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Strategic Considerations Prior To Sending IP Cease
and Desist Letters: Minimizing the Risk of Defending
Declaratory Judgment Actions

By Yuval H. Marcus and Lauren B. Sabol

l. Introduction

The cease and desist (C&D) letter is a common tool
used by many commercial lawyers, both in-house and
in private practice. Businesses are constantly seeking to
acquire or protect their positions in the marketplace, and
the C&D letter is the first and best line of attack. This is
particularly true when confronted with the infringement
of company trademarks, patents, or copyrights. Some-
times a simple, cost-effective C&D letter is enough to win
the day. But C&D letters also can have value even if the
recipient’s conduct continues unabated. Should the spec-
ter of litigation ever arise, the C&D letter will be Exhibit
A for most damage cases involving evaluation of willful-
ness or recklessness and will support a strong rebuttal
to any potential defense based on lack of knowledge or
intent. Despite the utility and ubiquity of C&D letters,
though, too many lawyers fire them off without tactical
consideration as to what happens next if the recipient
does not comply with the letter’s demands.

Once sent, a C&D letter cannot be recalled, and its
impact can sometimes result in collateral damage. For
example, if the letter is posted online by the recipient,
it may create a public relations backlash in which the
company is portrayed as an unreasonable bully. Perhaps
the worst unwanted outcome is where the recipient files
a declaratory judgment (DJ) action in an unfavorable fo-
rum. Accordingly, companies should give careful consid-
eration to the risks before sending a C&D letter.

Il. Legal Background

There are four primary legal considerations bearing
on an analysis of whether sending a C&D letter creates
a meaningful risk of having to defend a D] lawsuit in a
foreign jurisdiction: (1) Does the letter create an “actual
controversy” sufficient to give rise to D] jurisdiction?; (2)
Under the “first to file” rule, will the DJ lawsuit be con-
sidered anticipatory?; (3) Is the company that sent the let-
ter subject to personal jurisdiction in the foreign forum?;
and (4) Is venue proper?

lll. Declaratory Judgment Jurisdiction

Every judge’s first consideration for any dispute is
whether he or she has the legal right to resolve it, and
C&D letters often take center stage when the claimed ba-
sis for that jurisdiction is the Declaratory Judgment Act.
The Act empowers federal courts to “declare the rights
and other legal relations of any interested party seeking
such declaration” in cases where there is an “actual con-

troversy.”? Prior to the U.S. Supreme Court’s decision in
MedImmune Inc. v. Genentech Inc.,* courts generally found
DJ jurisdiction when a C&D letter created a “reasonable
apprehension” by the recipient of being sued. Under the
“reasonable apprehension” standard, one possible way
to avoid triggering DJ jurisdiction was to send a “soft”
C&D letter that did not threaten filing a lawsuit if the al-
leged infringer failed to comply. In MedImmune, however,
the Court created a more lenient standard: “whether

the facts alleged, under all the circumstances, show that
there is a substantial controversy, between the parties
having adverse legal interests, of sufficient immediacy
and reality to warrant the issuance of a declaratory judg-
ment.”* Although MedImmune was a patent case, the re-
laxed standard also applied to trademark and copyright
infringement.

Following MedImmune, courts more often than not
find that C&D letters create DJ jurisdiction. For example,
in Gelmart Indus. Inc. v. Eveready Battery Co.,> DJ jurisdic-
tion was created by sending two C&D letters that as-
serted: (1) ownership of a federally registered trademark;
(2) that the marks were virtually identical; (3) that the
parties sold “closely related goods” that were “directed to
the same category of consumers”; and (4) a likelihood of
confusion. In addition, the letters requested abandonment
of the infringing mark and the pending trademark appli-
cation as well as agreement to not use or register the mark
in the future.®* An opposition was filed with the United
States Patent and Trademark Office (USPTO) after the
filing of the DJ action which asserted that the proposed
mark was confusingly similar to the opposer’s mark and
was within the natural zone of expansion and that con-
sumer confusion would result.” Thus, even though the
C&D letter did not employ the words “infringement” or
“dilution,” the sender “in sum and substance” asserted
that the proposed mark was infringing and dilutive.®

Similarly, in Sasson v. Hachette Filipacchi Presse,® D]
jurisdiction was found based on a C&D letter contend-
ing that the ELLE SASSON mark could cause consumer
confusion and dilute the ELLE mark. The sender further
requested (1) withdrawal or amendment of trademark
application for ELLE SASSON; (2) cessation of use of
the ELLE SASSON mark; (3) written undertaking to use
the mark only without a space between the two words;
and (4) destruction of any advertising materials with the
ELLE SASSON mark.!? The sender reserved the right “to
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take appropriate measures including, where necessary,
instituting legal proceedings and or opposition proceed-
ings.”* During settlement negotiations, an opposition
was filed with the TTAB.*? The sender also stated during
settlement negotiations that if the use of the mark contin-
ued “my client is going to fight you until the end.”*?

Post-MedImmune, district courts have been increas-
ingly confident in discerning a justiciable controversy
even when the C&D letters employ a passive-aggressive
tact conspicuous in the pains taken to avoid threatening
litigation. In Kickstarter, Inc. v. ArtistShare, Inc.,** for ex-
ample, DJ jurisdiction was found where a non-attorney
sent solicitations to a registered agent, stating that “upon
review of Kickstarter’s current website, we believe you
may be interested in securing licensing rights to Art-
ist Share’s software platform, which includes rights to
[a pending patent application], a copy of which is at-
tached.”!> After the application issued as the ‘887 pat-
ent, another letter was sent to Kickstarter’s registered
agents stating that the sender would “be contacting you
in the immediate future to discuss ArtistShare’s patent
and software licensing terms for Kickstarter.”*® Another
similar letter was sent with a request to discuss licensing
opportunities. When asked whether the patentee thought
Kickstarter was infringing, the writer said he thought his
patent was “relevant to [Kickstarter’s] future business
plans” and that he would leave the patent infringement
claims “up to the attorneys,” and he suggested collabo-
rating “before we get distracted by getting pulled into
an analysis about patent infringement.”” The parties
disputed whether in subsequent meetings the patentee
alleged infringement of the ‘887 patent. After settlement
negotiations broke down, the patentee said that if an
agreement were not reached by October 11, 2011, “the
other plan or action would be executed,” and Kickstart-
er’s situation “would get much worse.”*8

Similarly, in Classic Liquor Importers, Ltd. v. Spirits
International B.V.,*° the court found that the recipient of
a C&D letter that had not yet even launched its product
(CDI) was “reasonably apprehensive” that it would face
an infringement suit following receipt of the letter.?° The
court rejected the argument that jurisdiction did not ex-
ist because the C&D letter did not threaten suit. Perhaps
most instructive about this case was that the sender of
the C&D letter (SPI) sent a second C&D letter after being
sued stating that it had no present intention to sue but
reserving its rights to pursue litigation after CDI'’s prod-
uct launch and an assessment of the use and sales in the
marketplace could be made. The court found that what it
characterized as a “litigation-induced disclaimer” did not
dispel the underlying controversy between two clearly
competing marketplace interests, concluding that initial
C&D letter was enough to create a case or controversy
and that subsequent letters—one of which was sent only
after litigation was commenced—could not effectively
unring the bell.?! As the court put it, SPI could not take
the position, after causing CDI to seek judicial determina-

tion of its rights, that “it did not really mean what it said”
in its initial C&D letter.??

That is not to say that the recipient of a C&D let-
ters can simply race to its preferred courthouse and
claim “reasonable apprehension” of suit. For instance,
merely filing a trademark opposition or cancellation in
the USPTO is insufficient to create declaratory judgment
jurisdiction where such acts only involve objections to
registration and not to the right to use the mark.?* Indeed,
the cases where no DJ jurisdiction is found generally have
unusual facts or relate to letters asserting that a party is
going to seek relief in the TTAB as opposed to in court.?*

In sum, given the liberal MedImmune standard, with
limited exceptions, most C&D letters are likely to create a
justiciable controversy. However, as set forth below, there
are other considerations that may prevent the C&D letter
recipient from successfully subjecting the IP owner to a DJ
action.

IV. The Race to the Courthouse: Anticipatory
Lawsuits

Even if a C&D letter satisfies the “actual controversy”
requirement under MedImmune, a D] action may never-
theless be dismissed on the basis that it was filed as an
anticipatory lawsuit. Courts generally follow the “first to
file” rule, which holds that where two lawsuits are filed in
different jurisdictions by the respective parties, the court
will dismiss the lawsuit filed second and proceed with the
lawsuit filed first. There is a major exception to this rule,
however, when the first-filed lawsuit is found to be an-
ticipatory. A DJ lawsuit is deemed anticipatory when it is
filed “in response to a direct threat of litigation that gives
specific warnings as to deadlines and subsequent legal
action.”% In Havas Worldwide New York, Inc. v. Lionsgate
Ent’mt Inc.,?® the court noted that “when a notice letter
informs a defendant of the intention to file suit, a filing
date, and/or a specific forum for the filing of the suit, the
courts have found, in the exercise of discretion, in favor of
the second-filed action.”?” Even though the C&D letter in
Havas did not specify the specific date when a suit would
be brought, the court found that identifying the specific
court where the action would be brought and communi-
cating a clear intention to file suit was sufficient to render
the first-filed action anticipatory.

Thus, one effective strategy to mitigate the risk of
having to defend a DJ action in a foreign jurisdiction is to
commit to the possibility of litigation pre-C&D letter and
include in the C&D letter a clear intention to file a lawsuit
in a specific court on a specific date if the infringement
does not stop. This “time and place” rule has been ap-
plied in trademark and copyright infringement cases.?® In
patent cases, however, the Federal Circuit has held that in
certain circumstances even if the letter sets a specific time
for a response, the ensuing lawsuit may not be anticipato-
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ry.? This is one reason that in patent cases patent owners
tend to file lawsuits rather than send C&D letters.

To benefit from the exception, the company sending
the C&D letter will want to file its own action in its cho-
sen forum shortly after the first-filed action. The company
then can seek dismissal or transfer of the first-filed ac-
tion. Alternatively, the company can request a temporary
restraining order in the forum of its second-filed action
(its “home state”) to enjoin the prosecution of the first-
filed action. This tactic was employed in Michael Miller
Fabrics, LLC v. Studio Imports, Ltd.?° In that case, a New
York-based company sent a C&D letter to a Florida-based
company in relation to a copyright dispute. After settle-
ment negotiations broke down, the New York-based com-
pany said “if we do not receive all of the information set
forth in our C&D letter by tomorrow, May 11, 2012, we
are prepared to proceed to litigation.”3! Two hours later,
the Florida-based company filed a declaratory judgment

course, even if the C&D letter recipient wins the race to
the courthouse and claims successfully that an actual, jus-
ticiable controversy exists, all is not lost. The sender of the
C&D letter still must be subject to personal jurisdiction in
the foreign jurisdiction, and venue must be proper.

V. Personal Jurisdiction

While many businesses with national footprints are
subject to personal jurisdiction in all 50 states, the same
cannot be said for regional companies. This can mitigate
somewhat the threat of facing suit in a hostile jurisdiction.
But the question C&D letter senders must ask themselves
remains: If I send this C&D letter into Forum X on behalf of
a company that otherwise has insufficient contacts with that
forum, can the letter be used to create personal jurisdiction over
the company? The ordinary rule is that such a letter is in-
sufficient to confer jurisdiction in the foreign forum. That
is, rights holders ordinarily may inform others of their

“Sending C&D letters alone is insufficient to establish personal
jurisdiction in many jurisdictions.”

action in Florida. Two business days thereafter, the New
York-based company filed a complaint in the Southern
District of New York.3? Along with its complaint, the
New York-based company requested an order to show
cause as to why the Florida-based company should not
be enjoined from further prosecuting the Florida action.

After receiving briefing and hearing oral argument,
the New York court granted the request to enjoin the
Florida-based company “from taking any steps to further
prosecute the declaratory judgment action filed . . . in the
Southern District of Florida.”** The New York court di-
rected the Florida-based company “to file a notice of vol-
untary dismissal in the Florida Action”3* based on a find-
ing that the Florida-based company’s filing was anticipa-
tory; the lack of progress in the case in the Florida case;
the short time period between the filing of the Florida
and New York actions; the New York-based company be-
ing the “natural plaintiff”; and a balance of convenience
factors.® But the reverse can occur when there is no rea-
son to depart from the first-to-file rule. That is, a declara-
tory judgment plaintiff can enjoin a second-filed action.3¢
If the company does not want to file a second action or no
exception to the first-to-file rule exists, then it must move
to transfer under 28 U.S.C. § 1404.

In short, prior to sending a C&D letter, a party must
determine whether it is prepared to litigate. If so, the risk
of an anticipatory lawsuit can be mitigated. If not, care
must be taken with the C&D letter so as to preclude en-
abling its recipient to race to the nearest courthouse. Of

rights without subjecting themselves to jurisdiction in the
foreign forum. However, under certain circumstances, a
less-skilled, more aggressive C&D letter drafter can trig-
ger personal jurisdiction in an inconvenient forum. For
example, if Vendor A sells allegedly infringing products
to Vendor B in Forum X, and Vendor B is copied on a
C&D letter to Vendor A, the C&D letter vendor may be
subject to personal jurisdiction to resolve any dispute
resulting from Vendor B ending its business relationship
with Vendor A. Similarly, in Bancroft & Masters, Inc. v.
Augusta Nat. Inc.3” a California plaintiff had registered the
domain name “masters.com.” The defendant, Augusta
National, sent a C&D letter to the plaintiff alleging trade-
mark infringement and dilution by the registrant, copying
the domain name registrar to trigger its dispute resolu-
tion procedures. The Ninth Circuit upheld the DJ suit in
California because Augusta’s letter to the registrar had
specifically targeted the domain name of the California
corporation.

As noted, sending a C&D letter alone is insufficient
to establish personal jurisdiction in many jurisdictions.*®
However, the Federal Circuit recently held that where a
foreign company patent owner sent C&D letters to a com-
pany in California, and then representatives of the patent
owner, including a managing director and counsel, trav-
eled to California to meet with the allegedly infringing
California company to discuss infringement allegations
and potential licensing, the foreign company was subject
to personal jurisdiction in California.®®
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Accordingly, a company must evaluate on a case-by-
case, forum-by-forum basis whether it would be subject
to personal jurisdiction on some other basis in any po-
tential declaratory judgment forum. Such considerations
may include sales into the forum, an interactive website,
or other conduct connected to the C&D letters in the fo-
rum state (such as contacting the infringer’s customers).

V1. Venue

Venue is another important factor to consider before
sending a C&D letter, particularly in the patent context.
The U.S. Supreme Court’s recent decision in TC Heartland
LLC v. Kraft Food Group Brands LLC,*® has changed the
analysis with respect to sending C&D letters to patent
infringers. Reversing over 20 years of Federal Circuit
precedent that allowed patent infringement suits to be
filed anywhere the court could exercise personal jurisdic-
tion over the defendant, it is now no longer the case that
venue is proper in a patent infringement case so long as
the infringing product is sold in the forum.

Historically, patent owners were reluctant to send
C&D letters to infringers in many cases because of fear
that the infringer might file a DJ action in the venue of its
choice seeking a finding of non-infringement and/or in-
validity. Indeed, during the last two decades, the Eastern
District of Texas became a popular forum for patent in-
fringement cases, with more cases being filed there than
in any other district in the country.

Now, patent disputes must be treated like other IP
disputes and can be brought only against a corporate
defendant that has committed acts of infringement in one
of two forums: (i) where the defendant is incorporated
or (ii) where the defendant has a regular and established
place of business. Following TC Heartland, the possibili-
ties for venue are more limited for those infringers that do
not have places of business around the country. Knowing
that patent-friendly jurisdictions like the Eastern District
of Texas will no longer be a consideration, DJ concerns
will be lessened, which may, in turn, lead patent own-
ers to include more specifics in their C&D letters (e.g.,
identification of specific infringements, allegations of
willfulness, etc.), since the patent owner’s forum options
will be known. Likewise, the infringer will not fear being
sued outside of the jurisdictions in which it already has
a local presence, which should make DJ filings less of a
consideration.

VII. Conclusion/Practice Tips

Given MedImmune’s liberal standard, it is more likely
than not that a C&D letter will create an actual contro-
versy that is a sufficient basis for the recipient to file an
action for declaratory judgment. As such, IP owners
should consider the following before sending, and when
drafting, C&D letters:

1. Since initiating opposition or cancellation proceed-
ings in the USPTO or threatening to do so is gener-

ally insufficient to establish DJ jurisdiction, evalu-
ate whether sending a demand letter that does not
challenge use or threaten to sue for infringement
will serve the company’s business objectives.

2. To curtail an anticipatory lawsuit, for trademark
and copyright matters C&D letters should state
clearly that the failure to comply will result in the
filing of a lawsuit in a specific court by a specific
date.

3. Inthe C&D letter, invite the recipient to discuss
settlement and then enter into an agreement that
neither party will file suit during the pendency of
settlement negotiations or prior to a certain date.

4. Conduct a litigation search to assess whether the
recipient is litigation-averse or more likely to file a
DJ action.

5. Determine each jurisdiction in which the IP owner
and the letter recipient are subject to personal ju-
risdiction; if the options are limited to favorable or
neutral fora, send an aggressive C&D letter.

6. For patent disputes, take advantage of TC Heart-
land’s limitation on where venue will be appropri-
ate and send C&D letters where the D] actions can
only be maintained in jurisdictions where the com-
pany is comfortable defending.

7. To avoid the possibility of a DJ action, file a lawsuit
in your chosen forum but do not serve the com-
plaint; follow up with a C&D letter enclosing a
courtesy copy of the complaint.
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Can Sovereign Immunity Act as a Bar to Patent
Infringement? The Current State of the Law Is Trending

That Way

By Michael Oropallo and Peter Evangelatos

l. Introduction

The United States Constitution provides that Con-
gress “shall have power . . . to promote the progress of
science and useful arts, by securing limited times to au-
thors and inventors the exclusive right to their respective
writings and disclosures.”! As such, through various pat-
ent acts, Congress has provided guidance and regulations
on what is patentable, how a patent can be obtained, and
for how long a patent owner can exclude others from
making, selling, offering for sale, or importing an ap-
paratus or device that “reads on” the claims of a validly
issued patent.? Further, actions to enjoin such infringe-
ments and/or for damages are in the exclusive jurisdic-
tion of the federal Article III courts.

Dating back to Old English law, where “the king
could do no wrong,” and as codified in the 11th Amend-
ment to the United States Constitution, the judicial power
of the United States “shall not be construed to extend
to any suit in law or equity, commenced or prosecuted
against one of the United States by citizens of another
state, or by citizens or subjects of any foreign state.”?
Thus, in the United States, a state government has sover-
eign immunity and may not be sued unless it has waived
its immunity or consented to suit.

The concept of sovereign immunity thus is not new.
Over time, its scope, as interpreted by the federal courts,
has changed, extending immunity rights not only to the
state governments but also to their agencies and even to
Native Americans. And most recently, sovereign immuni-
ty has been extended to patents and patent infringement.
The latter is problematic. For example, while suits for
patent infringement must be brought within the exclusive
jurisdiction of the federal courts, if a “sovereign” is im-
mune from suit in federal court, and if a state court has no
jurisdiction to entertain a patent-related lawsuit, a patent
owner may be unable to enforce its Constitutional rights.
Conversely, where a plaintiff may avoid federal court or a
patent validity challenge under the shield of immunity, an
alleged infringer loses otherwise available defenses.

This issue has recently become of even more concern
as a result of a non-immune entity assigning ownership
to its patents to an immune sovereign, thereby prevent-
ing on sovereign immunity grounds any attempt to
invalidate the patent. Although the U.S. Supreme Court
and Congress seem to be wrestling with a way out of this
conundrum, litigants are left in legal limbo. This article
explores the concept of sovereign immunity, its growing
importance in the world of patents, and its impact going
forward.

Il. What Is Sovereign Immunity?

Sovereign immunity insulates a “sovereign” from
civil suit in federal court. Under the 11th Amendment, a
state government may not be haled into federal court un-
less it has waived its immunity and thus consented to a
lawsuit. The 11th Amendment was drafted and ratified to
overturn the Supreme Court’s 1793 ruling in Chisholm v.
Georgia* that a breach of contract action against the State
of Georgia could be maintained by a private individual
in federal court. While a clear constitutional limitation
on federal subject matter jurisdiction, 11th Amendment
protection is not absolute; states may consent to a lawsuit
or Congress may authorize private suits against non-
consenting states to enforce the 14th Amendment. The
11th Amendment also does not automatically protect all
subdivisions of state governments, although it has been
held to extend to certain arms of the state such as public
universities.’

Sovereign immunity also insulates Native American
tribes from suit in federal court. Reflected in the treaties
signed between the U.S. and Native American tribes as
well as in the Constitution, Native American tribes are
considered individual governments that control certain
segments of land throughout the United States.® While
this allows for tax-free gambling and cigarette sales, tribal
governments are still subject to Congressional legislation,
and, as with state governments, they are not absolutely
immune from suit. If it so chooses, Congress may abrogate
immunity through its plenary power.

lll. Impact on Litigation

By asserting sovereign immunity, states and Native
American tribes may successfully avoid federal court. In
intellectual property litigation, and particularly in pat-
ent litigation, this presents a variety of potential limita-
tions on strategic options that are otherwise available in
the absence of a sovereign immunity claim. For example,
defendants have the right to remove a lawsuit filed in
state court to federal district court if the case could have
originally been filed in federal court.” Thus, defendants
seeking to assert non-infringement or patent invalidity
may move to transfer a state case to federal court. Even
in such cases, however, sovereign immunity still must be
considered, as, according to the Supreme Court, a “State’s
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proper assertion of an Eleventh Amendment bar after
removal means that the federal court cannot hear the
barred claim.”®

In University of Florida Research Foundation v. Medtron-
ic PLC,” the defendants attempted unsuccessfully to
remove a breach of contract action regarding a patent
license to federal district court based on counterclaims
seeking a declaratory judgment of non-infringement and
invalidity of the patent. Recognizing that the University
of Florida Research Foundation was an arm of the state
and could assert sovereign immunity, the district court
held there was no waiver of immunity, as the case only
reached federal court through removal and was not origi-
nally brought there voluntarily by the University. The
district court also avoided deciding whether the patent
law counterclaims were compulsory, which would have
been the grounds provided for by the America Invents
Act (AIA) to reach federal court.

Medtronic reflects that not only is removal of a state
court action filed by an immune patent-owning sover-
eign a gray area of law but also that sovereign immunity
can potentially be used as both a sword and a shield in
litigation.

PTAB terminated proceedings after recognizing that even
though there are distinctions between an IPR and civil liti-
gation, considerable resemblance between the two and no
limitation on the type of proceeding to which sovereign
immunity may apply was sufficient to allow a sovereign
immunity defense.!* Following the same test as applied
by the district court on the issue of removal in Medtronic,
the PTAB concluded that the University of Florida was an
arm of the state that could assert sovereign immunity, and
because it did so, the IPR was dismissed.!?

Similarly, after examining a multitude of arguments
made by the petitioner in Neochord, Inc. v. University of
Maryland, Baltimore and Harpoon Medical, Inc.,'® a separate
PTAB panel of judges confirmed that sovereign immu-
nity may be raised as a defense in an IPR; that the Uni-
versity of Maryland had not waived its defense through
participation in the IPR or its licensing agreement; and
that the University was a necessary and indispensable
party to the IPR.

In the aftermath of these pro-patent validity cases,
sovereign immunity has continued to have an impact
on the intellectual property world. Companies that own
patents have begun to proactively partner with Native

“IPRs have become very popular and a key part of patent litigation strategy,
with over 7,000 petitions filed in the past five years.”

The AIA created another mechanism for challenging
patent validity: inter partes review (IPR).!° An IPR is a
quasi-judicial proceeding before the Patent Trial and Ap-
peal Board (PTAB) in which three administrative judges
decide whether prior art documents, such as patents or
printed publications, support the petitioner’s claim to
invalidate at least one claim of the patent. These proceed-
ings lack a formal discovery process and are adjudicated
quickly, providing a more efficient means of having a pat-
ent invalidated than conventional district court litigation.
IPRs have become very popular and a key part of patent
litigation strategy, with over 7,000 petitions filed in the
past five years.!! Because there currently is no presump-
tion of patent validity, and the claims of the patent are
given their broadest reasonable construction, decisions
have resulted in some or all of the claims at issue being
canceled in 81 percent of cases.!?

While IPRs have become a handy tool for invalidat-
ing patents, sovereign immunity has recently had an im-
pact on this tactic as well. In two recent cases,'* successful
assertion of sovereign immunity by a state-based patent
owner resulted in the termination of the IPR proceedings
without a decision on patent validity. In IPRs filed by Co-
vidien against the University of Florida Research Founda-
tion (part of the aforementioned Medtronic litigation), the

American tribes to try and take advantage of the protec-
tions afforded by sovereign immunity concerning pat-

ent invalidity. In one instance, pharmaceutical company
Allergan transferred ownership of its patents to the St.
Regis Mohawk Native American tribe in exchange for

a license to the patents and an agreement that should a
validity challenge to the patents arise, the tribe will assert
sovereign immunity to block the challenge.!” Similarly,

in a patent infringement suit against Apple over the iPad
4, the patent in dispute was transferred mid-litigation to
an entity wholly owned by the Mandan, Hidatsa, and
Arikara Nation.!® This strategy has drawn the attention of
Congress and the judiciary, with Senator Claire McCaskill
(D-Mo.) going so far as introducing a bill that would elim-
inate tribal immunity as a defense in an IPR.

Recently, the PTAB requested and received amicus
briefs on the topic of raising a sovereign immunity de-
fense in an IPR. Arguments made in the briefs focus on a
similar issue argued recently before the Supreme Court
in Oil States Energy Services, LLC v. Greene’s Energy Group,
LLC,' namely, the classification of an IPR as an in rem
proceeding.?’ As some amici argue, IPR proceedings are
an in rem proceeding focused on the property rights and
not on the parties, which would allow the PTAB to make
a decision on patent validity while sidestepping the sov-
ereign immunity issue.
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In Oil States, the Supreme Court is considering
whether patents are private property that may be re-
voked only by the courts and not by an IPR proceeding,
thus rendering IPRs unconstitutional, or instead whether
they are a legitimate mechanism for the USPTO to correct
improperly awarded patents. A decision in favor of IPR
validity potentially lends support to the notion that IPRs
are in rem proceedings.?!

And most recently, on December 19, the PTAB re-
leased an expanded panel decision holding that an im-
mune patent owner waives its 11th Amendment immunity
by filing an action in federal court alleging patent infringe-
ment of the patent challenged in a corresponding IPR.??

IV. Implications

Sovereign immunity protection for states and Native
American tribes currently stands as a potential obstacle
in patent validity challenges. However, means of attack-
ing patent validity remain available. For example, a li-
censee may prompt an ex parte reexamination of a patent
by the Patent Office by anonymously submitting prior
art for the Patent Office to review and potentially reopen
prosecution of a patent.?? In breach of contract actions
involving a patent license, state court judges may still
reach the issue of patent validity through a lack of con-
sideration defense to breach of a contract.

In the licensing context, when entering into an agree-
ment with an arm of the state or tribe, it is important to
consider immunity limitations as a potential impediment
to challenging an underlying patent and to structure the
licensing agreement accordingly. For private companies,
tribal immunity currently presents an attractive and vi-
able mechanism to strengthen intellectual property. This
trend also suggests that as another potential avenue of
gaining tribal immunity, outright ownership of a compa-
ny itself may be transferred to a Native American tribe,
thereby protecting the intellectual property owned by
the company. While seemingly unconventional, another
potential trend could be to transfer intellectual property
ownership to an arm of the state.

The PTAB’s “waiver of immunity” standard has im-
plications for both public and private entities as well. For
the sovereign licensor, bringing a state court breach of
contract action potentially becomes an even more attrac-
tive strategy, as it remains unclear whether doing so also
waives immunity at the PTAB. Where there is no license
between the parties, a waiver of immunity may entice
both parties to a potential infringement case to negotiate
a settlement; by waiting to file an infringement action in
federal court, a sovereign patent owner retains protection
against an IPR but also is unable to secure an enforceable
judgment against an accused infringer.

While not a patent case, the Supreme Court is also set
to review Upper Skagit Indian Tribe v. Lundgren,** a Wash-
ington Supreme Court case in which the lower court
ruled sovereign immunity may not be raised to block an

in rem action regarding ownership of a parcel of land.?
This case, combined with the upcoming decision in Oil
States (expected in early 2018), may eliminate the issue en-
tirely for IPRs. Just as intervention by both Congress and
the judiciary was required in the 1700s to create the doc-
trine of sovereign immunity, dual intervention may again
be needed now to correct its problematic and continuing
impact on patent litigation and licensing strategy.
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The Rise of a Secondary Market for Domain Names: A

Tale of Competing Interests
By Gerald M. Levine

l. Introduction

The Trademark Act of 1946 defines trademarks and
service marks to include “any word, name, symbol, or
device, or any combination thereof.”! Marks composed of
lexical and numeric elements (as opposed to images) also
can be described as strings of characters. Before the in-
ternet there was no commercial use of such strings other
than as marks, but the functionality of the internet de-
pends on strings of lexical and numeric characters in the
form of domain names that serve as electronic addresses.
A domain name is an “alphanumeric designation.”?
These designations are essentially the result of transform-
ing the vocabulary of 0s and 1s into “human-friendly
forms.”* Without this technical legerdemain the internet
would be unworkable.

In their native habitats no one would confuse marks
and domain names, but for navigating on the internet,
their difference is narrowed to their functionality “as part
of an electronic address.” This raises the specter of marks
and domain names being confused with each other. And
herein lies the seed of their owners’ competing interests.
Mark owners are entitled by law to exclusive use of their
marks in commerce, which includes the virtual market-
place, but these rights now must be balanced against
those of domain name holders who may have lawfully
registered the same characters as domain names.

In their separate dominions, marks and domain
names can be valuable property. The conflict occurs when
domain name owners (1) have registered strings identical
or confusingly similar to marks; (2) lack rights or legiti-
mate interests in them; and (3) have registered and are
using them in bad faith. The resolution of such disputes
requires a balancing of each party’s rights. There is noth-
ing in the law that necessarily prohibits persons from
registering strings of lexical or numeric characters identi-
cal or confusingly similar to marks, but it is unlawful for
investors to acquire domain names for the sole purpose
of capitalizing on the goodwill and reputation of corre-
sponding marks.

Soon after the introduction of the internet, and in-
creasingly after investors began realizing that web ad-
dresses were potentially valuable assets (sometimes even
before mark owners came to the same realization only to
find themselves under siege), they went on acquisition
sprees for domain names composed of generic terms,
which occasionally brings them into conflict with mark
owners. As I will explain more fully below, the value of
domain names for investors is principally realized in two
commercial ways: (1) monetizing through pay-per-click
advertising and (2) reselling them.

My focus in this article is on sales of domain names
through a secondary market that is now well established
and thriving. It is a curious fact, and may come as a sur-
prise, that the emergence and rise of this secondary mar-
ket for domain names has been facilitated by panelists
adjudicating disputes under the Uniform Domain Name
Dispute Resolution Policy (UDRP). In what follows, I will
examine how panelists appointed to hear cybersquatting
complaints created a body of law that has helped the do-
main name secondary market to thrive.

Il. Origins of the Competition

Before the internet, the sole competition for strings
of characters employable as marks was other businesses
vying to use the same strings for their own products and
services. National registries solved this competition by
allowing businesses in different channels of commerce to
register the same strings (Delta Airlines/Delta Faucets,
Apple Computers/Apple Vacations, etc.) but prohibiting
competitors in the same industries from using identical or
confusingly similar marks on the grounds that they were
likely (at best) to create confusion and (at worst) to de-
ceive the public. Marks by which merchants, manufactur-
ers, traders, and service providers are known are intended
to be the exclusive names of the first users in commence,
who have the legal right to seek to punish infringers.

However, the emergence of an investor class dedicat-
ed to acquiring addresses in cyberspace disrupted mark
owners’ privileged position by mining strings of lexical
and numeric characters they thought had value separate
from their value as marks (while not excluding the pos-
sibility that the strings also may be attractive to brands
searching for marks). The domain business has grown
from a niche into an industry which, like the real estate
market (to which it has been analogized), has developed a
range of secondary service providers (databases, brokers,
escrow agents, etc.) established to perform due diligence,
facilitate sales, mitigate risks, and assure smooth closings
and transfers of property.

This secondary market in domain names matured
over time to compete with businesses and mark owners in
a way that could hardly have been imagined, and to some
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mark owners continues to be bewildering. That there was
tension between owners of trademarks and registrants

of domain names became evident once the internet be-
gan its ascendancy. This reached a point of urgency in
1998 with the publication of a United States Government
White Paper analyzing the nature of the problem.* The
White Paper led the World Intellectual Property Organi-
zation (WIPO) to convene panels of representatives from
different constituencies and interests for a two-year study
of issues arising from the intersection of trademarks and
domain names. The consensus reached by these constitu-
encies, together with their reasoning and recommenda-
tions, is contained in a Final Report published in 1999.°

The Final Report proposed a rights-protection
mechanism for marks that the Internet Corporation for
Assigned Names and Numbers ICANN) implemented
in the Fall of 1999 as the UDRP. In the same time frame,
President Clinton signed into law an amendment to the
Lanham Act, the Anticybersquatting Consumer Protec-
tion Act (ACPA), which created a statutory remedy for
cybersquatting.

The Final Report, echoing the White Paper, found:

It has become apparent to all that a
considerable amount of tension has un-
wittingly been created between, on the
one hand, addresses on the Internet in

a human-friendly form which carry the
power of connotation and identification
and, on the other hand, the recognized
rights of identification in the real world.®

This tension, the Final Report continued, “has been
exacerbated by a number of predatory and parasitical
practices that have been adopted by some to exploit the
lack of connection between the purposes for which the
DNS was designed and those for which intellectual pro-
tection exists.”” The intention (in the words of the Final
Report) was “to find procedures that will avoid the un-
witting diminution or frustration of agreed policies and
rules for intellectual property protection.”®

Important to bear in mind, however, is that there is
a countervailing policy. WIPO also recognized that mark
owners were not the only ones with rights:

[T]he goal of this WIPO Process is not to
create new rights of intellectual property,
nor to accord greater protection to intel-
lectual property in cyberspace than that
which exists elsewhere. Rather, the goal
is to give proper and adequate expres-
sion to the existing, multilaterally agreed
standards of intellectual property protec-
tion in the context of the new, multijuris-
dictional and vitally important medium
of the Internet. . . .

There is nothing in the Final Report that specifically
contemplates a secondary market in domain names. This
point is underscored in a recent UDRP decision involving
a combination of dictionary words “print” and “factory.”
A three-member Panel noted in denying an application
for reverse domain name hijacking that “the domaining
business was not an activity which was intended when
the Domain Name System was created . . . and trademark
holders keep being surprised by speculative business
models that are developed around the scarce resource that
domain names are.”!? Although it was not intended, there
was consensus that ownership of marks did not equate to
a superior right to corresponding domain names absent
proof of registration and use in bad faith.

In fact, the direction of domain name jurisprudence
through dispute resolution under the UDRP has been to
delineate and define the conflicting rights, and for marks
this delineation has turned out to be more confined than
what some owners would have wished for—and then
what had existed for hundreds of years before the Inter-
net. This is apparent in a further statement in the Final
Report, namely, that the emerging jurisprudence will be
“concerned with defining the boundary between unfair
and unjustified appropriation of another’s intellectual
creations or business identifiers.”!!

The situation I am describing mainly affects two types
of complainants: owners of marks that are on the weak
end of the spectrum and new businesses that are search-
ing for the right mark or that may have already registered
a mark but find that investors got there first by registering
corresponding domain names that now are unavailable
except at a market price. I do not include in my discus-
sion owners of marks postdating the registration of corre-
sponding domain names because they have no actionable
claim for cybersquatting under the UDRP or the ACPA.

lll. Domain Names as Virtual Real Estate

The way the internet operates drove a wedge be-
tween strings of lexical and numeric characters used as
marks and alphanumeric strings used as addresses. Do-
main names were descried by Steve Forbes in a 2007 press
release as virtual real estate. It is, he said, analogous to the
market in real property: “Internet traffic and domains are
the prime real estate of the 21st century.”!?

Mr. Forbes was not the first to recognize this phe-
nomenon. In a case decided in 1999 (the same year
ICANN implemented the UDRP), a federal district court
presciently observed that “[sJome domain names . . .
are valuable assets as domain names irrespective of any
goodwill which might be attached to them.” The court
continued: “Indeed, there is a lucrative market for cer-
tain generic or clever domain names that do not violate
a trademark or other right or interest, but are otherwise
extremely valuable to Internet entrepreneurs”!3
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I have already mentioned the reason they are valu-
able, but how have they become so0? The answer (I think)
lies in the commodification of words and letters. Before
the internet, businesses had the luxury of drawing on cul-
tural resources of such depth (dictionaries, thesauruses,
and lexicons, among them) that it never appeared likely
they would ever be exhausted or “owned.” However,
what was once a “public domain” of words and letters
has become commodified, as investors became increas-
ingly active in vacuuming up every word in general and
specialized dictionaries, as well as registering strings of
arbitrary characters that also can be used as acronymes.
Even the definite article “the” is registered—the.com—al-
though it has never been the subject of a cybersquatting
complaint. The Whols directory shows that it was reg-
istered in 1997 and is held anonymously under a proxy.
The result of commodifying words and letters is that in-
vestors essentially control the market for new names, par-
ticularly for dot com addresses, which remain by far the
most desirable extension. This is what the panel meant
when it stated that domain names are a “scarce resource.”

As the number of registered domain names held by
investors has increased, the free pool of available words
for new and emerging businesses has decreased. Put an-
other way, there has been a steady shrinking of the public
domain of words and letters for use in the legacy spaces
that corresponds in inverse fashion to the increase in the
number of registered domain names.'*

This is not to criticize investors who have legitimately
taken advantage of market conditions. They recognized
and seized upon an economic opportunity and by doing
so created a vibrant secondary market. Nevertheless, as I
have already noted, the emergence and protection of this
market for domain names has been facilitated by panel-
ists working to establish a jurisprudence that protects
both mark owner and investors.

IV. Facilitating the Secondary Market

The defining of rights in the UDRP process is pre-
cisely what WIPO and ICANN contemplated, but it is
unlikely they foresaw the direction of the jurisprudence.
Since its inception, UDRP Panels have adjudicated over
75,000 disputes, some involving multiple domain names.
(These numbers, incidentally, are a tiny fraction of the
number of registered domain names in legacy and new
top level domains, which exceeded 320 million in the
first quarter 2017). However, roughly 90 percent of UDRP
decisions can be discounted because respondents have
no defensible claim to accused domain names and do
not even bother to appear or argue that they do. I do not
regard this class of registrants as entrepreneurs (which I
reserve for the investor class) but rather as bottom feed-
ers, although there are some who fancy themselves to be
acting in good faith when the evidence is clearly against
them.

The development of domain name jurisprudence
insofar as drawing the boundaries of rights is therefore
based on some 10 percent of the adjudicated disputes.
Panels began parsing rights in the first year of the UDRP,
and they have not stopped. In the first denial (the fifth
filed complaint), the respondent acquired the domain
names before the complainant rebranded its business
with knowledge that the corresponding domain names
were unavailable.!S The respondent-investor had priority,
and it prevailed.

This was quickly followed by another dispute in
which the mark owner had priority, but the domain name
was composed of a dictionary word, “allocation.” The
panel explained that the difficulty lay in the fact that

the domain name allocation.com, al-
though descriptive or generic in relation
to certain services or goods, may be a
valid trademark for others. This difficulty
is [com]pounded by the fact that, while
“Allocation” may be considered a com-
mon word in English speaking countries,
this may not be the case in other coun-
tries, such as Germany.'®

The panel found that the registration and offering for
sale of allocation.com constituted a legitimate interest of
the respondent in the domain name, although it would be
“different if it were shown that allocation.com has been
chosen with the intent to profit from or otherwise abuse
Complainant’s trademark rights.” The complainant of-
fered no evidence of “intent to profit,” and its complaint
was, accordingly, denied.

Chief among the principles of domain name juris-
prudence for investors are rights or legitimate interests
founded on (1) a “first-come, first-served” basis (not nec-
essarily limited to registrations postdating marks’ first
use in commerce); (2) registration of generic strings used
(or potentially usable) in noninfringing ways for their
semantic or ordinary meanings; and (3) making bona fide
offerings of goods or services (which by consensus in-
cludes pay-per-click websites and reselling domain names
on the secondary market).

Thus, as a general matter it is not unlawful to have
registered successbank.com following its abandonment
by a bank known before its merger with another financial
institution as “Success National Bank.”!” The complain-
ant’s rebranding to SUCCESS BANK notwithstanding, it
had no right to a lawfully registered domain name even
though the second level domain is identical to its mark.
Nor is it unlawful to register a geographic indicator—a
cambridge.com for example—where the resolving web-
site is devoted to providing information about Cam-
bridge.!® Cambridge University may have a 700-year his-
tory of marketing its services, but the domain name does
not violate its statutory rights.
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There was a momentary setback in a dispute over
the word “crew”! in 2000. The panel majority found that
the respondent was “a speculator who registers domain
names in the hopes that others will seek to buy or license
the domain names from it” and awarded the domain
name to the clothier that owned the mark. A vigorous
dissent took the position that has become the consensus
opinion of panelists that “speculating” in domain names
is not abusive per se. This is demonstrated in later cases
such as shoeland.com (2009) in which the panel held that
“registering such a generic domain name is a business
practice that confers upon the practitioner rights or legiti-
mate interests in that domain name.”?°

This delineation of parties’ respective rights has been
continually reinforced, and it is now well established that
mark owners have no right to corresponding domain
names unless they can prove cybersquatting, which is
increasingly difficult to establish with weak marks. This
is reflected in a number of recent UDRP decisions. For ex-
ample, in [.D.M. Software B.V. v. Robert Mauro, WDINCO
(decided in the respondent’s favor over a strong dissent)
the complainant alleged that “JDM” infringed its Benelux
Trademark, which, the respondent countered, was a sim-
ply desirable string of letters for businesses in many dif-
ferent lines of trade.?! The complainant argued that

the use of the disputed domain name

to resolve to a website with PPC links
and an offer to sell the disputed domain
name at what the Complainant char-
acterises as a “clearly disproportionate
price” cannot be considered a good faith
offering of goods or services under the
Policy.

However, neither pay-per-click links nor the “clearly
disproportionate price” are factors in determining bad
faith where the registration is lawful. The panel held that
“the evidence shows [JDM as having] a very wide range
of potential associations and is in fact in use by numer-
ous businesses other than the Complainant.”

The consensus view is set forth in the newly released
(May 2017) WIPO Overview 3.0, which the J.D.M. panel
noted “fairly summarizes the weight of UDRP panel de-
cisions” on this issue:

[TThe use of a domain name to host a
parked page comprising PPC links does
not represent a bona fide offering where
such links compete with or capitalize on
the reputation and goodwill of the com-
plainant’s mark or otherwise mislead
Internet users. 2

However, where the links do not “compete with or capi-
talize on the reputation and goodwill of the complain-
ant’s mark,” the registration is not unlawful.

Trademark owners have adjusted to this. While the
number of registered domain names has increased expo-
nentially, the number of UDRP complaints has remained
steady over the last decade at around 5,000 per year.
Where the disputed domain name consists of dictionary
words, generic terms, descriptive phrases, or random let-
ters, and the complainant contacts the respondent to ne-
gotiate purchasing the domain name, the respondent has
every right to capitalize on the inherent value of the lexi-
cal string regardless of whether the domain name is iden-
tical or confusingly similar to the complainant’s mark.

The final point to be made is that the value of domain
assets is market driven. Since dictionary words (alone or
with qualifying words), descriptive phrases, and many
combinations of random letters useful as acronyms are al-
ready unavailable for the dot com space, new businesses
are compelled to buy domain names from investors and
bid through auction websites. As noted, claims of out-
landish, exorbitant, and unreasonably high prices are not
a factor in proving bad faith, as several other recent cases
make abundantly clear.

For example, for countryhome.com the panel held
that the price “show(s] a reasonable business response
to an inquiry about purchasing a business asset.”?? For
babyboom.com the panel held that “[i]n the absence of
any evidence from the Complainant that the Respondent
had registered the disputed domain name with reference
to the Complainant, the Respondent was fully entitled to
respond to the unsolicited approach from the Complain-
ant by asking whatever price it wanted for the disputed
domain name.”** And for coldfront.com, the panel held
that “[i]f the Respondent has legitimate interests in the
domain name, it has the right to sell that domain name
for whatever price it deems appropriate regardless of the
value that appraisers may ascribe to the domain name.”?’

V. Conclusion

When competitors vie for the same commodity;, it be-
comes increasingly scarce.?¢ Counter-intuitive though it
may sound, and for the reasons I have explained, the cul-
tural resources from which names were once mined has
become exhausted. Where there is opportunity to create
demand (by buying up addresses and controlling supply),
there is bound to develop a business niche, which for the
internet is filled by investors of different ranks.

The hard lesson for businesses is that investors have
competing rights. When it comes to advising clients, the
best counsel can do is urge them not to register marks
before acquiring corresponding domain names. For busi-
nesses with newly minted marks with no corresponding
domain names, there is no legal remedy except to pay the
pipers who had the prescience to register desirable names
and are holding them for resale at (sometimes) “exorbi-
tant,” “excessive,” and “unreasonable” prices.?’
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All's Fair (Use) in Love and Trademarks

By Cheryl Davis

In the world of intellectual property law, our legal
headlines have long been full of cases about what con-
stitutes “fair use” in the copyright area. Yet what about
trademarks? Has the fair use frenzy spread to that area of
the law as well?

The Letter of the Law

Like the copyright statute, the trademark statute
expressly addresses the issue of when one may use a reg-
istered trademark (even without permission):!

[When] the use of the name, term, or
device charged to be an infringement is

a use, otherwise than as a mark, of the
party’s individual name in his own busi-
ness, or of the individual name of anyone
in privity with such party, or of a term or
device which is descriptive of and used
fairly and in good faith only to describe
the goods or services of such party, or
their geographic origin.?

Furthermore, just like fair use in the copyright con-
text, fair use of a trademark is only a defense to a claim of
infringement, not a get-out-of-litigation-free-card. Courts
will look at how and why the trademark is being used in
determining if an infringement has taken place.

"Classic” Claims

There are several ways in which the fair use defense
can be asserted in the trademark context. One is when
the trademark term is used not as a designator of a good
or service, but for its ordinary, descriptive meaning (i.e.,
“descriptive of and used fairly and in good faith only to
describe the goods or services”). This is considered to be
statutory, or classic fair use, and is expressly addressed by
the terms of the Lanham Act as set forth above. Even the
likelihood of confusion caused by two parties” use of the
same (or similar) term for their products cannot elimi-
nate this defense, as the U.S. Supreme Court held in KP
Permanent Makeup, Inc. v. Lasting Impressions 1, Inc.® In that
case, both parties used the term “micro color” to describe
their products, although only Lasting Impression had
registered that term as a trademark. The Court recognized
the existence of the statutory fair use defense, but granted
certiorari to determine whether the likelihood of consum-
er confusion could defeat it. The Court found that:

Since the burden of proving likelihood of
confusion rests with the plaintiff and the
fair use defendant has no freestanding
need to show confusion unlikely, it fol-
lows...that some possibility of consumer

confusion must be compatible with fair
use, and so it is. The common law’s toler-
ance of a certain degree of confusion on
the part of consumers followed from the
very fact that in cases like this one an
originally descriptive term was selected
to be used as a mark, not to mention the
undesirability of allowing anyone to
obtain a complete monopoly on use of a
descriptive term simply by grabbing it
first.4

The Name Game

Another way in which the fair use defense can be
used is when A uses B’s trademark to identify or describe
B’s own services; this is often referred to as nominative
fair use. In New Kids on the Block v. News America Pub-
lishing Inc.,° two newspapers conducted polls about the
“New Kids on the Block” (NKOTB), in which they asked
such hard-hitting questions as: “Who’s the best on the
block?” and “Now which kid is the sexiest?” NKOTB
sued for the unauthorized use of its trademarks, and the
newspapers cited a First Amendment defense, saying that
the polls were “part and parcel of their ‘news-gathering
activities.””® The Ninth Circuit stated:

Indeed, we may generalize a class of
cases where the use of the trademark
does not attempt to capitalize on consum-
er confusion or to appropriate the cachet
of one product for a different one. Such
nominative use of a mark—where the only
word reasonably available to describe a
particular thing is pressed into service—
lies outside the strictures of trademark
law.” Because it does not implicate the
source-identification function that is the
purpose of trademark, it does not consti-
tute unfair competition; such use is fair
because it does not imply sponsorship or
endorsement by the trademark holder.?

The court went on to state the following test:

[W]here the defendant uses a trademark
to describe the plaintiff’s product, rather
than its own, we hold that a commercial
user is entitled to a nominative fair use
defense provided he meets the following
three requirements:

¢ First, the product or service in question must
be one not readily identifiable without use of
the trademark;
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* Second, only so much of the mark or marks
may be used as is reasonably necessary to
identify the product or service;

* And third, the user must do nothing that
would suggest sponsorship or endorsement by
the trademark holder.”

Lest one thinks that the matter was clearly resolved
at that point, the Second Circuit threw its hat in the ring
in International Information Systems Security Certification
Consortium v. Security University, LLC,'® when it held that
“nominative fair use is not an affirmative defense to a
claim of infringement under the Lanham Act.” However,
that court went on to say that:

[IIn cases involving nominative use,

in addition to considering the Polaroid
factors, the courts are to consider (1)
whether the use of the plaintiff’s mark is
necessary to describe both the plaintiff’s
product or service and the defendant’s
product or service, that is, whether the
product or service is not readily identifiable
without use of the mark; (2) whether the
defendant uses only so much of the plaintiff’s
mark as is necessary to identify the product
or service; and (3) whether the defendant did
anything that would, in conjunction with the
mark, suggest sponsorship or endorsement by
the plaintiff holder....” 1!

While apparently still applying the Ninth Circuit’s
three-factor nominative fair use test, the Second Circuit
explained the reason behind its stated distinction:

“[TThe nominative fair use test replaces the multi-factor
test that the Ninth Circuit typically employs to determine
consumer confusion, i.e., it replaces the Ninth Circuit’s
analogue to the Polaroid test.”'? Under the International
Information Systems’ court’s reading of the Lanham Act,
only “descriptive fair use” is statutorily barred, and while
“nominative fair use” may not be a statutory affirmative
defense, “the nominative fair use factors will be helpful to
a district court’s analysis.”!?

While courts may disagree on terminology, the
“nominative fair use” argument still seems to hold sway,
at least in the Second Circuit. The Southern District re-
cently applied the International Information Systems factors
in Nespresso USA., Inc. v. Africa America Coffee Trading Co.14

Parodic Fair Use—Choose Your Battles (and Your
Bag)
It may be a strange thing to think of a trademark

as being the subject of a parody, but a number of trade-
mark owners have learned otherwise, apparently to their
extreme annoyance.'® Louis Vuitton has been the subject
of several parodies, and continues to steadfastly litigate
against such comedic efforts.!® In one of Louis Vuitton’s

most recent cases, the Second Circuit found that defen-
dant My Other Bag had successfully parodied the famous
bag designer’s famous trademarks.!”

As the image shows, My Other Bag featured a draw-
ing of a Louis Vuitton bag on one side of a tote bag (albeit
with the usual intertwined “LV” logo replaced with
“MOB”), and the statement “My Other Bag” on the other
side.
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The Second Circuit found:

At the same time that they mimic LV’s
designs and handbags in a way that is
recognizable, they do so as a drawing
on a product that is such a conscious
departure from LV’s image of luxury—in
combination with the slogan “My other
bag”—as to convey that MOB's tote bags
are not LV handbags. The fact that the
joke is on LV’s luxury image is gentle,
and possibly even complimentary to

LV, does not preclude it from being a
parody.!8

In My Other Bag, Louis Vuitton asserted a claim of
copyright infringement as well. This claim was also
defeated by a claim of fair—i.e., the increasingly popu-
lar “transformative”—use. “MOB’s parodic use of LV’s
designs produces a “‘new expression [and] message] that
constitutes transformative use.””!?

Some Questions for Clients

It seems clear that there is a fair use defense to
claims of trademark infringement. However, it is wise to
go through an assessment process when using another
party’s trademark, just as when using another party’s
copyrighted material:

(1) Why do you need to use it? In the trademark
area, the answer may be as simple as “Because I
need to accurately describe his, her, its, or my
product.”

(2) How much do you need to use of it? (“As little as
possible” is usually the recommended approach
in crafting a fair use defense.)

When dealing with trademarks:

(3) Are you creating a false impression of sponsor-
ship or endorsement?

While getting the “right” answers to these questions
does not guarantee a favorable result in the event of
litigation, it might make it more likely. Furthermore, if the
answers lead a client down the non-fair use path, an attor-
ney is in a better position to advise the client accordingly.
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Submission of Articles

Anyone wishing to submit an article, announcement,
practice tip, etc., for publication in an upcoming issue
of Bright Ideas is encouraged to do so. Articles should be
works of original authorship on any topic relating to
intellectual property. Submissions may be of any length.

Submissions should preferably be sent by e-mail to
Jonathan Bloom, Editor-in-Chief, at the address indicated
on this page. Submissions for the Spring 2018 issue must
be received by March 15, 2018.

At-Large Members of the Executive Committee
David B. Bassett Raymond A. Mantle

Accommodations for Persons with Disabilities:

NYSBA welcomes participation by individuals with
disabilities. NYSBA is committed to complying with

all applicable laws that prohibit discrimination against
individuals on the basis of disability in the full and equal
enjoyment of its goods, services, programs, activities,
facilities, privileges, advantages, or accommodations.

To request auxiliary aids or services or if you have any
questions regarding accessibility, please contact the Bar
Center at (518) 463-3200.

Bright Ideas is a publication of the Intellectual Property
Law Section of the New York State Bar Association.
Members of the Section receive a subscription to

the publication without charge. Each article in this
publication represents the author’s viewpoint and not
that of the Editors, Section Officers or Section. The
accuracy of the sources used and the cases, statutes,
rules, legislation and other references cited is the
responsibility of the respective authors.
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