Trademarks and Unfair Competition

Professor Page, Spring 2002

· Assumptions: competition is good and produces social advantages by benefiting consumers and producers.

· Unfair competition undercuts competitiveness. 

· Avoid the Texas Personal Injury Presumption: that if anyone got hurt, someone must pay.  This class wants people to get “hurt” because it gets weak competitors out of the market

· More choices; better stuff; lower prices.

· Restatement of Torts = R of T

· Restatement of Unfair Competition = R of UC

· There is no statute of limitations in the Lanham Act.  Courts will usually look to state law for it, if they want one.
Chapter 1:  The Competitive Market System and

the Right to Compete

A. Unfair Trade Practices Law and the Competitive Market System

a. Unfair competition law includes misappropriation, false advertising, product disparagement → deception that puts consumer and/or competitors at a disadvantage
b. Internet: how to protect trademark owners from misuse of their marks and symbols in cyberspace

B. The Right to Enter Markets and to Compete Fairly

a. Basic assumption of private competitive enterprise system: freedom of entry into markets

b. When a new firm enters the market, existing firms will suffer injury (reduced profits)

i. Harm: economic hardship or ruin for established firms and those that depend on them (employees and suppliers)

ii. Benefit:  Free market economy assumes that competing firms will look for efficient ways to produce and market their products → highest variety of products and services and lowest prices
c. Forbidding new entry would permit monopolies to arise, causing increased prices and reduced consumer choice.
d. Competition is the approved form of economic activity for most industries in the US.  There is a privilege to enter markets and compete without incurring legal liability.

e. The Schoolmaster’s Case, 1410:  Π’s claim trespass because ∆ opened up a school in the same town and Π had to charge lower tuition rates.  The court said that while there is damage, it is not actionable: competition on merits is helpful to society.  If one has a mill and a neighbor builds another mill, the first mill will lose business, which is an unactionable damage; however, if the new mill dams up the water to the first mill, there is an action.  Here, ∆ did nothing to deter children from the Π’s schools except open his up.  The court also said that having multiple teachers is virtuous, charitable, and benefits the community.  The harm an established firm suffers when a newcomer enters its industry is not actionable.
f. Tarleton v. McGawley, 1793: Firing on the canoes of African natives with whom a slave trader sought to do business in effect held to be an interference with the right held in common with members of the public—namely, the right to use navigable waters for trade.  Why is it unfair competition?  Because there’s no attempt to improve the product.  There’s no competition on the merits.

g. Keeble v. Hickeringill, 1706: duck decoy case.  Why does Π prevail?  Because ∆ is not doing it for his own livelihood, he’s doing it to be a jerk.  What if ducks can’t tell boundary line and ∆ wanted to keep them from harming his crop?  That’s okay.  What if there are no crops, but ∆ is a vegetarian and he scares the ducks to keep people from eating them… is that okay?  Don’t know.  What if he just hates Π?  That’s not okay.  Don’t focus on the attitude of the tortfeasor.

h. 2 views on Motivation: Unfair competition law is about how competition is conducted, not why…

i. In extreme cases, some courts have held that an improper motive may cause a firm to lose its privilege to compete.

1. If a firm does not have a profit motive and enters into a business willing to suffer economic losses just to inflict harm on an existing firm, the conduct is not privileged.

ii. Restatement View: an actor who causes harm to another merely by engaging in a business or trade is not subject to liability, regardless of motive.

iii. Tuttle v. Buck, 1909:  Π is a barber and claims that ∆ has paid another barber to open up another shop to drive him out of business, urged Π’s customers to not go to him by false and malicious reports and accusations.  Π claims that ∆ is doing so with the only purpose of driving him out of business, not for a legitimate business purpose.  The court said that the general rule (the law does not take into account motives as constituting an element of a civil wrong) is wrong.  When a man starts an opposition place of business, not for the sake of profit to himself, but regardless of loss to himself and for the sole purpose of driving his competitor out of business, and with the intention of himself retiring upon the accomplishment of his malevolent purpose, he is guilty of an actionable tort.  Unrestrained business competition can result in injury to individuals, so the general rule is subject to limitations.  

i. Demurrer:  a claim that the pleading does not state a cause of action.

j. Monopoly:  control or advantage obtained by one supplier or producer over the commercial market within a given region.

k. Natural monopoly market: a monopoly resulting from a circumstance over which the monopolist has no power, as when the market is so limited for a product that only one plant is needed to meet demand.

l. Prime Facie Tort: intentional infliction of injury is made actionable unless the defendant’s conduct was privileged.  

i. Since there is a general privilege to compete, an injured competitor will only succeed in a prima facie tort action if it can show that the privilege is inapplicable because the defendant acted with a wholly malevolent motive

ii. This will not lead to liability in the jurisdictions following the Restatement

1. R of UC §1, comment c Motives of the Actors: there is no practical effect to the rule that one who engages in business just to hurt another.  Courts can usually find a commercial motive sufficient to preclude liability, even when there is genuine ill will.  Liability is determined by an analysis of the business methods employed by the actor and not by his motivation.  But, a competitor motivated by ill will is tempted to use impermissible means of competition.

C. Interference with Contractual Relationships and the Right to Compete

a. When a firm has entered into a contract, it is not acceptable commercial behavior to try to induce one of the parties to breach the contract.  The privilege to compete ends where the contract begins.

b. Intentional Inducement of Breach of Contract:  inducing a breach of contract, even if the only means used are ordinary persuasion or the offer of a superior bargain, and even if motivated solely by a desire to make a profit, is improper

i. Elements:  The plaintiff must show that…

1. a valid contract existed between itself and some promisor;

2. the defendant had knowledge of the contract;

3. the acts of the defendant were the principal cause of the promisor’s decision not to perform and thus damages;

4. the defendant acted intentionally; and

5. the defendant’s inducement of the breach was improper
ii. R of T §766 Intentional Interference With Performance Of Contract By Third Person: intentional interference with performance of contract by a third person by inducing the 3rd person not to perform, is subject to liability and actionable only when it is improper

iii. R of T §766A Intentional Interference With Another's Performance Of His Own Contract: intentional interference with performance of contract by a third person by preventing the other from performing, or causing his performance to be more expensive or burdensome, is subject to liability

iv. §766 vs. §766A:  §766 requires non-performance of a K; §766A requires expensive and burdensome performance, which is too speculative.  

v. R of T §767 Factors In Determining Whether Interference Is Improper:

1. the nature of the actor’s conduct

2. the actor’s motive

3. the interests of the other with which the actor’s conduct interferes

4. the interests sought to be advanced by the actor

5. the social interests in protecting the freedom of action of the actor and the contractual interests of the other

6. the proximity or remoteness of the actor’s conduct to the interference

vi. the relations between the parties

vii. The acts of the ∆ need not result in an actual breach; it is sufficient if they made the Π’s performance more burdensome or in some other way lessened the value of the bargain.

viii. Price v. Sorrell, 1989:  Price (Π) is a debt-collector for a hospital; Sorrell (∆) is the attorney for a debtor.  Sorrell wrote a letter to the hospital questioning Π’s reputation and the hospital’s decision to use him and denying the debt.  Π claims that the letter caused the hospital to threaten to end the K.  The district court said that there has to be an actual breach, failure to perform, or termination of the K to maintain an action for tortuous interference; and if there isn’t, then the interference must be so bad that a substantial expense or burden is imposed on one of the K parties.  The court said that there was no such expense or burden here.  

ix. Is “competition” a proper reason to interfere with a contract?  No.  R of T §768(2) Competition As Proper Or Improper Interference: the fact that one is a competitor of another for the business of a third person does not prevent his causing a breach of an existing contract with the other from being an improper interference.

x. Terminable at Will Contracts:

1. Majority: when Π and ∆ are competitors, the Π must prove that the ∆ either used improper means or harbored an improper motive before holding this type of behavior actionable

2. Minority: inducing breach of a terminable at will contract is tortious

c. Negligent Interference with Contract: the vast majority of courts have held that there is no cause of action against a party who negligently interferes with a contractual relationship

d. Intentional Interference with Prospective Contractual Relation

i. R of T §766B Intentional Interference With Prospective Contractual Relation: intentional interference with another’s prospective contractual relation is subject to liability whether the interference consists of inducing the 3rd person not enter into or continue the prospective relation or preventing the other from acquiring or continuing the prospective relation.

ii. The privilege to compete permits one firm to offer a better bargain to a customer or supplier and thwart the efforts of another to enter into a contract without any risk of tort liability.  However, if the persuasion is carried out by misleading or coercive means, the behavior loses its privileged character and becomes actionable.

iii. If there is already a contract, then there’s a problem.

iv. R of T §768 Competition As Proper Or Improper Interference: a competitor may interfere with another’s contractual expectancy by picking the deal off for himself, if, in advancing his own interest, he refrains from employing wrongful means.

v. Doliner v. Brown, 1986:  Π, a real estate developer, learned that the owners of an apartment building wished to sell it.  Hoping to acquire the building and convert it to condos, he began negotiations with the owners.  At the same time, he began making inquiries about financing the purchase.  These facts came to the attention of Δ when he was approached about lending some of the necessary funds.  Δ then contacted the owners directly and arranged to buy the property himself.  Since Π had not yet entered into a contract with the sellers, and since Δ was acting for legitimate competitive purposes (he is active in real estate), he is not liable for interference with prospective advantage.  

vi. R of T §766C Negligent Interference With Contract Or Prospective Contractual Relation:  No liability for pecuniary harm not deriving from physical harm to the other, if that harm results from the actor’s negligently (a) causing a 3rd person to not perform a K with the other, or (b) interfering with the other’s performance of his K or making the performance more expensive or burdensome, or (c) interfering with the other’s acquiring a contractual relation with a 3rd person.

vii. Wal-Mart v. Sturges, Texas, 2001:  to establish liability for interference with a prospective contractual relation, the Π must show that it was harmed by the Δ’s conduct that was either independently tortuous or unlawful.  Independently tortuous means conduct that would violate some other recognized tort duty.  Justification and privilege are defenses only to the extent that they are defenses to the independent tortiousness of the Δ’s conduct.  This is Δ friendly

Chapter 2:  Acquiring Trademark Rights

A. Introduction

a. Trademark: a word, phrase, logo, or other graphic symbol used by a manufacturer or seller to distinguish its product from those of others.  Purpose: to guarantee a product’s genuineness.  Primary vehicle for developing good will.

b. Yale Electric Corp v. Robertson, 1928:  “One merchant shall not divert customers from another by representing his goods as emanating from the second.”  This rule doesn’t recognize that using another’s mark even on non-competing goods may injure the original user.  His mark is his seal, it carries his name for good or bad.  So if another uses it, he has borrowed the owner’s reputation, whose quality no longer lies within his control.  This is an injury, even if no sales were diverted.

c. Use of another firm’s trademark is unfair competition because there is theft of both the competitor’s good name and from the deception of the public, which relies on trademarks as an indicator of product quality

d. Benefits of Trademarks:  they lowers consumer search costs by providing a reliable guide to product quality; increases competitive pressure between firms; popularity and success in the market; guarantees consistent quality; vehicle for identification; can sometimes tell you about the product (ex: Crazy Clown Fruit Punch)

e. Without trademark protection, free riding will eventually destroy the information capital embodied in a trademark

f. Trademark Law exists on 2 levels: federal and state

i. State: common law usually, sometimes a statute (which is just codified common law)

ii. Federal:  Trademark Act of 1946, a.k.a. Lanham Act, 15 USC §§1051.

g. Trademark registration is not mandatory

B. Jurisdiction Over Trademark Suits

a. Most cases are federal

b. Owner of a federally registered mark may bring suit for alleged infringement under §32 of Lanham Act (15 USC §1114)

c. Owner of an unregistered mark (who has state common law rights) can get to federal court 3 ways:

i. Bringing suit under §43(a) of LA (15 USC §1125(a)), which forbids use of a false designation of origin

ii. Asserting some other federal question claim and add a state-law trademark claim under supplemental jurisdiction (Substantive state trademark law would apply)

iii. Bring a state-law trademark claim while invoking diversity jurisdiction (Substantive state trademark law would apply)

d. In contrast to the rule for patents and copyrights, there is concurrent state and federal jurisdiction in federal trademark cases

e. Int’l Order of Job’s Daughters v. Lindeburg, 1980:  Should federal or state law be followed in this case?  The Lanham Act is federal protection of trademarks.  In addition, state statutes and common law also protect trademarks.  If diversity exists, federal courts have jurisdiction to hear suits asserting the state law.  So, a Π can bring a suit in federal court for federal or state protections.  But which law should the court use?  It usually doesn’t matter, because the laws are congruent.  Here, examination of the pleadings, transcripts, and briefs tells the court that even though they claim diversity jurisdiction, Π’s intend to assert federal rights.

C. Obtaining and Protecting Trademarks at Common Law

a. Blue Bell v. Farah Manf, 1975:  Common law action.  Blue Bell and Farah, two clothing manufacturers, asserted conflicting claims to the “Time Out” trademark for men’s clothing.  On July 3rd, Farah sent one pair of slacks bearing the new mark to each of its 12 regional sales managers.  On July 5th, Blue Bell shipped several hundred pairs of its old Mr. Hicks brand slacks with the new labels also attached, to customers.  Farah shipped substantial quantities of Time Out clothing to customers in September; Blue Bell in October.  Which party established prior use of the trademark in the market?  To acquire trademark rights, there has to be an open use (a use has to be made to the relevant class of purchasers); an internal use is not open and cannot give rise to trademark rights.  Farah’s July 3rd shipment was an intra-corporate transfer, thus not a sale to consumers.  Mere adoption of a mark without bona fide use, in an attempt to reserve it for the future, will not create trademark rights.  The July 5th shipment was not in connection with the actual goods destined to ultimately bear the trademark in question, it was just a bad faith attempt to reserve a mark.  So, the first bona fide use was the one that occurred by Farah in September, and it was held to have superior rights in the trademark.

i. Who came up with the idea first?  Farah.  But that doesn’t mean a thing in trademark law.
ii. Texas Law Requirements:  (1) Affixed to good (2) use.  Part 1 is not a requirement in Lanham Act; “used in connection with the goods” is.
b. Zazu v. L’Oreal, 1992:  Δ developed temporary hair coloring, which didn’t do so well.  Before marketing it, they researched possible product names.  They liked Zazu, so they investigated the name.  They found a salon that had the name.  They contacted the salon, who said they were working on its own hair care products, but didn’t have any yet.  So Δ marketed and sold Zazu hair coloring.  Well, Π took exception, because they were trying to make their own hair care line.  Before Δ sold theirs, Π had given away samples (bottles with the business card stapled on them) at the salon and to friends.  Π claims that this creates a prior right to the trademark.  It does not.  Public sales let others know that they should not invest resources to develop a trademark similar to one already used in the trade.  Under common law, one must win the race to the marketplace to establish the exclusive right to a trademark.  Registration modifies this system, allowing slight sales plus applying for registration to substitute for substantial sales without notice.  Selling a few bottles in the salon and to friends doesn’t link the Zazu mark with Π’s products in the minds of consumers, nor does it put other producers on notice.  Π did not have any trademark rights on Zazu, so Δ didn’t do anything wrong.

c. Use Requirement:  Actual and continuous use of a mark or name to identify goods or services is a necessary condition for acquiring and maintaining common law rights in the mark.  Priority of such use determines who has priority of rights.  The extent and duration of use of a mark need not be great, so long as the mark or name is used in this country by a business whose sales are more than token or sporadic.  In 1988, “use in commerce” was amended to mean that the bona fide use of a mark in the ordinary course of trade and not merely a token use to reserve a right in the mark.  Thus, token use is no longer sufficient for federal registration.  Likewise, a priority created by federal registration cannot be defeated by another’s prior token use.

D. Obtaining Trademark Rights by Federal Trademark Registration

a. Steps to Federal Registration: 

i. File application with PTO; pay fees; 

ii. undergo examination process before registration will be granted.

iii. Application for registration will be analyzed and published; competitors will have an opportunity to oppose.

iv. Registration

1. not secure for 5 years… opposers can still challenge you.

2. After the 5 years, it’s really hard to challenge your rights

v. Renewals

vi. Registration can go on forever, with proper renewals

b. Intent to Use (ITU) Application: an application for federal registration filed before the applicant has made actual use of the mark.  The applicant must allege a good faith intention to use the mark on specified goods at the time of the application.  

i. If the mark is found acceptable after examination, the PTO will issue a Notice of Allowance.  

ii. The applicant then has 6 months in which to file a verified statement that it has begun to use the mark in interstate commerce.  This can be extended up to 24 months.  

iii. No registration will issue on an ITU application until there has been proof of use.

iv. no trademark rights; you get rights when you’ve established use

v. no defenses against infringers

vi. Once proper use is made, trademark protection dates back to date of filing of ITU

c. Two separate bases for federal trademark application

i. Use Based: The applicant uses first and seeks registration later.  

1. If there’s no question of priority, you don’t need to have a high level of use.  Minimal use is okay for federal registration, which gives notice to competitors.

2. If no pre-registration (ITU application), robust penetration of the market is important to notify would-be competitors of your use.

ii. ITU System: applicant seeks registration first and use later

d. Foreign applicants can get full registration based on their home country registration, without proof of actual use in commerce.

e. Two Federal Trademark Registers

i. Principal Register: where marks are registered if they distinguish an applicant’s goods and services

ii. Supplemental Register: where marks register if they are capable of distinguishing applicant’s goods or services.

iii. Advantages of Registration

· The first three are for both registers

1. Allows the owner of the mark to use the trademark symbol to deter infringers and impress customers

2. Provides protection under §39(b) of Lanham Act against state restrictions on use of the mark

3. Gives Priority rights in registering in foreign countries; you get the rights that you would have gotten in your home country

· The rest of these are unique to the principal register:

4. This registration provides constructive notice to entire USA to those who might later adopt the mark

5. This registration is prime facie evidence of the registrant’s exclusive right to use the mark in commerce

6. The owner of the registered mark has the right to ex parte seizure of goods bearing a counterfeit mark

7. The owner of the registered mark has the right to treble damages and attorney’s fees against the intentional user of the counterfeit mark

8. The owner has the benefit of the deterrent effect of severe criminal penalties for the use of counterfeit marks

9. The owner may have the Bureau of Customs exclude imports bearing infringing marks (this is better from injunction)

10. Registrant may apply to have the mark declared incontestable after 5 years on the Principal Register

f. State Registration: some state statutory provisions let registration be done with Secretary of State to be used within the state.  May be good for small, local business who can’t meet all the requirements of federal registration.

g. Counterfeit Mark: a spurious mark which is identical with, or substantially indistinguishable from, a registered mark

h. Incontestability:  after a trademark has been federally registered for 5 years, the registrant may have the mark declared incontestable, preventing the assertion of certain claims against the mark.  

i. Some of the vulnerabilities do go away

ii. Some of your rights become more secure

iii. The most important claims that are cut off are 

1. that the mark is merely descriptive and lacks secondary meaning and 

2. that the mark in question was previously used by a party other than the registrant prior to the registrant’s first use.

i. White v. Paramount Pictures Corp, 1997:  White is in a rock band called the Romulans.  He makes connect the dot games to sell at his shows.  He sells about 25 a year.  He wants to register the name.  Paramount opposes, saying that White has insufficient use in commerce.  The court agrees saying that his “use” is sporadic, casual, and nominal and does not reflect a continual effort to create a viable business in the goods.  His use does not satisfy the level of use required for trademark registration.  Also, White was distributing the games to promote his band, not for the purpose establishing a trade in games.  Getting rights in a particular market is a purpose of trademarks.

j. Types of marks recognized by the restatement

i. Trademark: any word, name, symbol or device or any combination of those which is adopted and used by a manufacturer or merchant to identify its goods and distinguish them from those manufactured or sold by others.

ii. Service mark: a mark used in the sale or advertising of services to identify the services of one person and distinguish them from the services of others.

1. Registerable under same conditions as trademarks

2. Ex: Ritz Carlton

iii. Certification mark: a mark used on goods other than those of the mark owner in order to certify regional or other origin, material, mode of manufacture, quality, or other characteristics of the goods.

1. Registerable on same basis as trademarks

2. Ex: Real (for dairy products)

iv. Collective marks:  mark used by the members of a cooperative, an association, or other collective group.

1. Registerable on same basis as trademarks

2. Ex: Rotary Club

k. Trademark Use vs. Service Mark Use:  a trademark is used when it is placed on the goods (or on their containers); a service mark is used in conjunction with the offering and providing of a service. 

l. Clearance of the Trademark: searching databases to determine if the proposed mark conflicts with any previously used or applied for marks

m. Some courts say that failure to conduct a trademark search is automatically evidence of bad faith.

n. WarnerVision v. Empire of Carolina, 1996:  TLV filed an ITU application for use of “Real Wheels” on toy cars in 9/96.  After that, Warnervision and Buddy L decided to use the mark too.  Warnervision filed an application for registration first and Buddy L’s was rejected.  Empire came along and bought Buddy L and TLV’s assets (including the ITU application).  Warnervision brought the action to keep Empire from using the mark.  The court said that Empire could use the ITU application as a defense against Warnervision per §1057(c).  But, Empire’s ITU application doesn’t give him right to seek an injunction against Warnervision for use of the mark.

i. ITU applicant has a privilege from being enjoined.

ii. ITU applicant has priority over other users of the mark, even if the other users begin using the mark before the ITU applicant does.  Unless, the other user used the mark before the ITU application was filed.

o. §1057(c) Application to Register Mark is Constructive Use:  the filing of the application to register is constructive use of the mark against any other person except for a person whose mark has not been abandoned and prior to filing has (1) used the mark, or (2) filed an application to register (can be pending or approved), or (3) has filed a foreign application
p. Commodore Electronics v. CBM Kabushiki Kaisha, 1993:  CBM wants to register the mark “CBM”.  Commodore opposed saying that it looks like their mark.  The court said that CBM’s ITU application was lacking documented evidence of proof of a bona fide intent to use.  More than one’s word is needed to show intent to use a mark.  §1051(b).  

q. §1051(b) Trademarks Intended for Use in Commerce: a person who has a bona fide intention and good faith to use a trademark in commerce can request registration on the principal register.
r. Foreign firms don’t have to prove intent to use.

Chapter 3:  Problem Trademarks

A. Factually Informative Marks

a. Marks and names are not all of the same degree of distinctiveness.  They may be viewed as falling along a spectrum of distinctiveness.

i. Abercrombie & Fitch v. Hunting World, 1976: Δ claims the word “safari” is generic.  The court agrees, but says that “safari” has more than one generic use.  It is associated with hunting in Africa and with the style of clothing.  Because the word is generic, Π can not get an injunction against Δ from using the word in their newsletter and their goods.

ii. Four categories of terms with respect to trademark protection

1. Generic: describes a type of merchandise; will not be protected as trademarks

a. You can’t deprive competitors of the right to call an article by it’s name

b. A secondary meaning cannot allow a generic term to be registered

c. §1052(f) (generic marks): provides for the cancellation of a trademark if at any time it becomes the common descriptive name of an article or substance

2. Descriptive:  describes the goods to which it is affixed; will only be protected if user can demonstrate secondary meaning

a. §1052(f) (descriptive marks): proof of substantially exclusive and continuous use thereof as a mark by applicant in commerce for the five years before the date on which the claim of distinctiveness is made may be accepted by the PTO as prima facie evidence of distinctiveness.
b. Allows registration if there is a secondary meaning

c. Allowing descriptive terms to be registered awards owners who have invested money and energy to endow a word with the good will adhering to his enterprise.

3. Suggestive:  requires the consumer to use imagination to determine precise nature of the goods; may be protected at common law and Lanham act without showing a secondary meaning.

a. Entitled to registration without secondary meaning

b. Ex:  Ace Hardware; Pledge Furniture Polish

4. Arbitrary or fanciful:  uses made up word; considered inherently distinctive; protected at common law; eligible for Lanham Act protection from the time of first use.

a. Fanciful: inherently distinctive.  Made up to be a trademark.  Ex: Kodak, Xerox.  Strongest kind of mark.

b. Arbitrary:  the word is already in our language, but it’s paired up arbitrarily to make a mark.  Ex:  Peter Pan Peanut Butter; Dial Soap.

5. Descriptive vs. Suggestive:  A term is descriptive if it conveys an immediate idea of the ingredients, qualities, or characteristics of the goods.  A term is suggestive if it requires imagination, thought, and perception to reach a conclusion as to the nature of the goods.

6. Descriptive vs. Generic:  Is the term used no matter who makes it?  If yes, then it’s generic.  

iii. Problems

1. A term can be in one category for one product and in another category for another product

2. A term can shift categories because of usage through time

3. A term may have one meaning to one group of users and a different meaning to another group

4. The same term may be put to different uses with respect to a single product

b. Generic Terms

i. Primary Significance Test:  The traditional test to determine if a mark has lost its distinctiveness and become generic is based on how the majority of consumers understand the word in question.  If it’s perceived as a brand name, it’s a trademark.  If it’s perceived as a type of product, it’s generic.

1. This test will not work for a unique product

2. Problem with this test: does not tell difference between product brand and product genus.  Ex:  Barbie dolls.  Can’t tell if people use it as a trademark or a type of doll.

ii. Primary Significance ≠ Secondary Meaning

1. Primary Significance asks, “What was it mostly?”

2. Secondary Meaning asks, “What was it firstly?”

iii. Kellogg v. Nabisco, 1938:  Nabisco says that Kellogg can’t use “Shredded Wheat” because it’s their word. Court says that it’s a generic term used to describe the biscuit, as the public knows it.  It used to be a descriptive term, but through Nabisco’s efforts, it has been passed to the public as the general designation of such a product and therefore has become generic.  To show that a word is a trademark, there must be a demonstration that the primary significance of the term in the minds of the consuming public is not the product, but the producer.  Kellogg can use the word, but they have an obligation to be “fair,” meaning they must use reasonable care to distinguish their product from Nabisco’s.

iv. §1064 Cancellation of Registration:  a petition to cancel a registration of a mark can be filed by any person who believes that he is or will be damaged by the registration of the mark
v. Genericide: judicial refusal to provide on-going trademark protection to words that have become generic.  Ex: zipper, escalator, thermos, yo-yo

vi. A generic term can be recaptured from the public.  Ex:  Singer was held to be generic for sewing machines, but by constant and exclusive use of the name, Singer has recaptured it as a mark.  This doesn’t happen much.

vii. AJ Canfield v. Honickman, 1986:  Π began marketing a new flavored carbonated chocolate soda under the name “chocolate fudge.”  When Δ began using the same mark on its soda, Π sued.  Δ defended by saying the term was generic.  Since Π was selling a new product (its soda) differing from an established product class (chocolate sodas) in a particular characteristic (it was richer and fudgier) and since Π used a common descriptive term of that characteristic (fudge) to name the product, “chocolate fudge sodas” should be treated as a new product category (like ginger ales or root beer).  Since competitors will need to use the word “fudge” to communicate to the public that their sodas are in this new category, the term is generic.

viii. New test to see if mark has lost its distinctiveness and become generic:  if a producer introduces a product that differs from an established product class in a particular characteristic, and uses a common descriptive term of that characteristic as the name of the product, then the product should be considered its own genus.  Whether the term that identifies the product is generic then depends on the competitors’ need to use it.

1. Ex: Is there another phrase that describes the quality that I communicated by “chocolate fudge”?

a. If yes→not generic
b. If no→generic
2. This test is really only useful in determining if the name of a newly introduced product should be classified as generic.  It doesn’t help determine if long-used trademarks (like Styrofoam) have lost their distinctiveness.  In these cases, though, the primary significance test is usually works.

ix. Confusion will result no matter what.

1. If trademark is granted, buyers may be confused by their ignorance that other goods exist that possess the same characteristics

2. If trademark is not granted, consumers will buy other products thinking that they are the same, if they think that only one manufacturer makes it

x. What’s wrong with letting a trademark owner have exclusive rights in a word that has become generic?  The public will have a hard time discovering competitive products and the trademark owner will get to charge monopolistic prices.

xi. Otokoyama v. Wine of Japan, 1999: Π and Δ are distributors of sake in the US.  Π has registered the mark “otokoyama” in the US.  When Δ began using the term, Π sued.  The district court refused to hear evidence that the term has been used in Japan for over 300 years to mean a dry and manly sake and evidence of a decision by the Japanese Patent Office denying the registration of the mark claiming it’s generic, thus not eligible for registration.  This court says that was error.  The doctrine of foreign equivalents says that no merchant may obtain the exclusive right over a trademark designation if that exclusivity would prevent competitors from designating a product as what it is in the foreign language their customers know best.  So, the court should have heard evidence of the word’s genericness.  The court also said that foreign decisions are not relevant to show that something should or should not be registered in the US, unless it is competent evidence of a relevant fact.  Here, the JPO decision is offered to show that the word refers to a type of sake and to show that Π committed fraud when it told the PTO that the word was fanciful and arbitrary with no meaning.  The injunction is reversed and remanded to hear all the evidence involved.

c. Generic vs. Descriptive Marks and Secondary Meaning

i. Factors to consider to determine whether a mark has acquired secondary meaning:

1. Direct Evidence

a. Direct consumer testimony

b. Consumer surveys

2. Circumstantial Evidence

a. Exclusivity, length, and manner of use

b. Amount and manner of advertising

c. Amount of sales and number of customers

d. Established place in the market

ii. Proof of intentional copying

iii. Secondary Meaning ≠ a meaning that is subordinate.  Secondary is used to indicate that the trademark meaning arose second chronologically, only after consumers became familiar with both the product and the mark and learned to associate the two.
iv. In Re the Boston Beer Co, 1999:  Boston Beer wanted to register the phrase “The Best Beer in America,” a title based on winning tastes tests.  They said that they had acquired secondary meaning based on advertising and sales.  The PTO said that they failed to establish that the mark was distinctive, therefore it was generic.  The TTAB said that it was just a laudatory term, and while not generic, they had not established secondary meaning.  The court said that laudation does not make a mark per se unregisterable, but that a phrase can be so laudatory and descriptive that it is incapable of acquiring distinctiveness as a mark, as this phrase is.  Registration denied.
v. Slogans: the PTO sometimes denies protection of slogans (especially long ones) because consumers may perceive them as advertising instead of as a brand designator.  If the slogan has a clever twist, sometimes courts will hold them to be suggestive and protectible without showing of a secondary meaning.

vi. To establish a case of unfair competition based on trademark infringement, a Π must prove both elements:  

1. Validity of the mark in question (i.e. whether it is protectible as a trademark) 

a. Validity of a mark can be shown in 1 of 2 ways 

i. That Π’s symbol was inherently distinctive, or 

ii. That even if not inherently distinctive, the symbol has become distinctive through secondary meaning.  

2. Infringement (i.e. whether ∆’s actions have caused a likelihood of confusion among customers as to the source of the goods or services).  

vii. R of T §715 Use Required for Secondary Meaning: No particular period of use is required.  Sometimes, secondary meaning is acquired after a brief period of use.

viii. R of UC §13(b) Distinctiveness; Secondary Meaning: A mark is distinctive by virtue of secondary meaning if as a result of its use, prospective purchasers have come to perceive it as a designation that identifies goods or services.  Secondary meaning exists only if a significant amount of purchasers understand the term to come from a particular (even if anonymous) entity.  A designation that has acquired secondary meaning distinguishes the goods, services, or business of one person from those of another.
ix. Secondary Meaning in the Making: no protection here because it unnecessarily constrains the freedom to copy and compete before the prospective purchaser is likely to associate the mark with a particular entity.

x. Park n’ Fly v. Dollar Park and Fly, 1985:  Π has operated airport parking lots since 1967.  In 1969, it registered the mark consisting of a logo of an airplane and the words Park ‘n’ Fly.  Six years after the registration was issued it filed an affidavit to establish the incontestable status of the mark.  In 1978, it brought an infringement action against ∆, who defended on the ground that the mark is unenforceable because it is merely descriptive.  The SCt held that a descriptive mark can become incontestable, and once incontestable, it cannot be challenged on the grounds that it is descriptive, but only on the grounds that it is generic, abandoned, or fraudulently obtained.  §14, a mark may be cancelled on the grounds that it is merely descriptive only if the petition to cancel is filed within 5 years of the date of registration.  
xi. §1065 Incontestability: A trademark that has been in continuous use for 5 consecutive years will obtain this status upon the registrant’s filing of an affidavit to that effect that truthfully states that there has been no final decision adverse to the registrant’s claim of ownership and that there is no proceeding presently pending involving registrant’s rights in the trademark.  This status gives the registrant an advantage in an infringement action, but it’s subject to the same challenges and defenses as a mark that had not obtained incontestability status would have.

xii. Incontestability has two practical implications:  (1) it immunizes the registrant from certain claims that the mark is invalid when a third party seeks to have the mark cancelled, (2) when the holder of federal registration files suit for infringement, incontestability will also preclude the infringing ∆ from asserting certain defects in the mark as defenses.  
xiii. The most important challenges to the mark that are cut off by incontestability are (1) that the registrant is not the senior user of the mark and (2) that the mark itself it merely descriptive and lacks secondary meaning.
xiv. Arguments can always be raised that a mark is: (1) generic, (2) abandoned, (3) fraudulent registration, or (4) improper use of a certification mark.

xv. §1115(b) Defenses to Incontestably Registered Marks: if someone alleges infringement of an incontestable mark, the following defenses are allowed:

1. Fraudulent acquisition of trademark registration

2. Abandonment

3. Use of the trademark to misrepresent source

4. Fair use defense

5. Limited territory defense
6. Prior registration by ∆

7. Use of trademark to violate antitrust laws

8. Equity

d. Descriptive vs. Suggestive Marks

i. Why is there a difference between suggestive and descriptive terms?  Because companies need descriptive terms to describe their product.

ii. Imagination Test used to determine if a mark is descriptive or suggestive: (1) how much imagination is required on the consumer’s part in trying to get an indication from the mark about the product. (2) Are sellers of similar products likely to use the term in connection with their goods?  
iii. Security Center v. First National Security Centers, 1985:  Is “security center” distinctive enough to be protected under trademark law?  No.  Just because a phrase is ambiguous does not mean that it is not descriptive.  Security Center, while ambiguous, does give the consumer some idea of function, quality, or components of the business.  The term is descriptive.
iv. R of UC §14 Suggestive vs. Descriptive terms:  the classification depends on the likelihood that the prospective purchaser will perceive it as an indication of source and the potential effect on the competitors of its appropriation as a trademark by a particular seller.  Both factors are often evaluated by imagination test.
e. Personal Names

i. The most obvious trademark for many merchants is simply to use their own surname. Because many persons share the same surname, however, it would be undesirable to permit the first Johnson or Smith to preclude all others of the same name from using their name to identify their goods or services.

ii. §1052(e)(4) and R of UC §14 Registration: a trademark will be refused registration if it consists of a mark which is primarily merely a surname.  This bar to registration can be overcome by proof of secondary meaning.

iii. Test to determine if a mark is primarily merely a surname: What is the primary significance of the mark to the purchasing public?  If the mark in question is actually the surname of someone affiliated with the seller, courts are more likely to conclude that the public will interpret the mark as primarily merely a surname.  

iv. Factors to determine if a word is primarily merely a surname

1. degree of surname rareness

2. whether anyone connected with applicant has the surname

3. whether the term has any recognized meaning other than that of a surname

4. the structure and pronunciation of the name

v. In Re Hutchinson Technology, 1988:  Is “Hutchinson Technology” primarily merely a surname?  The PTO has the burden of proving that a mark is primarily merely a surname.  Simple inclusion in a mark of a mere surname by itself may not disqualify a mark if as a whole it is something other than primarily merely a surname. “Technology” is not merely descriptive because it does not convey an immediate idea of the ingredients, qualities, or characteristics of the goods.  If the mark is not primarily a surname, registration is proper.  Burden of proof is on the challenger.
vi. The more a surname becomes associated with a particular product, the more its significance and importance to the relevant public becomes associated with the product and the less it becomes associated with its significance as a surname.

vii. If surnames were given trademark rights so that others could not use the same marks on the same type of goods, it would prevent certain people from identifying themselves with their trade or business.  Courts usually will not absolutely forbid parties from making use of their own surname, even if someone else has valid trademark rights in that name.  Instead, a court will issue a qualified injunction, unless that person was using their surname in bad faith (in which case an absolute injunction will be issued).

viii. Factors to determine if qualified or absolute injunction is better:

1. The fact that an alleged infringer has previously sold his business with his goodwill to the Π makes an absolute injunction more tolerable

2. If an individual enters a particular line of trade for no apparent reason other than to use a conveniently confusing surname to his advantage, an absolute injunction may be in order

3. If the second comer owns the company himself and evinces a genuine interest in establishing an enterprise in which his own skill or knowledge can be made known to the public, a qualified injunction may be better.

ix. Taylor Wine v. Bully Hill Vineyards, 1978:  Π sold wines under the well-known mark “Taylor,” a surname which had achieved secondary meaning.  The ∆, named Taylor, began to market his own wines under the Taylor brand name.  Initially the court said that ∆ could not use the name as a trademark, but could place his name on the labels, provided it appeared with a disclaimer that he was not affiliated with Π.  When ∆ thereafter continued to use his name without the required disclaimers, he was found in contempt and absolutely forbidden from using his name in connection with his product.
f. Geographic Descriptions

i. §1052(e) Trademarks Registerable on Principal Register:  Registration will be denied if the mark is primarily geographically descriptive or primarily geographically deceptively misdescriptive.  It is so if it conveys to the purchasing public a geographic connotation and those persons are likely to think that the goods come from that place.  If the goods actually come from that location, it is geographically descriptive and registerable if a secondary meaning is established.  If the goods do not come from that location, it must be determined if it is deceptive or deceptively misdescriptive.  If geographically deceptively misdescriptive, it is registerable if secondary meaning was obtained before Dec 1992 (NAFTA amendments); if deceptive, it is never registerable.

ii. American Waltham Watch v. US Watch, 1899: Π was the first manf of watches in Waltham and to establish strong reputation and secondary meaning.  ∆ moved its watch company to Waltham and tried to stamp its address on the watch face.  ∆ claimed that Π should not be awarded a monopoly over a geographic term.  Court found for Π because Π’s name became so associated with his goods that one of the same name coming into the business later will not be allowed to use the name without a disclaimer.  ∆’s use will cause confusion and may be construed as riding on Π’s coattails.
iii. In Re Eastern National, 2001:  Applicant wants to register “Independence Park Institute”.  PTO said that it was primarily geographically descriptive, thus not entitled to registration.  PTO said there is an Independence National Historical Park in Philly.  There are lots of parks named Independence Park and they are all over the US.  The court is not saying that the mark is generic, they’re saying that it’s common enough that the public wouldn’t know exactly where it is (so it’s not primarily geographic). There are only a few Americans that would think of the park in Philly when they hear Independence Park, so the mark is not primarily geographically descriptive.
B. Factually Inaccurate Marks

a. Deceptive vs. Deceptively Misdescriptive Marks

i. §1052(a) Deceptive is when you think a product is what it isn’t, and that influences a buying decision.  There is a complete bar to registration.

ii. §1052(e) Deceptively misdescriptive is when it misdescribes a product because the name appears to claim that it is what it isn’t, but doesn’t influence the buying decision or hurt the market or undermine buying power.  Registration allowed with secondary meaning.

iii. Test for Deceptiveness:

1. Is the term misdescriptive of the character, quality, function, composition, or use of the goods?

2. If so, are prospective purchasers likely to believe that the misdescription actually describes the goods?

3. If so, is the misdescription likely to affect the decision to purchase?

iv. In Re Budge Manf, 1988:  Budge wanted to register “Lovee Lamb” for seat covers not made of lamb.  The court held that the mark is deceptive.  The seat covers are not made of lamb, so the term is misdescriptive of the contents of the goods.  The inference is reasonable that purchasers are likely to believe that the seat covers are actually made of lamb skin.  Since lamb skin is more expensive, the misrepresentation is likely to effect the purchaser’s decision to purchse. The fact that Budge’s advertising describes the product as simulated sheep skin is irrelevant and unpersuasive.  The mark standing alone must pass muster and cannot contain deceptive matter.  The fact that no other seat covers on the market are made of lamb skin, therefore no reasonable purchaser would expect these to be made of lamb skin because the average purchaser would not readily know the difference between sheep skin or lamb skin.  Budge can use this mark, he just can’t register it.
v. §1052(c) Registration: A mark will not be registered on the principal register if it consists of a name, portrait, or signature identifying a living person without consent or a President during the life of his widow without consent. 

vi. In Re Berman Bros Harlem Furniture, 1993:  Applicant wants to register “Furniture Makers” for their retail store; they do not make furniture.  The two words together signify a person or company which makes furniture.  Since applicant does not make any furniture, the term is misdescriptive as applied to applicant’s store.  Consumers would likely reach the conclusion that applicant is a furniture maker.  Therefore, the mark is deceptively misdescriptive; registration denied.
b. Geographically Deceptive Misdescriptive Marks

i. Secondary meaning will not save these marks

ii. In re Nantucket, 1982:  Applicant wanted to register “Nantucket” for men’s shirts.  Examiner denied registration claiming that it was primarily geographically deceptively misdescriptive.  Applicant claimed that this is not so because the public must associate the geographic area with the good.  Must public association of goods with an area be considered?  Yes.  There must be a reasonable basis for believing that purchasers are likely to be deceived.  If the goods do not come from the place named, and the public makes no goods-place association, the public is not deceived and the mark is not geographically deceptively misdescriptive.  If there is no connection of the geographic meaning of the mark with the goods in the public mind, registration should not be refused.  Here, there is no indication that the purchasing public would expect men’s shirts to have their origin in Nantucket.  So, consumers are not likely to be deceived.
iii. Test to determine if a mark is primarily geographically deceptively misdescriptive:
1. Does the mark have as its primary significance a generally known geographic place? 

2. Are things produced there? 

3. Does the mark identify products that purchasers are likely to believe mistakenly are connected with that location? 

4. does it come from there?

iv. A geographic location can be generic too.  Ex: Swiss cheese, African violets

v. In Re Wada, 1999:  Applicant wants to register “New York Ways Gallery” for a leather goods store.  The PTO said that the mark was primarily geographically deceptively misdescriptive because applicant failed to establish a connection between his goods and New York.  The public associates leather goods with NY.  The addition of the words Ways Gallery to NY did not distract from the primarily geographic significance of the mark.  Use of a disclaimer will not salvage such a mark.
C. Confusing Marks

a. §1052(d) prohibits registration of confusing marks if registration would cause confusion based on concurrent use of another.  Concurrent registration may be allowed as long as it is determined that confusion, mistake, or deception is not likely to result.

b. Likelihood of Confusion Test for Infringement:
i. Basically, if the senior user can show that there was a probability or likelihood of confusion with respect to either the source or sponsorship of the product that any significant number of buyers would have, infringement is proven.

ii. Factors

1. Similarity of the marks (look at sound, sight, and meaning)

2. Strength of Π’s mark (the more distinctive the mark, the more likely a court will be to find likelihood of confusion)

3. Consumer Surveys

4. Consumer Sophistication (where consumers are unsophisticated, a court will be more likely to find infringement)

5. Price of the goods (courts are more likely to find a likelihood of confusion in cases involving similar marks when the case involves inexpensive goods)

6. Evidence of actual instance of confusion

c. In Re EI DuPont, 1973:  DuPont tried to register the mark “Rally” for car wax.  They had bought the name from Horizon, who uses the mark for household detergents.  PTO denied registration because of the likelihood of confusion.  Court weighs factors (don’t have to know them) to determine that the likelihood of confusion is low.  The parties agreed to restrict the use of Rally to their respective products.  If either one of them doesn’t, they’re subject to breach of contract and infringement.  The agreement between the companies is weighed heavily.  They both want to use Rally, and DuPont paid for the right to do so.  Besides, refusal of registration will not stop confusion; granting registration will not produce confusion.
D. Immoral, Scandalous, and Disparaging Marks

a. Test to determine if a mark is disparaging or scandalous: (1) deciding the likely meaning of the matter in question and (2) deciding whether in view of the likely meaning, the matter was scandalous to a substantial composite of the general public.  In determining the likely meaning of the mark, the court should consider the relationship between the matter in question and the other elements of a mark taken in its entirety and the goods and or services and the manner in which the mark is used in the marketplace.  
b. Three requirements for standing in front of PTO (1) a person has a belief that he would suffer some kind of damage if the mark was registered, (2) the person must have a real interest and (3) a reasonable basis for his belief of damage.  Real interest = direct and personal stake in the outcome of the opposition.  Reasonable belief of damage can be shown if he has a trait or characteristic directly implicated by the mark or if others share the belief of harm from the mark.  
Chapter 4: Packaging and Configuration of Goods
A. Trade Dress and Distinctiveness

a. Trade Dress: packaging + product configuration; consists of its overall appearance in the marketplace, including container shape, labeling, colors, printing styles, and the like.

b. Trade dress will be given trademark-type protection when the trade dress in question is both distinctive and nonfunctional

c. Two Pesos v. Taco Cabana, 1992:  Trade dress can satisfy the distinctiveness requirement either by proof that the trade dress has secondary meaning or by proof that it is inherently distinctive.

d. Qualitex v. Jacobson, 1995:  Π makes green-gold dry-cleaning press pad.  ∆ copied pads, claiming that the color was not subject to registration.  SCt said that sometimes a color by itself will meet ordinary legal trademark requirements because it is a source-distinguishing ability of a mark (not status as a color) that permits it to serve it’s purpose.  A product feature is functional, and cannot be registered, if it is essential to the  use or purpose of the article or if it affects the cost or quality of the article.  Protection for a stand-alone color (or color per se… all that means is the color only) to be registered it must have achieved secondary meaning as a designation of source.  
e. Wal-Mart v. Samara Brothers, 2000:  Samara sued Wal-Mart and its supplier for trade dress infringement based on its sale of knock-offs of Samara’s dress designs.  The court found that a product design, similar to color, is not inherently distinctive, so it requires a showing of secondary meaning in order to be distinctive.  
f. Sunrise Jewelry v. Fred, 1999:  Sunrise wants to cancel Fred’s mark, a metallic nautical rope design for clocks and jewelry.  The mark has incontestable status.  Sunrise says it’s generic.  Court only finds it to be descriptive, at the least, and therefore not subject to cancellation.  The only way to cancel an incontestable mark is to prove it’s generic.

B. Functionality
a. The competitor’s need for functional features outweighs the danger of consumer confusion while it does not with nonfunctional features.
b. De facto functional: the design of a product has a function (i.e. a bottle of any design holds fluid)

c. De jure functional: the product is in its particular shape because it works better in the shape

d. R of UC §17 Functional Designs:  A design is "functional" for purposes of the rule stated in § 16 if the design affords benefits in the manufacturing, marketing, or use of the goods or services with which the design is used, apart from any benefits attributable to the design's significance as an indication of source, that are important to effective competition by others and that are not practically available through the use of alternative designs.
e. Utilitarian Functionality: Not all shapes will be afforded trademark protection, even if the merchant using them can prove they are distinctive.  The shape must also be nonfunctional.  A product or container shape is considered functional if the design improves the performance of the product and if competing firms need to be free to use the design in order to compete effectively.  This is called utilitarian functionality.  The key inquiry is whether the protection of the shape under trademark law will unduly hinder competition.  If so, it will not be protected.

i. In Re Morton Norwich Products, 1982:  Examiner refused to register appellant’s container configuration.  Claimed it was not distinctive, has not acquired a secondary meaning, and is merely functional or utilitarian.  Thus functional configuration is not registerable, even if there is secondary meaning.  Appellant already holds patent on it—issued in 1976.  Appellant argues that there are other configurations that would perform the same function and produced a survey showing that consumers associate the package design with their products.  Court held that it was functional.  The spray bottle is highly useful, but it is not a superior design—any shaped containter will hold liquid as well.  Also, the pump mechanism is equally suitable to many difference encasements.  This particular choice is an arbitrary decoration.  So, the form was not dictated by function.
1. Secondary meaning will not save a functional mark

ii. Factors useful in determining if a particular design is superior, hence de jure functional

1. A utility patent that discloses the utilitarian advantages of the design (strong evidence)
2. Advertising materials touting the design’s utilitarian advantages

3. Facts tending to establish the unavailability to competitors of alternative designs

4. Facts indicating that the design results from a comparatively simple or cheap method of manufacturing the product or container

iii. §1052(e)(5): a mark is unregisterable if it comprises any matter that, as a whole, is functional

iv. §1064(3) Cancellation of Registration: a mark is allowed to be cancelled at any time if it is functional

v. Will enjoining others from using the design inhibit competition in any way?  If yes, the design is the best or one of few superior designs available.

vi. Words/Logos vs. Trade Dress: words and logos only have to be distinctive; trade dress must be distinctive and non-functional

vii. TrafFix Devices v. MDI, 2001:  After MDI’s patent expired for its street sign stands with a visible dual-spring mechanism that helps resist the wind, Traffix began to sell similar stands.  MDI sued Traffix for trade dress infringement, alleging that the dual-spring mechanism of its stands had acquired secondary meaning.  SCt said that for a trade dress to be protected under §1125(a)(3), the party must establish that the elements of the trade dress are non-functional.  A functional feature is one which would put competitors at a significant non-reputation related disadvantage.  No protection will be given to MDI for its trade dress because it is functional.
1. Expired utility patent is strong evidence that it’s functional

f. Aesthetic Functionality:  a doctrine that denies protection to the design of a product or its container where that design is necessary to enable the product to harmonize with its surroundings or otherwise function as intended

i. Courts have recognized that for some types of products, a certain type of appearance is necessary to permit the product to harmonize with its environment, or otherwise to succeed in the marketplace.  A design that provides a product with an aesthetic advantage in the marketplace, and which is one of only a few such designs available so that others cannot compete effectively without using it, will be considered aesthetically functional, and will not be protected as a trademark.
ii. The freedom to copy goods and services that have proven successful in the marketplace is fundamental to the operation of a competitive economy. When the public interest in permitting copying is outweighed by the need to insure adequate incentive for investments in innovation, the freedom to copy may be temporarily interrupted by a federal patent or copyright. In other instances the public interest in copying may conflict with the interest in preventing confusion as to the source or sponsorship of goods and services.

iii. The recognition of trademark rights is precluded only when the particular design affords benefits that are not practically available through alternative designs.

iv. In general, a functional design is one that is costly to do without.

v. A design is functional because of its aesthetic value only if it confers a significant benefit that cannot practically be duplicated by the use of alternative designs.

vi. The ultimate test of aesthetic functionality, as with utilitarian functionality, is whether the recognition of trademark rights would significantly hinder competition

vii. Three doctrines to deny any one firm monopoly of an attractive looking package or product design for a product where aesthetics are a significant part of the products appeal:

1. The design features in question lack distinctiveness and are incapable of ever achieving it (i.e. generic)

2. The visually appealing design is mere ornamentation

3. Aesthetic functionality

viii. Even if all the elements were functional, if the product presented a distinctive appearance, that appearance would be eligible for legal protection as trade dress unless it was the only way the product could look in order to perform its functions optimally.

Chapter 5: Infringement, Dilution, and Counterfeiting
A. Infringement:  If a merchant has selected a valid mark and taken the necessary steps to obtain rights in that mark, the junior use of that mark by another who sells the same goods in the same area constitutes trademark infringement.  Even if the marks used by the two parties are not identical, however, or if the goods are not the same, or if the two do not do business in the same are, infringement may still be found if the use by the junior user creates a likelihood of confusion.
i. Infringement occurs in 2 ways:

ii. Diversion of Sales: Prevents a ∆’s use of a confusingly similar mark that may cause consumers to buy ∆’s goods when they meant to buy the Π’s

iii. Damage to Goodwill: noncompeting goods, but the ∆ has a confusingly similar mark that suggests affiliations with the Π that does not exist and leads consumers into assigning blame on the Π for the poor quality

b. Likelihood of Confusion for Dilution
i. Likelihood of confusion is the majority test for trademark dilution.  Does the use create a likelihood that consumers will associate the ∆’s goods with the Π?  The relevant confusion can be as to source, sponsorship, affiliation, or connection.  The test is usually administered via a list of relevant factors that varies circuit to circuit.
1. The senior user need not prove that confusion has actually occurred to prove infringement—a probability or likelihood of confusion is sufficient.

ii. Polaroid Factors to determine likelihood of confusion: (will be on exam)
1. Strength of the mark: the stronger the Π’s mark, the more likely it is that consumers seeing the ∆’s allegedly similar mark will be confused about its source.  Incontestability status does not give a mark strength in the public view.

2. Similarity between the two marks:  if the marks look or sound similar, but presented in a way that is distinctive, the courts will not find confusion even if they are for similar goods.  If you have the brand name in addition to the product name very obviously displayed on the label, likelihood of confusion will be reduced.

a. Similarity of appearance: this is usually dealing with picture or design marks.  A court will look at the overall impression created by each mark.

b. Similarity of sound: this focuses on how the mark sounds phonetically.  It is important because very often consumers never actually see the mark, but only hear it

c. Similarity of Meaning: the mental image evoked by marks may overpower any differences between them in sound or appearance, leading to likelihood of confusion.

3. Similarity of the products (i.e. proximity of the products): are the Π’s and ∆’s goods likely to be sold in the same or some kind or same area of stores?

4. Likelihood that the prior owner will bridge the gap:  how likely the Π is to begin selling the products or services which the ∆ is trying to sell with a similar mark.  Even if the Π has no immediate plan to sell the same kind of goods or services through use of the mark, the court may still consider the Π’s interest in reserving the option to use the mark on such goods or services in the more distant future

5. Actual confusion: not necessary to prove that the ∆’s use causes a likelihood of confusion.  If available, however, such evidence could be highly persuasive.  This is proven by survey evidence.

6. Good faith of the junior user in adopting its mark: usually when the goods are not directly competitive, court will weigh the equities of each parties use.  If the ∆ didn’t intentionally copy to cash in on the Π’s goodwill and has expanded significant amounts of money in promoting its mark, a court will be more hesitant to provide relief to the Π.  If ∆ has bad faith, there is a presumption of actual confusion.

7. Quality of the junior user’s product: if both parties use their marks on the same or related types of services, then there is a greater likelihood of confusion

8. Sophistication of buyers: the more sophisticated the potential purchasers and the more costly the goods or services, the more careful and discriminating the purchasers will be and the less likely the chance they will be mislead or confused.

iii. Non-Competing Goods: even if they are non-competing goods and that the trademark owner will not lose direct sales, courts will now prevent the use of a trademark on non-competitive goods if they are sufficiently related to those sold by the senior user so that there is a likelihood of confusion as to sponsorship or source.

iv. Factors to determine if goods are related:

1. would the consuming public reasonably think that they come from the same source or that there is some connection between them?

2. are the goods sold in the same type of stores?

3. do they have a group of common purchasers?

v. Survey evidence is usually the strongest evidence to prove 2nd meaning.  

vi. Quality Inns v. McDonalds, 1988:  QI wanted to use “McSleep Inns.”  McD wanted to stop it saying that QI was infringing by use of “Mc” plus a generic word.  QI said there is no likelihood of confusion, that their business are non-competint, that third parties can use “Mc” stuff, and that Mc is generic.  Issue:  is the use of McSleep Inn likely to cause confusion so that an appreciable number of the public would attribute the inn to McDonalds?  The court decides that McD can enforce its family of marks (Mc+generic word), McSleep Inn is likely to cause confusion, and the adoption of McSleep was a deliberate attempt to benefit by the good will and reputation of McD.
vii. When infringement disputes involve non-competing goods, the usual approach is to attempt to assess whether the goods are related.

viii. Courts usually say that the likelihood of confusion must exist in the minds of an appreciable number of reasonably prudent or average consumers.  The courts are inconsistent on whether the consumers act with care and deliberation or those which are hasty and gullible.

ix. Conopco v. May Dept Stores, 1994:  The makers of Vaseline Intensive Care Lotion redesigned their bottle.  Shortly there after, ∆ began selling a similar product in a similar bottle under their grocery store brand.  The store brand makers package their products similarly so that consumers will know that their product is similar to and for the same use as the national brand.  The court said that while the intentional copying of the trade dress was intentional, the predominant placement of the store logo overcomes that presumption.

x. §1052(d) Registration: an application for registration may be refused if the mark consists of or comprises a mark which so resembles a mark registered in the PTO as to be likely, when used on or in connection with the goods of the applicant, to cause confusion or mistake.

xi. Common law infringement actions

1. Palming Off: this occurs between directly competing goods and the confusion is over their source of origin.  Similar marks on these goods can cause the consumer to mistakenly buy the infringing ∆’s product as the Π’s; the ∆ tries to palm off his goods as the Π’s.

2. Sponsorship: occurs where the goods do not directly compete.  Here, the goods are unrelated enough that no inference arises that they originated from the same source, but the similarity of the marks erroneously suggests a connection between the sources;  the ∆ seeks to capitalize on the Π’s goodwill and reputation.
3. Reverse Confusion of Sponsorship: rather than seeking to profit from the goodwill captured in the senior user’s mark, the junior user saturates the market with a similar mark and overwhelms the senior user.  The public comes to assume the senior user’s products are really the junior user’s or that the former has become somehow connected to the latter.  The result is that the senior user loses the value of the mark—product identity, corporate identity, control over its goodwill and reputation, and ability to move into new markets.

c. Infringement by use on promotional goods
i. §1114 Remedies; Infringement Civil Cause of Action: Π’s marks are validly registered and ∆ manufactured and sold emblems which were (1) substantial duplications of the marks, (2) without Π’s consent, (3) in interstate commerce, (4) used in connection with the sale of goods, and (5) likely to cause confusion, mistake, or deception.
ii. §1125 (§43(a)) False Designation of Origin, False Descriptions, and Dilution Cause of Action:  Any person who, on or in connection with any goods or services, uses in commerce any word or symbol, or any false designation of origin, false or misleading description of fact, or false or misleading representation of fact, which—  (a) is likely to cause confusion as to the origin of his goods, or (b) in commercial advertising or promotion, misrepresents the nature, characteristics, qualities, or geographic origin of his goods, services, or commercial activities—shall be liable in a civil action by any person who believes that he or she is or is likely to be damaged by such act.
iii. Boston Professional Hockey v. Dallas Cap & Emblem, 1975:  Is unauthorized, intentional duplication of an NHL’s team symbol to be sold as an attachment to clothing violative of the team’s legal right to exclusive use of that symbol?  Yes.  ∆ used a symbol which tended falsely to represent goods, the embroidered emblems, in commerce.  Where the consuming public had the certain knowledge that the source and origin of the mark symbol was the hockey team, the reproduction of that symbol by ∆ is a violation of §1125.  A disclaimer is not enough to make unfair competition fair, because it is not enough to remedy the confusion.  
iv. Job’s Daughters v. Lindeburg, 1980:  Π wants to stop ∆ from making and selling jewelry with Π’s logo on it.  Is ∆ likely to confuse the public about the origin of its jewelry by inscribing Π’s name and emblem on it?  No.  Π’s marks are both functional and trademarks.  The court said that a name or emblem can be both.  The court rejects the reasoning in Boston Professional Hockey and says that one can capitalize on a market created by another provided that it is not accomplished by confusing the public into mistakenly purchasing the product in the belief that the product is the product of the competitor.  Courts conclusions:  ∆ was not using Π’s name and emblem as trademarks.  ∆ never said his merchandise was official or licensed.  Π did not show any consumer confusion.  ∆ wins.

d. Geographically Remote Users

[image: image1]
i. Because many firms do business on a local level only, it is possible for two merchants to adopt the identical mark for the same goods in different parts of the country.  Since common law trademark rights only extend to the area in which a mark is actually used, so long as each of these geographically separated users confines its activities to its region, no conflict exists and the 2 uses can logically and legally co-exist.

ii. The problem occurs when either or both firms choose to expand territorially.  There will be risk that one will come into contact with the other, thus causing confusion.  Rule: the first firm to use the mark in each market has superior common law rights in that market and may enjoin others attempting to enter its market.  Result: a senior user nationwide cannot prevent a junior user from continuing to use a mark in a remote geographic area, if that junior user was the first to have appropriated the mark in that area.

iii. The rule protecting a junior user in its own area of trade only applies if that user adopted the mark in good faith—that is, without knowledge of the senior user’s prior use of the identical mark.

iv. Common Law Rule: What would happen if two companies stared nationwide expansion without either filing for trademark registration?  Common law rules would apply: each is entitled to the territory in which it has actually been using the mark.

v. Two geographic markets are remote in trademark law if the disputed mark is associated with a different producer in each of the two areas.

vi. §1115 Registration on Principal Register as Evidence of Exclusive Right to Use the Mark:  When a trademark owner secures federal registration of its mark, the registration constitutes nationwide constructive notice of the claim of ownership.  So, any party adopting that mark after the date of registration is not an innocent junior user.  The senior user with federal registration can only enjoin the junior user if it can demonstrate a likelihood of confusion at the time of trial.

vii. Dawn Donut v. Hart’s Food, 1959:  Π used their federally registered mark “Dawn” on wholesale doughnut mixes for 30 years.  ∆ owns retail bakeries and uses “Dawn” on baked goods.  Both companies sell to NY about 60 miles apart.  The court held tat Π may only enjoin concurrent uses which are likely to create public confusion.  As long as they confine their use to their separate trading areas, there is no public confusion.  Thus, there was infringement, but no injunction or damages issued because no confusion proven.  ∆ can continue their use until Π begins its own use there or can demonstrate concrete plans to commence use there in the immediate future.  Infringement, absent consumer confusion, is insufficient to prevent use.
viii. Circuit City v. Carmax, 1999:  Π had federal registration for Carmax.  ∆ operated a used car business in Ohio under Carmax.  ∆ said they used the name first, but DC disagreed.  AC affirmed saying that no particular finding of likelihood of entry or irreparable harm is necessary for injunctive relief in trademark infringement or unfair competition cases.  (Is this consistent with Dawn Donut?)  This court says that Dawn Donut is out of date due to the new mobility of our society.
ix. §1115(b) Incontestability Defenses:  For the constructive notice provision to defeat the claim of an otherwise innocent junior user, the senior user must have secured registration before the junior user adopted the mark.  Defense:  If the junior user began using the mark in good faith in a remote market after the senior user’s first use but before the senior user registered, then that junior user will be permanently protected in its area of trade.  A junior user in this situation will be frozen into the market area it had at the time of registration and cannot expand into other markets.

x. Burger King v. Hoots, 1968:  Almost same facts as Dawn Donut except that here, ∆ had state registration prior to Π having federal registration.  Π has federal registration of “Burger King” (1961); ∆ has state registration in Illinois (1959).  DC ruled for Π; AC affirmed restraining the ∆ from using the name in any part of IL except Mattoon, and restraining Π from using their mark in Mattoon.  Π’s federal  registration of the trademark gave them the exclusive right to use the mark in IL except in the Mattoon market area where the ∆, without knowledge of Π’s prior use, actually used the mark before Π’s federal registration.  The mere fact that some people will travel from one market area to the other does not, of itself, establish that confusion will result.  
xi. Selling across state lines is not necessary for interstate commerce.  But interstate commerce is needed for federal registration.

xii. §1065 Incontestability of Right to Use Mark Under Certain Conditions:  Senior user and owners of the federally registered mark have the incontestable right to use the mark in commerce, except to the extent that such use infringes what valid right the junior user has acquired by their continued use of the same mark prior to senior user’s federal registration.

xiii. Bad Faith:  A subsequent user’s adoption of a mark with knowledge of another’s use can certainly support an inference of bad faith.  Mere knowledge should not foreclose further inquiry.  The ultimate focus is on whether the second user had the intent to benefit from the reputation or goodwill of the first user.

xiv. Junior User Registers First: if the junior user secures the first federal registration, it cannot thereby defeat the rights that the senior user has already accrued in its market area.  However, if that junior user is the commercially dominant firm and/or is more likely to expand geographically, it will be granted exclusive rights in all portions of the country where neither party has yet expanded.

xv. Common law vs. Lanham Act:  Common law: figure out how far expansion occurred and give that company registration in that area.  What about the rest of the country?  Now the PTO decides who gets the whole country, minus a chunk for the concurrent user.

xvi. Weiner King (WKNJ) v. Weiner King (WKNC), 1980:  WKNJ started in New Jersey: first use 1962, federal registration 1975.  WKNC started in North Carolina: first use 1970, service mark registration 1972.  Issue: registerable rights to remainder of US?  Court says mere knowledge of the existence of the prior user is not, by itself, bad faith.  Factors to determine territory: (1) previous business activity, (2) previous expansion or lack thereof, (3) dominance of contiguous areas, (4) presently-planned expansion, and (5) possible market penetration by means of products brought in from other areas.  Common elements of all these factors: expansion.  WKNC registering first is important because there is a policy of encouraging prompt registration of marks by rewarding those who do so.  Holding: WKNJ gets Long Beach and Flemington; WKNC gets rest of US.
xvii. Where the prior user does not apply for a registration before registration is granted to another, there may be valid grounds, based on a policy of rewarding those who first seek federal registration, and a consideration of the rights created by the existing registration, for limiting his registration to the area of actual use and permitting the prior registrant to retain the nationwide protection of the act restricted only by the territory of the prior user.

xviii. Remember, registration gives you rights to the product you’re using your mark on, not for a mark used on completely different products.

xix. §1052(d) Registering: more than one party may have a right to use and hence to register a given mark.  When issuing concurrent registration, the Commissioner is to impose conditions and limitations to the use of the mark by the concurrent registrants for the purpose of preventing consumer confusion.  The proviso exhibits no bias in favor of the prior user.

e. Contributory and Vicarious Infringement: a person may be found to be viciously liable for another’s mark infringement if he has assisted in the infringement by: (1) inducing infringement or (2) knowingly aiding infringement.

i. Inducing Infringement: intentionally suggesting either directly or impliedly that the other person infringe the Π’s mark and the other does infringe

ii. Knowingly Aiding Infringement: when a ∆ sells goods to another knowing or having reason to know that the buyer will use the goods in direct infringement of the Π’s mark

iii. General Rule: one has no duty to actively discover infringing activities, but once you have actual knowledge of infringement, if you fail to prevent it, you will be liable for contributory infringement.

iv. Hard Rock Café v. CSI, 1992:  Hard Rock owns the marks on several items.  Certain stores and flea markets were selling similar items with their marks.  Court held that although the flea market owner was negligent in failing to prevent mark infringement, it is not contributorially infringing.  Since we have held that willful blindness is equivalent to actual knowledge for purposes of the Lanham Act, to be willfully blind, a person must suspect wrongdoing and deliberately fail to investigate.  Flea market owner had no affirmative duty to take precautions against the sale of counterfeits.  Joint tortfeasor relationship needed to be vicariously liable for trademark infringement by another.  This means that there must be a finding that the ∆ and the infringer have an apparent or actual partnership, have authority to bind one another in transactions with third parties, or exercise joint ownership or control over the infringing product.
v. R of T §877(c) Directing Or Permitting Conduct Of Another: a business owner is responsible for the torts of those it permits on its premises knowing or having reason to know that the other is acting or will act tortiously.

1. R of UC §27 Contributory Infringement By Manufacturers And Distributors:  one who markets goods or services to a 3rd person (who further markets the goods or services in a manner that subjects the 3rd party to liability to another for infringement) is subject to liability to that other for contributory infringement if (a) the actor intentionally induces the 3rd person to engage in the infringing conduct, or (b) the actor fails to take reasonable precautions against the occurrence of the 3rd person’s infringing conduct in circumstances in which the infringing conduct can be reasonably anticipated.

2. I.e.:  If ∆ doesn’t know (or reasonably should not know) there’s an activity going on, but if ∆ saw it the he would have known it was illegal, no problem.  If ∆ knows or reasonably should know what activity was going on and ∆ knew activity was illegal, then he’s in trouble.

vi. Direct connection is what gets you in trouble.  A person helping set up the booth would not be directly connected with selling the goods.  A person buying the goods would be.

B. Dilution: the law aimed to protect the distinctive quality of a trademark from deterioration caused by its use on dissimilar products or non-competing goods.  The injury is the gradual whittling away or dispersion of the identity and hold upon the public mind of the mark or name by its use on non-competing goods.
a. Purpose: to prohibit a merchant of non-competitive goods from selling its products by trading on the goodwill and reputation of another’s marks

b. Likelihood of confusion as to source of sponsorship is irrelevant!!!

c. Dilution can occur in two ways: 

i. Blurring:  Unauthorized use may lessen the distinctiveness of the mark, which may weaken the mark’s ability to bring to mind a particular product

1. Ex: Kodak bicycles

ii. Tarnishment: By undermining the positive image the owner built up for it.  Injury arises from the possibility that the appearance of the mark in a distasteful or inappropriate setting will lessen its commercial appeal 

1. Ex: Tiffany Tavern

d. Blurring

i. Say Π has a very strong mark or trade name which the public closely associates with the Π in association with a particular type of good or service.  ∆ uses the same or highly similar mark on different goods or services.  

1. This does not cause a likelihood of confusion about source, however, ∆’s use whittles away or dilutes the strong association consumers have between the mark and the Π.  

2. This only works for very strong, distinct, well-known marks.

ii. Factors to determine if there’s blurring
1. Similarity of the marks

2. Similarity of the products covered by the marks

3. Sophistication of consumers

4. Predatory intent

5. Renown of the senior mark

6. Renown of the junior mark

e. Tarnishment

i. Occurs when the ∆’s use of a similar mark or trade name casts the Π’s distinctive, well-known mark or trade name in a bad light and thus tarnishes the lust of the Π’s commercial image or reputation.  
ii. This may occur when the ∆ uses the mark or trade name in a context which is unwholesome or at east out of keeping with the Π’s high quality image.  

iii. No need to show a likelihood of confusion about source.  

iv. Tarnishment may enable mark owners to prevent parodies of their marks.
f. §1125(c) (§43(a)) Dilution: the owner of a famous mark (not trade name) shall be entitled to an injunction against another person’s commercial use in commerce of a mark or trade name if such use begins after the mark has become famous and causes dilution to its distinctive quality.

g. Factors to determine what famous means (§43(c)(1)):

i. Degree of inherent or acquired distinctiveness of the mark

ii. Duration and extent f use of the mark in connection with the goods or services with which the mark is used

iii. Duration and extent of advertising and publicity of the mark

iv. Geographical extent of the trading area in which the mark is used

v. Channels of trade for the goods or services with which the mark is used

vi. Degree of recognition of the mark in the trading areas and channels of trade the mark’s owners and the person against whom the injunction is sought

vii. Nature and extent of use of the same or similar marks by third parties

viii. Whether the mark was federally registered

h. A successful Π under dilution law is only entitled to injunctive relief, unless the ∆ willfully intended to trade on Π’s reputation or cause dilution of the famous mark.  If such willful intent is proven, Π might be entitled to monetary remedies.  (§43(c)(2))

i. These acts will not constitute actionable dilution (§43(c)(4)):

i. Fair use of a famous mark

ii. Non-commercial use of a mark

iii. All forms of news reporting and news commentary

j. If federally registered mark, you cannot bring a state dilution action.  If not federally registered, you can.

k. Eli Lilly v. Natural Answers, 2000:  Π filed an injunction against ∆ from using Herbrozac as a name for their herbal supplement that they claim does the same thing as Prozac, Π’s drug.  This is a case of blurring.  Is the “causes dilution” element satisfied by evidence of likelihood of dilution or is proof of actual dilution required?  This court says likelihood of dilution is sufficient because proof would be too hard otherwise.  This court then rejected all factors of blurring except similarity between marks and the renown of the senior mark, because the other marks are likelihood of confusion factors, and likelihood of confusion is irrelevant.  Here, the marks are similar and Prozac is renowned.  Injunction affirmed.
l. Victor’s Little Secret v. Victoria’s Secret, 2003:  ∆ had an adult novelty store which caused an army guy to think that people would think that trashy store was Victoria’s Secret.  Does actual dilution or likelihood of dilution satisfy the dilution requirement of the statute?  Actual dilution, which can be proven through circumstantial evidence.  Here there was not enough evidence of actual dilution.
m. R of UC §25:  Liability Without Proof Of Confusion: Dilution And Tarnishment

i. An actor is subject to liability under an antidilution statute if the actor uses such a designation in a manner that is likely to associate the other's mark with the goods, services, or business of the actor and (a) the other's mark is highly distinctive and the association of the mark with the actor's goods, services, or business is likely to cause a reduction in that distinctiveness; or (b) the association of the other's mark with the actor's goods, services, or business, or the nature of the actor's use, is likely to disparage the other's goods, services, or business or tarnish the images associated with the other's mark.
ii. If the user uses the mark to comment on, criticize, ridicule, parody, or disparage the other or the other's goods, services, business, or mark, is subject to liability without proof of a likelihood of confusion only if the actor's conduct meets the requirements of a cause of action for defamation, invasion of privacy, or injurious falsehood.
n. Times Mirror Magazines v. Las Vegas Sports News, 2000:   Π uses the mark “The Sporting News”; ∆ uses the name “Las Vegas Sporting News.”  Because a mark can be famous in a niche market where the mark has a high degree of distinctiveness within the market and where the Π and ∆ operate within or along side that market, “The Sporting News” is famous in its niche, and therefore is entitled to protection against ∆’s use of a similar mark in the same market.  §1125(c)(1) factors applied, and dilution proven.
o. Niche market:  ex:  Gallery Furniture and Ninfas are high profile marks for general population of Houston area

p. Dilution is not a basis for an ex parte denial of registration, but it can result in denial after an inter partes proceeding.

C. Counterfeiting:  forging, copying, or imitating something without a right to do so and with the purpose of deceiving or defrauding.

a. Rationale for tough penalties: replication endangers sales of real owner, harm to reputation, and trickery/deceit could really harm someone (airline parts)

b. US v. Torkington, 1987:  This court says that a mark is counterfeit where it is shown that members of the purchasing public would be likely to be confused, mistaken, or deceived in a post sale context.  ∆ was selling counterfeit Rolex’s for $27.  Because one of the goals of the act is to protect trademark holders’ ability to use their marks to identify themselves to their customers and to link that identity to their reputations for quality goods and services.  
c. Must ∆ know it’s counterfeit?  Yes, but there is authority that “reason to know” is good enough.

d. §1116 Injunctive Relief: Courts can grant injunctions to prevent the violation of any right of the registrant of a mark registered with the PTO or to prevent a violation under the Lanham Act
e. §1117 Recovery for violation of rights:  A successful Π can recover to recover (1) defendant's profits, (2) any damages sustained by the plaintiff, and (3) the costs of the action.  The court shall assess such profits and damages or cause the same to be assessed under its direction. In assessing profits the plaintiff shall be required to prove defendant's sales only; defendant must prove all elements of cost or deduction claimed.
f. §1118 Destruction of infringing articles: if a Π proves trademark infringement OR willful trademark dilution, the court can order destruction of any labels, signs, prints, packages, etc in the ∆’s possession which bear the infringing mark
g. Trademark Counterfeiting Act of 1984 (18 USC §2320): a counterfeit mark is one that is (1) used in connection with trafficking in goods or services, and (2) that is identical or substantially indistinguishable from a mark registered on the principal register, and in use, whether or not the ∆ knew such mark was so registered, and (3) the use of which is likely to cause mistake, or to deceive.

i. Criminal Cause of Action elements: (1) ∆ trafficked or attempted to traffic in goods or services, (2) that such trafficking or attempt thereof was intentional, (3) that the ∆ used a counterfeit mark on or in connection with such goods or services, and (4) that the ∆ knew that the mark was counterfeit.

h. Harm counterfeiting can cause: car and plane parts can endanger the public, drugs can lead to injury

i. §34(d) Civil Actions Arising out of Counterfeit Marks:  the owner of a federally registered mark may apply for ex parte seizure of goods in a case where the ∆ is using a counterfeit mark.  But a person who suffers damage by reason of a wrongful seizure here has a cause of action against the applicant for the seizure.

j. §35(b) Treble Damages: a presumptive entitlement to treble damages and attorney’s fees can be awarded against a ∆ who knowingly uses a counterfeit mark

k. US v. Giles, 2000:  Is a ∆ who traffics trademarks which are not attached to any goods or services violating the Trademark Counterfeiting Act?  No.  The definition of goods indicates that it is separate from the mark.  A cause of action here requires that the mark is used in connection with goods.  Is the Dooney and Burke label a good if it is disconnected from its original good and sold for a profit?  No.  They are labels, which is not prohibited by the statute.
Summary Chart: 4 kinds of Continuity

1.  For incontestability: 5 years with no opposition

2.  Secondary meaning: 5 years needed

3.  Continuous use to ward off attack of registrant

4.  Abandonment: 3 years of nonuse
Chapter 6:  Fair Use, Affirmative Defenses and Remedies

A. Resale of Genuine Goods

a. Certain uses of trademarks belonging to others have been held by the courts to be legitimate even where the marks, the goods and the geographic markets are identical.  These situations generally involve a user who is selling the original trademarked goods in some altered form, or who is performing some services in connection with such goods.  Such activities are called “collateral use” of the trademarks and do not constitute infringement.

b. Exhaustion Principle (a.k.a. First Sale Doctrine): if you are the rights holder, you have the decision whether or not to market the product.  But when you choose to market the product, you lose the right to say where the products go.  

c. Repackaged Goods

i. Prestonettes v. Coty, 1924:  Π makes facial powder; ∆ buys that powder and presses it into a compact.  The court said that because ∆ owned the goods after purchasing them from Π, ∆ could do what he wanted with them, including modification and resale.  Can ∆ use Π’s mark?  Yes.  If a firm buys the trademarked goods of another and rebottles or repacks those goods, it may use the original manufacturer’s trademark, provided its labels make clear its own identity and lack of affiliation with the trademark owner.  
ii. R of UC §24 Use Of Another's Trademark On Genuine Goods:  One is not subject to liability for using another’s trademark when marketing genuine goods or services unless (a) the other uses a different mark for different types of goods or services and the actor markets one of the types under a mark used for another type; or (b) the actor markets under the mark genuine goods of the other that have been altered and the actor’s use of the mark causes a likelihood of confusion that the goods are new or unaltered or that the alteration was authorized by the other.

d. Imported Goods

i. Gray Market Goods: a foreign-manufactured good, bearing a valid US trademark, that is imported without the consent of the US trademark holder
ii. Restricted Gray Market Goods: goods bearing a genuine trademark applied by the US owner, parent or subsidiary to goods that Customs has determined to be (1) physically and (2) materially different from the articles authorized by the US trademark owner for importation or sale in the US.

iii. US trademark owners have occasionally succeeded in excluding imports of gray market goods using §42.  Exclusion (or a finding of infringement) is particularly likely when there are differences in the versions of the goods sold in the US and abroad, and less likely where the goods are identical.

iv. Disclaimer Label:  if restricted gray market goods bear a “conspicuous and legible label” stating basically that this product is not a product authorized by the US trademark owner for importation and is physically and materially different from the authorized product, they won’t be detained/denied entry

v. §42 Registration certificates for marks on principal and supplemental registers to be different:  The certificates of registration for marks registered on the supplemental register shall be conspicuously different from certificates issued for marks registered on the principal register
vi. Lever Brothers v. US Customs, 1989:  Lever Brothers sells a brand of soap called “Shield.”  Its corporate affiliate in the UK sells soap under the same name, but the UK version differs in perfume, lather, and other details.  When importers began selling the UK version of Shield soap in the US, Lever Brothers sued the US to compel it to exclude the imports.  The court held that Customs regulations allowing importation whenever there is affiliation between the foreign and domestic mark owner were inconsistent with §42 where there were substantial differences in the characteristics of the goods.  The court said that the affiliation exception, affiliation between the producers, in no way reduces the probability of that confusion.
e. Repaired and Second Hand Goods

i. Champion Spark Plug v. Sanders, 1947:  Π makes sparkplugs.  ∆ collects the used ones, reconditions them, and sells them with Π’s mark on the package.  If a firm buys the trademarked goods of another and reconditions them, in order to sell them in a second-hand market, it may also use the original manufacturer’s trademarks, provided that it makes full disclosure of its identity, lack of affiliation with the trademark owner, and the fact that the goods are used.
B. Reference to Genuine Goods and Services

a. Unauthorized Replacement Parts and Repairs:  a firm may use the trademark of another to indicate that it sells the goods of that firm, that it makes replacement parts of its items, or that it repairs that manufacturer’s goods, without obtaining the consent of the trademark owner, so long as it does not falsely represent that it is an authorized dealership or service outlet.
b. Comparative Advertising:  a firm may make reference to its competitors’ trademarks in advertising without committing trademark infringement, so long as the statements in the disputed ad are truthful.
i. Smith v. Chanel, 1968:  Chanel makes a perfume; ∆ sells a designer’s imposter version of it.  ∆’s advertising specifically mentions Chanel No. 5.  ∆ can use Π’s mark in his advertising as long as it does not contain misrepresentations or create a reasonable likelihood of confusion.  Rationale: the only legally relevant function of a trademark is to impart information as to the source or sponsorship of the product.  And public policy favors a free, competitive economy.  Using Π’s mark in his advertising informs the consuming public that an equivalent product was being offered at a lesser price.  The parties stipulate that ∆ is free to copy the formula, because it is not patented.
ii. Example:  “25% lower in calories than Werther’s original candy” on the package of Life Savers is okay.  Why?  (1) one firm is entitled to do everything within legal bounds to undermine a rival and (2) it is beneficial to consumers to learn at a glance what kind of product is for sale and how it differs from a known benchmark.

c. Fair Use Defense:  keeps a trademark registrant from using a descriptive term for his exclusive use thus preventing others from accurately describing a characteristic of their goods.

i. Not every copying of a copyrights work constitutes infringement.  The fair use doctrine immunizes certain conduct that would otherwise violate the copyright laws, when allowing the conduct is deemed socially useful, consistent with the 1st Amendment, and unlikely to undermine the economic interest of authors in their creations.

ii. §107 sets out 4 factors that bear on the inquiry of fair use
a. Purpose and Character of Use

b. If the ∆’s use of the work is commercial in nature, it is less likely to be classified as fair use.  

c. If the use of the work is private and noncommercial, it is much more likely to be considered fair use.
d. Use of a work for purposes of scholarship or criticism makes a finding of fair use more probable

2. Nature of the Copyrighted Work

a. Certain types of works are building blocks in the advancement of learning.  So, it is somewhat more acceptable to copy material from works of scholarship, history, or biography than it would be to copy from works of fiction.

b. When it is customary for the users of a given type of work to copy portions of it as part of the process of using it, the copying involved is likely to be classified as fair use.

3. Amount and Substantiality of Portion Used
a. The more of a protected work that is copied by an unauthorized user, the less likely it is that the copying is fair use.  

b. If the most important part of the work has been taken, that also points against a conclusion of fair use, even if the actual percentage involved is small

c. Effect on Market for Copyrighted Work

d. In the even that ∆’s copy either substitutes for or destroys the value of the Π’s work, the copying does not constitute fair use.

e. This factor has been described as the single most important aspect of the fair use inquiry

iii. NKOTB v. News America, 1992:  ∆ conducted polls and printed results on which New Kid is the public’s favorite.  Each call to vote cost 50 cents.  Π claimed trademark infringement.  Competitors may use rival's trademark in advertising and other channels of communication if use is not false or misleading.  Where ∆ uses trademark to describe Π's product, rather than its own, the commercial user is entitled to nominative fair use defense provided that product or service in question is one not really identifiable without use of trademark.  Only so much of the mark may be used as is reasonably necessary to identify product, and user must do nothing that would, in conjunction with mark, suggest sponsorship or endorsement by trademark holder.
iv. The test for "nominative use" is as follows: (1) the product or service in question must be one not readily identifiable without use of the trademark; (2) only so much of the mark may be used as is reasonably necessary to identify the product or service; (3) the user must do nothing that would, in conjunction with the mark, suggest sponsorship or endorsement by the trademark holder.  

v. Playboy v. Welles, 2002:  Former playmate used her title on her website.  Π claimed infringement and dilution.  In cases in which the defendant raises a nominative use defense to trademark infringement, the three factor nominative use test should be applied instead of the test for likelihood of confusion.  Application (1) No descriptive substitutes exist for “Playmate of the Year,” (2) only the words were used, not the fonts or symbols, and (3) it would be unreasonable to assume that Playboy sponsors or endorses someone who was a Playmate 20 years prior. Nominative uses, by definition, do not dilute trademarks.  
d. Use in Parody:  a satirist of literary, musical or dramatic works must obviously allude to the original in some way.  So courts must consider whether and when use of copyrighted material for purposes of parody is fair use.  Recently, courts have allowed a fairly wide latitude for parody, permitting enough copying so that the satirist is able to “recall or conjure up” the original.
i. John Deere v. Mtd, 1994:  MTD advertisement used Deere logo in animated form, being chased by a small dog and MTD’s tractor.  MTD made advertisement to show Deere as the market leader and convey the fact that their tractor was comparable quality at lower cost.  The court granted Deere’s request for injunction.  While this is not blurring or tarnishment, the court said it is still dilution.  Sellers of commercial products who wish to attract attention or increase sales by poking fun at a competing product risk diluting the selling power of the mark which they make fun.  Alterations made for the sole purpose of promoting a competing product fall within the definition of dilution because they may lead to the possibility of consumers attributing unfavorable characteristics to a mark and ultimately associate the mark with inferior goods and services.
ii. The use of a competitor’s mark in comparative advertising is generally permissible.  

iii. Parody of a mark generally negates likelihood of confusion.

iv. R of UC §25 Liability Without Proof Of Confusion: Dilution And Tarnishment:  trademark parodies should not subject the parodist to dilution liability.

e. Descriptive Fair Use

f. This fair use ≠ nominative fair use.  Why?  Because here they’re not using the word as a trademark

g. Sunmark v. Ocean Spray, 1995:  Sunmark is seeking an injunction against Ocean Spray to prevent them from using Sweet Tart in its advertising to describe its cranberry juice.  Did Ocean Spray used Sweet Tart as a mark at all?  Court held that Ocean Spray did not use it as a mark, but merely as a description; therefore, it’s a fair use.  SweeTarts is a valid mark because it is incontestable, even if descriptive.  Unlike Park ‘n’ Fly, Ocean Spray is not trying to register a mark, it is merely trying to describe its product.  The fact that SweeTarts is an incontestable mark for candy does not make Sunmark the gatekeeper for these words throughout the entire food industry or commerce.  For a word or mark to be considered descriptive it merely needs to refer to a characteristic of the product.  Sweet Tart truthfully describes the taste of the cranberry juice, therefore it odes not constitute a legal wrong.
h. Is descriptive fair use doctrine ever likely to be available in a trade dress situation?  Yes.  Pine tree car air fresheners didn’t like that Glade plug ins made Christmas tree air fresheners.  Court said that the pine tree shape was descriptive of the season it’s sold and of the scent.

C. Affirmative Defenses

Defenses Available for Infringment are:

Abandonment

Naked Licensing and Assignment in Gross

Laches and Acquiescence

a. Abandonment

i. §1127 Abandonment Defined:  A mark shall be deemed to be abandoned when either of the following occurs:  

1. when its use has been discontinued with intent not to resume such use within the reasonably foreseeable future
2. OR when any course of conduct by the owner causes the mark to become the generic name.

ii. Trivial or token interim use is not enough to avoid a finding of abandonment.

iii. Rebuttable presumption:  Nonuse for 3 consecutive years is prima facie evidence of abandonment.

iv. After abandonment, what rights exist?  None.

v. Companies may suspend use of a trademark for several reasons: financial difficulties, reformulation of products, conversion to new production methods, labor disputes, or adverse publicity.  That non-use is not abandonment unless it is accompanied by the requisite intent—an intent not to resume use within the reasonably foreseeable future.

vi. R of UC §30(2) Abandonment: a trademark is abandoned if the party asserting rights in the designation has ceased to use the designation with an intent not to resume use.

vii. What about trademarks that evolve over time?  Courts generally reject claims of abandonment as long as the new version does not alter the commercial impression of the original version.

b. Naked Licensing and Assignment in Gross

i. Assignment in Gross without goodwill attached: if this is done, there is no way to insure that the mark will continue accurately to inform perspective customers about the nature and characteristics of the product or service the mark identifies.

ii. Naked Licensing: If you license a mark without adequate supervision, it will lose its significance as a mark because there will be no assurance that the licensees product or services will retain the characteristics and level of quality that the public has come to associate with the mark.  The mark will no longer have an informative function, therefore loses significance as a mark.  To protect oneself, assignor must make routine inspections of the licensees’ operation.  

iii. §1055 Use by Related Companies Affecting Validity and Registration: Use of the mark by related companies does not affect the validity of the mark and its registration

iv. §1127 Related Company Defined:  defines a related company as one over which the registrant controls the nature and quality of the goods or services in connection with which the mark is used.  This is to prevent the public from the danger that products bearing the same mark might be of diverse qualities

v. An owner is not required to act immediately against every possible infringing use to avoid a holding of abandonment

vi. The degree of quality control necessary to avoid a finding of naked licensing will vary with the type of product and the commercial circumstance

vii. First Interstate Bancorp v. Stenquist, 1990: transferring of rights in trademark was is legit, because it’s a form of property.  Transferring of rights creates tacking of rights between entities, but only if there was a solid transfer (or else abandonment could occur)
viii. R of UC §33, comment b Effect of a Trademark License: an uncontrolled or naked license authorized use of the trademark on goods or services for which the trademark owner cannot offer a meaningful assurance of quality.  When the trademark owner fails to exercise reasonable control over the use of the mark by a licensee, the presence of the mark on the licensee’s goods or services misrepresents their connection with the trademark owner since the mark no longer identifies goods and services that are under the control of the owner of the mark.

ix. Licensee Estoppel: a doctrine that keeps a licensee from asserting that a contractual arrangement lacked supervision and therefore was naked licensing if a licensee continues to use a mark after the license has expired or is terminated.

x. Sugar Busters v. Brennan, 1999:  ∆ wanted to make a cookbook of low carb recipes.  A trademark cannot be sold or assigned apart from the goodwill it symbolizes, and the sale or assignment of a trademark without the goodwill that the mark represents is invalid.  The purpose of the rule prohibiting the sale or assignment of a trademark in gross is to prevent a consumer from being misled or confused as to the source and nature of the goods or services that he buys.  Use of the mark by the assignee in connection with a different goodwill and different product would result in a fraud on the purchasing public who reasonably assume that the mark signifies the same thing, whether used by one person or another.  Transfer of goodwill necessary for valid assignment of trademark requires only that the services be sufficiently similar to prevent consumers of the service offered under the mark from being misled from established associations with the mark.
xi. It is not necessary for the assignor of a trademark to transfer any physical assets along with the trademark.  All that is required is a transfer of the goodwill.

c. Laches and Acquiescence

i. Laches:  a legal right or claim will not be enforced or allowed if a long delay in asserting the right or claim has prejudiced the adverse party (hurt the opponent) as a sort of "legal ambush."

1. Laches requires a showing of (1) undue delay and (2) prejudice to the alleged infringer.  

2. i.e. no message sent by Π to ∆.  Equity keeps Π from hurting ∆ after a long time of doing nothing.

ii. Acquiescence: a person’s tacit or passive acceptance; implied consent to an act
1. i.e. active or implied consent; message Π sent to ∆ that what ∆ was doing does not upset Π.

2. How might an acquiescence defense by ∆ make a Π claim there was no likelihood of confusion?  If there was no likelihood of confusion, no notice to Π, so no consent by Π.

iii. Kellogg v. Exxon, 2000:  Cereal maker brought action against petroleum producer for infringement of cartoon tiger trademark.  Although laches precludes a plaintiff from recovering damages, it does not bar injunctive relief.  Affirmative defense of acquiescence requires a finding of conduct on the plaintiff's part that amounted to an assurance to the defendant, express or implied, that plaintiff would not assert his trademark rights against the defendant.  Doctrine of progressive encroachment gives the plaintiff some latitude in the timing of its bringing trademark infringement suit, that is, waiting until the likelihood of confusion looms large to bring the action.  In trademark infringement action, doctrine of progressive encroachment has relevance only to counter a claim of acquiescence.  Cereal maker did not acquiesce in petroleum producer's use of cartoon tiger mark by failing to oppose petroleum producer's registration of its tiger; petroleum producer's registration was for use in connection with sale of petroleum products, a market with which cereal maker had no connection, and petroleum producer did not begin to market food, beverages, and retail convenience stores until later.
iv. Doctrine of Progressive Encroachment

1. It’s a defense to a ∆ claiming laches,

2. Changes by the defendant in the appearance or manner of use of the mark that increase the threat to the plaintiff's trademark rights may excuse an earlier delay in commencing an infringement action.

v. Progressive encroachment through changes in the appearance of the defendant's mark and expansion into new product markets can excuse a prior delay
vi. A party seeking injunction may be denied relief if they are guilty of unclean hands: misconduct of some sort, related to the subject of the pending litigation.  

vii. Fraud can be a basis of a claim of unclean hands.  Not every false statement in a trademark application will rise to the level of fraud.  There must be evidence that the applicant knew the statement to be false.  And the misrepresentation must be material, i.e. if not for the misrepresentation, the registration would not have been granted.

D. Remedies
a. Three types of remedies available for infringment are:

i. Injunctions

ii. Damages

iii. Destruction of violating goods

b. There are no punitive damages in trademarks.

c. Injunctive Relief:  the traditional and most common relief for trademark infringement is for the court to enjoin the junior user from continuing its unauthorized use of the mark.  
i. Injunctive relief requires a demonstration of irreparable harm, i.e. monetary judgment will be inadequate to compensate the Π fully.

ii. §1116 Injunctive Relief:  Injunctions are to be granted according to equity and as the court finds reasonable to prevent the violation of any right provided by the act.  

iii. ABPN v. Johnson Powell, 1997:  ∆ claimed to be certified by Π and used Π’s certification mark on her resume.  Π asked for an injunction, which the court denied saying that while she obviously infringed in the past, she would not do so in the future.  That’s crap, because she’s done so over and over.  But the court is not required by law to issue the injunction.  While certification mark and trademark infringements may be presumed without more to cause irreparable harm, for purpose of claim for injunctive relief, there is no parallel presumption that because such infringements have occurred in the past, they will inevitably be continued into the future, although previous infringing conduct will ordinarily imply likelihood of continued future violations and may be persuasive evidence of threatened irreparable harm.
d. Monetary Relief:  a successful Π in a trademark infringement case ay be awarded monetary relief measured either by the amount of its own injury, or by the amount of profits earned by the ∆, along with the cost of the suit.
i. Profits:  In order to get profits, there must be a showing that the infringer acted willfully or in bad faith.  Profits may be awarded even if Π cannot demonstrate that it lost any sales due to the infringement.

ii. Money to pay for corrective advertising has also been awarded to overcome the confusion which has been created by the ∆’s infringement.

iii. Treble damages can be awarded if the ∆ is found be have engaged in intentional trademark infringement.

iv. Actual damages are extremely hard (therefore costly) to prove.

v. Can a Π get actual damages and profits?  Yes, as long as he’s not double dipping.

vi. Which would be preferred: actual damages or profits?  Profits…they’re easier to proven and it’s the profits need not be proven, only the revenue does… then it’s the ∆’s job to prove that there were costs that reduced revenue.

vii. Bishop v. Equinox Int’l, 1998:  An accounting of profits is not automatically granted upon a showing of infringement.  The unavailability of actual damages as a remedy does not stop Π from recovering an accounting of ∆’s profits.  Rationale for awarding profits to a Π who cannot demonstrate that he or she has suffered damages as a result of the infringement: preventing unjust enrichment/deterring willful infringement.  
viii. §1117(a) Recovery for Violation of Rights: attorneys fees can be awarded in exceptional cases.  

e. Destruction of Infringing Articles

i. §1118 Destruction of Infringing Action:  if a Π proves trademark infringement OR willful trademark dilution, the court can order destruction of any labels, signs, prints, packages, etc in the ∆’s possession which bear the infringing mark.

Chapter 7:  Trademarks and Unfair Competition on the Internet

A. Domain Name Disputes in the Courts

a. Cybersquatters register famous trademarks as domain names and then attempt to license or sell them to the companies or individuals that own the trademark and that have invested large amounts of money in developing the goodwill for such mark

b. Panavision Int’l v. Toeppen, 1998: Π owns the federal marks “Panavision” and “Panaflex” for use with motion picture camera equipment.  When Π attempted to register the domain names panavision.com and panaflex.com, it discovered that ∆ had already registered these domain names.  ∆ posted aerial pictures of Pana, Illinois on the websites, but offered to discontinue use if Π paid him for the domain name.  Π brought this action for trademark infringement and anti-dilution.  The court issued a permanent injunction.  Since the court found that ∆’s use of domain names that were identical to Π’s marks constituted dilution under both federal and state law, it didn’t get to infringement.
c. E&J Gallo v. Spider Webbs, 2002:  The Π holds a trademark in the name "Ernest & Julio Gallo." ∆ registered the internet domain name "ernestandjuliogallo.com". Π sent ∆ a letter requesting that they release or transfer the domain name to Π, but ∆ refused to do so. Π sued ∆ under the Anti- Cybersquatting Consumer Protection Act ("ACPA"), and under federal and Texas anti-dilution, trademark infringement, and unfair competition laws. After this litigation began, ∆ hosted a web site at the domain name that was critical of this litigation, of alcohol, and of corporate America.  ∆ registered and used the domain name with bad faith intent to profit from its sale, within meaning of the ACPA.  ∆ had no IP interest in name aside from domain name registration.  ∆ had registered it in hopes of selling it to Π which owned similar, famous mark.  ∆ was using name for website at which it disparaged winery and alcohol use.  A presumption of bad faith arises from the choice of the same name because it is inferable that the junior user adopted the mark for the purpose of profiting from the aura of goodwill surrounding the senior user's mark."  The circumstances of this case all indicate that ∆ knew Π had a famous mark in which Π had built up goodwill, and that they hoped to profit from this by registering the domain name and waiting for Π to contact them so they could exploit them.  

d. Anti-Cybersquatting Consumer Protection Act (ACPA): prohibits cybersquatting by providing that: A person shall be liable in a civil action by the owner of a mark, including a personal name which is protected as a mark under this section, if, without regard to the goods or services of the parties, that person 
i. has a bad faith intent to profit from that mark, including a personal name which is protected as a mark under this section; and 
ii. registers, traffics in, or uses a domain name that—

1. in the case of a mark that is distinctive at the time of registration of the domain name, is identical or confusingly similar to that mark; 
2. in the case of a famous mark that is famous at the time of registration of the domain name, is identical or confusingly similar to or dilutive of that mark; or 
· is a trademark, word, or name protected

· Note: confusingly similar ≠ likelihood of confusion.  Confusingly similar is about how much the marks are alike

e. §1125(d)(1)(A) Cyberpiracy Prevention:  A person will be liable in a civil action by the owner of a mark if that person
i. has a bad faith intent to profit from that mark AND

ii. registers, traffics in, or uses a domain name that

1. is identical or confusingly similar to a distinctive mark,  OR

2. is identical or confusingly similar or dilutive to a famous mark,

iii. bad faith will be determined by the factors below.

f. Factors to determine if there is bad faith:  a court may consider factors such as, but not limited to: 

i. the trademark or other intellectual property rights of the person, if any, in the domain name; 

ii. the extent to which the domain name consists of the legal name of the person or a name that is otherwise commonly used to identify that person; 

iii. the person's prior use, if any, of the domain name in connection with the bona fide offering of any goods or services; 

iv. the person's bona fide noncommercial or fair use of the mark in a site accessible under the domain name; 

v. the person's intent to divert consumers from the mark owner's online location to a site accessible under the domain name that could harm the goodwill represented by the mark, either for commercial gain or with the intent to tarnish or disparage the mark, by creating a likelihood of confusion as to the source, sponsorship, affiliation, or endorsement of the site; 

vi. the person's offer to transfer, sell, or otherwise assign the domain name to the mark owner or any third party for financial gain without having used, or having an intent to use, the domain name in the bona fide offering of any goods or services, or the person's prior conduct indicating a pattern of such conduct; 

vii. the person's provision of material and misleading false contact information when applying for the registration of the domain name, the person's intentional failure to maintain accurate contact information, or the person's prior conduct indicating a pattern of such conduct; 

viii. the person's registration or acquisition of multiple domain names which the person knows are identical or confusingly similar to marks of others that are distinctive at the time of registration of such domain names, or dilutive of famous marks of others that are famous at the time of registration of such domain names, without regard to the goods or services of the parties; and 

ix. the extent to which the mark incorporated in the person's domain name registration is or is not distinctive and famous within the meaning of subsection (c)(1) of this section

g. §47 Cyberpiracy Protections for Individuals: any person who registers a domain name that consists of the name of another living person, or a name substantially and confusingly similar thereto, without that person’s consent, with the specific intent to profit form such name by selling the domain name for financial gain to that person or any third party, shall be liable in a civil action 

B. Domain Name Dispute Resolution

a. Taubman v. Webfeats, 2003:  Shops at Willow Bend case.  Shopping mall owner brought trademark infringement action against Internet domain name registrant. TC granted preliminary injunction. AC held that: (1) defendant's use of domain name was not commercial; (2) even if it was commercial there was no risk of consumer confusion as to source; and (3) defendant's other cybergriping sites created no potential for confusion as to source.  Even if ∆'s use is commercial speech and within the jurisdiction of the Lanham Act, there is a violation only if his use also creates a likelihood of confusion among customers. Moreover, the only important question is whether there is a likelihood of confusion between the parties' goods or services. Under Lanham Act jurisprudence, it is irrelevant whether customers would be confused as to the origin of the websites, unless there is confusion as to the origin of the respective products
b. The Lanham Act is a strict liability statute. If consumers are confused by an infringing mark, the offender's motives are largely irrelevant.

c. Safe Distance Rule: The due protection of trade-mark and similar rights requires that a competitive business, once convicted of unfair competition in a given particular, should thereafter be required to keep a safe distance away from the margin line-even if that requirement involves a handicap as compared with those who have not disqualified themselves. 

i. Created to prevent known infringers from using trademarks whose use by non-infringers would not necessarily be actionable.  

d. ∆ can prove that he has rights or legit interest in the domain name by showing any of the following:

i. demonstrable preparations to use the domain name in connection with a bona fide offering of goods/services prior to the dispute, or 

ii. an indication that the registrant has been commonly known by the domain name even if it has acquired no trademark rights, or 

e. legit non-commercial or fair use of the domain name without intent to divert consumers or to tarnish the mark.  

f. Π can show that ∆ got the domain name in bad faith if Π shows that

i. ∆ got the domain name just to exploit Π, 
ii. ∆ wants to keep Π from using it’s mark in its domain name, 
iii. ∆ wants to disrupt Π’s business, or 
iv. ∆ is trying to create a likelihood of confusion to lure consumers away from Π’s site.  
g. UDRP: Uniform Domain Name Dispute Resolution Policy

i. Registration agreements include the UDRP

ii. Governs disputes between registrant and 3rd parties over the registration and use of a domain name

iii. Governs only those allegations by 3rd party trademark holders asserting that a registrant has engaged in cybersquatting
iv. Under UDRP, a registrant is required to submit to a mandatory administrative proceeding in the event that a third party asserts that:

1. the registrant’s domain name is identical or confusingly similar to a trademark or service mark in which the complainant has rights

2. the registrant has no rights or legitimate interests in the domain name, AND

3. the registrant’s domain name has been registered and is being used in bad faith

v. Under the UDRP, a disappointed respondent has 10 business days from the day of the WIPO’s decision to file a court action

h. WIPO: World Intellectual Property Organization

i. Reverse domain name hijacking: trademark owners abusively assert their trademark rights to strip domain names from rightful owners

j. §1114(2)(D)(v) Remedies; Innocent Infringment: a domain name registrant whose domain name has been suspended, disabled, or transferred may, upon notice to the mark owner, file a civil action to establish that the registration or use of the domain name by such registrant is not unlawful under this chapter.  The court may grant injunctive relief to the domain name registrant, including reactivation of the domain name or transfer of the domain name to the domain name registrant.

k. Sallen v. Corinthians Licencing, 2001:  Π says that he has the rights to corenthians.com because they own the Brazilian soccer team, Corinthiao.  Can a domain name registrant who lost in WIPO proceeding bring an action in federal court using §1114 to override the WIPO’s results?  Yes.  A domain registrant has the chance to “appeal” decisions of the WIPO to federal court so as to be deemed “innocent”.  Why?  Because they have standing under the Lanham Act.  Also the UDRP is based off of US law because the trademark registration involved is under US law.
C. Other Trademark Problems on the Net

a. Initial Interest Confusion: results when a user conducts a search using a trademark term and the results of the search include web sites not sponsored by the holder of the trademark search include web sites not sponsored by the holder of the trademark search term, but rather of competitors.  The user may be diverted to an un-sponsored site and only realize that she has been diverted upon arriving at the competitor’s site.  Once there, even though the suer knows he is not in the site initially sought, he may stay.  In that way, the competitor has captured the trademark holder’s potential visitors or customers.

i. The relatedness of products is important to the analysis

b. Playboy Enterprises v. Netscape, 1999:  Whenever computer users type in words such as “playboy” and “playmate,” ∆’s search engine brings up banner ads for porn sites.  Π says this is not cool because consumers are likely to think that the banner ads are related to Playboy.  Π fails to show that confusion is likely to result from ∆’s use as a trademark Π’s marks.  Playboy and playmate have become part of the English language, and the holder of a trademark may not remove a word from our language merely by acquiring trademark rights in it.
D. Interfering with Internet Communications

a. AOL v. LCGM, 1998: ∆ is sending spam to Π’s users.  The unauthorized sending of bulk e-mails has been held to constitute a violation of the Lanham Act (§1125(c)(1)).  The transmission of unsolicited bulk e-mails  is also a trespass to chattels because it is using up disk space and draining the processing power of Π’s computer equipment.
b. §1125(a)(1) Civil Cause of Action for False Designation Violation: a person who (1) uses a designation, (2) in interstate commerce, (3) in connection with goods and services, (4) which designation is likely to cause confusion, mistake, or deception as to origin, sponsorship, or approval of ∆’s goods or services, and (5) Π has been or is likely to be damaged by these acts.

Chapter 9: Competitor Remedies for False Advertising and Disparagement
A. False Advertising (§43(a))
a. §1125(a)(1)(B) False Commercial Advertising:  

i. Elements:

1. a false statement of fact by a ∆ in a commercial advertisement about its own or another’s product

2. the statement actually deceived or has the tendency to deceive a substantial segment of its audience

3. the deception is material in that it is likely to influence the purchasing decision

4. the ∆ caused its false statement to enter interstate commerce AND

5. the Π has been or is likely to be injured as a result of the false statement, either by direct diversion of sales from itself to ∆ or by a lessening of the goodwill associated with its products

ii. A Π can succeed by proving either:

a. that an advertisement is false on its face (i.e. literally false)

b. Issue of Fact: what is the claim conveyed by the advertisement?  Is that claim false?

c. Consumer reaction is irrelevant for this one

d. Necessary Implication: a claim is conveyed by necessary implication when, considering the ad in its entirety, the audience would recognize the claim as readily as if it had been explicitly stated.

i. This can also be used to find that an ad is literally false

ii. The greater the degree to which a message relies upon the view or consumer to integrate its components and draw the apparent conclusions, the less likely it is that a finding of literal falsity will be supported.

iii. Commercial claims that are implicit, attenuated, or merely suggestive usually cannot fairly be characterized as literally false.

OR

2. that the advertisement is literally true or ambiguous by likely to mislead and confuse consumers

a. To satisfy this burden, the Π must show how consumers have actually reacted to the challenged advertisement rather than merely demonstrating how they could have reacted

b. Usually proven via consumer survey data

b. Despite statutory language conferring a right of action on any party who believes that he is or is likely to be damaged, the courts have held that a mere subjective belief of harm is insufficient.

c. What must a Π do?

i. Identify some aspect of the challenged advertisement that is false

1. Not every falsehood is actionable under this section

2. Intentional falsehood need not be proven

ii. The misrepresentation in question was material, i.e. one which could have influenced the purchasing decision of a consumer

1. Where the falsehood is literal/explicit (i.e. “false on it’s face”), materiality is presumed.  

2. Where the falsehood is implied, plaintiff must prove materiality.

iii. The advertisement has a tendency to deceive.  A specific number of consumers that have actually been deceived does not have to be shown.
d. Injunctive Relief for §43(a)—False Advertising Π
i. A Π seeking an injunction must demonstrate objectively that it is likely to be injured because of the false advertising engaged in by the ∆.  
ii. Specifically, a §43(a) Π must show that it is likely to lose sales as a result of the ∆’s behavior before an injunction will issue.  
iii. The standard is not proof of certain harm; proof that harm is likely or probable will suffice.  
iv. Where the Π and ∆ compete directly, many courts will find the necessary likelihood of lost sales from that fact alone.

e. Johnson & Johnson v. Carter-Wallace, 1980:  Π, a seller of baby oil, alleged in a suit under §43(a) that the manufacturers of Nair depilatory falsely represented in television ads that a new version of Nair with baby oil could moisturize and soften skin, when, in fact, it could not.  The TC required that Π demonstrate a logical causal connection between the alleged false advertising and its own sales position before an injunction would issue.  The AC found this burden satisfied by Π’s showing that the two firms were competitors in the hair removal market, that it had experienced an actual decline in sales and that, according to consumer surveys, users of Nair believed that they could dispense with baby oil if they used the ∆’s new and improved product.
f. Monetary Damages for §43(a)-false advertising Π
i. Π must claim that it has suffered actual damages as a result of false advertising

ii. A Π will only be permitted to recover damages for such items if it can offer direct proof linking Π’s economic harm to the ∆’s false advertisements

iii. If the Π wants to go even further and recover the profits earned by the false advertiser rather than its own losses, there must be evidence that the advertiser acted willfully or in bad faith in promulgating the ad.

B. Disparagement: a falsehood that tends to denigrate the goods or services being sold by another party

a. Elements of the common law cause of action:

i. ∆ made offending statements about Π’s products

ii. the statements are false

iii. and they resulted in special damages

1. Special damages requirement means that the Π must be able to prove specific pecuniary losses flowing from the ∆’s conduct, usually in the form of documented lost sales

	
	Disparagement
	Defamation

	What the statement attacks
	Directed at the goods or services (not at the seller)
	Character and injures the reputation of the seller of the merchandise

	Damages
	Special damages
	Presumed damages

	1st Amendment
	NY Times Malice does not apply if direct commercial competitors
	NY Times malice applies if Π is public figure


b. First Amendment Limits
i. Where the ∆ engaging the alleged disparagement is a direct commercial competitor of the Π, the actual malice requirement probably does not apply

ii. NY Times Actual Malice: ∆ published the allegedly false statement either knowing that it was false, or with a reckless disregard for whether it was true or false

iii. Since the subject matter of most alleged disparagements arise in competitor situations, they are classified as commercial speech, therefore are entitled to less constitutional protection than statements about political issues or public figures

iv. There is no 1st Amendment obstacle to the issuance of an injunction forbidding the ∆ from continuing its disparaging activities

c. US Healthcare v. Blue Cross, 1990: Π runs an HMO in the Philly area.  In an effort to attract customers away from the HMO, ∆ ran a series of advertisements suggesting that HMOs provide an inadequate quality and level of care.  Π sued ∆ on a variety of theories, including common law defamation and common law disparagement.  The 3rd circuit held that NY Times actual malice was inapplicable because the speech at issue here was chill resistant.  Therefore, Π would not have to prove that ∆ made the statements either deliberately or recklessly in order to prevail on the disparagement claim.
d. In order for representations to constitute commercial advertising or promotion, they must be: (1) commercial speech (2) by a ∆ who is in commercial competition with the Π (3) for the purpose of influencing consumers to buy ∆’s goods or services.  (4) The representations must be disseminated sufficiently to the relevant purchasing public to constitute advertising or promotion within that industry.

e. Disparagement under the Lanham Act

i. The statute provides a remedy against anyone who misrepresents the nature, characteristics, qualities, or geographic origin of his or her or another person’s goods, services, or commercial activities.

ii. So… the Lanham Act can now be used both as a false advertisement and as a disparagement remedy.

iii. This section only applies where a statement is made in commercial advertising or promotion

f. State Statutory Remedies: many states statutes encompass claims of disparagement.

i. Texas does

ii. TEXAS:  Elements of business disparagement:

iii. Publication of disparaging words by the ∆

iv. Falsity

1. This element can be negated by a ∆ that shoes substantial truth of a publication.

2. Test for substantial truth: whether the publication was more damaging to the Π’s reputation, in the mind of the average reader, than a truthful statement would have been.

v. Malice

1. Actual malice: knowledge that the statement was false or with reckless disregard of whether it was false or not

2. Proof of actual malice requires sufficient evidence to permit the conclusion that, at the time of the publication, the ∆ either knew the statement was false or entertained serious doubts as to the truth of the publication.

vi. Lack of Privilege

1. 2 privileges:

a. Absolute: based on personal position or status of the actor.

b. Conditional: arises out of the occasion upon which the allegedly false statement is published.

i. Circumstances that may give rise to a conditional privilege include those that induce:

1. a belief that publication protects the publisher’s interest

2. a belief that publication protects the interest of certain recipients or third persons

3. a belief that a person sharing a common interest in the published information is entitled to know that information

4. a belief that the publication protects a family member of the publisher or of certain recipients or third persons

5. a belief that an important public interest requires publication

vii. Special Damages in the form of a pecuniary loss (which is a loss of money)
1. Π must establish pecuniary loss that has been realized or liquidated as in the case of specific lost sales and that the allegedly disparaging communication played a substantial part in inducing others not to deal with the Π with the result that special damage, in the form of the loss of trade or other dealings, is established.

g. Granada Biosciences v. Forbes, 2001:  Corporations (Π) brought business disparagement claims against Forbes (∆), a magazine.  All the elements of disparagement have been met, except there is an issue as to what “malice” means.  The court concluded that when the Π in a business disparagement action is a public figure, that Π must prove actual malice.  Under Texas law, it is not necessary that the Π be named if those who knew and were acquainted with the Π understand from reading the publication that it referred to Π.  The court said that Π’s have presented sufficient proof to raise a material issue of fact with respect to the elements of disparagement.
Chapter 8:  Appropriation of Intangible Values

A. The Misappropriation Doctrine

a. Elements:
i. Π created an intangible asset through the expenditure of effort and with the expectation of profit

ii. ∆ took that asset at comparatively little effort and made the commercial use of it, usually by reproducing it and selling it to the public AND

1. Inquiry: did the ∆ exert creative effort to further develop or modify the intangible or merely took it as it is

iii. that the taking by the ∆ economically harmed the creator either by depriving it of a profit or otherwise

b. Texas’ elements

i. The creation of Π’s product through extensive time, labor, skill, and money

ii. The ∆’s use of that product in competition with the Π, thereby gaining a special advantage in that competition because ∆ is burdened with little or none of the expense incurred by the Π AND

iii. Commercial damage to the Π.

c. Court variations

i. Some courts hold that the Π and the ∆ need not be competitors

ii. Some courts hold that they must be competitors

iii. Some courts hold that the key issue is if ∆’s activities are likely to destroy the incentives for Π and others in its position to engage in the relevant productive or creative activities

d. INS v. AP, 1918:  The AP (Π) was a wire service whose reporters gathered news and prepared stories that were printed in member newspapers.  INS (∆), a competing news service, regularly sent its employees to read these stories and then rewrite the information in their own words.  ∆ then transmitted theses stories to INS member papers throughout the US.  Often INS papers published important news stories before their competitors who subscribed to AP because of these practices, even though AP had expended the money and effort to get the story.  AP was unable to allege copyright infringement since INS was careful not to use any of the actual expressions contained in the AP stories.  Instead, they brought suit under the common law for piracy of hot news.  The SCt held that the behavior was actionable… and misappropriation was created.  Because this case was decided under federal common law, which became extinct after Erie Railroad, its only value is persuasive in that it convinces state courts to recognize misappropriation as a form of unfair competition. 
e. Reverse Passing Off: taking someone else’s product and putting it under your name

f. Prior to INS, the typical form of unfair competition condemned by the courts was “passing off,” i.e. the sale of one’s own product so as to deceive the public into thinking that it was manufactured by someone else.  INS reversed this pattern, because in that case ∆ took a product created by its rival and sold it under its own name.

g. US Golf v. St. Andrews Systems, 1984:  Π brought this suit to keep ∆ from using its formula for calculating golf handicaps in its software.  The court said that the formula is functional and cannot be enjoined because in using the formula, ∆ is not in direct competition with Π and therefore will not interfere with the economic incentives of Π to maintain and update its formula.
h. Indirect competition: use of information in competition with the creator outside of its primary market

i. Falls outside the scope of the misappropriation doctrine, since the public interest in free access outweighs the public interest in providing an additional incentive to the creator or gatherer of information.

i. US Sporting Products v. Johnny Stewart Game, 1993:  Johnny Stewart (Π) makes recordings of bird sounds and alleges that ∆ copies them and markets them in competition with Π.  Misappropriation, the appropriation and use by the ∆, in competition with the Π, of a unique pecuniary interest created by the Π through the expenditure of labor, skill, and money, is recognized in Texas.
j. Remedies under Texas law:

i. Injunction

ii. Compensatory Damages

iii. Exemplary Damages

1. To award these, the jury must find actual malice or implied malice

2. Actual malice: ill will , spite, evil motive, etc

3. Implied malice: wrongful conduct is intentional and without just cause or excuse

a. Proper standard

4. Malice may be implied from a knowing conversion of another’s property without justification.

k. Preemption Doctrine: a state doctrine, whether statutory or common law, must give way to inconsistent federal law under the Supremacy Clause.  
i. State law vs. Federal law:  If the states provide a broader scope of protection than the federal statute, there is a question of whether Congress intended to leave certain intangibles unprotected, and thus freely copiable.  If so, the state law—whether embodied in a statute or in cases—is preempted and must give way under the Supremacy Clause.

ii. 17 U.S.C. §301 Preemption: a state doctrine is preempted if it grants rights equivalent to one of the five exclusive rights provided by the copyright statute to intangible assets that are within the statutorily defined subject matter of copyright.  If the intangible protected by the state is not within the subject matter of copyright OR if the rights conferred are different than those itemized by that statute, the state law is not pre-empted and may co-exist with the copyright statute.
1. The state rights preserved by Congress are those which involve

a. Subject matter that is not copyrightable

b. Causes of action arising from works created before 1/1/78

c. Rights that are not equivalent to any of the exclusive rights recognized by the federal statute

2. Principal Effect: abolishes common law copyright.  I.e.: if a work is of the type that could be protected by federal copyright, the only way for the creator to protect against copying or unauthorized performance or exhibition is to observe the requirements of the federal statute.

iii. States may protect any intangibles that are not within copyright.  So, the misappropriation doctrine is not preempted by state law.
iv. If a state remedy gives the creator of an intangible some right not itemized in the federal statute, it is not pre-empted.

v. “Hot-news Exception” INS claims are limited to cases where: (1) a Π generates or gathers information at a cost; (2) the information is time sensitive; (3) a ∆’s use of the information constitutes free riding on the Π’s efforts; (4) the ∆ is in direct competition with a product or service offered by the Π’s; and (5) the ability of other parties to free-ride on the efforts of the Π or others would so reduce the incentive to produce the product or service that its existence or quality would be substantially threatened.  
1. Elements 2, 3, and 4 are the elements that allow a hotnews claim to survive preemption, because they are in addition to the elements of copyright infringement.  A hot-news INS claim survives preemption because it fails the general scope requirement.  
vi. Partial Preemption Doctrine: preemption of claims based on misappropriation of broadcasts but no preemption of claims based on misappropriation of underlying facts

B. Trade Secrets (TS) and Similar Confidential Information

a. Trade secret: any confidential information that is valuable to a firm because it provides that firm with a competitive advantage.
i. Uniform Trade Secrets Act definition

1. It’s information that derives independent economic value, actual or potential, form not being generally known to, and not being readily ascertainable by proper means by, other persons who can obtain economic value from its disclosure or use, and is the subject of efforts that are reasonable under the circumstances to maintain its secrecy.

2. includes a formula, pattern, compilation, program, device, method, technique or process

ii. R of UC §39 Trade Secret Defined: a trade secret is any information that can be used in the operation of a business or other enterprise and that is sufficiently valuable and secret to afford an actual or potential economic advantage over others. 

1. I.e. (1) something that is secret.  There is a tidbit of novelty involved or else it won’t be regarded as secret to you.  (2) be in concrete form… not drinkable, wearable… it must be useable: something that is then adaptable to the purpose for what it is intended.  I.e. no more research or development is needed.  (3) used to obtain a competitive advantage.
iii. Most states have adopted the Uniform Trade Secrets Act definition, though.

b. Although the subject matter of a trade secret need not be inventive in the patent law sense, some novelty will be required if merely because that which does not possess novelty is usually known; secrecy, in the context of trade secrets, thus implies at least minimal novelty.  
c. Because a trade secret must be commercially useful information that confers a competitive advantage, there is a requirement that the material involved have some utility before it will be protected as a trade secret.
d. What does trade secret law do?

i. Protects against disclosure or unauthorized use.  These are not the same thing.

ii. If trade secret was disclosed in confidence, then trade secret law protects it.

iii. If trade secret was obtained by improper means, then trade secret protects it.

iv. If obtained by proper means, not protected by trade secret law.

v. Makes the business world a more moral place to operate.

e. Subject Matter of Trade Secrets

i. Among the types of material held entitled to trade secret protection are formulas for preparation of food, drugs, etc; manufacturing processes, methods, and techniques; machines and the patterns and plans to build them; lists of customers or sources of supply; advertising and marketing plans; and knowledge of facts about real estate.
ii. Whether information is a trade secret is a question of fact.

iii. If material is considered to be a trade secret, it has many aspects of personal property, the most important of which is that the owner can license others to use the secret.

iv. Religious Technology v. Wollersheim, 1986: Information that a party prefers to keep secret, but which does not confer a competitive advantage, will not be treated as a trade secret.  So confidential scriptural materials of the Church of Scientology do not qualify as trade secrets.
v. Leo Silfen v. Cream, 1972:  Where the customers are readily ascertainable outside the employer’s business as prospective users or consumers of the employer’s services or products, trade secret protection will not attach.  Conversely, where the customers are not known in the trade or are discoverable only by extraordinary efforts courts have not hesitated to protect customer lists and files as trade secrets.
vi. R of Agency §396 Using Confidential Information After Termination Of Agency: an agent is normally privileged to use, in competition with his former principal, customer names retained in memory.  Rationale: any other rule would disserve the free market goal of maximizing available resources to foster competition.

f. Secrecy and Methods of Protecting Secrets

i. Rockwell Graphic Systems v. Dev Industries, 1991: Most jurisdictions demand only that the amount of secrecy be reasonable under the circumstances.  What is a reasonable precaution depends on a balancing of costs and benefits that will vary from case to case.
ii. Absolute secrecy is not required, and it is not a breach of secrecy to permit employees to have access to the trade secret if that is necessary to enable them to do their jobs.  

iii. The typical precautions required to satisfy the secrecy requirement are restrictions on visitors to the area of the factor where the secret is being practiced, and a limitation of disclosure to those with a need to know.  Confidential stamps on documents embodying the secret are also important precautions.  

iv. Of course, if the information is available in published materials, is widely known in the industry, or is described in an issued patent, there is no secrecy, and hence no trade secret protection.

v. R of UC §39, comment f Requirement of Secrecy for a Trade Secret: to qualify as a trade secret, the information must be secret. The secrecy need not be absolute.  Only secrecy sufficient to confer an actual or potential economic advantage on one who possesses the information is required.  The secrecy requirement is satisfied if it would be difficult or costly for others who could exploit the information to acquire it without resorting to wrongful conduct.
vi. Litigation Risk to Secrecy:  if the trade secret owner sues a former employee for making off with the secret, the ∆ will usually request the Π to specify the precise information claimed to be secret.  Π can seek confidentiality orders, but errors happen.  

vii. What about when information must be filed with a government agency to receive permits or simply comply with regulatory statutes?  Does that destroy secrecy?

1. View 1: Yes

a. Datascope v. Exchange Data, Texas 1988: filing customer list with court destroyed trade secret, because once the records are filed with the court, they thereby become public records, and anyone could discover which customers do business with a particular medical records service.

2. View 2:  No

viii. A firm possessing trade secrets will be protected, at common law, against misappropriation of those secrets by others.  One frequent type of misappropriation occurs when a party who initially learned about the secret legitimately through voluntary disclosure by the owner, thereafter either uses the secret for his or her own commercial advantage or discloses it to others.  In such cases courts will grant relief if the defendant acted in violation of a duty of trust and confidence, because where such a duty exists, there is both an obligation to keep the secret and an obligation to refrain from using it.

ix. Firms must often reveal their trade secrets to third parties, either to make use of the secret in their business, or to serve some other legit commercial purpose.  To protect itself in such circumstances, a firm owning trade secrets can enter into a contract with those third parties explicitly imposing a duty on them to keep the secret confidential.  Such agreements are judicially enforceable and will prevent the third party from using the secret for its own commercial advantage.
x. Many companies use such provisions in contracts with employees who have access to trade secrets, especially those involved in R&D.  They are also used in contracts for the sale of a business, so that if the sale falls through, the owner of the business has protection against attempts by the prospective buyer to use the secrets.  Because the owner of a trade secret can grant a license to other parties to practice the secret for a limited period of time, trade secret licensing agreements also may contain these provisions, to protect the owner of the secret from the licensee’s attempts to continue using it after the license has expired.

xi. Milwakee Linen Supply v. Ring, 1933: To secure even broader protection against the use of trade secrets by a departing employee, the employer may include a covenant not to compete in an employment contract.  Such a provision forbids the employee from engaging in any competition with the former employer in a specified area for a specified period of time.  Similar covenants are often included in contracts for the sale of business.  Such covenants are only permissible if they are reasonable in terms of both their scope and duration.  An over-broad covenant of this type will be held void as against public policy and might even violate the antitrust laws.  In determining if the covenant is over-broad the courts are particularly influenced by the situation of the employee in question.
xii. Confidentiality Agreements/Post-termination Covenants not to Compete: to be upheld, they must be narrow in geographic scope and duration and closely related to protecting legit interests of the employer

xiii. R of Contracts §188 Ancillary Restraints On Competition: A promise to refrain from competition that imposes a restraint that is ancillary to an otherwise valid transaction is unreasonably in restraint of trade if (a) the restraint is greater than is needed to protect the promisee’s legitimate interest, or (b) the promisee’s need is outweighed by the hardship to the promisor and the likely injury to the public”
xiv. A comprehensive program for trade secret protection can include things such as: pre-employment interviews, employment contracts, security arrangements and clearance procedures, termination interviews and notification of new employer

xv. Even where no specific contractual provisions exist, if a trade secret is disclosed under circumstances fairly suggesting that the parties contemplated the maintenance of secrecy, courts will imply a duty of confidentiality to protect the secret.  Many courts have found such an implied duty of confidentiality in the employer-employee relationship.  If the employee changes jobs and thereafter discloses the secret to a new employer or uses it in a new business, the original employer will be entitled to relief.  Other relationships in which a confidential relationship has been implied include those between partners and those between parties negotiating over the sale of a business.
g. Improper Means of Learning Another’s Secret

i. Improper Means: any means that are independently illegal or tortuous, or any means that are effective in overcoming reasonable precautions for secrecy other than reverse engineering
ii. If a party learns the content of a trade secret through illegal activities, those means are clearly improper and provide the trade secret owner with a basis for relief in a civil suit for trade secret theft.  Outright theft of documents containing the secret information, bribery, fraud, or electronic surveillance are all improper.  

iii. Even if the method of learning another party’s trade secret is not technically illegal, it will also be labeled improper if it is a calculated attempt to overcome reasonable efforts to maintain secrecy.  Policy: to avoid a result the requires trade secret owners to undertake extravagant expense to preserve secrets.  So, if the precautions are reasonable, any industrial espionage that circumvents those precautions will be deemed improper.

iv. EI Dupont v. Christopher, Texas 1970: A chemical company was constructing a new plant to manufacture methanol.  The chemical was to be produced through the use of a new process, which was a trade secret.  The process could be determined by inspecting the installations within the plant.  ∆ flew over the construction site in a small plane and took photographs of the plan while construction was still in progress.  The court held that it would be unfair to require the chemical company to keep the construction site covered while construction was still in progress, and that the aerial photography here constituted an improper means of learning the secret.
v. R of UC §43 Improper Acquisition of Trade Secrets: it is clear that if a ∆ violates the criminal law to obtain access to a trade secret, that will constitute an “improper means” of learning the secret, thus subjecting the ∆ to civil liability for trade secret theft.
vi. Reverse Engineering: the process of determining how a product is manufactured by disassembling it an analyzing its parts or otherwise conducting experiments on it.  It is not an improper way to deduce another firm’s trade secrets and thus may be engaged in without risk of liability.

vii. Many firms manufacture products pursuant to plans or with the technologies that are trade secrets and then sell them to the public at large.  Risk of discovery by reverse engineering is a risk that a firm takes when it chooses to rely on trade secret protection for a valuable commercial asset.
viii. Competitive intelligence: the process of enhancing marketplace competitiveness through a greater understanding of a firm’s competitors and the competitive environment

ix. R of T §757 Liability For Disclosure Or Use Of Another's Trade Secret: One who discloses or uses another’s trade secret, without a privilege to do so, is liable to the other if (a) he discovers the secret by improper means, (b) his disclosure or use constitutes a breach of confidence reposed by in him by the other in disclosing the secret to him, or (c) he learned the secret from a 3rd party with notice of the facts that it was a secret and that the 3rd person discovered by improper means.

x. R of UC §40(b)(1) Appropriation of Trade Secrets: one is liable for appropriation of a trade secret if he uses or discloses it knowing that he acquired it under circumstances creating a duty.  The implied duty of confidence arises if the trade secret was disclosed to the person under circumstances in which the relationship between the parties justify the conclusion that (1) the person knew or had reason to know that the disclosure was intended to be in confidence, and (2) the other party to the disclosure was reasonable in inferring that the person consented to an obligation of confidentiality.
xi. Innocent Use of Stolen Secrets: a third party will not incur any liability for using the secret so long as it did not know—and did not have any reason to suspect—that the secret was obtained improperly.  Once it learns that the secret is stolen, however, the third party must then cease using it unless that party has materially changed its position.

h. Remedies

i. Damages
1. Π’s in trade secret litigation may recover both compensatory and punitive damages, but will usually have to demonstrate that the ∆ acted in bad faith.

2. R of UC §45 Monetary Relief for Trade Secrets: a Π is entitled to recover either its own pecuniary loss, or the ∆’s pecuniary gain, whichever is greater

3. Uniform Trade Secrets Act §3: damages can include actual loss and any unjust enrichment not already included in the actual loss.  Punitive damages are okay if the misappropriation was willful and malicious, but may not exceed twice the compensatory damages.

ii. Injunctions

1. Subject Matter Still Secret
a. Where the subject matter of the trade secret is still secret at the time of trial, the court will enjoin continued use of the secret by the ∆.  This keeps ∆ from making further disclosures of the secret to others, too.  

b. The injunction usually last as long as necessary for the ∆ either to reverse engineer or to independently develop the information in question.

c. The more novel or creative it is, the more likely a court will be to grant injunctive relief.

d. Pepsico v. Redmond, 1995:  ∆ worked for Pepsi and got a job offer from Quaker, maker of Gatorade.  Π wanted to enjoin ∆ from working at Quaker for fear that he may disclose trade secrets about strategy, operations, and distribution.  A court may enjoin the actual or threatened misappropriation of a trade secret, but the party seeking the injunction must prove (1) the existence of a trade secret and (2) misappropriation.  Misappropriation can be proven by demonstrating that ∆’s new employment will inevitably lead him to rely on plaintiff’s trade secrets.

e. Inevitable disclosure doctrine: ∆’s new employment will inevitably lead him to rely on the Π’s trade secrets

2. Subject Matter in Public Domain

a. Two views:

i. Perpetual Injunction: the ∆ alone is barred from using processes or devices that all competitors may use.  Rationale: penalizing the ∆ for its wrongdoing and of deterring future thefts of trade secrets.

ii. No Injunction: Π’s sole remedy is for damages or accounting of profits once the secret has ended.  Rationale: it is unacceptable to prevent a firm from using technology that is now in the public domain.

b. Kubik v. Hull, 1974:  ∆, a former employee of Π, took Π’s trade secrets by a breach of a confidential relationship and used the trade secrets to compete with Π.  What remedy is appropriate?  The court says where the trade secret is available to members of the public, relief should be damages, not an injunction.  Why?  Because an injunction would keep ∆ from doing what other competitors do lawfully could do: legally duplicate and improve upon a design.
3. R of UC §44 Injunctions for Trade Secrets: Injunctions should only continue until the ∆ could have acquired the information by proper means unless necessary to deprive the ∆ of a head start or other unjust advantage that is attributable to the appropriation.
4. Lawfinders Associates v. Legal Research Center, 1999:  Legal research company sued competitor alleging misappropriation of trade secrets and other things.  Π’s stuff is not a trade secret because it was in the public domain before ∆ used it.
5. Trade Secret Misappropriation in Texas:

a. Trade secret

b. Acquired through a breach of confidential relationship or discovered by improper means

c. Use of the trade secret without authorization from the Π
d. Damages

6. Trade secrets can exist in combination of characteristics and components each of which, by itself, is in the public domain, but unified process, design, and operation of which in unique combination affords competitive advantage.

iii. Criminal Remedies

1. There is no general federal criminal prohibition against trade secret theft.
2. 18 USC §2314 National Stolen Property Act: used by courts to criminalize making copies of documents containing trade secrets and taking them across state lines.

3. US v. Martin, 2000:  Martin and Camp had an e-mail pen pal thing going.  Martin was a scientist that was a competitor of the company that Camp worked for.  Martin asked Camp to send him information about her company.  A reasonable jury could find that Martin and Camp had a tacit agreement by which Camp would send Martin trade secret information and that Martin had intent to injure Camp’s company by using the information to become a more successful competitor.
4. Economic Espionage Act, 18 USC §183: criminalizes the knowing theft of trade secrets, as well as attempts or conspiracies to steal trade secrets
i. Preemption: courts have mostly ruled that trade secret protection may co-exist alongside the patent and copyright laws
What about all this area not already claimed??
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