18 n.9.) The assertion is demonstrably false. Both the

Supreme Court and this Court have affirmed the "general proposition that the

inherent sovereign powers of an Indian tribe do not extend to the activities of

nonmembers of the tribe.'" Hicks, 533 U.S. at 358-59; see also Smith, 434 F.3d at

1131 ("In general, 'the inherent sovereign powers of an Indian tribe do not extend

to the activities of nonmembers of the tribe.' This principle is 'subject to two

exceptions [described in Montana].'") (citation omitted); County of Lewis v. Allen,

163 F.3d 509, 513 (9th Cir. 1998) (en bane) (same). z

2 Defendants wrongly suggest that an exchange between the Smith majority and

dissent supports their argument. (A.B. 25.) Smith held that the application of

Montana's two exceptions might depend on whether the nonmember is a plaintiff

or defendant, 434 F.3d at 1131, while the dissent argued that Montana's rules

should be applied without any such "limitation," id. at 1141 (Gould, J., dissenting).

Although the dissent argued that the Court had departed from Montana, rather than

applied it, the majority did not agree with that characterization. Id. at 1132. On

-4-



Defendants argue that Montana is nonetheless inapplicable because, while

"Montana concerns the ability to regulate the conduct of nonmembers," this case

(in their view) "involves the activities of tribal members occurring on Indian land."

(A.B. 19, emphases altered.) This argument rests on the same crossing of wires

discussed earlier and fails for the same reasons. See supra at 2-3.

Defendants emphasize the fact that the Supreme Court has reserved the

question whether tribal jurisdiction would exist against "nonmember defendants"

who are sued for conduct on Indian lands. See, e.g., Hicks, 533 U.S. at 358 & n.2

(reserving how Montana's principles apply in such a context); Strate, 520 U.S. at

442,445-46 (same). This argument fails, because this case does not involve the

conduct of a "nonmember defendant" sued for injuries it caused on tribal land; on

the contrary, this case involves an unconsenting nonmember plaintiff who

complains of products in interstate commerce that bear infringing marks. No case

of which PM USA is aware has ever held Montana inapplicable in that context. 3

the contrary, the Court held that "Smith's agreement to invoke the jurisdiction of

the tribal court fits ... within [Montana's] first exception." ld. at 1136.

3 Defendants similarly rely on McDonald v. Means, 309 F.3d 530 (9th Cir.

2002), which addressed a question analogous to the one reserved in Strate and

Hicks. Specifically, McDonaM held that a tribal court could assert jurisdiction

over a nonmember defendant who negligently allowed his cattle to wander onto

tribal land, where it injured a tribal member. 309 F.3d at 535-36, 540. Even

assuming arguendo that McDonaM could be construed to suggest that Montana

does not govern the situation of a nonmember defendant who causes tortious injury

on tribal land (which in any event is not the case here), the suggestion did not

-5-



Defendants' own brief reveals their error here. Defendants recognize that

Stock West v. Taylor, 964 F.2d 912 (9th Cir. 1992) (en bane), is closer to this case

than McDonaM-- because like this case, it involved an unconsenting nonmember

plaintiff (A.B. 24 n. 12) -- but they fail to recognize that Stock West expressly

holds that Montana applies in that context. 964 F.2d at 918-19 (holding that, on

the facts of the case, tribal jurisdiction could be predicated on Montana's first

exception); see also Hicks, 533 U.S. at 372 (characterizing the unconsenting-

nonmember-plaintiff case of Williams v. Lee, 358 U.S. 217 (1959), as an

illustration of Montana's first exception); Smith, 434 F.3d at 1136 (same).

b. The First Montana Exception Does Not Apply Here

Montana's first exception requires that the assertion of tribal regulatory

jurisdiction (and thus adjudicatory jurisdiction) "have a nexus to the consensual

relationship itself." Atkinson Trading Co. v. Shirley, 532 U.S. 645,656 (2001).

Defendants' sole argument on this point -- which they waived by not raising it in

the District Court -- is to make irrelevant assertions that sales of PM USA

cigarettes on the reservation are significant. (A.B. 30-31.) But the volume of

Marlboro@ cigarettes sold by reservation-based retailers to tribal members, or the

contracts PM USA has with certain retailers on the reservation, lack the required

survive the en bane Court's holding in Smith that "'Montana applies to both Indian

and non-Indian land," with the ownership status of the land being "'only one factor

to consider.'" 434 F.3d at 1135 (citation omitted) (emphasis added).

-6-



nexus with Defendants' nonconsensual tortious conduct against PM USA, which

extends far beyond the reservation. County of Lewis, 163 F.3d at 515 (first

exception applies only 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.") (emphasis added). 4

The inapplicability of this exception is confirmed by considering the two

factors that Smith identified as affecting the application of Montana's exceptions.

The first is the "party status of the nonmember," i.e., the "'the membership status

of the unconsenting party.'" 434 F.3d at 1131. Here, PM USA (unlike the

nonmember in Smith) is an unconsenting nonmember plaintiff. Because this factor

focuses on whether the nonmember consents to jurisdiction in "'an unfamiliar

court,'" id., this factor weighs against tribal jurisdiction. 5

The second Smith factor is "whether or not the events giving rise to the cause

of action occurred within the reservation." 434 F.3d at 1131. Defendants

emphasize that King Mountain's principal place of business is on the reservation

4 Defendants suggest that Smith equated tribal jurisdiction with the due process test

for personal jurisdiction (A.B. 29-30), but that is wrong. Smith merely drew an

analogy between these two concepts in order to explain why it was reasonable to

conclude that a nonmember plaintiff's voluntary invocation of tribal court

remedies could create tribal subject-matter jurisdiction. 434 F.3d at 1138.

5 Viewed from the perspective of the (improper) tribal declaratory judgment action,

PM USA is an unconsenting nonmember defendant, which also weighs against

tribal jurisdiction. Smith, 434 F.3d at 1132 (Supreme Court has "'never held that a

tribal court had jurisdiction over a nonmember defendant'") (citation omitted).

-7-



(e.g., A.B. 17, 24), but that is irrelevant. PM USA's "cause of action for trademark

infringement arises where the passing off occurs" and not where initial distribution

of the goods takes place or where the alleged infringer is headquartered. Cottman

Transmission Systems, Inc. v. Martino, 36 F.3d 291,294 (3d Cir. 1994); see also

Vanity Fair Mills, Inc. v. T. Eaton Co., 234 F.2d 633,639 (2d Cir. 1956).

Moreover, Defendants concede that they sell their cigarettes to other persons who

are offthe Yakama reservation, including in New York, and that some of these

persons are selling King Mountain cigarettes on the intemet. (A.B. 6 & n.3; P.O.B.

16-17.) 6 That PM USA's suit rests on the selling of King Mountain cigarettes off-

reservation, in interstate commerce, and on the intemet is fatal to tribal jurisdiction

here, because "there can be no assertion of [tribal] civil authority beyond tribal

lands." Atkinson, 532 U.S. at 658 n.12. 7

6 Defendants claim that they sell directly only to other Native Americans on other

reservations, but this point, too, is immaterial. See, e.g., Smith, 434 F.3d at 1133

(members of other tribes are "nonmembers," like anyone else, for purposes of

tribal jurisdiction). Moreover, Defendants sell to some Indian-owned businesses

that are not on reservations. (P.O.B. 17.)

7 It is thus irrelevant whether Defendants are correct in asserting that in 2005 they

"began manufacturing.., from the Yakama Reservation." (A.B. 4, italics added;

see also A.B. 24.) In any event, no record evidence supports this assertion: as PM

USA has noted, Defendants pointedly avoided saying in the District Court where

their cigarettes were manufactured. (P.O.B. 32 n.13.) PM USA has since

confirmed that King Mountain cigarettes were manufactured by a third party in

North Carolina (so that the claim of on-reservation manufacturing in Defendants'

answering brief is false). In January 2007, PM USA sued the North Carolina

company that it suspected was the manufacturer of King Mountain cigarettes, and

-8-



c. The Second Montana Exception Does Not Apply Here

"To invoke the second Montana exception, the impact [of the nonmembers'

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). In the District Court, Defendants

did not argue (much less show) that this exception applied, and any such argument

has been waived. In any event, the exception is inapplicable here.

Defendants argue that "denying jurisdiction here might directly affect the

welfare and economic security of the Yakama tribe to regulate the conduct of tribal

members in this case." (A.B. 32, italics added.) This argument proves too much:

denying tribal jurisdiction over a suit involving a member can always be said to

affect the tribe's ability "to regulate the conduct of tribal members in this case." If

that were all the second exception required, it "would severely shrink the rule."

Strate, 520 U.S. at 458. Moreover, Defendants' theory conflicts with the rule that

"[t]he exception is only triggered by nonmember conduct that threatens the Indian

tribe; it does not broadly permit the exercise of civil authority wherever it might be

considered 'necessary' to self-government." Atkinson, 532 U.S. at 657 n.12.

that company has confirmed to PM USA that it has been King Mountain's contract

supplier since December 2005. See generally Philip Morris USA lnc. v. Renegade

Tobacco Co., No. 07-cv-00076-JAB-RAE (M.D.N.C.) (filed Jan. 31, 2007) (docket

available at <https://ecf.ncmd.uscourts.gov>).
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3. The Yakama Tribal Court Lacks Jurisdiction to Adjudicate

a Lanham Act Claim

For the same three reasons that Hicks held that "tribal courts cannot entertain

§ 1983 suits," 533 U.S. at 369, they also cannot entertain Lanham Act suits)

Tribal courts' lack of "general jurisdiction." Hicks held that, unlike state

courts, tribal courts are not "court[s] of 'general jurisdiction' [that] can adjudicate

cases invoking federal statutes, such as § 1983, absent congressional specification

to the contrary." 533 U.S. at 366. Defendants attempt to limit Hicks to its specific

facts, noting that the case involved a suit against state law enforcement officers

gathering evidence of an off-reservation crime. (A.B. 33-34 & nn. 17 & 18.) But

the Court's analysis in the relevant section of the opinion does not mention (much

less turn upon) that fact. Rather, Hicks rejected entirely the notion that tribal

courts can be thought of as courts of "general jurisdiction" that have default

authority to hear federal statutory claims. 533 U.S. at 366-67. Indeed, the Court

held that, even with respect to those subjects that tribal courts "can adjudicate,"

they do not have "general jurisdiction" that would confer default jurisdiction over

8 Defendants wrongly assert that Hicks merely held that § 1983 did not enlarge a

tribal court jurisdiction that (for other reasons) was already lacking. (A.B. 34.)

Although it was this issue of "enlargement" that raised the § 1983 question, the

Court's reasoning and conclusion went further and flatly held that "tribal courts

cannot entertain § 1983 suits." Id. at 369; see also id. at 403 n.3 (Stevens, J.,

dissenting) ("[T]he majority's holding that tribal courts lack subject-matter

jurisdiction over § 1983 suits would, presumably, bar those courts from hearing

such claims even if jurisdiction over nonmembers would be proper under Strate.").
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federal claims. /at. at 367 n.8; see also id. (existence of tribal court jurisdiction

under Strate "is assuredly not the criterion that would determine whether these

courts received authority to adjudicate § 1983 actions").

Defendants nonetheless argue that a contrary conclusion is dictated by this

Court's four-paragraph per curiam opinion in Sharber v. Spirit Mountain Gaming,

Inc., 343 F.3d 974 (9th Cir. 2003). That is incorrect. In Sharber, a tribally-owned

Indian casino invoked tribal sovereign immunity in a suit brought against it by a

casino employee under the Family and Medical Leave Act ("FMLA"), and this

Court held that the tribal courts should have the first opportunity to address the

sovereign-immunity issue and the issue of tribal court jurisdiction over FMLA

suits. 343 F.3d at 975-76. Sharber does not even mention Hicks, much less

address or decide the question whether tribal courts are courts of general

jurisdiction that presumptively may decide federal statutory claims. See Brecht v.

Abrahamson, 507 U.S. 619, 631 (1993) (where prior opinions had not "squarely

addressed the issue," the court was "free to address the issue on the merits").

In any event, Sharber is distinguishable. Unlike the business at issue here,

which is privately owned and committing unlawful conduct off the reservation,

Sharber involved a suit against a tribal entity asserting tribal sovereign immunity

for conduct at the reservation casino. 343 F.3d at 976. Defendants contend that

sovereign immunity was irrelevant to the issue of FMLA jurisdiction (A.B. 36), but
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that is wrong. Because a tribe is generally immune from suit unless Congress

abrogates the tribe's immunity or the tribe waives it, C & L Enters., lnc. v. Citizen

Band Potawatomi lndian Tribe, 532 U.S. 411, 418 (2001), the question whether

Congress authorized a tribal court to hear an FMLA suit against a tribe is

inextricably bound up with the question whether Congress, in enacting the FMLA,

waived the tribe's immunity in the first place. The linkage between the two issues

is further confirmed by the additional possibility that the FMLA could apply

substantively to the tribe, but not be enforceable in a private right of action

(because of sovereign immunity) except to the extent the tribal courts chose to

provide a remedy. Cf Florida Paraplegic Assn. v. Miccosukee Tribe, 166 F.3d

1126, 1130 (1 lth Cir. 1999) (construing ADA). It is unsurprising, then, that

Sharber held that the tribal court had to be given the first opportunity to address

both the sovereign immunity and FMLA jurisdiction issues. 9

Lack of evidence that Congress intended tribal courts to hear the claims at

issue. Hicks held that, while Congress may by statute "proclaim tribal-court

9 The only other post-Hicks case Defendants cite does not help them, because it

found that the tribal court lacked jurisdiction to adjudicate the federal statutory

claim. AT&T Corp. v. Coeur d'Alene Tribe, 295 F.3d 899, 905 (9th Cir. 2002).

Defendants rely on a handful of cases that predate Hicks (A.B. 37), but these cases

provide no basis for evading that decision. Also, Defendants' brief(e.g., A.B. 36,
39) confuses the distinction between whether a tribal court has the authority to

decide federal issues that may arise in a suit with the quite different question

whether tribal courts may assert subject matter jurisdiction over federal causes of

action. El Paso Natural Gas Co. v. Neztsosie, 526 U.S. 473,485 & n.7 (1999).
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jurisdiction over certain questions of federal law," there was no statute

"provid[ing]" for tribal-court jurisdiction over § 1983 actions." 533 U.S. at 367-

68. The same is true of the Lanham Act. In fact, there is clear evidence that

Congress wanted Lanham Act plaintiffs and defendants to have an unqualified

rightto a federal forum. See 15 U.S.C. § 1121(a); 28 U.S.C. §§ 1331, 1338(a).

Defendants argue that Hicks' second factor requires evidence that Congress

intended to create exclusive federal jurisdiction, but this argument would overrule

Hicks on its own facts. As the Court there noted, § 1983 claims may be heard in

state court. 533 U.S. at 366.

Tribal court jurisdiction would create "serious anomalies." Hicks held that

permitting tribal courts to assert jurisdiction over § 1983 claims "would create

serious anomalies" by "inexplicably" eliminating defendants' unqualified right to

choose a federal forum. 533 U.S. at 368. Defendants' position would likewise

eliminate PM USA's unqualified right, as plaintiff, to choose a federal forum for

its Lanham Act claims.

Defendants' argument would also create the constitutionally problematic

possibility that a tribal court could attempt to assert authority over federally

registered trademarks without any meaningful opportunity for federal court review

(P.O.B. 39-4()). Defendants suggest that the Supreme Court may in fact have

certiorari jurisdiction over tribal courts, but the "generally accepted" view is to the
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contrary. Hicks, 533 U.S. at 385 (Souter, J., concurring). Rather than construe the

relevant federal law to avoid this constitutional concern, Defendants speculate

(based on law review articles) that the Supreme Court might claim a hitherto

unrecognized constitutional power to assert jurisdiction that Congress has not

provided. (A.B. 41 n.23.) "Surely the simpler way to avoid [these] problem[s] is

to conclude (as other indications suggest anyway) that tribal courts cannot entertain

[Lanham Act] suits." Hicks, 533 U.S. at 369.

B. Exhaustion of Tribal Remedies Was Not Required

For at least three reasons, PM USA was not required to try to bring its

Lanham Act claims in tribal court.

First, as explained above, Defendants' various jurisdictional arguments are

all demonstrably wrong under controlling Supreme Court and Ninth Circuit

authority. It is "clear" that the tribal court lacks jurisdiction here, Hicks, 533 U.S.

at 369, and any exhaustion requirement "must give way, for it would serve no

purpose other than delay." Strate, 520 U.S. at 460 n. 14. "[E]xhaustion is not

required when 'tribal court jurisdiction does not exist under Montana and Strate'

and remand would only delay a final judgment." Burlington, 196 F.3d at 1065.

Defendants are wrong in suggesting that the recent order in Ford Motor Co.

v. Todecheene, 474 F.3d 1196 (9th Cir. 2007), requires exhaustion unless the

jurisdictional issues have already been "resolved." (A.B. 15-16.). Ford Motor
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applied the controlling standard set forth in Hicks, 533 U.S. at 369, which is that

tribal exhaustion is not necessary where, having analyzed the jurisdictional issues,

the court concludes that "it is clear" or "plain" that tribal courts lack jurisdiction in

the matter. See Ford Motor, 474 F.3d at 1196 (requiring exhaustion because "we

cannot say that the tribal courts in this case plainly lack jurisdiction over the

dispute") (emphasis added). That the decision in Smith "did not resolve the

jurisdiction issue presented" in Ford (in which a rehearing petition had been held

for nearly two years while the en banc Court decided Smith) was simply a fact

supporting the ultimate conclusion that the tribe's lack of jurisdiction was not

,,plain. ,,_°

Second, exhaustion is not required here 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). Defendants acted in bad faith by filing

an improper declaratory relief action in tribal court for the admitted purpose of

attempting to coerce PM USA to appear in that court so it could be involuntarily

realigned as a plaintiff. (C.R. 89 at p. 4.) To make matters worse, Defendants

included a retaliatory claim asking the tribal court to impose damages on PM

_0Plaintiffs' repeated reliance on the use of the phrase "not automatically
foreclosed" in National Farmers Union lns. Co. v. Crow Tribe, 471 U.S. 845,855

(1984), likewise overstates the applicable standard. Hicks expressly stated that the

Court "added a broader exception in Strate," namely, that exhaustion was

inapplicable whenever the court concludes that the lack of tribal jurisdiction is

"plain." Hicks, 533 U.S. at 369 (emphasis added).
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USA's constitutionally protected right to take legal action (including by sending

cease and desist letters) to protect its trademark rights. (P.O.B. 42.) Defendants

notably make no effort to defend this prior conduct; instead, they simply dismiss

the tribal action as "irrelevant" and expressly abandon the retaliatory damages

claim they had included in the tribal complaint. (A.B. 42 & n.24.) The fact that, in

response to an invocation of the bad-faith/harassment exception, a party promises

to behave better cannot be enough to defeat the exception (which otherwise would

never apply).

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

congressional authorization for tribal-court jurisdiction over Lanham Act claims

means that such jurisdiction would be "'patently violative of express jurisdictional

prohibitions.'" Hicks, 533 U.S. at 369 (quoting National Farmers, 471 U.S. at 856

n.21). Defendants suggest that the exception only applies when federal courts are

given exclusive jurisdiction (A.B. 39), but they do not explain why that should be

so. If Congress has made clear that tribal courts are excluded, there is no apparent

reason why the applicability of tribal exhaustion should turn on whether state

courts are also excluded.
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II. This Court Should Remand with Instructions to Enter an Injunction

Against Defendants' Infringement

A. Where, As Here, a Party Is Entitled to a Preliminary Injunction,
This Court Should Order Such Relief

According to Defendants, because the District Court "declined to entertain

Philip Morris's motion for injunctive relief" on the merits, that court cannot be said

to have "abused" a discretion it did not exercise. (A.B. 45.) This argument fails.

It is well settled that "[a] district court's failure to exercise discretion

constitutes an abuse of discretion." Miller v. Hambrick, 905 F.2d 259, 262 (9th

Cir. 1990) (emphasis added). Because "a district court abuses its discretion when

it bases its decision on an erroneous view of the law," a district court necessarily

errs "when it fails to exercise its discretion as the result of applying an erroneous

legal principle." United States v. Rahm, 993 F.2d 1405, 1410 (9th Cir. 1993)

(emphasis added). That is the situation here: the District Court failed to exercise

its discretion concerning the requested preliminary injunction only because of its

legally erroneous decision to stay the action.

Contrary to what Defendants suggest, a remand is not the only remedy for

the District Court's error. This Court has held that "[w]here the trial court has

erroneously failed to exercise its discretion, we may either remand or, if the record

is sufficiently developed, decide the issue ourselves." Wharf v. Burlington N.R.

Co., 60 F.3d 631,637 (9th Cir. 1995) (emphasis added). Where, as here, the
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district court refuses an injunction based on legal error, and the record clearly

warrants interim relief, this Court has not hesitated to remand "with instructions to

enter a preliminary injunction." City of Tenakee Springs v. Block, 778 F.2d 1402,

1407-08 (9th Cir. 1985); see also Lorillard Tobacco Co. v. Amouri's Grand Foods,

lnc., 453 F.3d 377, 380 (6th Cir. 2006) ("[W]hen (as here) the record

unequivocally calls for an injunction," remand is unnecessary and "an appellate

court may simply instruct the district court to grant the requested relief.").

B. PM USA's Entitlement to a Preliminary Injunction Is Clear

Here, PM USA has shown a clear likelihood of success on the merits of its

claims, as well as irreparable injury if a preliminary injunction is not granted.

1. PM USA Is Overwhelmingly Likely to Prevail on the Merits

a. PM USA's Trademark Infringement Claim

PM USA has shown that Defendants are "using a mark confusingly similar

to a valid, protectable trademark" of PM USA. Brookfield Communications, Inc. v.

West Coast Entertainment Corp., 174 F.3d 1036, 1046 (9th Cir. 1999).

(i) PM USA's Trademarks are Valid and
Protectable

Although Defendants contend (A.B. 51-52) that they may invoke the

affirmative defense that PM USA's marks are "functional," 15 U.S.C. § 1115(b),

Defendants fall far short of carrying their burden on this point. Au-Tomotive Gold,

lnc. v. Volkswagen of Am., 457 F.3d 1062, 1072 (9th Cir. 2006); see also Tie-Tech,
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Inc. v. Kinedyne Corp., 296 F.3d 778, 783 (9th Cir. 2002) (defendant must

"overcome" presumption of validity of incontestable mark, e.g., by presenting

"sufficient and undisputed facts demonstrating functionality").

A mark is "functional" if it is "'essential to the use or purpose of the article

or if it affects the cost or quality of the article.'" Qualitex Co. v. Jacobson Prods.

Co., Inc., 514 U.S. 159, 165 (1995) (citation omitted). Defendants do not claim

that PM USA's Marlboro® marks, considered as a whole, are functional, but

merely that two "portions" are. Specifically, Defendants argue that (1) the choice

of color is functional because it supposedly signifies whether the cigarette is full-

flavored, light, or menthol; and (2) the "size, color, and placement" of the product

name on the package is "dictated by functional concerns." (A.B. 52.) For two

reasons, this argument fails.

First, Defendants ignore the fact that PM USA's Marlboro® marks consist

of more than the two features Defendants have isolated. PM USA does not

contend, for example, that Defendants cannot use the colors red, green, and gold; it

contends only that Defendants cannot use them as part of an overall design that is

so similar to the Marlboro® "roof" design. Defendants failed to present any

evidence that the Marlboro® marks, considered as a whole, are functional. Tie-

Tech, 296 F.3d at 785 (question is whether the mark "'as a whole, is functional'").

Second, Defendants' claim that red, gold, and green are the industry's
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functional standard for full-flavor, lights, and menthol is belied by the fact that

many cigarette brands use very different color schemes. (E.R. 529-50.) And

Defendants' argument that black lettering is easiest to read against a white

background cannot explain why Defendants mimicked the size, placement, font,

and even the serif of all of the writing on the face of the Marlboro packaging. Cfi

International Order of Job's Daughters v. Lindeburg & Co., 633 F.2d 912, 917

(9th Cir. 1980) (copying of nonfunctional features is trademark infringement).

(ii) The Sleekcraft Factors Tip Sharply in PM
USA's Favor

Whether a likelihood of confusion has been shown requires an analysis of

the eight "Sleekcraft factors." AMFInc. v. Sleekcraft Boats, 599 F.2d 341,348-49

(9th Cir. 1979). Defendants' answering brief fails to contest PM USA's argument

that the following factors weigh strongly in favor of a likelihood of confusion: the

proximity of the goods; the objective similarity of the marks; the marketing

channels used; and Defendants' intent in selecting the mark. Compare P.O.B. 45-

48 with A.B. 47-51.11 Instead, Defendants dispute only three of the factors.

PM USA's marks are strong. Although Defendants contend that the

11To the extent that Defendants attempt to incorporate by reference the arguments

in their papers below -- which Defendants included in their Supplemental

Excerpts of Record in violation of Ninth Cir. R. 30-1.5 -- the request is improper.

Avol v. Secretary of Health & Human Servs., 883 F.2d 659, 661 (9th Cir. 1989).

By failing to discuss the other Sleekcraft factors in their brief in this Court, and

instead referring generally to their papers below, Defendants have waived these

arguments. United States v. Marchini, 797 F.2d 759, 767 (9th Cir. 1986).
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Marlboro® marks "exist in a 'crowded field'" and are therefore "conceptually

weak" (A.B. 47), this contention is meritless.

As an initial matter, Defendants overlook the fact that the concept of a

"crowded field" was applied in Miss World (UK) Ltd. v. Mrs. America Pageants,

Inc., 856 F.2d 1445 (9th Cir. 1988), in the context of a mark that was descriptive,

rather than arbitrary. Id. at 1449. By contrast, this Court has repeatedly held that

trademarks that are "arbitrary" or "fanciful" (such as the Marlboro® marks and

trade dress) are "conceptually strong marks." M2 Software, Inc. v. Madacy

Entertainment, 421 F.3d 1073, 1081 (9th Cir. 2005); Brookfield, 174 F.3d at 1058

("arbitrary or fanciful marks ... are typically strong").

To show that an arbitrary or fanciful mark "is hemmed in on all sides" by a

"crowded field," Defendants would had to have presented evidence of "widespread

use" of a "plethora" of similar cigarette packaging designs. 2 J. MCCARTHY,

TRADEMARKS AND UNFAIR COMPETITION § 1 1:85 (4th ed. 2006). Instead,

Defendants merely cobbled together a handful of cigarette brands whose only

common feature appears to be the color red (the brands differ in their use of

geometric shapes, the placement and style of the name, whether they use a seal,

etc.). (ER 354-80.) 12 The field would be crowded only if there are so many other

12The charts included as an "Addendum" to Defendants' brief are not in the

record, but in any event do not alter the analysis: they, too, exhibit such a wide

variety of features as to preclude any finding of a "crowded field."
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marks with such a similar overall appearance that none of them is very distinct

from the others. Miss World, 856 F.2d at 1449.13

The strength ofPM USA's arbitrary and fanciful marks is confirmed by the

fact that Marlboro® brand cigarettes are the best-selling cigarettes in the U.S.; they

are among the most famous trademarks for any consumer product in the country;

and PM USA has spent significant resources over several decades promoting its

Marlboro® brand cigarettes. See ER 101-04; M2 Software, 421 F.3d at 1081

(overall strength of mark can be "bolstered by its commercial success").

Evidence of actual confusion. Defendants wrongly contend that PM USA

should have presented additional evidence of actual confusion among consumers

and that, in particular, it should have presented survey evidence. (A.B. 49-51.)

Evidence of actual confusion is not required to support a request for

injunctive relief; a plaintiff need only establish, in light of an overall assessment of

the Sleekcraft factors, that confusion is likely to occur. Sleekcraft, 599 F.2d at 352;

see also Meridian Mut. Ins. Co. v. Meridian lns. Group, lnc., 128 F.3d 1111, I 117

(7th Cir. 1997) ("the plaintiff need only demonstrate a 'better than negligible'

likelihood of confusion at the preliminary injunction" stage). In view of PM

USA's strong showing on the other factors, that is certainly the case here.

_3To the extent Defendants are claiming that they should not be enjoined because

others also infringe, that claim fails. Century 21 Real Estate Corp. v. Sandlin, 846

F.2d 1175, 1181 (9th Cir. 1988) (existence of other infringers is irrelevant).
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Defendants also ignore settled law holding that survey evidence is not

required to support a preliminary injunction. See, e.g., Borinquen Biscuit Corp. v.

M.V. Trading Corp., 443 F.3d 112, 121 (lst Cir. 2006); Meridian, 128 F.3d at

1119. That is true even when the party has significant resources, ld. 14

The record at this early stage establishes that, in at least one case, a

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

Defendants argue that this evidence fails to show confusion among an

"'appreciable number of people'" (A.B. 50, citing Entrepreneur Media, lnc. v.

Smith, 279 F.3d 1135, 1151 (9th Cir. 2002)), but Entrepreneur was a summary

judgment case, not a preliminary injunction case, and in any event Entrepreneur

held that evidence of a single instance of actual confusion was a factor that

"weighs in favor of summary judgment for [the plaintiff]." 279 F.3d at 1151.15

Defendants assert that this evidence of actual confusion was outweighed by their

_4The cases cited by Defendants are distinguishable. For example, Nautilus

Group, lnc. v. Savvier, Inc., 427 F. Supp. 2d 990, 997-98 (W.D. Wash. 2006),
involved a summary judgment motion, not a preliminary injunction, and the

plaintiff there failed to present evidence to rebut the defendant's survey. Likewise,

in Cairns v. Franklin Mint Co., 24 F. Supp. 2d 1013, 1041 (C.D. Cal. 1998), and

Essence Communications, 703 F. Supp. 261,269 (S.D.N.Y. 1988), the defendant

presented survey evidence that the plaintiff failed to rebut.

15Defendants olaim the declaration in question "contains no foundation and has at

least two verifiably incorrect statements." (A.B. 50.) The foundation objection is

unfathomable, because the declarant testified to her own purchasing experience.

(ER 87-88.) PM USA has already explained why Defendants' claim of error in the

declaration appears mistaken (P.O.B. 16 n. 17), but in any event Defendants waived

the point by simply referring to their brief below. See note 11 supra.
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contrary evidence from convenience store managers (A.B. 50), but the cited

evidence consists of inadmissible opinion testimony from persons who in any

event are not representative of the population as a whole. See, e.g., Sleekcrafi, 599

F.2d at 353 (standard is "typical buyer exercising ordinary caution"); Pharmacia

Corp. v. Alcon Laboratories, Inc., 201 F. Supp. 2d 335,377 (D.N.J. 2002) ("Apart

from consumer surveys, '[L]ay or even expert opinion about the likelihood of

confusion is inadmissible or entitled to little weight.'").

Because cigarettes are relatively inexpensive, the average consumer is

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

Defendants wrongly contend that cigarettes do not fall within the general rule that

purchasers of"inexpensive products" typically exercise less care in their

purchasing decisions. (A.B. 48.) Defendants point out that the cost of cigarette

purchases adds up over time, but the same can be said of any relatively inexpensive

product that is regularly purchased. Such consumable goods are considered

inexpensive items for purposes of this Sleekcrafi factor. See, e.g., E & J Gallo

Winery v. Gallow Cattle Co., 967 F.2d 1280, 1293 (9th Cir. 1990).

Defendants also argue that, because consumers carry around the product

package until all of the cigarettes have been consumed, cigarettes are a "badge"

product that is likely to result in greater familiarity and more care in purchasing.

(A.B. 48.) This argument undercuts Defendants' position. To the extent that
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cigarette packages are carried around and seen by persons other than the purchaser,

this too creates a likelihood of confusion. Karl Storz Endoscopy America, lnc. v.

Surgical Technologies, Inc., 285 F.3d 848, 854-55 (9th Cir. 2002).

b. PM USA's Remaining Claims

PM USA has also shown an overwhelming likelihood of success on the

merits of its trade dress infringement claim. For essentially the same reasons set

forth above, see supra at 18-25, PM USA's Marlboro® trade dress is clearly

distinctive; Defendants' trade dress creates a likelihood of confusion under the

Sleekcraft factors; and the Marlboro® trade dress is not functional. Clicks

Billiards, Inc. v. Sixshooters, lnc., 251 F.3d 1252, 1258 (9th Cir. 2001).

PM USA also is entitled to injunctive relief on its dilution claims.

Defendants' answering brief fails to address this claim, thereby waiving any

argument on this score. In any event, PM USA clearly satisfies all three

requirements for injunctive relief: its Marlboro® marks and trade dress are

indisputably "famous," 15 U.S.C. § 1125(c)(2)(A)); Defendants began using their

mark long aider the Marlboro® marks and trade dress had become famous; and

Defendants are either likely to dilute, or have diluted, the Marlboro® marks and

trade dress by "impair[ing] [their] distinctiveness," id., § 1125(c)(2)(B), or by

"harm[ing] [their] reputation," id., § 1125(c)(2)(C).
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2. Defendants Have Failed to Establish that "Unclean Hands"

Bars a Preliminary Injunction

To establish unclean hands, Defendants would have to show that PM USA

engaged in inequitable conduct that "relates to the subject matter of its claims,"

i.e., that "plaintiffs used the trademark to deceive consumers." Japan Tel., lnc. v.

Japan Tel. Am., lnc., 287 F.3d 866, 870 (9th Cir. 2002) (emphasis added); see also

Gidatex, S.r.L.v. Campaniello lmports, Ltd., 82 F. Supp. 2d 126, 131 (S.D.N.Y.

1999) (unclean hands "does not apply to issues which are collateral to the

infringement litigation"). Defendants failed to make this showing.

Defendants' unclean hands argument rests entirely on a portion of the

opinion in United States v. Philip Morris USA Inc., 449 F. Supp. 2d 1 (D.D.C.

2006) ("DOJ'), stayed pending appeal, No. 06-5267 (D.C. Cir. Oct. 31, 2006)

(Supp. E.R. 869), in which the district court enjoined the defendants from using

"the popular descriptors 'low tar,' 'light,' 'ultra light,' 'mild,' and 'natural'" on the

ground that these descriptors "implicitly or explicitly convey" to smokers that

these products "are less hazardous to health than full flavor cigarettes." 449

F. Supp. 2d at 27; see A.B. 54-55. PM USA cannot and does not claim a

trademark or trade dress in these descriptive terms. See Philip Morris Inc. v. R.J.

Reynolds Tobacco Co., 188 U.S.P.Q. 289, 292 (S.D.N.Y. 1975); P.O.B. 8-9

(describing the specific combination of elements that make up PM USA's trade

dress). As a result, the question whether specific terms such as "Lights" are or are
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not misleading is "collateral to the infringement litigation," Gidatex, 82

F. Supp. 2d at 131. Because the DOJopinion does not find that the Marlboro

trademarks and trade dress at issue here are deceptive, the asserted inequitable

conduct (even assuming the opinion were competent proof of such conduct) does

not "relate[] to the subject matter of [the] claims." Japan Tel., 287 F.3d at 870.16

3. Irreparable Harm to PM USA Is Presumed and Undeniable

Because PM USA is likely to succeed on the merits of its infringement

claims, there is automatically a presumption of irreparable harm. GoTo.com, Inc.

v. WaltDisney Co., 202 F.3d 1199, 1205 n.4 (9th Cir. 2000). Moreover, the

balance of hardships tips sharply in PM USA's favor because there is no

substantial danger of irreparable harm to Defendants, who can market their

products with non-infringing packaging.

_6Defendants' brief fails to mention that the D.C. Circuit has stayed the DOJ

opinion, finding that the "stringent standards" for a stay pending appeal had been

met. (Supp. E.R. 869.) Moreover, the district court's findings in DOJ are sharply

contested and are contrary to the decisions of other courts, e.g., Price v. Philip

Morris lnc., 848 N.E.2d 1 (Ill. 2005); see also Brown v. Brown & Williamson

Tobacco Corp., __ F.3d, 2007 WL 470406 at *6 (5th Cir. Feb. 14, 2007)

("the use of FTC-approved descriptors cannot constitute fraud").
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CONCLUSION

The Court should reverse the District Court's Order and remand the matter

with instructions to enter a new order granting the requested injunctions.

DATE: March 5, 2007 Respectfully submitted,

MUNGER, TOLLES & OLSON LLP_-, ..-

By: __ c___I"_

Daniel P. C_lins

Attorneys for Plaintiff-Appellant

Philip Morris USA Inc.
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