UNI TED STATES COURT OF APPEALS
For the Fifth Crcuit

No. 01-10068

UNI TED STATES OF AMERI CA,

Pl ai ntiff-Appellant,
VERSUS
| BRAHI M ELSAYED HANAFY; MOHAMED M MOKBEL;

SAMER SAMAD QUASSAS; ADEL H SHAM SAADAT,

Def endant s- Appel | ees.

Appeal fromthe United States District Court
For the Northern District of Texas

August 15, 2002

Before JOLLY, DeMOSS, and PARKER, Circuit Judges.
DeMOSS, Circuit Judge:

Appel | ees | brahi m Hanafy, Mhanmed Mokbel, Saner Quassas and
Adel Saadat were found guilty by a jury of mslabeling and
trademark infringenment in violation of 18 U S.C. 8§ 2320 and 21
US C 88 331(a), 333(a)(2) and 321(m. The Appellees were also
found guilty of noney |aundering and conspiracy charges fl ow ng
fromthe above offenses. The district court overturned the jury

verdict as a matter of |law and the United States now appeal s.



BACKGROUND

The Appellees in this case all owned businesses which
pur chased i ndi vi dual cans of infant fornula and t hen repackaged t he
cans into trays for resale to wholesalers. The cans at issue in
this case were all originally either bought, or obtained through
wel fare programs, or stolen by various third parties who were not
associated with the Appell ees. These cans of fornula were then
resold by these various third parties to a nunber of different
conveni ence stores throughout Texas. The conveni ence stores in
turn sold the infant forrmula to various conpanies owned by the
Appel | ees. The Appellees then consolidated the cans of baby
formula, by manufacturer, into cardboard containers or shipping
trays. These trays were designed to extend upward only a few
inches so that the cans would remain visible, and these trays
resenbl ed the trays used by t he manuf acturers t hensel ves, including
use of the manufacturers’ trademarks on the trays. Though not al
of the cans in any given shipping tray woul d necessarily share the
sane “sell by” date, it is unchallenged that all of the cans were
sold wwthin their “sell by” date. Also, though the cans in a tray
may have cone fromdifferent batches of the sanme manufacturer, al
of the cans that were resold were genui ne and unadul t er at ed.

The governnent charged the Appell ees with conspiracy under 18
U S C 8371, interstate transportation of stolen goods under 18

US C 8§ 2314, trafficking in goods with counterfeit marks under 18



U S C § 2320, selling m sbranded goods with the intent to defraud
under 21 U . S.C. 88 331(a) and 333(a)(2), noney |laundering under 18
US C 8§ 1956, and engaging in nonetary transactions wth
crimnally derived property under 18 U.S.C. § 1957. At trial, the
governnent attenpted to show that sone percentage of the baby
formul a was stol en, that the Appell ees knewit was stolen, and that
at |least $5,000 worth of stolen baby formula had been transported
between states to satisfy 18 U S.C. § 2314. The governnment al so
contended that the Appellees counterfeited trademarks on the
shi pping trays and mi slabeled the trays. A jury trial was held,
and t he Appell ees were found guilty on all charges. Following this
verdict, the Appellees filed a Fed. R Crim P. 29(c) notion for
acquittal.

The district court ruled that, despite the jury verdict, the
evi dence supporting the stolen goods charge was insufficient to
neet the $5, 000 m ni mumval ue threshol d required under 8 2314. The
court also ruled that, as a matter of l|law, the packagi ng used by
the Appellees did not constitute a counterfeit mark under 8§ 2320
and that the marks on the shipping trays did not constitute
“labeling” as a matter of law under 21 U S C. 88 331(a) and
333(a)(2). The court then overturned the renai nder of the verdict,
whi ch was based on the above predicate offenses, except for the
conspiracy count. The court held that because the alleged

counterfeit mark and m sbrandi ng conduct was not unlawful, they



could not support a conviction for conspiracy. However, even
t hough there was insufficient evidence to support the interstate
transportati on of stol en goods charge, that charge could still form
the basis of a conspiracy count. As the district court did not
know whi ch of these charges was the basis for the jury's verdict on
the conspiracy count, the court granted the Appellees a newtrial.
See Yates v. United States, 354 U. S. 298, 312 (1957) (“[T] he proper
rule to be applied is that which requires a verdict be set aside in
cases where the verdict is supportable on one ground, but not on
another, and it is inpossible to tell which ground the jury
sel ected.”).

The governnent now appeals the district court’s ruling that
t he packaging trays did not constitute a counterfeit mark and its
ruling that the shipping trays did not constitute labeling as a
matter of |aw The governnment further argues that, once the
trademark i ssues are reversed, the noney | aundering and conspiracy
charges should be reinstated. The governnent does not appeal the
district court’s ruling that the evidence was insufficient to
support the stolen goods charge.

DI SCUSSI ON

Did the Appellees illeqgally use counterfeit tradenmarks?

This court reviews de novo a district court’s order ruling on
a notion for acquittal. United States v. Restrepo, 994 F.2d 173,

182 (5th Cr. 1993). |Issues of statutory interpretation are also



reviewed de novo. United States v. Rasco, 123 F.3d 593, 597 (5th
CGr. 1997).

In order to prove a violation of 18 U S. C. § 2320(a), the
governnment nust establish that: (1) the defendant trafficked or
attenpted to traffic in goods or services; (2) such trafficking, or
the attenpt to traffic, was intentional; (3) the defendant used a
counterfeit mark on or in connection with such goods or services;
and (4) the defendant knew that the mark so used was counterfeit.
United States v. Sultan, 115 F.3d 321, 325 (5th Gr. 1997). The
term*“traffic” nmeans to transport, transfer, or otherw se di spose
of, to another, as consideration for anything of val ue, or nmake or
obtain control of wwth intent so to transport, transfer or dispose
of. 18 U S.C 8§ 2320(d)(2). “A ‘counterfeit mark’ is defined as
a spurious mark wused in connection wth trafficking that is
i dentical or indistinguishable froma registered trademark and the
use of which is likely to confuse, cause m stake, or deceive.”
Sultan, 115 F.3d at 325 (citing 18 U.S.C. § 2320(d) (1) (A (I), (ii)
and (iii)).

The district court found that the baby formula cans at issue
were not counterfeit because the goods thenselves were genui ne.
United States v. Hanafy, 124 F. Supp.2d 1016, 1023 (N. D. Tex. 2000).
The court noted that there are two exceptions to the use of a mark
on al l egedly counterfeit goods. Id. One is an exception for “gray

goods.” “Gray goods” are goods that are authentic and that have



been obtained from overseas and inported into the United States.
| d. The second exception is the “authorized use” or “overrun’
excepti on. Under this exception, a counterfeit mark “does not
i nclude any mark or designation used in connection with goods or
servi ces of which the manufacturer or producer was, at the tine of
the manufacture or production in question authorized to use the
mark or designation for the type of goods or services so
manuf actured or produced, by the holder of the right to use such
mark or designation.” 18 U S. C. 8§ 2320(e)(1). Based on these
exceptions, the district court noted:

A common denom nator of these two exceptions is

that the goods to which the mark is attached were

manuf actured by, or with the permssion of, the

owner of the mark--that is, the goods thenselves

are genuine. That Congress saw fit to exenpt “gray

mar ket” goods and overruns by a licensee (sold

beyond the license period) fromcrimnal liability

| ends support to an interpretation that § 2320 was

intended to prevent trafficking in goods that were

simlar to but different than the goods normally

associated wth the mark.
Hanafy, 124 F. Supp.2d at 1023-24. The district court also noted
that, despite the governnent’s contention that repackaged genui ne
goods caused confusion, the cases relied upon by the governnent

were all civil cases under the Lanham Act and as such, should not

be used as authoritative in interpreting a crimnal statute.!?

The district court similarly distinguished attempted comparisons to the Lanham Act for
finding that the goods in this case were counterfeit.
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The governnent argues that it was error for the district court
to construe 8 2320 so narrowy. The governnent contends that
§ 2320, by its plain nmeaning should apply to the instant case. It
al so argues that an expansi ve view of what is counterfeit shoul d be
used and that the Lanham Act should be instructive on this point,
citing United States v. Petrosian, 126 F.3d 1232 (9th G r. 1997).

The basic question before this court is whether a shipping
tray that is truthfully marked with the contents it contains, which
are genuine articles, is a “counterfeit good” for the purposes of
8§ 2320(a) when the markings include the manufacturer’s trademarks
and contain no nore information than that which is carried on the
cans thenselves. The Suprenme Court has stated, in a civil case,
that one who purchases a genuine product in bulk and divides it
into smaller portions for sale to consuners may do so as |long as
the products are nmarked as having been repackaged. Prestonettes,
Inc. v. Coty, 264 U S. 359, 368-69 (1924). The governnent asserts
that this and other civil cases, by analogy, establish that to
repackage the cans of baby fornula into cardboard trays is
essentially the sane as attaching a counterfeit mark to genuine
goods. See Monsanto Co. v. Haskel Trading, Inc., 13 F. Supp. 2d 349,
356-58 (E.D.N. Y. 1998) (finding that defendants had violated the
Lanham Act when they repackaged snall|l packages of NutraSweet into
boxes for resale). The governnment further cites Petrosian to

support the idea that the Lanham Act can be used to expand the



scope of the terns used in 8§ 2320. In Petrosian, however, the
def endants had purchased genuine Coca-Cola bottles, filled the
bottles with a different col a-1i ke carbonat ed beverage t hat was not
Coca-Cola, and told purchasers the beverage was Coca-Col a.
Petrosian, 126 F.3d at 1233. The court held that attaching a
genuine mark to a counterfeit good nakes the mark counterfeit under
§ 2320. 1d. at 1234. That is not the case here, however, where an
associated mark is attached to the genuine products it is
associ ated w th.

Al so, though Petrosian indicated that the definitions in the
Lanham Act and 8 2320 are identical, the Tenth Grcuit has rejected
such an approach. As the district court pointed out, the Tenth
Circuit has found that Lanham Act precedent is of little value in
a 8 2320 case because the Lanham Act deals with civil liability.
United States v. Gles, 213 F. 3d 1247, 1250 (10th G r. 2000). The
G les court held that because § 2320 is a crimnal statute, it nust
be construed narrowy. Id.

We find the district court and Tenth Crcuit’s reasoni ng nore
per suasi ve. We therefore hold that attaching a mark to trays
cont ai ni ng t he genui ne unadul t er at ed, unexpired products associ at ed
wth that mark does not give rise to crimnal liability under

§ 2320.



Did the Appellees introduce msbranded food articles into

interstate conmerce?

Under 21 U.S.C. 8§ 331(a), “[t]he introduction or delivery for
introduction into interstate comerce of any food, drug, device, or
cosnetic that is adulterated or m sbranded” is prohibited. The
governnent alleges that the failure to indicate that the baby
formul a was repackaged is the equival ent of m sbrandi ng under the
statute. The governnent further all eges that the Appell ees conduct
was “with the intent to defraud or mslead” which increases the
potential crimnal penalties. 21 U.S.C. § 333(a)(2). Under 21
US C 8§ 321(n):

If an article is alleged to be m sbranded because
the | abeling or advertising is msleading, then in
determ ning whether the | abeling or advertising is
m sl eadi ng there shall be taken into account (anong
other things) not only representations nade or
suggested by statenent, word, design, device, or
any conbination thereof, but also the extent to
which the labeling or advertising fails to reveal
facts material in the light of such representations
or material with respect to consequences which may
result from the use of the article to which the
| abeling or advertising relates under t he
conditions of use prescribed in the |abeling or
advertising thereof or under such conditions of use
as are customary or usual .

“The term ‘|l abeling’” neans all |abels and other witten, printed,
or graphic matter (1) upon any article or any of its containers or
wrappers, or (2) acconpanying such article.” 21 U S. C. § 321(n).
From these provisions it is clear, as the district court noted,

that 8 331 of the Federal Food, Drug, and Cosnetic Act covers not



only affirmative representations but material om ssions as well.
Hanafy, 124 F. Supp.2d at 1026.

The governnent contends that the Appellees omtted any
information from the shipping tray markings indicating that the
infant forrmula had been repackaged. The governnent al so asserts
that at |east one wholesaler testified that he would not have
bought the forrmula had he known it was repackaged.? The district
court, however, found that an essential elenment of this claim
relied on whether the shipping trays constituted “Iabeling” under
88 331(a) and 333(a)(2). After analyzing several cases which held
a “common thene” that “labeling” is intended to provide substanti al
i nformation about the use or benefits of the article, the district
court concluded that shipping trays did not constitute “l abeling.”
Id. at 1027.

Inlight of the district court’s anal ysis of Suprenme Court and
Circuit Court precedents, we are persuaded that the district court
was correct in granting the Appellees’ notion for acquittal. In
Kordel v. United States, the Suprene Court was faced with the

guestion of whether the separate shipnent of |iterature saved drugs

This witness was the manager of Stanford Trading, a company that acted as a wholesaler
aswell as adiverter of goods similar to the type of business the Appellees themselves were
engaged in. His specific testimony was that he informed the Appellees that he did not have a
market for repackaged baby formula. The witness also testified that Stanford Trading did sell
repackaged goods, such as toothpaste. The witness was additionally capable of noticing
differences in the trays of the Appellees compared to atray of baby formula directly from the
manufacturer, but it is unclear whether such differences were noticed at the time he purchased the
baby formulatrays from the Appellees.
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frombei ng m sbranded wi thin the neani ng of the Federal Food, Drug,
and Cosnetic Act. 335 U S. 345, 347 (1948). 1In holding that the
drugs were m sbranded, the Court noted that because the literature
“suppl enent[ed] or explain[ed]” the drug, it acconpanied it. Id.
at 350 (stating “[i]t is the textual relationship that 1is
significant”). Though this and many of the cases cited by the
district court dealt with “labeling” in the sense that a separate
| abel , bookl et or panphlet was invol ved, see Hanafy, 124 F. Supp. 2d
at 1026-27, this Court can not find, and the governnent does not
point to, any case which breaks from the common thread that the
“l abel i ng” be i ntended to provi de substantial information about the
use or benefits of the article. We therefore hold that nerely
identifying the contents of a shipping tray wth no nore
information than that which is al ready upon the articles thensel ves
does not “explain” or provide “substantial information” so as to
rise to the level of “labeling” as contenplated by Kordel and its
progeny. 3

Should the renmining noney |aundering and conspiracy charges be

rei nst at ed?

The governnent asserts that once the counterfeit trademark and
m sbrandi ng verdicts are reinstated, the | aunderi ng and conspiracy

charges nust also be reinstated. As we affirmthe district court’s

*The district court noted that the shipping trays would be removed before the cans would
be placed on the shelves for consumers and that the shipping traysin this case contained virtually
no information that was not also displayed on the immediate containers themselves.
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deci sion on the previous issues, however, these renaining issues
are also affirned.
CONCLUSI ON
Having carefully reviewed the record of this case and the
parties’ respective briefing and for the reasons set forth above,
we conclude that the district court’s decision to grant the
Appel l ees’ notion for acquittal should remai n undi sturbed. W al so
conclude that the district court did not err in granting the
Appellees a new trial as to the conspiracy charge. W therefore
AFFIRM the district court’s decision.

AFFI RMED.
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