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The US. Customs and Border Protection (CBP), part of the Department of Homeland Security, has the power to seize goods believed to infringe
registered trademarks under the Tariff Act of 1930 and the Lanham Act of 1946.' These powers are rooted in the US. Constitution, which makes clear
that Congress has the power “[t]o regulate Commerce with foreign Nations,” including the importation of goods from abroad.” The need that
ostensibly justifies CBP exercising such power to enforce a private entity’s intellectual property is the specter of danger from allegedly infringing
goods’ to American lives, the American economy, and the reputations of American businesses.* Even if some allegedly infringing articles were to pose
such dangers, the procedures for disputing CBP seizures do not provide adequate protections for importers accused of trademark infringement. For
example, under the current process, an importer has no ability to challenge seizures except in the context of a forfeiture action initiated by the US.
Department of Justice (DOJ) after referral from CBP, the government has five years to initiate those forfeiture proceedings,” and CBP contends that if
the DOJ refuses to initiate forfeiture proceedings, it nevertheless can exclude those goods from entering the U.S. Should that happen, the importer’s
only recourse is to file a claim in the Court of International Trade.” During this time, CBP can impose costs and fines on the importer and make further
seizures. Surprisingly, gun runners and drug dealers that have had their property seized have far greater protections under the Civil Asset Forfeiture
Reform Act of 2000 (CAFRA) than importers accused of trademark infringement.®

This article addresses the process by which CBP may seize or otherwise prevent goods from entering the US. based on an alleged violation of
trademark law (the seizure process), explains why that process favors trademark owners in a way that is harmful to fair competition, and offers a
solution as to how the process could be recalibrated to better balance the need for border enforcement with fair competition and access to justice.

Detention and Seizure

To have CBP seize allegedly infringing goods at the border, the owner of a federally registered trademark must record that trademark with CBP” The
recorded mark is either a registered word mark or logo or an image of registered trade dress. Typically, owners of recorded trademarks attempt to
educate CBP officers on their recorded marks, the goods associated therewith, and those third parties the rights holders deem to be likely infringers.
However, such education can fall short given that CBP officers are not trained trademark professionals.

Armed with the image of a recorded trademark and an incomplete understanding of trademarks, CBP field agents are tasked with visually detecting
and identifying infringing goods. Intellectual property scholars are familiar with the highly factual test for trademark infringement—whether there
would be a “likelihood of confusion” among consumers as to the source, sponsorship, or approval of a good."" However, CBP agents do not have access
to any facts or circumstances beyond their interaction with the trademark owner and the goods being imported. Again, the infringement
determination is based wholly on a visual comparison of the good to the recorded trademark and necessarily cannot consider or weigh the full
likelihood of confusion factors. Nor do the CBP field agents consider any of the myriad of affirmative defenses available in a case involving trademark
infringement.

Based on this visual comparison, CBP decides whether to detain goods as suspected infringements.” A simple visual comparison may make sense
when the mark at issue is a famous mark consisting of a simple word or phrase (e.g., does the word Toyota look like the word Toyota?). But a visual
comparison is insufficient in many circumstances, especially when the recorded mark is a trade dress. Indeed, even federal courts have struggled with
a consistent application of trade dress infringement fact patterns, from what specifically a trade dress includes to whether the trade dress or any part
of it is functional to whether the accused trade dress is confusingly similar. CBP field agents can hardly do better.
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If the goods are detained, CBP informs the importer and the trademark owner of the detention and seeks the trademark owner’s opinion on whether
the goods are infringing and should be seized.” But when CBP asks, “Do your competitor’s goods, which have already been detained and prevented
from being imported, constitute counterfeits or infringements of your trademark?” it is no surprise the trademark owner would respond in the
affirmative. The ease of affirmance by a mark owner, and the weight given to the opinion of the mark owner, combined with a lack of any true
likelihood of confusion analysis and negligible consequences for a mark owner found to be wrong, make it unlikely for a trademark owner to disturb
the government’s taxpayer-funded litigation of their trademark rights.

CBP’s rationale for asking the trademark owner to confirm whether the goods are infringing appears to be a relic of the past. The case law CBP cites
most often for this aspect of the seizure process involved Underwriters Laboratories' (ULs) UL certification mark."* UL maintains a list of authorized
users of the mark, so CBP’s reliance on ULs statements to determine if an importer is authorized to use the UL certification mark makes sense. But
CBP’s continued reliance on this case law in other circumstances, most troublingly when trade dress on a product configuration is infringed, is much
less reasonable.

If the trademark owner confirms it considers the goods counterfeit, CBP will seize the goods.” From that point on, the trademark owner need not take
any affirmative action against the importer. CBP will forfeit the goods and, potentially, fine the importer.'® There is no financial disincentive for a
trademark owner to take this course of action. To be clear, CBP uses taxpayer funds to litigate such disputes on behalf of private trademark owners. Of
course, many mark owners justify this approach by asserting that the government is not enforcing their intellectual property for them but protecting
the public from harm.!”” But it cannot be denied that private mark owners are enforcing their trademarks at taxpayer expense.

After seizure, the importer ostensibly has four options:

| Do nothing or abandon the goods. After seizure, goods are automatically slated to be forfeited 30 days after the importer has been notified of
the seizure.”® If an importer does nothing or abandons the goods, the seized goods will be forfeited. If a seizure implicates the core business of an
importer, or if much of an importer’s property is seized, abandoning the goods is not really an option.

2 Makean offer in compromise. While technically possible, offers in compromise are typically not considered by CBP in the context of allegedly
infringing goods."”

3 File an administrative petition. An importer can file an administrative petition with the port where the goods were seized, arguing why the
seized property should be released *” But courts routinely consider administrative petitions as a concession of liability and an attempt to
negotiate a reduced penalty or executive pardon.?' Combined with no clear statutory deadlines forcing CBP to timely address an administrative
petition, and court reluctance to review the merits of a petition denial, this process offers poor protection.

4 Fileaclaim and bond. A claim is submitted by an importer along with a cash bond for the property.”” These filings should trigger the filing of a
judicial forfeiture court action by the government, or release of the seized goods. However, as described below, the filing of a claim does not
ensure speedy disposition, and despite likely being the best option for an importer to contest the merits of a dispute, it still presents difficulties for
importers.

Forfeiture

After a claim is submitted by an importer, the claim and the case file must be referred by CBP to the appropriate US. attorney in the DOJ?* Then, the
DOJ must decide whether to file a court action to seek forfeiture of the goods or release them. By statute, these two steps must be taken “immediately,
“expeditiously;” and/or “without delay””* However, there are no specific statutory deadlines for these actions. And, the government routinely contends
that it is acting “expeditiously” and “without delay” so long as it acts within the five-year statute of limitations in which to pursue a forfeiture following a
seizure.

Theoretically, due process protections protect importers from the government delaying a claim for judicial forfeiture.”S And, should an importer
believe that the government is taking too long to file judicial forfeiture actions, the importer can file a motion to compel the rapid filing of forfeiture
actions. However, the practical implication of forcing an importer to file an equitable court action merely to compel the filing of required court actions
by the government further balloons expenses for importers, and, if the claimant is successful, they have merely succeeded in being involved in a
continuing litigation.

Once initiated, a judicial forfeiture court action is like a federal court action, with the government taking the plaintiff’s role in prosecuting the goods for
infringement and the importer able to present arguments and evidence in defense. Additionally, both sides may take discovery. Significantly, however,



the burden of proof for the government is exceedingly low—the government need only establish that it had “probable cause” to believe the goods are
counterfeit.”” CBP's seizure process invariably relies on the broad UL case law suggesting that probable cause that goods are counterfeit may be
established by the government if the trademark owner identifies the goods to CBP as counterfeit.”®

Once the government has established probable cause, the burden of proof shifts to the claimant of the goods to establish that the goods are not
counterfeit. This inverts the typical burden of proof for a trademark infringement action, in which the trademark owner must establish that a mark is
being infringed.*

One positive for a claimant whose goods have been seized is the potential to recover attorney fees for a failed judicial forfeiture action by the
government.”’ But, attorney fees are only awarded upon the “entry of a judgment for the claimant” in a judicial forfeiture action.” This rarely occurs.*

Related Issues

While seizure and forfeiture are often the main issues that an importer faces through the seizure process, there are related issues that can create
complications for an importer during the pendency of a judicial forfeiture action. During the time it takes to get a resolution, CBP can impose storage
fees, penalties, exclusion from importation, and punitive enhanced entry bonds.

The seizure and forfeiture laws provide CBP the ability to leverage civil penalties on importers that have their goods seized as infringing under 19
USC.§1526(e).> In the case of serial seizures, the imposition of these penalties can quickly become crippling. The collection of penalties seemingly
has no relation to the outcome of a forfeiture proceeding: the imposition of penalties under 19 USC. § 1526(f) is only tied to seizure of the goods.**

Beyond seizure, CBP also has the ability to “exclude” said goods from importation into the US. If it does so without seizure, or by canceling a
previous seizure and entering an exclusion order, an importer’s claim could be null and there would be no judicial forfeiture action. An importer
would have the ability to protest CBP’s exclusions and underlying factual determinations.*® If CBP denies the protest, the importer may then file an
action against the US. in the Court of International Trade to review the protest denial on a record established before the court instead of based on the
administrative record.”’

Finally, during the pendency of a resolution of the merits of an allegation of counterfeiting, CBP has many discretionary actions that it also can take
against an importer. For example, CBP port officials can set the value of the bond that an importer must pay.* If such a bond is set too high, this could
potentially put an importer out of business.

In sum, the seizure process is designed to be efficient for CBP and for trademark owners to use as a tool against alleged counterfeiters, to replace
litigation efforts in enforcing trademark rights, and to shift the expense of trademark enforcement from trademark owners to the government and
accused infringers. Unfortunately, the seizure process can come at the cost of due process rights and other protections baked into US. litigation for
entities accused of infringement. Because most alleged counterfeiters would prefer to pack up shop instead of fighting counterfeiting allegations, this
system provides trademark owners a simple and powerful weapon. But, for legitimate importers attempting to establish that their goods are lawful, it
is along and costly process to endure.

The Purposes of the Lanham Act

The core purposes of the Lanham Act are to protect consumers from confusion and to protect a company’s investment in its source-identifying
marks.* The purpose of the Lanham Act is not to insulate companies from fair competition.*” But the seizure process can be used to unbalance
these goals in favor of private mark owners.

Trademark infringement is a fact-intensive, nuanced issue subject to numerous elements of proof and various affirmative defenses so as to maintain a
balance between fair trade and protection of companies’ investments in their brands.” This complex inquiry requires more than the opinion of
trademark owners that contend goods are infringing. The weaknesses and potential for abuse of the seizure process become readily apparent when
the system is brought to bear against a legitimate importer. For example, CBP (1) does not evaluate defenses to trademark infringement when
choosing whether to seize goods; (2) requires a forfeiture action, which can only be initiated by the DOJ after a referral from CBP; (3) faces no specific
deadlines to fulfill its obligation to “promptly” refer seizures to the DOJ, and the DOJ likewise faces no hard deadlines to fulfill its obligation to bring
forfeiture actions; (4) may delay while imposing extensive fees and penalties to disrupt an importer’s business; (5) can release, but still exclude goods
when the DOJ refuses to bring a forfeiture action; and (6) shifts the burden of proof to importers to prove that their goods do not infringe.

A Balanced Solution



The goal of preventing importation of actual counterfeit products serves the Lanham Act’s core purposes. The problem with the current system is
that it does not provide adequate protections or a timely, fair process for importers to establish that their goods are lawful and may be subject to
abuse by trademark owners acting in bad faith. There are four changes to the current seizure process that, if made, should rebalance the scales to
favor fair competition without sacrificing the goal of preventing the entry of counterfeits. These changes can be made without negatively impacting
CBPs abilities, as the proposed changes only impact those seizures where an importer files a claim, which rarely happens and almost never happens
when true counterfeits are in play.*?

First, there should be set timing for contested matters to be heard in an adjudicative forum. The current seizure process gives the government a five-
year deadline to refer a challenged seizure to the DOJ to initiate a forfeiture action. Five years is too long. An earlier, specific deadline would alleviate
this problem, and since in the case of true counterfeits the vast majority of seizures are not challenged, imposing such a requirement will have little
impact on CBP’s screening efforts. Notably, no other country permits such a drawn out process. For example, in Australia, importers must respond to a
seizure notification within 10 working days with a request for release; otherwise, the goods will be forfeited.*> Once the importer has submitted such a
request, the trademark owner is notified and must itself commence action within 10 working days against the importer (not the Australian
government).** In Canada, within three business days of notice of detainment, the trademark owner must notify customs that it will be taking action
against the importer; otherwise, the goods will be released.* And, if the trademark owner fails to initiate an action within 10 working days of notice,
customs will release the goods back to the importer:*® Lastly, the European Union requires a trademark owner to submit a written declaration
confirming infringement within 10 business days of notice of detainment.*” The trademark owner must also initiate a legal action within 10 business
days of the importer’s opposition to the detention.*® Thus, an initial fix to the seizure process is to impose express deadlines, such as those under
CAFRA,* on CBP and the DOJ. Adding specific deadlines for the institution of court actions would facilitate legitimate importers to timely and
efficiently contest the merits of counterfeit and infringement allegations at the border.

Second, the seizure process should require financial involvement from the trademark owner. Currently, the trademark owner is not and need not be a
party to the administrative process, nor must it be a party to the lawsuit, meaning that it does not need to expend money to participate.” In contrast,
the government pays (using tax dollars) its attorneys, while the importer pays its attorneys to litigate such actions. Additionally, the importer is
charged storage fees for the government’s holding of seized goods and must pay bonds to the government to initiate the forfeiture process. The
trademark owner does not have to pay storage fees or bonds. There simply is no meaningful financial expenditure on behalf of the trademark owner
whose rights are being enforced. To ensure that the seizure process is not misused, there should be a requirement that places a degree of financial
responsibility on the trademark owner. For example, if the goods are found lawful, the trademark owner should have to pay for the government
attorneys’ enforcement of its mark and should repay the importer’s storage fees and bonds in the event the importer prevails. Making such changes
would not negatively impact CBP’s screening function. Indeed, it should incentivize trademark owners to be more discerning before telling CBP that
goods are infringing its mark, improve that process, and allow CBP to focus its efforts on combating true counterfeits.

Third, the burden of proof should be flipped back to the party seeking trademark enforcement. Presently, the government need only show it had
probable cause to seize goods as counterfeit, and probable cause can be based solely on the trademark owner’s opinion. Then the importer must bear
the burden of proving noninfringement. In a traditional case under the Lanham Act, the burden of proof is borne by the party alleging a violation of
rights. Even under CAFRA, “the burden of proof is on the Government to establish, by a preponderance of the evidence, that the property is subject to
forfeiture’™! Requiring the government and/or the trademark owner to bear the burden of proof ensures that the scales are balanced in favor of fair
competition and free trade.

Finally, additional financial protections should be present. CBP should be prevented from taking discretionary action against importers, including
penalties, bonding requirements, or other punitive actions, when an importer has contested or is contesting CBP’s determinations—without these
protections, CBP can essentially bankrupt legitimate importers.”> And, again, since the vast majority of seizures involving actual counterfeits are not
challenged, imposing such a requirement should have little impact on CBP’s screening efforts.

In short, currently all of the forces of the government are brought to bear against an importer that may or may not be accused of trademark
infringement in good faith, whether by government actors that do not execute a full trademark infringement analysis or by trademark owners that
have no disincentive to claim that flagged, imported goods are counterfeit. The government enjoys deference in the courts and substantial
immunity>” for its actions, and there are few, if any, statutory protections for importers that may be wrongly accused. These hardships, which can last
for years, can be brought about against a market rival with only a short email confirming the suspicion of a CBP agent based on nothing more than a
visual comparison of a product with a photograph. Such minimal investment by a trademark owner in protecting its trademark should not be
rewarded with the substantial weapons in the government’s arsenal.



A more balanced approach to the seizure process would serve the goals of the Lanham Act while preventing mark owners from using the
government’s power and taxpayer funding to attack business rivals. The above changes would provide protections for legitimate importers while still
allowing the government and mark owners a means to stem the flow of counterfeit goods.
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