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PRELIMINARY STATEMENT

S&L  Vitamins 1Inc., the corporate plaintiff/counterclaim
defendant', makes this Federal Rule of Civil Procedure 12 (b) (6)
motion to dismiss the counterclaims in this action because
defendant cannot maintain its trademark, unfair competition,
dilution, or tortious interference claims, and, to the contrary,
has utilized litigation - or the threat of it - as a form of
unfair competition against a smaller competitor with far fewer
resources. This is not a case of an Internet merchant falsely
placing a trademark holder's marks on its website to attract
Internet traffic to sell unrelated goods. Rather, this is a case
in which defendant is attempting to use the courts to extend its
market control beyond its own contracts and relationships, and to
prevent even a party that has lawfully purchased merchandise
through legitimate retail outlets from reselling it to willing
buyers over the Internet. There is no legal basis for such
audacious overreaching, nor is there any cognizable unfair
competition or trademark claim by defendant here.

Plaintiff is a small independent retailer that lawfully buys
merchandise at retail stores and sells that merchandise on the
Internet, much as millions of people do every day either on their
own websites or in markets such as eBay and the 1like.
Defendant/counterclaim plaintiff, Australian Gold, Inc.
(*Australian Gold” or "defendant"), is a leading manufacturer of

tanning lotion and related products that seeks complete control

! The third party defendant, Larry Sagarin, is a principal of Ss&L

Vitamins, and Australian Gold asserts the same claims against both.
For convenience, both are referred to collectively here as “S&L
Vitamins," “S&L” or "plaintiff."
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over the sale and distribution of its products. As the pleadings
demonstrate, defendant is prepared to achieve and maintain that
control that by manipulating the federal intellectual property
schema and using litigation, or the threat of it, as a form of
competition.

As will be demonstrated below, plaintiff’s activities are
permissible under the first sale doctrine, which permits an
individual to sell a trademark-protected product, regardless of
whether the trademark owner wishes him to or not, once he has
purchased that product. Defendant’s counterclaims attempt to
circumvent this doctrine by asserting that while trademark law
does not prevent S&L from selling the products in question, it
prevents S&L from advertising - however truthfully; however
accurately; however beneficially to the consumer - that it sells
the products in question.

This logic is 1ludicrous. Trademark law is designed to
protect consumers by preventing customer confusion; it 1is not
designed to protect a manufacturer’s inflated price structure by
preventing truthful, accurate advertising. Clearly defendant,
aware that trademark law does not permit it to stifle legal sales
— on-line or otherwise - of its products, is trying to accomplish
through the back door what it cannot accomplish through the

front. This Court should not permit it to succeed.

STATEMENT OF FACTS

All the facts set forth herein are based on the pleadings in
this matter. S&L, Vitamins operates an Internet website which

sells various products to consumers at discount prices. Among
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the products offered for sale are tanning products, including
those manufactured by defendant, which S&L Vitamins obtains from
various retallers. S&L Vitamins informs the public that it is
offering this merchandise for sale, and transacts sales, through
its website.

On or about January 15, 2004, defendant’s counsel sent
correspondence to S&L threatening legal action for copyright
infringement, trademark infringement, trademark dilution, unfair
competition, and intentional interference with contract. There
followed an exchange of correspondence between counsel for the
two sides in which S&T, made clear that it believed in good faith
that it was acting within legal boundaries; that its legal and
factual research indicated this to be the case; and inviting
defendant to provide plaintiff with any legal authority to the
contrary. There was no further correspondence.

A little more than a year later, however, on or about
February 22, 2005, defendant resumed its threatening
correspondence to S&L. Based upon that letter, which promised
legal action, S&L filed a complaint for declaratory judgment in
this Court, hoping to establish its legal rights to sell and
advertise its own property once and for all.

In response to S&L's filing, defendant asserted
counterclaims for trademark infringement, trademark dilution,
state and federal unfair competition, false advertising, and

tortious interference with contract and prospective economic
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advantage®. Defendant essentially complains that a retailer's
truthful and accurate advertisement that it sells a trademark
holder's products 1is *“misleading,” apparently because some
customer, somewhere, contrary to all the information presented to
him on S&L’s website, may become confused into believing that the
retailer is affiliated with the trademark holder.

Defendant further claims that S&L Vitamins' legal sale of
these products is “unauthorized” - as if some sort of regulatory
approval were required to sell tanning lotion - and that such
sale amounts to interference with Defendant's distribution
agreements. Defendant’s counterclaim describes a scheme by
defendant to control the marketplace in its products through an
arrangement under which defendant sells only to distributors who
in turn agree to sell only to tanning salons which agree to keep

prices artificially high. The sine qua non of this arrangement

is that defendant will threaten or file litigation against any
person who sells its products at a competitive price, regardless
of how it was obtained, and assert intellectual property and
contractual claims meant to cow smaller competitors into
capitulation. The result is the maintenance of monopoly-like
profits for defendant and its distributors alike.

Defendant’s problem, however, is that - exactly as economic
theory predicts - the retailers have a strong incentive to depart
from a scheme that benefits them only marginally (since they

could sell more tanning lotion if it were fairly priced) and sell

? Defendant's Counterclaim against Plaintiff and its Complaint against

Third Party Defendant Larry Sagarin each state ten counts for relief.
The counts are numbered slightly differently in the Counterclaim and
Third Party Complaint, but they are in all other aspects identical.

4
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to so-called *“unauthorized” retailers who in turn make the
product available to consumers at market prices. To defendant’s
dismay, there is no legal reason these tanning salons may not do
this, for unlike the “authorized” distributors, they are under no
contractual obligation to limit their sales.

Thus defendant must claim, regardless of the facts, that the
merchandise sold by plaintiff was purchased from its
distributors, giving rise to a supposed interference with
contract. Yet the counterclaim not only fails to identify even
one distributor with which S&L Vitamins supposedly did business;
it does not even suggest defendant’s factual grounds for alleging
that such a distributor exists, nor any basis for claiming that
S&L Vitamins knew of defendant’s alleged contracts with any
particular distributors (as opposed to blank sample contracts
submitted with defendant’s correspondence), which - even after
being privy to defendant’s allegations and extensive submissions
made part of its pleadings - it still does not.

The purchase of products from retailers could not possibly
constitute interference with contract because defendant has not
claimed the existence of any contracts between these retailers
and defendant. And, consistent with legal authority, the use of
trademarks to identify accurately the various products that it

sells is, under well-established precedent, not infringement.
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LEGAL ARGUMENT

A. THE COUNTERCLAIMS CANNOT WITHSTAND THE STANDARD FOR
DISMISSAL FOR FAILURE TO STATE A CLAIM UNDER FED.
R. CIV. P. 12(b)(6)

Under Federal Rule of Civil Procedure 12(b)(6), a court
should dismiss a complaint if it is clear that no relief could be
granted under any set of facts that could be proved consistent

with the allegations. Swierkiewicz v. Sorema N.A., 534 U.S. 506

(2002) . It is well settled that while, in determining a
dismissal motion under Rule 12(b)(6), a District Court must
accept the allegations contained in the complaint as true and
draw all reasonable inferences in favor of the nonmoving party,

Burnette v. Carothers, 192 F.3d 52, 56 (2d Cir. 1999),

“conclusory allegations or legal conclusions masquerading as
factual conclusions will not suffice to prevent a motion to

dismiss.” Smith v. Local 8191 B.T. Pension Plan, 291 F.3d 236,

240 (2d cCir. 2002)). The task of the court addressing the
12(b) (6) motion is not to determine the weight of the evidence,
but only to assess the legal feasibility of the complaint. Sims
v. Artuz, 230 F.3d 14, 20 (24 cCir. 2000). “The issue 1is not
whether a plaintiff will ultimately prevail, but whether the
claimant is entitled to offer evidence to support the claims.”

Scheuer v. Rhodes, 416 U.S. 319, 322, 94 S.Ct. 1683, 40 L.Ed.2d

90 (1974). 1In reaching its determination, a court’s review must
be 1limited to the complaint and documents attached or

incorporated by reference thereto. See Kramer v. Time Warner,

Inc., 937 F.2d 767, 773 (2d Cir. 1991). In other words, a
12(b) (6) motions permits each particular defendant to eliminate

causes of action for which no set of facts has been identified
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that support the claims against him. Wynder v. McMahon, 360 F.3d

73, 80 (2d Cir. 2004).

Defendant seeks to distract from its lack of cognizable
legal facts by the submissions of “weighty” pleadings. It has
attached as exhibits, for no obvious reason, the entire file
wrappers associated with its routine and undisputed trademark
applications, as i1f the existence and validity of defendant’s
trademarks have at any time been questioned by plaintiff (they
have not). Given this avalanche of paper, the absence of
specific factual allegations, much less documentation, that would
meet the standard of Fed. R. Civ. 12(b) (6) and actually support
defendant’s wide-ranging counterclaims is damning. See, Microtel

Franchise & Development Corp. v. Country Inn Hotel, 923 F. Supp.

415, 418-19 (W.D.N.Y. 1996) (dismissing claim based on materials

attached to complaint); Peterson v. Atlanta Housing Auth., 988

F.2d 904, 913 (11 cir. 1993) (summary judgment based on
exhibits) .

1. Defendant’s trademark and unfair competition claims
should be dismissed under the first sale doctrine.

It is hornbook law that S&L Vitamins' sale of defendant’s

products was wholly lawful according to the first sale exhaustion
principle. “[Tlhe right of a producer to control distribution of
its trademarked product does not extend beyond the first sale of
the product. Resale by the first purchaser of the original

article under the producer’s trademark is neither trademark

infringement nor unfair competition.~” Sebastian Int’l, Inc. v.
Longs Drug Stores Corp., 53 F.3d 1073, 1074 (9* cCir.), cert.
denied, 516 U.S. 914 (1995). In addition, ™“The exhaustion or
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first-sale rule is not an affirmative defense. Rather, it
defines an area of commerce beyond the reach of trademark law.”

Taylor Made Golf Company, Inc. v. MJT Consulting Group LLC, 265

F.Supp.2d 732 (N.D. Tex. 2003), citing Polymer Tech. Corp. V.

Mimran, 975 F.2d 58, 61 (2d Cir. 1992) (emphasis supplied).

Defendant’s claims of trademark infringement and unfair
competition, therefore, are not grounded in any recognized legal
theory of trademark law. Once a trademark owner such as
defendant sells goods protected by trademark, a buyer such as
plaintiff is free to resell those goods to others without having
to remove the trademarks.

Furthermore, the first sale exhaustion rule is not limited
to “authorized” resales; to so 1limit the rule would be to
eviscerate it. It applies even when no subsequent resales are
anticipated or even contemplated by the trademark owner. In
fact, even when trademark-protected goods are diverted by
wholesalers to “‘unauthorized” retail outlets, such as
discounters, it is not trademark infringement for those
discounters to sell those goods, and to market them with the use
of the trademarks, despite the displeasure or objections of the
trademark owner. Sales of merchandise at retail are, after all,
not licenses.

For example, in Adobe Systems Inc. v. One Stop Micro Inc.,

84 F. Supp.2d 1086 (N.D. Cal. 2000), Adobe sold an educational
version of its software which at a substantial discount. One
Stop lawfully purchased numerous units of the educational version
and sold some of them, unchanged, to non-students on the open
market, without Adobe’s authorization. Adobe, like defendant

8



