IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

APPLI ED TECHNOLOGY | NTERNATI ONAL, ClVIL ACTI ON
LTD. and FABRI FOAM PRCDUCTS, :

Plaintiffs, : No. 03- 848
V. .

SAMUEL GOLDSTEI' N, PROFESSI ONAL )
PRODUCTS, | NC., TRANN TECHNOLOG ES,
I NC., and BRYAN KI LBEY, )

Def endant s.

MEMORANDUM AND ORDER

JOYNER, J. February 7, 2005
The issue presently before this Court is whether Defendant
Sanuel Gol dstein can be conpelled to conplete his deposition and
answer questions concerning his relationship and comuni cati ons
with patent attorney Stephan P. Gi bok, or whether such
communi cations are protected by the attorney-client privilege.
Based on the record before this Court, we find that M. Gibok
represented Defendant Goldstein only in his capacity as a
corporate officer of Plaintiff Applied Technol ogy I nternational,
Ltd. Thus, Defendant Goldstein’s comunications with M. Gibok
concerning patent applications filed between 1990 and February

2002 are not privileged as against Plaintiffs.

Facts and Procedural History

Def endant Sanuel Goldstein is the former president of

Plaintiff Applied Technol ogy International, Ltd. (“ATI"), a



corporation currently doi ng busi ness as Fabrifoam Products. ATI
was incorporated in 1990 for the purpose of manufacturing and

mar ket i ng Fabrifoam a product developed in the md- to late
1980' s by Defendant Gol dstein and Harry A. Sherman, the current
presi dent of ATI. The instant action arises froma dispute
between Plaintiffs and Def endant Gol dstei n concerni ng Defendant’s
al | eged conversion of patent and trademark rights and

m sappropriation of trade secrets. Presently at issue is the
guestion of whether attorney Stephan P. Gibok, during the tine

t hat Def endant was enpl oyed by ATlI, was representing Defendant in
hi s individual capacity, or rather representing ATl as a
corporate entity.

Prior to ATI’s incorporation in 1990, Defendant Gol dstein
engaged patent attorney Karl L. Spivak to assist himin obtaining
patents for several inventions, including an elasticized clucher,
for which a patent was issued in July 1983, and a drinking
device. Defendant has testified that he believes he entered into
a retainer agreenent with M. Spivak early in the representation
Gol dstein Deposition Il, pp. 105-06. Wen M. Spivak retired
fromthe law firm of Eckert Seamans Cherin & Mellott, Defendant
was “turned over” to Stephan P. Gibok, but did not sign a
retai ner agreenent with M. Gibok. GColdstein Deposition Il, p
106; Col dstein Deposition I, pp. 127-29. Defendant has testified

that he believes the reason for this was because M. Gibok’s



mentor, M. Spivak, knew Defendant “very well,” trusted
Def endant, and felt it was “not necessary any |onger to have a
retainer.” GColdstein Deposition I, p. 127; Gol dstein Deposition
1, p. 106. It appears fromthe record that M. Gibok first
became invol ved with Defendant around the tine of ATI’'s
i ncorporation or shortly beforehand.

Def endant CGol dstein’s responsibilities as president of ATI
i ncl uded new product devel opnent and oversi ght of patent and
trademark issues with counsel. Goldstein Deposition II, pp. 104-
05, 127-128. Defendant has testified that all of ATlI’s patent or
trademark i ssues woul d have been handl ed by either Eckert Seamans
or Duane Morris (the firmM. Gibok later transferred to), and
t hat Defendant had no “direct contact” with any other attorneys
at these firns besides M. Gibok. Goldstein Deposition I, p
123, 128, 131. The bills for M. Gibok’s patent work were
addressed to Defendant Goldstein in his capacity as president of
ATlI, and nost of these bills were apparently paid by ATI.
ol dstein Deposition Il, pp. 110-11. Wil e Defendant has
testified that, “early on,” he paid sonme of the attorney’s fees
for patents obtained while at ATI, he has provided no
docunentation to support this contention. Goldstein Deposition
I'l, p. 113.

Shortly after ATI’s incorporation, M. Gibok assisted in

applying for and obtaining a patent for Fabrifoam The Fabrifoam



patent was issued in August 1991 in the nane of Harry Sherman,
ATl s then-vice-president, and was assigned to ATI. Coldstein
Deposition I, pp. 129, 131-32. M. Gibok was also involved in
patenting the Pronation Spring Control Device (“PSC), one of the
patents at issue in this action. The PSC patent was issued in
Sept enber of 1997 in Defendant Col dstein’s nane, but was not
assigned to ATI. Goldstein Deposition |, pp. 126, 132-33.

In 1999, M. Gibok noved from Eckert Seamans to Duane
Morris, and sent his clients a formletter advising themof this
change. Defendant testified that he received such a letter in
March of 1999, and that the letter was “incorrectly” addressed to
“Sanuel A. CGol dstein, President of Applied Technol ogies
International.” Goldstein Deposition Il, pp. 107-08. Defendant
testified that “they could never get it right,” but that the
| etter was addressed “exactly as, | think, many ot her pieces of
correspondence had been directed to ne from[M. Gibok].”

Gol dstein Deposition Il, p. 108. Defendant admits that the
letter fromM. Gibok at Duane Morris was a “business letter”
rat her than of a personal nature. Goldstein Deposition 1, p.
109.

After noving to Duane Morris, M. Gibok assisted Defendant
in applying for a patent for a therapeutic bandage, also
contested in this action. The patent application was filed in

Def endant’ s nanme in March of 2000. However, before the patent



was i ssued, Defendant and M. Sherman had a falling out, and

Def endant ultimately resigned from ATl in February of 2002. One
nmonth after Defendant’s resignation, M. Gibok sent a letter to
M. Sherman (who by that tinme was president of ATI) indicating

t hat he had | earned of the conflict between Defendant Col dstein
and Plaintiffs, and wished to withdraw fromrepresentation of
either party. M. Gibok wote, “This [conflict] puts nme, and
our firm for that matter, in a difficult ethical position.

have had a long relationship with Sam and al so with Fabrifoam
and we have never been called on to distinguish between the two.
| believe that | cannot faithfully represent either Sam or
Fabrifoamin a contested matter against the other.” This action
was filed in February of 2003.

At an April 16, 2004 deposition, Defendant Gol dstein
asserted the attorney-client privilege in response to questions
regardi ng his conversations with M. Gibok concerning patent
devel opnent during the course of Defendant’s enploy with ATI. In
the instant Motion to Conpel, filed June 29, 2004, Plaintiffs
contend that Defendant Gol dstein was never represented in his
personal capacity by M. Gibok, Eckert Seamans, or Duane Mrris,
but only in his corporate capacity as an officer of ATI. After
oral argument on August 9, 2004, it was agreed that the parties
woul d submt supplenental information to assist the Court in

understanding the rel ationship between Plaintiffs, Defendant



Gol dstein, and M. Gibok, including any invoices of paynent to
M. Gibok or the firnms at which he practiced. Wen the parties
failed to submt the requested supplenents, this Court held a

t el ephone conference on Decenber 28, 2004, and entered an Order
on January 4, 2005 requiring that the parties submt al

suppl enments in connection with the pending Mtion to Conpel by
January 25, 2005, and that any subsequent replies be filed by
February 1, 2005. As of January 26, 2005, neither Defendant (who
bears the burden of proof on the issue of privilege) nor
Plaintiffs had filed wwth this Court any additional docunentation
serving to clarify the nature of the relationship between the

parties and M. Gibok.!?

Di scussi on

The attorney-client privilege, the ol dest confidential

1 On February 1, 2005, Plaintiffs submtted a menorandumin
further support of their Mdtion to Conpel, as well as supporting
docunentation, including the affidavit of M. Sherman, a
transcript of M. Gibok s deposition, and two letters and a
menorandumto file witten by M. Gibok. As there was no
anbiguity in the January 25, 2005 deadline established by this
Court’s Order, and as the parties have had since August 9, 2004
to submt supplenents in this matter, this Court is unwilling to
extend any leniency to Plaintiffs untinely filing.

We further direct counsel’s attention to Local Rule of G vil
Procedure 7.1(c), governing the appropriate formof briefs to the
Court. Plaintiffs’ counsel is advised that this Court will no
| onger accept inforrmal letters devoid of legal authority in lieu
of legitimate briefs. VWile counsel is practicing in federal
court, he is encouraged to conduct hinself as an attorney
know edgeabl e of the requirenents of federal notion practice.
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comruni cations privilege known to the conmon |aw, is designed to
encour age uni nhi bited comruni cati on between clients and their

attorneys. Haines v. Liggett Goup, Inc., 975 F.2d 81, 90 (3"

Cir. 1992). Under both federal and Pennsylvania | aw, corporate
officers and directors may not claima privilege for
comuni cati ons nade to counsel in their corporate capacities.?

In the matter of Bevill, Bresler and Schul man Asset Managenent

Corporation, 805 F.2d 120, 124-25 (3'9 Cir. 1986); Ml eski by

Chronister v. Corporate Life Ins. Co., 641 A 2d 1, 4 (Pa. Comw.

Ct. 1994). To assert a claimof attorney-client privilege as to
communi cations with corporate counsel, corporate officers nust
denonstrate that (1) they approached counsel for the purpose of
seeking | egal advice; (2) when they approached counsel, they nade
it clear that they were seeking |l egal advice in their individual
rather than in their representative capacities; (3) that counse
saw fit to communicate with themin their individual capacities,
knowi ng that a possible conflict could arise; (4) that their
conversations with counsel were confidential; and (5) that the

substance of their conversations with counsel did not concern

2 \Were the clains and defenses at issue in an action arise
under state | aw, Federal Rules of Evidence 501 and 1101(c)
provide that a court nust apply state law in determ ning the
extent and scope of the attorney-client privilege. Rhone-Poulenc
Rorer v. Hone Indem Co., 32 F.3d 851, 861 (3¢ Cir. 1994). The
clainms and defenses at issue in this action arise under both
state and federal |aw. However, the parties have not argued that
there are any principles or rules of law as to the attorney-
client privilege unique to Pennsylvania which should control the
resol ution of our decision. Rhone-Poulenc Rorer, 32 F.3d at 862.
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matters within the conpany or the general affairs of the conpany.
Bevill, 805 F.2d at 123; Maleski, 641 A 2d at 4-5 (adopting the
five-part Bevill test for the purpose of Pennsylvania law). The
burden of denonstrating that an evidentiary privilege applies

rests on the party resisting discovery. See, e.qg., MCink v.

Peopl es Benefit Life Ins. Co., No. 04-1068, 2004 U S. Dist. LEXIS

23990 (E.D. Pa. 2004)

This Court finds that Defendant Gol dstein has not satisfied
hi s burden of showi ng that the attorney-client privilege protects
the content of his communications with M. Gibok during the tine
Def endant was enpl oyed by ATI.

Specifically, Defendant has not denonstrated to the
satisfaction of this Court that he sought |egal advice from M.
Gi bok as an individual, rather than as a corporate officer, or
that M. Gibok agreed to communi cate with Defendant in his
i ndi vidual capacity despite the possibility of conflict. See
Bevill, 805 F.2d at 123. The nost telling evidence with respect
to these issues is the March 28, 2002 letter from M. Gibok
hi nmsel f, addressed to M. Shernman at Fabrifoam Products,
concerning the conflict between Defendant and Plaintiffs. 1In
this letter, M. Gibok indicates his wish to withdraw from
representing either party, and wites, “lI have had a | ong

relationship with Sam and al so with Fabrifoam and we have never

been called on to distinguish between the two” (enphasis added).




If an attorney hinself admts that he was never called on to

di stingui sh between a corporate officer and the |arger corporate
entity, and if the first tinme the attorney was alerted to any
possibility of conflicting interests was nore than ten years into
the representation, it is clear that the corporate officer has
not satisfied prongs 2 and 3 of the Bevill burden. Wile

Def endant may have had a history of personal representation with
M. Spivack, he obviously did not make clear to M. Gibok at any
point in the representation that he was seeking | egal advice in
hi s individual capacity, rather than as a corporate
representative of Plaintiffs.

Def endant’s position on the issue of M. Gibok’s
representati on appears to be grounded in two |ines of argunent.
First, Defendant insists that M. Gibok knew he was representing
Def endant individually because M. Gibok “was aware” that the
Pronation Spring Control patent was not being assigned to ATI.

Gol dstein Deposition I, p. 134. Defendant has testified that he
“firmy believe[s]” that he told M. Gibok that he did not
intend to assign the PSC patent, but could not recall at what
time or under what circunstances this conversation may have
occurred. Coldstein Deposition |, pp. 137-38. However, while a
corporate inventor’s unwillingness to assign a patent to his
corporate enployer mght |ead the patent attorney involved to

inquire further about the corporate relationship, it by no neans



establishes that the representation was individual rather than
corporate. Furthernore, the bul k of Defendant’s testinony
concerning his communications wwth M. Gibok indicates that

Def endant never made clear to M. Gibok that he was seeking

| egal advice in his individual capacity. For exanple, when

Def endant was asked at deposition whether it was his
understanding that M. Gibok (or, for that matter, M. Spivak)
was working for himindividually with respect to the patent work,
Def endant testified, “I never considered that whether he was or
wasn’'t, they were or they were not ... we never discussed it.”
Gol dstein Deposition |, pp. 127-28. Defendant has admtted that
his responsibilities as president of ATl included oversight of
patent and trademark issues wth | egal counsel, and that nuch of
M. Gibok’ s correspondence with himwas addressed to “Sanuel A
ol dstein, President of Applied Technol ogies International.”
Even if, as Defendant clains, these correspondences were
addressed “incorrectly,” the fact that they were consistently
addressed to Defendant in his corporate capacity suggests that
M. Gibok believed he was representing ATI.

Def endant’ s second argunent in support of his claim of
attorney-client privilege is that he personally paid sonme of M.
Gibok’s legal fees, and that any |legal fees paid by Plaintiffs
were nmerely “rei mbursement owed to M. CGoldstein.” Defendant’s

Menorandum p. 11. However, in the six nonths during which
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Def endant has had an opportunity to review his records, and
despite specific inquiries by Plaintiffs’ counsel and by this
Court for docunentation of such paynent, Defendant has failed to
provi de any tangi bl e evidence indicating that he personally paid
any of M. Gibok’s legal fees. While establishnment of an
attorney-client relationship “is not dependent on the paynent of
a fee nor upon execution of a formal contract,” the burden of

denonstrating that a privileged relationship exists nonethel ess

rests on the party who seeks to assert it. See United States v.
Cost anzo, 625 F.2d 465, 468 (3¢ Cir. 1980). In light of

Def endant’s failure to provide any evidence suggesting that M.
Gi bok was engaged for Defendant’s personal representation, and
in light of Defendant’s adm ssions regarding his relationship
wth M. Gibok and with ATI, Defendant’s claimof attorney-
client privilege cannot stand.

Furt hernore, Defendant Gol dstein has nade no efforts to show
that the substance of his conversations with M. Gibok concerned
matters exclusively outside the general affairs of the conpany.
See Bevill, 805 F.2d at 123. Indeed, Defendant’s testinony
regarding his interactions with M. Gibok suggest quite the
opposite. The first year or two of M. Gibok’s representation
were marked by the patenting and introduction of Fabrifoam and
the incorporation of ATI “for the express purpose of exploiting”

the Fabrifoam patent. Conplaint, 1 9. Defendant admts that M.
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Gi bok di scussed the issuance of the Fabrifoampatent with M.
Sherman, the nanmed inventor and then-vice-president of ATI.

ol dstein Deposition Il, p. 131. The Fabrifoam patent was
assigned to ATI, and soon fornmed the core of ATI’'s product base
and | ater product devel opnent. Because the patenting of the
Fabri foam product falls squarely within the “general affairs” of
ATI, it is abundantly clear that Defendant cannot satisfy the

fifth elenent of the Bevill test.

Concl usi on

Def endant, a corporate officer of ATI, has failed to
denonstrate that he clearly approached M. Gibok for |egal
advice in his individual capacity, that M. Gibok saw fit to
communi cate with Defendant in his individual capacity while
recogni zing the possibility of conflict, or that the substance of
their conversations did not concern matters within ATlI's general
affairs. As such, Defendant can claimno attorney-client
privilege as agai nst his corporate enployer, ATlI, and may be
conpelled to conplete his deposition and respond to questions
concerning his communications with M. Gibok.

An appropriate Order foll ows.
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IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

APPLI ED TECHNOLOGY | NTERNATI ONAL, ClVIL ACTI ON
LTD. and FABRI FOAM PRCDUCTS, :

Plaintiffs, : No. 03- 848
V. .

SAMUEL GOLDSTEI' N, PROFESSI ONAL )
PRODUCTS, I NC., TRANN TECHNOLOG ES,
I NC., and BRYAN KI LBEY, )

Def endant s.

ORDER

AND NOW this 7th day of February, 2005, upon
consideration of Plaintiffs’ Mtion to Conpel Deposition
Testinony of Samuel A Goldstein (Doc. No. 32), and all responses
thereto (Docs. No. 33, 35), it is hereby ORDERED that the Motion
is GRANTED. It is FURTHER ORDERED t hat Defendant Sanuel A.
Gol dstein shall appear at a deposition and shall respond to such
gquestions as they relate to his relationship and comuni cati ons
with attorney Stephan P. Gibok, and such other matters

pertaining thereto.

BY THE COURT:

s/J. Curtis Joyner
J. CURTIS JOYNER, J.




