IN THE UNI TED STATES COURT OF APPEALS
FOR THE FI FTH Cl RCU T

No. 94-30055

PEACHES ENTERTAI NMENT CORPORATI ON
Pl ai ntiff/Appell ant/ Cross- Appel | ee.
ver sus
ENTERTAI NVENT REPERTO RE ASSOCI ATES, | NC
Def endant / Appel | ee/ Cr oss- Appel | ant.

Appeal fromUnited States District Court
for the Eastern District of Louisiana

August 16, 1995
Bef ore H G3 NBOTHAM SM TH and STEWART, Circuit Judges.

CARL E. STEWART, Circuit Judge:

Peaches Entertainnent Corporation ("PEC'), owner of the
federally registered service mark PEACHES, appeals the district
court's judgnent, which held that Entertainnent Repertoire
Association, Inc. ("ERA"), retained limted, exclusive rights to
use a simlar mark within stores in tw parishes in Louisiana and
advertise in five nore. ERA appeals the district court's holding
that limted future store expansion to the two parishes where it
had operated stores. For the follow ng reasons, the judgnent of
the district court is affirmed in part, nodified, and remanded with
di rections.

BACKGROUND
Peaches Entertai nment Corporation, a retail nusic and video

chain, operates twenty-one locations in six states. It is the



owner of the federally registered service mark PEACHES for "retai
tape and record services," the mark having been registered by a
corporate predecessor, Lishon's Inc. ("Lishon's"),! on July 686,
1976. Li shon's began using the mark in comerce in relation to
musi ¢ stores sonetinme in 1974.

Li kew se, ERA owns a retail nusic and video store in New
Ol eans, Louisiana, which does business under the trade nane
PEACHES.? ERA first began to use the nanme PEACHES and a rel ated
graphic service mark in August 1975, when it opened stores in both
Ol eans and Jefferson Parish.

ERA's PEACHES fane spread beyond the Louisiana area, and
Li shon's | earned of ERA's use of the PEACHES nane and mark. On
Decenber 2, 1975, Lishon's sent a cease and desist letter to ERA
notifying it of its claimto the PEACHES trademark and demandi ng
that ERA stop using the trademark PEACHES in connection with its
Loui si ana nusi c stores. ERA responded, by letter, that when it
first began to use the trademark PEACHES, it was unaware of
Lishon's prior use of the tradenmark. Because Lishon's did not

reply to its letter, ERA assuned that it continued to have the

ILishon's, which changed its nane to Peaches Records and
Tapes, Inc., filed for bankruptcy in 1981. PEC subsequently
acquired many of its assets, including the PEACHES service nark.

2The parties have stipulated that the owners of ERA were
inspired to use the mark and name PEACHES after listening to a hit
record by the Allman Brothers entitled "Eat a Peach." The al bum
whi ch was produced by Capricorn Records, was narketed to record
stores in a peach crate marked with the illustration of a peach.
In July 1975, ERA obtai ned perm ssion fromCapricorn to use PEACHES
as a word mark and Capricorn's illustration as a design mark. ERA
was unaware of PEC s predecessor's use.
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right to use the PEACHES trademark in Loui siana. Consequent | vy,
ERA's use of the trademark neither ceased nor desisted, and it
continued to expand its operations. By May 1980, ERA operated six
stores in Louisiana, two stores in Jefferson Parish and four stores
in Oleans Parish. 1In 1981, Lishon's filed for bankruptcy and sold
t he PEACHES trademark to PEC

I n 1992, when PEC | earned of ERA' s use of the mark PEACHES, it
brought an infringenent suit in federal court under the Lanham
Trademar k Act of 1946, seeking an injunction and damages. See 15
US C 8§ 1221. At that tinme, ERA was operating only one store in
Ol eans Parish, although the one store was extrenely profitable.
ERA defended on the grounds that it was an "internediate junior
user," entitled to exclusive use of the trademark within the
territory that it had established prior to the federal registration
of the mark. The district court agreed.

The triable issues that remained were limted to determ ning
the extent of PEC s right to use the PEACHES service mark and ERA' s
addi tional defense of |aches. After considering the evidence, the
district court held that ERA's use was protected under two
doctrines. First, ERAwas an i nternedi ate juni or user and, second,
PEC was estopped by | aches from encroaching on ERA's territory on
account of its seventeen-year delay in pursuing its rights.
Moreover, the court stated that it would not hold ERAto a "strict
standard" of proof of its trade territory, because of the del ay.
To determne the trade territory, the district court determ ned

ERA's trade territory based "primarily on the evidence of the



geographic extent of ERA's continuous radio advertising and its
reputation.” It also relied on ERA' s evidence "regarding the
geographic origin of its custoners.” This evidence cane primarily
fromHarris and Shirani Rea, who co-owned and operated ERA. The
district court issued a permanent injunction that allowed ERA to
advertise in a seven parish territory,® but limted future store
expansion to Ol eans and Jefferson Parish, the two parishes where
ERA had operated stores.
LAW

In 1946, Congress passed the LanhamAct in order to federalize
the comon law protection of trademarks wused in interstate
comrerce. See Lanham Trademark Act of 1946, c. 540, 60 Stat. 427
(codified as anended at 15 U.S.C. 88 1051-1127). The Act was
designed to protect both consuners' confidence in the quality and
source of goods and services and protect businesses' goodw |l in
their products by creating a federal right of action for trademark
i nfringenent. S. Rep. No. 1333, 79th Cong., 2d Sess. at 1,
reprinted in 1946 U S. Cong. Serv. 1274, 1274. Owmers of a

federally recognized trademark, 11 U S.C. 8 1052, service mark 11
US C 8§ 1053, or other collective mark, 11 U S. C § 1054; see
also, 11 U.S.C. 8§ 1127 (defining types of marks),* may bring suit

in federal court for damages or injunctive relief against users of

3These seven parishes are: Oleans, Jefferson, Plagquem nes,
St. Bernard, St. Tammany, St. Charles, and St. John the Bapti st.

“ nsofar as the applicable |Iaw here is concerned, the terns
"service mark" and "trade mark" are synonynous. . Bost on
Pr of essi onal Hockey Ass'n, Inc. v. Dallas Cap & Enblem Mqg., Inc.,
510 F.2d 1004, 1009 (5th Cr.), cert. denied, 423 U S. 868 (1975).
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simlar marks whose use is "likely to cause confusion, or to cause
m stake, or to deceive." 11 U S.C. § 1114.

The basic schene that creates rights under the Lanham Act is
a national registration system Under the common |aw, use of a
distinctive mark in conmerce only created a right through priority

and market. See United Drug Co. v. Theodore Rectanus Co., 248 U. S.

90, 97 (1918) ("There is no such thing as property in a trade-nark
except as a right appurtenant to an established business or trade
in connection with which the mark i s enployed."). The Lanham Act,
however, changed the common |law rule by allowing a user to acquire
rights in a mark by registration. To conplicate this process
however, Congress also created several defenses to a registered-
user's rights. Significant to this case, junior users, parties who
use a mark subsequent to another's use, may retain rights. |If the
use predates the senior user's registration,® then the Act provides
a defense if the mark "was adopted w thout know edge of the
registrant's prior use and has been conti nuously used by such party
froma date prior to registration of the mark . . ." 11
US C 8§ 1115(b)(5). The rights of a junior intermnmedi ate user,
however, "apply only for the area in which such continuous prior

use is proved." 11 U. S.C. 8 1115(b)(5); see generally, 3 J. Thomas

McCart hy, McCARTHY ON TRADEMARKS AND UNFAIR COWPETITION 8§ 26. 18[ 1] (3d ed.
1994) (examning "limted area defense"). The junior user's area

of continuous prior use, which is frozen at the tinme the senior

The 1988 anendnents to the Act made certain changes to this
doctrine that are not relevant to the case at hand.
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user obtains registration, see John R Thonpson v. Holloway, 366

F.2d 108, 116 (5th Gr. 1966); and Dawn Donuts Co. v. Hart's Food

Stores, Inc., 267 F.2d 358, 360 (2d G r. 1959), becones the junior

user's trade territory.
The junior wuser may establish his trade territory by
identifying the "zone of reputation"” acquired for his mark. See

Wlliam J. Goss, Coment, The Territorial Scope of Trademark

Ri ghts, 44 U Mav L. Rev. 1075, 1084-87 (1990); see al so, Hanover

Star MIling Co. v. Metcalf, 240 U S. 403, 415-16 (1916) ("Into
what ever nmarkets the use of a trademark has extended, or its

meani nqg has becone known, there will be the nmanufacturer or trader

whose trade is pirated by an infringing use be entitled to

protection and redress." [enphasis added]); Thrifty Rent-A-Car

System Inc. v. Thrift Cars, Inc., 639 F. Supp. 750, 753 (D. Mass.

1986), aff'd., 831 F.2d 1177 (1st GCr. 1987) ("A party who has
established a reputation in an area may acquire exclusive rights to
its mark there, even though the product bearing the mark is

unavailable."); Quill Corp. v. LeBlanc, 654 F. Supp. 380, 385

(D.N.H 1987) ("At the point in tine of registration, the junior

user's current market -- its '"area [of] continuous prior use
-- is frozen, and . . . the junior user's reputation,
advertising, and sales delimt its frozen area." [citations

omtted]); and 3 MCarthy, supra, 8§ 26.12[1] at 26-41 ("The
territorial scope of a trademark and its goodwi || nust be defined
internms of the area fromwhich custoners are drawn, the coverage

of advertising nedia and the nature of goods or services sold.").



Provided that the junior user has significant sales in the areas
the mark has gained reputation, these areas conprise the junior
user's trade territory at the tine the senior wuser obtained

registration. See Thrifty Rent-A-Car System 639 F. Supp. at 753.

Advertising alone cannot establish the junior user's trademark
rights in an area. |1d.
STANDARD OF REVI EW

W review the trial court's granting or denial of permnent

i njunction for abuse of discretion. See Merrill Lynch v. Stidham
658 F. 2d 1098 (5th Gr. 1981) (holding that the trial court had not
abused its discretion in permanently enjoining the defendants); see

al so, Lone Star Steakhouse & Saloon, Inc. v. Alpha of Viraginia,

Inc., 43 F.3d 922, 939 (4th Cr. 1995) (noting that abuse of
discretion is the appropriate standard of review for a granting or
deni al of permanent injunction). The district court abuses its
discretion if it (1) relies on clearly erroneous factual findings
when deciding to grant or deny the permanent injunction (2) relies
on erroneous concl usions of |aw when deciding to grant or deny the
permanent injunction, or (3) msapplies the factual or |egal
concl usi ons when fashioning its injunctive relief.

"The standard of review over the district court's grant of a
per manent i njunction nmust, of course, be segnented according to the
conponent functions perfornmed by the district court.” Miltnomah

Legal Serv. Workers Union v. Legal Serv. Corp., 936 F.2d 1547, 1552

(9th Gr. 1991). Thus, we wll review the district court's



findings of fact under the clearly erroneous standard, and the
concl usi ons of |aw under the de novo standard.

Historically, finding the territorial scope of trademark
rights has been a question of fact. 3 MCarthy, supra, 8 26.12[1]
at 26-41; see also, Federal Gass Co. v. Loshin, 224 F.2d 100, 102

(2d Gr. 1955); cf. Anerican Foods, Inc. v. Golden Flake, Inc.

312 F.2d 619, 627 (5th Cr. 1963) ("The ancient observation that
each trade-mark case nust be decided upon its own facts still
obtains . . . ."). We overturn the district court's factual

findings only if they are clearly erroneous. Chevron Chem cal Co.

V. Voluntary Purchasing Goups, Inc., 659 F.2d 695, 703 (5th Gr.

1981). The determnation of the proper |egal standard for
assessing a junior or senior user's trade territory is a question

of law that we review de novo. See i d.

If we find that the district court msapplied its factua
findings and/or |egal conclusions when fashioning its pernmanent
i njunction, we nust remand the case for nodification of the order.
Modi fications of an order granting injunctive relief "cannot be
devised from on high. The district court nust bear the

responsibility for doing so." See United States v. Lawence County

School Dist., 799 F.2d 1031, 1047 (5th G r. 1986); see also, B& A

Pipeline Co. v. Dorney, 904 F.2d 996, 1002 (5th Cr. 1990)

(remanded the case with directions that the court nodify its
judgnent in order to limt the permanent injunction placed on the

defendant); and Prem er Indus. Corp. v. Texas Indus. Fastener Co.,

450 F.2d 444, 448 (5th Gr. 1971) (remanded the case wth



directions that the district court nodify its judgnent in order to
extend the tinme of the injunctive relief).
ANALYSI S

| . SIZE OF TRADE AREA

PEC contends that the district court nmade several errors in
determning the size of ERA's trade area. Initially, it contends
that the district court erred in not holding PEC to a "strict
proof" of its trade area. Qur research has found no jurisprudence
to the effect that ERA should have been held to a "strict proof”
requi renment and PEC has virtually conceded this point inits reply
brief.

PEC also contends that the district court relied on
i nadm ssi bl e hearsay adduced at trial in making its judgnent. The
testinony at issue is that of Harris Rea and his wfe. They
testified that they drew their custoners primarily from within
seven pari shes and soneti nes beyond. They based their testinony on
their Dbusiness experiences acquired through the day-to-day
operation of the record store and personal contacts with custoners
who sought out their wide inventory m x of rhythmand bl ues, bl ues,
j azz, gospel, and rap nusic. ERA stocked hard-to-find collector's
items and nusic indigenous to Louisiana such as cajun, zydeco and
di xi eland | azz. PEC concedes that it did not object to this
testinony during trial.

In this circuit, "unobjected-to hearsay may be consi dered by
the trier of fact for such probative value as it nmay have." Flores

v. Estelle, 513 F.2d 764, 766 (5th Gr.), cert. denied, 423 U S




989, 96 S.Ct. 401, 46 L.Ed.2d 308 (1975). Wen a party fails to
object to the adm ssion of evidence, we can review only for plain

error. Pernian Petroleumyv. Petrol eos Mexi canos, 934 F. 2d 635, 648

(5th Gr. 1991); Fed. R Evid. 103(d). Plain error is error which,
when exam ned in the context of the entire case, is so obvious and
substantial that failure to notice and correct it would affect the
fairness, integrity, or public reputation of judicial proceedings.

Perm an Petrol eum 934 F.2d at 648.

At trial, it was established that the retail record business
is a cash-and-carry busi ness. Mst custoners pay by cash or check,
| eaving no witten record of their residence. Thus, the testinony
of Harris Rea was probative as to the |ocation of the custoner
base. It also gave every indication of being reliable,
particularly in view of the absence of any contrary evidence

presented by PEC. See Flores, 513 F.2d at 766 (holding that

"unobj ected-to hearsay may be considered by the trier of fact for
such probative value as it may have"). Moreover, the district
court al so heard testinony of ERA' s extensive radi o advertising and
pronotion activity, which the district court relied uponinissuing
the permanent injunction. Consequently, the alleged hearsay
testi nony was not the sole basis for the district court judgnent.
We find no error in the adm ssion of this testinony that woul d have
affected the fairness, integrity or public reputation of the

district court proceedings.
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1. ERA'S TRADE TERRI TORY
The trial court identified ERA's trade territory, which was
frozen at the tine Lishon obtained registration of the PEACHES
mar k, using uncontroverted testinony regarding ERA s reputation,
advertising and sales in the areas in which it concentrated its
advertising. W hold that the zone of reputation -- that is, the
reputation, advertising, and sales proven in a given service area
-- my be used to determne a junior or senior user's trade
territory. Therefore, the trial court did not err in relying on
ERA' s zone of reputation to classify ERA's trade territory.
In calculating ERA s trade area, the trial court nmade t he
follow ng factual findings:

On August 1, 1975, Smth and Rea began using the service
mar k PEACHES on exterior and interior signs, point-of-
sale displays at its original |ocations in Gretna and on
El ysi an Fi el ds and on bags for purchased nerchandi se. At
that tine it also began distributing flyers using the
PEACHES servi ce mark and word mark i n various other forns
of advertising is uncontroverted. In this vein, Rea
testified that in August 1975, ERA began advertising on
nunerous radi o stations in the netropolitan area of New
Orleans, including WKEL (which is now WTX-FM, WINR
(which i s now WAT), WWLD AMand FM WBOK, W X and VWRNO-
FM.] . . . The coverage areas for the broadcast signals
of the radio stations on which ERA advertised all include
Ol eans and Jefferson Parishes and nost include all of
the parishes south of New Orleans to the Gulf of Mexico,
all of the parishes on the north shore of Lake
Ponchartrain and across the state line well into
M ssi ssippi on the north and east, past Baton Rouge to
the northwest, and past Lafayette to the west.

The trial court deduced that the nmarket served continuously by
ERA' s PEACHES prior to Lishon's registration included the greater

New Oleans area (i.e., Oleans Parish), and its contiguous
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parishes, Jefferson, Plaquem nes, St. Bernard, St. Tammany, St.
Charles and St. John the Bapti st.

Qur review of the record, and in particular the trial court's
menor andum  opi ni on, denonstrates that the trial court's
determ nation of ERA's trade territory was based upon cumnul ative
evidence regarding ERA s reputation. The trial court's
determ nati on was not nmade on the basis of the radi o signals going
out to various far-reaching areas, but rather on recogni zed sal es
comng in fromparticular localities. A conparison of the radio
signals and the court-recogni zed trade territory reveals that the
radi o signals through which ERA advertised clearly went far beyond
the seven parishes identified as ERA's trade territory. For
exanpl e, sone of the radio signals stretched to the Gulf of Mexico,
whil e others penetrated M ssissippi. Evi dence adduced at tria
magni fies the incongruity between ERA's sales and the radio
signals. Harris Rea testified that ERA' s PEACHES store survived
despite the presence of two nearby Sound Warehouse stores because
of ERA's ability to draw froma | arger trade area than t he PEACHES
stores' immedi ate neighborhoods. He further testified that
PEACHES' "reputation" and "custoner loyalty" reqgqularly drew
custoners from the follow ng parishes: Oleans, Jefferson, St.
Tanmmany, Tangi pahoa, St. John the Baptist, St. Charles, St. Bernard
and Pl aguem nes. The trial court carefully tailored the trade
territory to conformwi th evidence regarding ERA's sales; it did
not rely solely on ERA's advertising evidence. Because ERA proved

its reputation, advertising and sales in these seven parishes, the
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trial court delineated these parishes as ERA' s trade territory. W
cannot say that the trial court's factual finding of ERA' s trade
territory, which was fully supported by testinony and evi dence at

trial, was clearly erroneous.

[11. EXPANSI ON LI M TATI ON

Both parties appeal the restrictions placed on ERA's ability
to expand within the trade area. PEC argues that ERA should be
limted to the one store that is operating now, despite the fact
that its trade area covers seven parishes. W find no support for
this contention in the case law. As an internediate junior user,
ERA has the right to fully exploit the market potential of its
trade area. Dawn Donuts Co., 267 F.2d at 362. PEC s rights are

not affected by the opening of one store or one hundred stores as
| ong as ERA does not infringe upon PEC s tradenmark outside of the
seven parish trade area. W find PEC s argunent to be w thout
merit.

ERA appeal s the portion of the district court's judgnment that
limts it from opening new stores outside of the Oleans and
Jefferson Parish parts of the trade area. Harris Rea testified
that ERA' s specializationin ethnic nusic and its w de i nventory of
Loui siana nusic had gained it a loyal followng. He also testified
t hat gross revenues for the single store had been growi ng over the
| ast few years despite conpetition fromlarge franchi se stores. As
not ed above, in 1991, gross revenues were $345,000. 1In 1992, they
wer e $455, 000. In 1993, they were $650, 000. By July 31, 1994,
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gross revenues exceeded $750,000. He testified that gross revenues
by square footage in 1994 was $417 dollars per square foot, which
is approximately three tines the industry average of $165 doll ars
per square foot.

Rea testified that in order to increase profitability in the
future, he had planned to expand the size of his store in Ol eans
Parish as well as open new stores within the trade area. By
opening new stores, he stated that he would be able to spread
managenent costs over several stores and generate nore sales for
the sane advertising dollar. Rea also testified that the new
stores would nake ERA eligible for volunme discounts from record
manuf acturers and di stributors.

Based on this uncontroverted evidence at trial, the district
court stated in its nenorandum opi nion that:

It appears incongruous for a court to Ilimt an

internmedi ate junior user to a specificretail |ocation or

a set of specific locations within its defined Trade

Territory when the lawis precisely to the effect that an

internmediate junior user is entitled to freely use its

mark within the confines of its established trade

territory wthout interference by the regi stered owner of

the mark. Accordingly, the Court is of the opinion that

it is inappropriate to interfere with the ERA' s use of

its mark within its Trade Territory by delineating

specific locations therein where the internedi ate junior

use is permtted [to] wutilize its mark. [Footnote

omtted.]

This conclusion conports perfectly with the principle that an
internediate junior user is entitled to fully exploit its trade

ar ea. See Dawn Donuts, 267 F.2d at 362.

14



In its judgnent, however, the district court |limted the
opening of new stores to the Oleans and Jefferson Parish,
explaining its reason for the restriction:

The court inposes such restriction for the sole purpose

of avoiding the possibility of a prohibited expansion of

the internediate junior user's trade territory which

would logically follow the establishnment of additiona

retail |ocations approaching the outer boundaries of

ERA' s Trade Territory.

This restriction is unsupported by the record or law. There was no
evi dence adduced at trial indicating that a restriction on the
physical l|ocation of an ERA store was required to prevent the
expansi on of ERA's trade area. In fact, the evidence at trial was
that the opening of new stores was planned by ERA as a neans of
exploiting the existing trade area. This evidence was not
contested by PEC Neither the district court nor PEC cites any
case that has allowed this type of restriction on the |ocation of
a store within a trade area, nor has our own research produced any
case law that has inposed this type of restriction

The district court reached the factual conclusion that ERA' s
trade area consisted of seven contiguous parishes in South
Loui siana. This concl usion was fully supported by the evi dence and
testinony submtted at trial. Having reached that conclusion, it

was error for the district court torestrict the |location of any of

ERA' s future stores to Ol eans and Jefferson Parish.?®

W do not address the nerits of the | aches defense upheld by
the trial court because a discussion of this defense is not
necessary to sustain the judgnent.
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CONCLUSI ON
For the foregoing reasons, we REMAND t he cause to the district
court, and the district court is directed to MODIFY its judgnent,
consistent wwth this opinion, by renoving the stricture prohibiting
ERA from opening new stores outside of Oleans and Jefferson
Parish. In all other respects, the judgnent of the district court

i s AFFI RMVED.

Affirmed in part, nodified, and remanded with directions.
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