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REAVLEY, Circuit Judge:

In this trademark dispute, Judit and Frank Juhasz and their
proprietorship, D amond & Gem Trading, USA, Co. (collectively
Juhasz), appeal a judgnent awarding injunctive relief and danages,
a contenpt order, an order awarding attorney's fees, and a summary

j udgnent denying their counterclaimfor wongful seizure. W agree



wth the district court that plaintiffs were entitled to injunctive
relief and damages, but hold that the injunction entered was too
broad. W also reverse the award of attorney's fees, affirmthe
contenpt order, and reverse the judgnent on the counterclaim
BACKGROUND

Her endi Pocel angyar (Herendi), a Hungarian corporation, is the
manuf acturer of Herend porcel ain. It manufactures high-quality
porcelain tableware, figurines, and other pieces. The pieces are
hand- pai nted by master craftsnmen and usually sell for hundreds or
t housands of dollars each. Herendi owns a federally registered

trademark which consists of the hand-painted "Herend" nane and

desi gn.
Martin's Herend Inports, Inc. (Martin's) is an Anmerican
cor porati on. Martin's and Herendi are parties to an exclusive

di stributorship agreenent, under which Martin's is authorized as
the sole inporter of Herend porcelain for sale in the United
States.! Martin's and Herendi select which Herendi pieces are
offered for sale in this country. Martin's inports top quality
pi eces and resells themin this country to upscale retailers. It
chooses not to inport many of the thousands of itens offered by
Herendi even when manufactured to the sane quality standards.
Juhasz, individually or through D anond & Gem or a successor
conpany, sold pieces bearing the Herend trademark after purchasing

them from Aneri can and foreign sources, including Herendi conpany

The United States distributorship is exclusive except as to
the U S. Virgin Islands.



stores located in Hungary. The parties di spute whet her Juhasz ever
sol d Herendi pieces that were "counterfeit” in the ordinary sense,
meaning that they bore a fake trademark or were not in fact
manuf actured by Herendi. Juhasz has vehenently nmaintained
throughout this Ilitigation that it only sold genuine Herend
porcel ain, purchased from legitimte sources in this country or
el sewhere. It clains that all the goods it sold bore a true
Herendi trademark and were in fact manufactured at the Herend

factory. Sone of the pieces were vintage itens from private
coll ections. Juhasz conceded, however, that it sold Herend pieces
not offered for sale in this country by Mrtin's, the exclusive
distributor for the Anmerican nmarket. Such pieces are sonetines
referred to as "gray market" goods.?

Her endi and Martin's sued Juhasz, all eging trademark
infringenment and false designation of origin, and seeking
injunctive relief, damages and an ex parte order of seizure. The
conplaint alleges that Juhasz sells "counterfeit goods" bearing
"counterfeit Herendi trademarks." An acconpanying affidavit
submtted by Martin's president states that Martin's had purchased
fromJuhasz nunerous counterfeit Herend pi eces, which were inferior
inquality to genuine pieces. On the sane day that suit was fil ed,
the district court signed a tenporary restraining order and order

of seizure. Plaintiffs, through counsel and with the assi stance of

2See K Mart Corp. v. Cartier, Inc., 486 U S. 281, 285, 108
S.C. 1811, 1814, 100 L.Ed.2d 313 (1988) ("A gray-market good is a
f or ei gn- manuf act ured good, bearing avalid United States tradenmark,
that is inported without the consent of the United States tradenmark
hol der.").



U.S. marshal s, rai ded Juhasz's prem ses, sei zi nhg nunerous goods and
records.

The case proceeded to trial. At the close of plaintiffs'
case, the district court granted plaintiffs' notions for summary
j udgnent and judgnent as a matter of |aw, hol ding Juhasz |iable for
trademark infringenment, and denying its counterclaimfor w ongful
sei zure. The issue of damages was |eft to the jury, which returned
a verdi ct of $685,000. The court entered judgment in favor of both
plaintiffs for this anmount, and granted a pernmanent injunction
agai nst Juhasz. As discussed below, the court |ater awarded
plaintiffs attorney's fees, and entered an order of contenpt
agai nst Juhasz.

DI SCUSSI ON
A Liability for Trademark I nfringenent

While originally alleging that Juhasz was selling fake Herend
porcelain, plaintiffs ultimtely sought judgnent on the theory that
the pieces sold by Juhasz, even if genuine, were materially
different fromthose inported by Martin's for sale in this country
under its rights as the exclusive inporter and distributor of
Herend wares. The difference is between those |ines of Herend
products Martin's inports and those lines it does not inport. The
district court agreed with this theory of liability.

Sone courts have recogni zed that trademark protection extends
to bar a defendant's inportation of genui ne goods where, as here,
the manufacturer of the goods has granted exclusive inportation

rights to a single donestic inporter. An early explication of this



doctrine is found in Justice Holnes's opinion in A Bourjois & Co.
v. Katzel.® There, plaintiff Bourjois purchased the United States
business and the "Java" trademark of a French face powder
manuf act urer. Def endant Katzel purchased the sane powder in
France, packed in French boxes with the "Java" nanme, and began
selling it inthe United States. Although the powler was genui ne,
the Court held that the plaintiff's trademark had been infringed.
The Court reasoned that the French manufacturer could no | onger
legally sell the powder in the United States, and should not be
able to circunvent its agreenent with the plaintiff by selling the
powder to others for inport into this country. An essenti al
teaching of Katzel is that trademarks can sonetinmes have a
territorial scope.
There are factual distinctions between our case and Kat zel

In Katzel, the Anmerican inporter was the only plaintiff, while in
our case both the Anerican inporter (Martin's) and the foreign
manuf acturer (Herendi) are plaintiffs. The Court noted a "public
understanding [ ] that the goods conme fromthe plaintiff although
not nmade by it," that the trademark itself had been sold to the
plaintiff, and that the trademark "stakes the reputation of the
plaintiff wupon the character of the goods."* In our case,
liability was not based on proof that Martin's owns the tradenark,
or that the public attached any neaning to the Martin's nane or

even associated Martin's wth Herend porcelain. Nevert hel ess,

3260 U.S. 689, 43 S.Ct. 244, 67 L.Ed. 464 (1923).
41d. at 692, 43 S. Ct. at 245.
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ot her courts have read Katzel and the trademark laws to prohibit a
def endant frominporting goods that are materially different from
those i nported by an excl usive distributor or inporter, even absent
proof that the public associates the goods with the exclusive
di stributor.

This approach was fully explicated in the First Crcuit's
opinion in Societe Des Produits Nestle, S.A v. Casa Helvetia
Inc.® Nestle, a foreign conpany, owned the trademark for Perugina
chocol at es. Nestle sold expensive, I talian-nmade Perugi na
chocolates in Puerto R co through an exclusive distributorship
agreenent with an Anmerican affiliate. It also l|icensed the
manuf acture and sale of |ess expensive Perugina chocolates in
Venezuel a. Def endant Casa Helvetia purchased the Venezuel an
chocol ates through a m ddl eman, inported themto Puerto Rico, and
sold themthere under the Perugi na mark. The court recogni zed t hat
trademark protection has a territorial elenent, but said that
Kat zel did not prohibit the inportation of identical foreign goods
carrying a valid trademark since, by and | arge, "courts do not read
Katzel ... to disallowthe [awful inportation of identical foreign
goods carrying a valid foreign tradenark. Be that as it nmay,
territorial protection kicks in under the Lanham Act where two
merchants sell physically different products in the sane market and
under the sanme nane, for it is this prototype that inpinges on a

trademark holder's goodwi |l and threatens to deceive consuners."®

5982 F.2d 633 (1st Cir.1992).
6ld. at 637 (citations onmtted).
6



The court adopted a test finding infringement where the foreign
goods i nported by the def endant gray market inporter are materially
different fromthe goods sold by the plaintiff authorized to sel
the trademarked goods in the donestic market.” The court also
noted that in this context "the threshold of materiality is always
quite low "8 Applying this test, the court held as a matter of | aw
that the chocolates were materially different since their
presentation, conposition, variety, and price were different.®

As in our case, the goods at issue in Nestle were authentic
and bore a genuine tradenmark. The court neverthel ess held that
Nestle, the owner of the trademark, and its regional Puerto Rico
distributor were entitled to injunctive relief for tradenmark
i nfringenment and unfair conpetition under sections 32(1)(a), 42 and

43(a)(1) of the Lanham Act.!® The court reasoned that "the

I'd. at 637-40.
8d. at 641.
°l'd. at 642-44.

1015 U.S. C. 88 1114(1)(a), 1124, 1125(a)(1l). Juhasz clains
that plaintiffs lack standing to pursue a trademark infringenent
action. Herendi has standing as the registrant and owner of the
trademark. Courts have reached different concl usions as to whet her
an exclusive distributor has standing to sue for tradenark
infringenment. E.g., Quabaug Rubber Co. v. Fabiano Shoe Co., 567
F.2d 154, 158-60 (1st Cr.1977); DEP Corp. v. Interstate C gar
Co., 622 F.2d 621, 622-23 (2d Cr.1980); Ferrero U S. A, Inc. v.
Ozak Trading, Inc., 753 F. Supp. 1240, 1244-45 (D.N. J.), aff'd nem,
935 F.2d 1281 (3d Cir.1991). Regardless, inthis circuit Martin's
has standing to sue for unfair conpetition under 15 U S.C. § 1125,
even if it lacks standing to sue for trademark infringenent under
15 U S. C 8§ 1114. Norman M Morris Corp. v. Winstein, 466 F.2d
137, 142 (5th Cr.1972) (holding that exclusive distributor has
standing to sue for unfair conpetition). Accord Quabaug, 567 F.2d
at 160.



i nportation of goods properly trademarked abroad but not intended
for sale locally may confuse consuners and nay well threaten the
| ocal mark owner's goodwi || ."1!

Nestle did not turn on proof by the plaintiff of consuner
conf usi on. Instead, it presuned a likelihood of confusion as a
matter of |aw when the products are materially different.? |t
recogni zed that the presunption can be overcone by proof fromthe
def endant that "the differences are not of the kind that consuners,
on average, would likely consider in purchasing the product."?®3

The Second G rcuit has taken a sim |l ar approach. In Oiginal
Appal achian Artworks, Inc. v. Granada Electronics, Inc. ("OQAA"),
the owner of the trademark for Cabbage Patch Kids dolls, QOAA had
i censed a Spani sh conpany, Jesmar, to nmake and sell Cabbage Patch
Kids dolls in Spain. The dolls differed fromdolls nade for the
Anmerican market in that the "adoption papers" were printed in
Spani sh. Wen the defendant, a gray-market inporter, began
inporting the Jesmar dolls, OAA sought injunctive relief under the
Lanham Act. The court upheld a permanent injunction under section
32(1)(a) of the Lanham Act,!® on grounds that "Jesmar's dolls were
not intended to be sold inthe United States and, nost inportantly,

were materially different fromthe Col eco Cabbage Patch Kids dolls

liNestl e, 982 F.2d at 636.
121 d. at 640.

13 d. at 641.

14816 F.2d 68 (2d Cir.1987).
1515 U.S.C. § 1114(1)(a).



sold inthe United States.... Thus, even though the goods do bear
QAA' s trademark and were manuf actured under |icense with QAA, they
are not "genui ne' goods because they differ from Coleco dolls and
were not authorized for sale in the United States. "

W are persuaded that the Nestle/OAA test, which finds
infringenment if the goods sold by the authorized donestic
distributor and the defendant's foreign goods are materially
different, is a sound one, at |east when the goods in question are
highly artistic, luxury goods. The successful marketing of such
goods in this country by a foreign manufacturer is a skill and not
a science. It depends not only on the "quality" of such goods as
measured in sone objective or scientific sense, but on the ability
to inpart on the donestic consuner a view that the goods are rare,
col l ectabl e, el egant, chic, or otherwi se highly desirable piecesto
own. As the Court noted in Katzel, "the nonopoly of a trade-nmark

deals with a delicate matter that may be of great value but
that easily is destroyed...."¥ For Herendi, maintaining the
goodwi I | of its trademark may depend on the stores where the goods
are sold, advertising, the selection of which of the thousands of
Herendi pieces will be offered for sale in this country, and many
ot her factors. The president of Martin's stated in a sunmary
judgnent affidavit that Martin's "limts the Herend products which
are sold here based on its evaluation of the U S nmarket, its

desire to pronote product identity anong U. S. consuners, its desire

18QAA, 816 F.2d at 73.
"Kat zel , 260 U.S. at 692, 43 S.Ct. at 245.
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to control the nature of the products on which the Herend mark is
affixed, and the public's perception of the Herend nark.
[ Martin' s] decisions can have a significant inpact on the i mage of
Herend products in the U S " As is its right, Herendi has chosen
Martin's as its exclusive distributor to assist in these conplex
deci sions, as a neans of preserving the value of its trademark in
this country.

The district court properly held Juhasz liable for trademark

infringement. The evidence is undisputed that Juhasz sold Herend

pi eces not offered by Martin's. Frank Juhasz admtted in his
deposition that "at |east 50 percent of what we sell, they don't
sell." Sone of the pieces, such as figurines of guinea hens and

rabbits, were conpletely different pieces from those sold by
Martin's. Ohers had painted patterns and colors different from
those offered by Martin's. As a matter of |aw, such differences
are material, since consuner choices for such artistic pieces are
necessarily subjective or even fanciful, depending on each
consuner's personal artistic tastes. As Juhasz observes in its
brief, "[e]lach consunmer for a variety or reasons mght prefer a
bird to a rabbit or stripes to dianonds or red to blue."” Juhasz
therefore cannot show "the differences are not of the kind that
consuners, on average, would likely consider in purchasing the
product . "8

Juhasz argues that its inports, while different, were of the

sane grade and quality, but Nestle flatly rejects this argunent,

8Nest | e, 982 F.2d at 641.
10



holding that the plaintiff need not prove that the defendant's
inports are of i nferior quality to establish trademark
infringenent, only that they are materially different.® W agree
with this approach.

Juhasz argues that its conduct is sanctioned under WMatrix
Essentials, Inc. v. Enporium Drug Mart, Inc.?® In this case,
plaintiff Mtrix, the trademark owner, manufactured hair care
product s. It sold its products to distributors who were
contractually bound to sell only to licensed cosnetologists.
Def endant Enporium a discount retailer, began selling the products
and Matrix sued for trademark infringenent. W held that Enporium
had not violated the Lanham Act. W reasoned that Enporiuns
st ocki ng of genuine Matrix products did not create a |ikelihood of
consuner confusion.

Matrix is distinguishable in that it was not a parallel
i nporter case, where the territorial scope of the trademark was in
i ssue. As explained above, trademark protection can extend to an
owner's efforts to maintain the value and goodw || of the trademark
in a particular territory, where the owner has endeavored to
confine the use of the trademark to certain goods. Moreover, the
goods sold by the defendant in Matrix and the authorized retailers
were not materially different. The court noted that the Matrix

products sold by Enporium "were the sane products available in

¥1d. at 636, 640.
20988 F.2d 587 (5th Cir.1993).
11



sal ons. "2t

Juhasz al so relies on NEC El ectronics v. CAL Circuit Abco? and
Wil Ceramcs and dass, Inc. v. Dash.? In these cases the courts
held that gray market inporters of genuine goods were not |iable
for t rademar k i nfringenent. However, bot h cases are
di stingui shable fromour case because the goods were identical to
t hose sold by the authorized Anerican distributors.

Juhasz clains that its sales of Herend porcelain are all owed
under the "first sale" rule. Under this rule, recognized in NEC
El ectronics, "[t]rademark | aw general |y does not reach the sal e of
genui ne goods bearing a true mark even though such sale is w thout
the mark owner's consent. Once a trademark owner sells his
product, the buyer ordinarily may resell the product under the
original mark without incurring any trademark lawliability."?® An
anal ogous and better known first sale rule is recognized in the

copyright law, and is indeed codified in the Copyright Act.? This

211 d. at 589.
22810 F.2d 1506 (9th Gir.1987).
23878 F.2d 659 (3d Cir.1989).

22NEC El ectronics, 810 F.2d at 1508-09; Wil, 878 F.2d at 668
&n. 11 (noting that, if goods had been materially different, "that
fact would provide a stronger argunent for [plaintiff's] claimof
trademark infringenent.").

2NEC El ectronics, 810 F.2d at 1506 (enphasis added), quoted
in Matrix, 988 F.2d at 590, 593.

217 U.S.C. 8§ 109(a) ("Notwithstanding the provisions of
section 106(3), the owner of a particular copy or phonorecord
lawful Iy made under this title, or any person authorized by such
owner, is entitled, without the authority of the copyright owner,
to sell or otherw se dispose of the possession of that copy or

12



rule "finds its origins in the conmon | aw aversion to limting the
al i enati on of personal property."2’” As one court has expl ai ned, the
rational e behind the rule is that after the first sale, "the policy
favoring a copyright nonopoly for authors gives way to policies
di sfavoring restraints of trade and limtations on the alienation
of personal property...."2 Simlar policies underlie recognition
of afirst sale rule in trademark | aw

We conclude that this rule does not protect Juhasz. First,
the rule applies only to identical genuine goods. No one would
argue, for exanple, that a seller of fake Rolex watches or Qucci
bags, or pirated conpact discs, could escape liability by show ng
that he was nerely reselling the fakes after purchasing them from
t he manufacturer of the pirated works.? And as Nestle explains,
"al though it has been said that "[t]rademark | aw general |y does not
reach the sale of genuine goods bearing a true mark even though
such sale is without the mark owner's consent,' the nmaxi m does not
apply when genuine, but unauthorized, inports differ materially
fromaut henti c goods aut horized for sale in the donestic market. ..

[ Al n unaut hori zed i nportation may well turn an ot herw se "genui ne

phonorecord. ™).

2’Sebastian Int'l Inc. v. Consunmer Contacts (PTY) Ltd., 847
F.2d 1093, 1096 (3d G r.1988).

2parfuns G venchy, Inc. v. C. & C Beauty Sales, Inc., 832
F. Supp. 1378, 1388 (C.D. Cal.1993).

2Agai n, | ooking to the anal ogous copyright first sale rule,
t he Copyright Act recognizes that the first sale rule only applies
to a copy "lawmfully nmade under this title." 17 U S.C. 8§ 109(a).

13



product into a "counterfeit' one."3°

Further, applying the first sale rule to an unauthorized
i nporter such as Juhasz would nean that the gray-market inporter
woul d al ways escape liability. Unauthorized inporters are never
the first seller. They always purchase the goods from the
manuf acturer and owner of the trademark or an internediary, and
resell the goods in violation of an agreenent the manufacturer has
wth the exclusive distributor, or a policy of the manufacturer
barring the sale of the goods in a particul ar geographic nmarket.
Yet since 1923, when the Suprene Court ruled in Katzel, courts have
hel d that such sal es can sonetines violate the trademark |aws. |f
Juhasz were correct, then the defendants in Katzel, Nestle and GAA
woul d have escaped liability, since they too resold genuine
products bearing genui ne marKks.

We concl ude, however, that the permanent injunction is too
broad in light of the first sale rule. The injunction prohibits
Juhasz from "distributing, advertising or selling in the United
St ates products which are physically different frombut which bear
the sane federally registered trademark No. 1,816,915 as genui ne
Herend products which are at that tinme being sold in the United
States by plaintiffs." By its terns, Juhasz is barred fromselling
pi eces that Martin's previously inported as appropriate for the
United States market but which are no |onger being inported by
Martin's. Wiile plaintiffs should be allowed to maintain the

territorial integrity of the trademark by limting which porcelain

°Nestl e, 982 F.2d at 638 (quoting NEC, 810 F.2d at 1509).
14



pi eces are offered for sale in this country, they should not be
heard to conplain that the trademark is infringed when a good
previously approved for sale is deleted from Martin's current
catal ogue. In such circunstances the first sale rule's policies of
limting restraints on trade and alienation of personal property
outweigh the trademark owner's right to control its goodw ||
t hrough an excl usive distributorship arrangenent.

Even plaintiffs conceded below, in one of their filings, that
their proposed permanent injunction "would not prohibit Defendants
fromselling products which Plaintiffs previously inported and sold
inthe United States, even if such products are not presently sold
by Plaintiffs here, since Plaintiffs' previous sale in the U S
woul d constitute a "first sale' of such products.” Accordingly,
the injunction should be nodified to allow Juhasz to sell all
pi eces which have ever been sold by plaintiffs in the United
St at es.

We further hold that the injunction should nmake cl ear that
Juhasz is not limted to selling individual pieces which Martin's
has inported and sold first in this country. To hold otherw se
woul d requi re Juhasz to establish the provenance of each i ndi vi dual
pi ece. Herend pieces, though beautiful and distinctive, are nass
produced and should not be treated the way the art world treats an
original Picasso. As long as plaintiffs have ever approved a pi ece
for inportation and sale in this country, Juhasz is free to sel
any individual piece of the sane quality from the sane product

line. Juhasz is, for exanple, allowed to sell any Herend piece

15



offered in a Martin's catal ogue. The Lanham Act protects the
t rademar k; it does not protect the exclusive distributorship
agreenent per se. In addition, the injunction should be nodified
to allow the sale of Herend pieces which were inported to this
country before Martin's becane Herendi's exclusive distributor in
1957. We can see no basis for holding that plaintiffs had a right
to render such pieces "counterfeit" by choosing, decades ago, not
to select them for inportation after they created the exclusive
di stri butorshi p.
B. Danmges
Juhasz conplains that the district court erred in awardi ng
damages. Under the LanhamAct the plaintiff is entitled to recover
defendant's profits and "any damages sustai ned by the plaintiff."3!
Furt her:
In assessing profits the plaintiff shall be required to prove
defendant's sales only; defendant nust prove all el enents of
cost or deduction clained. |n assessing damages the court may
enter judgnent, according to the circunstances of the case,
for any sum above the anpbunt found as actual danages, not
exceeding three tines such anount. |If the court shall find
that the anobunt of the recovery based on profits is either
i nadequat e or excessive the court may in its discretion enter
judgnent for such sum as the court shall find to be just,
according to the circunstances of the case. %2
Geat latitude is given the district court in awardi ng damages
under the Lanham Act, "which expressly confers upon the district

judges wide discretion in determ ning ajust anount or recovery for

3115 U.S.C. § 1117(a).
2| g,
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trademark infringenent."3

Plaintiffs offered an accounting expert who had reviewed
Juhasz' s busi ness records. She relied on Frank Juhasz's deposition
testinony that at |east 50 percent of the Herend pieces it sold
were not products sold by Martin's in the United States. He
admtted that these were pieces that Herendi "intended to sell in
ot her countries" and that "had never been seen on this market."
The expert found that the business records were inconsistent, but
estimated Juhasz's sales of infringing goods (50 percent of gross
sal es of Herend goods) during the 1991-1994 period at $238, 541
She cal cul ated danmages based on infringing sales and plaintiffs'
lost profits anmpbunting to $403, 000. She further opined that
inventory records i ndicated i nventory several tinmes higher than the
inventory testified to by defendants and di scovered by plaintiffs
on the date of the seizure. She testified that the damages woul d
be significantly higher ($350,000) if this additional inventory
were taken into account. She did not take into account any damage
to plaintiffs' reputations, or any pre-1991 or post-1994 sal es by
Juhasz.

The jury found danages of $685, 000, and the court awarded this
anount . While the evidence of danages could have been nore
preci se, we conclude that the award should be affirnmed, given the
broad di scretion accorded the district court in deciding danages up

to three tines the anobunt of actual danages found.

3¥Holiday Inns, Inc. v. Alberding, 683 F.2d 931, 935 (5th
Cir.1982).
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C. Attorney's Fees

The district court awarded attorney's fees of $328,825 for
the entirety of the fees incurred by plaintiffs in prosecuting this
action. Plaintiffs sought attorney's fees under 15 U S. C 8§
1117(a), which provides that "[t]he court in exceptional cases may
award reasonable attorney fees to the prevailing party." W have
noted that the legislative history of this statute suggests that
the exceptional case is one in which the defendant's trademark
i nfringenment "can be characterized as "malicious,' "fraudulent,'

"deliberate,' or "willful,' and that it "has been interpreted by
courts to require a showing of a high degree of culpability."3
The court erred in finding that this is an "extraordi nary"
case neriting the award of attorney's fees. Suffice it to say that
the law of gray nmarket goods and "parallel inporters”" is a
difficult subject. The district court itself erred in the breadth
of the injunction it ordered, as explained above. Li kew se,
plaintiffs and their able counsel incorrectly believed that the ex
parte seizure provision of the Lanham Act applied to the gray
mar ket goods in issue, as discussed below. Juhasz's counsel erred
in advising it, after the ex parte seizure, that Juhasz's conduct
was | egal under Matrix. The notion that a jeweler can violate the
trademark | aws by inporting and selling genuine porcelain with a

genui ne trademark borders on the counterintuitive, even to those

seasoned in the | aw We can find no evidence in the record that

34Texas Pig Stands, Inc. v. Hard Rock Cafe Int'l, Inc., 951
F.2d 684, 697 (5th G r.1992).
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Juhasz knew at the tine of its actions that it was violating the
law. Frank and Judit Juhasz swore in post-trial affidavits that
they only sold genui ne Herend porcelain, and did not believe that
the sales were illegal. Wen Judit Juhasz was asked by her counsel
at trial whether she believed the itens taken during the seizure
were counterfeit, plaintiffs successfully objected on grounds that
the question was irrelevant. Even after the ex parte seizure
Juhasz obt ai ned an opinion of |egal counsel who advised that their
sales of gray market goods were "not an infringenent of anyone's
rights in accordance with United States law." Plaintiffs did not
denonstrate the kind of highly cul pable conduct neriting an award
of attorney's fees.
D. Wongful Seizure Counterclaim
Juhasz conplains that the district court erred in granting
summary judgnent against it on its counterclaim for wongful
sei zure. Sinmultaneously with the filing of their origina
conplaint, plaintiffs sought and obtained a order of seizure
pursuant to 15 U.S.C. § 1116(d), which provides in pertinent part:
(DA In the case of a civil action arising under section
1114(1)(a) of this title ... with respect to a violation that
consists of using a counterfeit mark in connection wth the
sale, offering for sale, or distributions of goods or
services, the court may, upon ex parte application, grant an
order ... providing for the seizure of goods or counterfeit
mar ks i nvol ved in such violation and the neans of maki ng such
mar ks, and records docunenting the manufacture, sale or

recei pt of things involved in such violation.

(B) As used in this subsection the term "counterfeit mark"
nmeans—

(i) a counterfeit of a mark that is registered ..
whet her or not the person against whomrelief is sought
knew such mark was so registered ..
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but such termdoes not include any mark or designati on used on
or in connection with goods or services of which the
manuf act ure® or producer was, at the tine of the manufacture
or production in question authorized to use the mark or
desi gnation for the type of goods or services so manufact ured
or produced, by the holder of the right to use such mark or
desi gnation
G ven the draconi an nature of this ex parte renedy, providing
for the seizure of defendant's wares and records w thout prior
notice to the defendant and with the assistance of | aw enforcenent
of ficers,® we believe that it should be narrowly construed. By its
terms, this provision does not apply to gray market goods such as
the ones at issue here. It does not apply to goods having a mark

pl aced on the product at the tinme of the manufacture" by a
manuf acturer "authorized to use the mark ... by the hol der of the
right to use such mark." Here, the owner of the right to use the
Herend trademar k—Herendi —+s also the manufacturer, and was of
course authorized to place its own trademark on its own goods at
the time of its own manufacture. G ay nmarket goods are not subject
to this provision even if they are materially different fromthose
selected for the donestic nmarket. Plaintiffs had no right to
conduct an ex parte seizure of authentic Herend pi eces fromJuhasz.
Hence, the district court erred in ruling that the counterclaim
should fail because plaintiffs "seized several porcelain products
that were different from the products that Herend sells in the

United States.™

The result would be different if plaintiffs had seized fake

%So in original. Probably should be "nmanufacturer."
%See 15 U.S.C. § 1116(d)(9).
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pieces wwth a forged trademark. The sei zure order was based on an
affidavit of Martin's president, who believed that several of the
pi eces Martin's had purchased fromJuhasz were not authentic Herend
porcelain. Plaintiffs never established as a matter of |aw that
Juhasz was selling fakes, and there is substantial evidence to the
contrary. At trial plaintiffs called Herendi's commercial director
and its l|lead painter, undoubtedly two of the world' s |eading
experts on the authenticity of Herend porcelain, and neither
identified a single piece sold by Juhasz as having a fake
t rademar k.

Under 15 U. S.C. § 1116(d)(11), "[a] person who suffers damage
by reason of a wongful seizure under this subsection has a cause
of action against the applicant for the order under which such
sei zure was nmade, and shall be entitled to recover such relief as
may by appropriate, including damages for |ost profits, cost of
materials, loss of good will, and punitive damages in instances

where the seizure was sought in bad faith.... The court erred in
granting judgnent in favor of plaintiffs onthis counterclaimafter
the plaintiffs rested.
E. Contenpt Order

After the court entered its permanent injunction, plaintiffs
sought a civil contenpt order, alleging that Juhasz was viol ating
the injunction. After a hearing, the court found that Juhasz had
sold and advertised for sale Herend pieces materially different

from those offered by Martin's. The court entered a contenpt

order, which ordered that Juhasz: (1) return all physically
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different Herend products and all related brochures, price lists
and ot her advertising materials; (2) turn over records docunenting
the sal e of physically different products, so that plaintiffs could
in the future seek recovery of |ost revenues; (3) identify and
send a letter to all persons who had received physically different
products or advertising for such products, stating that defendants
sold themin violation of the injunction; (4) pay plaintiffs $6300
as reasonable attorney's fees incurred in bringing the contenpt
proceedi ng; (5) serve within 12 days a declaration describing its
conpliance with the contenpt order; and (6) beginning 10 days
after entry of the contenpt order, pay a fine of $50 per day for
each day of non-conpliance with the order.

W review an order of contenpt under the abuse of discretion
standard, and the district court's underlying fact findings under
the clearly erroneous standard.®

We note that the contenpt order should not be reversed sinply
because we now hold, above, that the injunction the court issued
was t oo broad. The Suprene Court has recogni zed "t he | ong- st andi ng
rule that a contenpt proceeding does not open to reconsideration
the legal or factual basis of the order alleged to have been
di sobeyed and thus becone a retrial of the original controversy. "33
Juhasz was obliged to obey the injunction pending reconsideration

by the district court or appellate review

STravel host, Inc. v. Blandford, 68 F.3d 958, 961 (5th
Cir.1995).

BVAggi 0 v. Zeitz, 333 U.S. 56, 69, 68 S.Ct. 401, 408, 92 L. Ed.
476 (1948).
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Juhasz argues that the contenpt order was one of crimna
contenpt requiring proof beyond a reasonable doubt. W disagree.
As we explained in Lamar Financial Corp v. Adans:®°

| f the purpose of the sanction is to punish the contemor and
vindi cate the authority of the court, the order is viewed as
crim nal. If the purpose of the sanction is to coerce the
contemmor into conpliance with a court order, or to conpensate
another party for the contemor's violation, the order is
considered purely civil. Akey determinant inthisinquiryis
whet her the penalty inposed is absolute or conditional on the
contemor's conduct . 4°
The purpose of the contenpt order was to conpel Juhasz to
conply with the previously entered injunction. The nodest
attorney's fees awarded were conpensationto the plaintiffs for the
costs of prosecuting the contenpt notion, and the nonetary
sanctions of $50 per day were prospective only, and thus
conditioned on the <contemor's future conpliance wth the
i njuncti on.

Juhasz argues that it only sold pieces obtained in the
"secondary market" after the injunction issued, and that the
i njunction was so vague that it did not understand that such sal es
wer e prohibited. The injunction plainly prohibited Juhasz from
"distributing, advertising or sellinginthe United States products
which are physically different from but which bear the sane
federally registered trademark No. 1,816,915 as genuine Herend
products which are at that tinme being sold in the United States by

plaintiffs.”" There is no exception for sales of pieces purchased

39918 F.2d 564 (5th G r.1990).
01d. at 566 (citations onitted).
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in the "secondary market."

Juhasz appears to conplain that the scope of the injunction
becane confused when plaintiffs thensel ves conceded i n one of their
pl eadi ngs (discussed above) that their proposed permanent
injunction "would not prohibit Defendants from selling products
which Plaintiffs previously inported and sold in the United States,
even if such products are not presently sold by Plaintiffs here,
since Plaintiffs' previous sale in the US. would constitute a
"first sale' of such products.™ This interpretation of the
i njunction would not allow Juhasz to sell pieces unless they had
first been inported to this country and sold by Martin's. The
evi dence showed that Juhasz was not selling pieces first sold in
this country by Martin's. Regardl ess of this statenent, the
injunction the court entered had no exception for secondary market
purchases. Further, plaintiffs offered evidence that, after the
i njunction issued, Juhasz sold and advertised for sale Herend
pi eces that plaintiffs had never sold in the United States.

We conclude that the fact findings formng the basis for the
contenpt order are not clearly erroneous, and that the district
court did not abuse its discretion in issuing the contenpt order.

CONCLUSI ON

For the foregoi ng reasons, we conclude that an injunction was
properly issued agai nst Juhasz, but that the injunction entered by
the district court was too broad; that plaintiffs are entitled to
damages but are not entitled to attorney's fees; that the contenpt

order should be affirnmed; and that the summary judgnent agai nst
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Juhasz on its wongful seizure counterclaim should be reversed.
Accordingly, we affirmin part, reverse in part, and remand for
further proceedings consistent wth this opinion.

AFFI RVED in part, REVERSED in part and REMANDED.
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