IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A
SQUTHCO, | NC., . CaVIL ACTI ON

vs. . NO 06-1983

REELL PRECI SI ON
MANUFACTURI NG CORPCRATI ON

MVEMORANDUM AND ORDER

JOYNER, J. Novenber 13 , 2006

Before the Court is Defendant’s Mdtion to Dismss Count One
of Plaintiff’s Conplaint for Failure to State a C ai m pursuant to
Federal Rule of G vil Procedure 12(b)(6); and to Di sm ss Count
Three of Plaintiff’s Conplaint for Lack of Subject Matter
Jurisdiction pursuant to Federal Rule of Civil Procedure
12(b)(1). For the reasons below, the Court grants Defendant’s
Motion and DI SM SSES Count One and Count Three of Plaintiff’s
Compl ai nt. Because of the divergent factual backgrounds, the
Court addresses Counts | and Il1 separately.

Count |

Fact ual Backqgr ound

The Plaintiff, Southco, Inc. (“Southco”), is a Del aware

corporation that manufacturers and sells a product known as the



“DCX Hinge.”! Defendant Reell Manufacturing Corporation
(“Reell”), is a Mnnesota corporation that supplies Southco with
a conmponent of the DCX Hinge called a “Reell Torque Engine.”
Once assenbled, the DCX Hinge is sold by Southco to a third
party, Intier Autonotive Interiors (“Intier”). (Plaintiff’s
Complaint (“Pl. Conpl.”) at Y 13).

Si nce Decenber 20, 2002, Southco and Reell have worked
t oget her pursuant to an Alliance Agreenment (“Agreenent”), which
defines the parties’ rights and obligations.? (Al liance
Agreenment (“Pl. Conpl. Ex. A’) at 1). The anended Agreenent
conpr ehensi vely defines Southco and Reell’ s contractual
relationship with respect to various areas of business practice,
i.e., marketing and sales, intellectual property,
confidentiality, and dispute resolution. (See PI. Compl. Ex. A
at Articles I-X). Specifically, Article | X establishes the
parties’ commtnent to arbitration to resolve disputes, and
provi des the necessary procedures for the filing and hearing of
all cl ai ns.

In April, 2006, a controversy arose when Southco cl ai med

Reel|l violated the Agreenent by soliciting Intier to stop buying

! The DCX H nge is a hinge assenbly used to control the angul ar position
of two independent conmponents. One application for such a hinge would be in
| apt op conmputers where the LCD screen folds into the base of the conputer.
The hinge enploys a friction elenment to allow a user to position the screen at
various angl es.

2 This Agreenment was anmended and restated on April 1, 2004.
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the DCX Hinge. (Pl. Conpl. at § 19). Paragraphs 9.1 and 9.2 of
the Agreenent provide that in the event of a dispute, a twenty-
five (25) day waiting period is triggered during which the
parties nmust work reasonably and in good faith to resolve their
di sagreenent. (Pl. Conpl. Ex. A at 1Y 9.1, 9.2). After the
expiration of the waiting period, the party seeking arbitration
must give witten notice of a demand to arbitrate to the other
party and the American Arbitration Association. (ld. at § 9.2).

During the waiting period, Southco requested evidence in
Reel | s possession concerning its relationship with Intier.
Reel|l refused to provide any information in the absence of
witten notice of a demand to arbitrate. (See PlI. Conpl. at 11
21, 23). Subsequently, on May 11, 2006, Southco filed suit for
equitable relief in the formof an order conpelling Reell to
provi de evidence of its relationship with Intier. Southco clains
Reell’s refusal to do so breaches the Agreenent. |In particular,
Sout hco clains that Reell’s inaction breaches paragraphs 9.1 and
9. 6.

In part, paragraph 9.1 provides:

Any claim controversy or dispute arising out of or

relating to this Agreenment or any interpretation or

breach thereof or performance under this Agreenent,

including without Iimtation any di spute concerning the

scope of this arbitration provision, shall be settled

excl usively by subm ssion to final, binding and non-

appeal able arbitration... During the Waiting Period,

the Parties shall work reasonably and in good faith and

shall use their best efforts to am cably resol ve the
claim controversy or dispute.
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(PI. Conpl. Ex. A at 1 9.1).

Sout hco contends Reell’s refusal to produce evidence of its
busi ness relationship with Intier breaches this paragraph because
it requires both parties to “work reasonably in good faith” to
resolve any claimduring the waiting period, i.e., prior to
arbitration. Wth respect to paragraph 9.6, Southco clains this
par agr aph contractually obligates Reell to produce the docunents
it requested. This paragraph provides that:

Upon witten demand to any Party to the Arbitration for

t he production of docunents and things (including

conputer discs and data) reasonably related to the

i ssues being arbitrated, the Party upon which such

demand is nade shall pronptly produce, or make

avai l abl e for inspection and copyi ng such docunents or

things without the necessity of any action by the

arbitrators. ..
(ILd. at T 9.6).

Sout hco alleges Reell’s refusal constitutes a breach of
par agraph 9.6, which requires parties to the arbitration to
produce docunents reasonably related to the di spute wthout the
need for action by the arbitrators. (See PI. Conpl. at 1Y 22,
23; Pl. Conpl. Ex. A at § 9.6). Lastly, Southco argues that this
Court is the appropriate forumfromwhich to seek relief because
paragraph 9.9 “reserve[s] the [parties the] right to seek...short
termequitable relief” prior to the arbitration panel’s final

determ nation of the parties’ rights. (Pl. Conmpl. Ex. A at ¢

9.9).



I n opposition, Reell avers the agreenent between the parties
unequi vocal ly reserves all clains to binding arbitration, and
grants the arbitration panel discretion over all issues including
di scovery. (Defendant’s Motion to Dismss (“D. Mdt.”) at 7-14).
Moreover, Reell clains the relief sought by Southco-a nandatory
injunction—is inappropriate wthout an initial show ng of
irreparable harm which Southco has failed to denonstrate. [d.
12-13.

Di scussi on

St andar ds Governi ng 12(b)(6) Mbdtions

“When considering a notion to dismss a conplaint for
failure to state a claimpursuant to Federal Rule of Cvil
Procedure 12(b)(6), a district court nust ‘accept as true all of
the allegations in the conplaint and all reasonabl e inferences
that can be drawn therefrom and view themin the |ight nost

favorable to the non-noving party.’” Dougherty v. Wells Fargo

Hone Loans, Inc., 425 F. Supp. 2d 599, 602 (E.D. Pa. 2006)

(quoting Rocks v. City of Phil adel phia, 868 F.2d 644, 645 (3d

Cir. 1989)).
The court may grant the nmotion only if “it is clear that no
relief could be granted under any set of facts that could be

proved consistent with the allegations.” 1d. (quoting H.J., Inc.

v. NNW Bell Tel. Co., 492 U.S. 229, 249 (1989)). However,

“Iw] hen considering a notion to dismss, we need not credit a



plaintiff's ‘bald assertions’ or ‘legal conclusions.’” |d.

(quoting Morse v. Lower Merion Sch. Dist., 132 F. 3d 902, 906 (3d

Cr. 1997)).

1. Arbitration

Cenerally, “arbitration is a matter of contract and a party
cannot be required to submt to arbitration any dispute which he

has not agreed to so submt.” Howsamyv. Dean Wtter Reynolds,

537 U.S. 79, 83 (2002)(quoting Steelworkers v. Warrior & Gulf

Nav. Co., 363 U. S. 574, 582 (1960)). The Federal Arbitration Act
(“FAA"), 9 U.S.C. 88 1-16, codifies Congress’ desire to honor
private arbitration agreenents w thout involvenment of federa
courts in order to pronote pronpt and fair dispute resolution.?
Section 2 of the FAA enbodies the national policy favoring

arbitration, and places arbitration agreenents on equal footing

with all other contracts.* See, e.d., Buckeye Check Cashing, Inc.

3 “There is a strong policy in favor of arbitration and courts mnust
resist the tenptation to intrude upon arbitration proceedi ngs where the
statute does not explicitly authorize court involvenent.” John Hancock Mit.
Life Ins. Co. Qick, 151 F.3d 132, 137 (3d Cr. 1998).

4 Specifically, Section 2 provides:

82. Validity, irrevocability and enforcement of agreenments to
arbitrate

A witten provision in any maritime transaction or a contract
evi denci ng a transaction i nvol ving comrerce to settle by arbitration
a controversy thereafter arising out of such contract or
transaction, or the refusal to perform the whole or any part
thereof, or an agreenent in witing to subnit to arbitration an
exi sting controversy arising out of such a contract, transaction, or

6



v. Cardegna, 126 S. C. 1204, 1207 (2006) (hol ding claimthat

contract containing arbitration provision was void for illegality
was to be determned by arbitrator, not court). To further this
interest, a court nust scrupulously honor the bargains inplicit
in such contracts and interfere only when an award is seriously

probl ematic. See Brentwood Medical Associates v. United M ne

Wrkers of Anerica, 396 F.3d 237, 239 (3d G r. 2005).

1. Analysis

Nei t her party challenges the enforceability of the
Agreenent’ s mandate to use binding arbitration to resolve al
clainms or controversies. (See Pl. Conpl. at § 12). Both parties
al so concede they are bound by the terns of this agreenent,

i ncluding the provision granting an arbitration panel the power
to provide “any and all relief and renedi es, whether at law or in

equity,” that a federal court may grant. (See PI. Conmpl. Ex. A
at § 9.7). Accordingly, the dispute is one of interpretation,

rat her than enforceability.

Paragraph 9.1 explicitly states that “[a]lny claim

controversy or dispute arising out of or relating to this

refusal, shall be valid, irrevocable, and enforceable, save upon
such grounds as exist at lawor in equity for the revocation of any
contract.

9 U S.C. § 2 (2000) (enphasis added).



Agreenment or any interpretation or breach thereof or perfornmance
under this Agreenent . . . shall be settled exclusively by

subm ssion to final, binding and non-appeal able arbitration...”
(PI'. Conpl. Ex. A at Y 9.1)(enphasis added). Furthernore, as
menti oned above, the Agreenent enpowers the arbitration panel to
grant all relief and renedies available to courts, with the

exception of punitive damages. (Pl. Conpl. Ex. A at Y 9.7).

In light of this |anguage, it is clear Southco has not
stated a claimfor which this court nmay grant relief. In
entering the Alliance Agreenent, Southco has conmitted itself to
arbitration as the forumfor resolution of “any claim
controversy or dispute arising out of or relating to th[e]
Agreenent, or any interpretation or breach” of the Agreenent.

(PI. Conpl. Ex. A at T 9.1). Southco’s request for docunents and
ot her evi dence-al though artfully plead as short term equitable
relief-is really a demand for discovery, which the Agreenent
reserves to the discretion of the arbitration panel. (Pl. Conpl.

Ex. Aat 1 9.7).

Mor eover, even if discovery had not been reserved to the
arbitrators’ discretion, Southco has failed to denonstrate the
need for a prelimnary injunction, i.e., the likelihood of

irreparable harmif Reell is not imrediately enjoined.

District courts enploy a four-part test when ruling on a

request for a prelimnary injunction. Specifically, the court
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consi ders:

(1) whether the nobvant has shown a reasonabl e
probability of success on the nerits; (2) whether the
nmovant will be irreparably injured by denial of the
relief; (3) whether granting prelimnary relief wll
result in even greater harmto the nonnoving party; and
(4) whether granting the prelimnary relief will be in
the public interest.

d axoSni t hKli ne Consuner Healthcare, L.P. v. Merix Pharm Corp.

No. 05-4566, 2006 U.S. App. LEXIS 16377, at *8 (3d G r. Jun. 29,

2006) (quoting ACLU v. Bl ack Horse Pike Regional Bd. of Educ., 84

F.3d 1471, 1477 (3d Cr. 1996)). “In order to constitute
irreparable harm an injury nust be so great that an arbitrator's
award, if forthcom ng, would be inadequate to fully reconpense
the injured party. It would render the award an enpty victory.”

Communi cati ons Wrkers of Am v. Verizon Conmunications., Inc.,

255 F. Supp. 2d 479, 485 (E.D. Pa. 2003)(citing 1 UE-CM, Local

628 v. Flowserve Corp. of Pennsylvania, 239 F. Supp. 2d 527, 532

(MD. Pa. 2003)).

Sout hco has not denonstrated it will suffer irreparable harm
if the court denies its request for equitable relief. During the
arbitration process, Southco will have the opportunity to seek
di scovery and if Reell does not cooperate, Southco can petition
the arbitration panel for “any and all relief and renedies,” that
the courts may grant. Reell’s present refusal to provide
docunents, even if inequitable or in breach of the Agreenent,

does not constitute immnent and irreparable harmrequired for
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the i ssuance of a prelimnary injunction.

Count 111

Fact ual Backgr ound

Sout hco al so seeks a declaration and final judgnent,
pursuant to the Declaratory Judgnent Act, 28 U . S.C. § 2201, et.
seq., that a hinge patent (U S. Patent Re 37,712), held by Reell,
is invalid, unenforceable, and not infringed by Southco’s
manuf acture, use, or sale of a simlarly designed product. (P
Compl. at 9 37). Reell, in response, has noved to dismss
Sout hco’ s decl aratory judgnent action for |lack of subject matter
jurisdiction. Specifically, Reell clains the absence of an
“actual controversy” at the tinme Southco filed its declaratory
j udgnent action prevents this court from addressing the issue.

(D. Mot. at 14-18). In the alternative, Reell asks the court to
stay this matter pending the outcone of a subsequently filed
patent infringenment action filed in Mnnesota by Reell against
Sout hco. (lLd. at 18-20).

In March 2005, the parties discussed the potential |icensing
of “clip friction hinge” technol ogy by Southco fromReell. These
negoti ati ons ended in [ ate March when Sout hco decided to forego a
i censi ng agreenent because of its forthcom ng acquisition of
CEMA Technol ogies, Inc., (“CEMA’), a manufacturer of “clip

friction hinges.” Southco acquired CEMA in the spring of 2005.
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(See Cct. 12, 2005 Letter fromE. Donaldson to B. McNeill (“D
Mot. Ex. A")).

On Cctober 12, 2005, Reell’s CEO, Eric Donal dson, nmet with
Sout hco’'s CEQ, Brian McNeill, to inquire about a particul ar CENVA
“sickle” clip friction hinge which bore simlar characteristics
to a hinge patented by Reell. See id. Donaldson requested, in
his Cctober 12, 2006 letter, that Southco cease from producing or
selling the “sickle clip” hinge and provide an explanation of its
uses. See id. Southco' s CGeneral Counsel, Alan L. Ei sen,
responded by letter, stating Reell had no valid claimof patent
i nfringenment and suggested the matter be resolved by a
“reasonabl e busi ness accommodation.” (Cct. 18, 2005 Letter from
A. Eisen (“D. Mot Ex. B")). Donaldson, in an enuail dated
Novenber 13, 2005, stated that Reell disagreed with Eisen’s
concl usi ons but shared his (and Southco’s) preference for a
busi ness, rather than legal solution. (Nov. 13, 2005 email from
E. Donaldson (“D. Mot. Ex. C)).

For roughly four nonths, there were no di scussions regarding
the sickle clip friction hinge. |In the spring of 2006 the issue
resurfaced, however. In an April 18, 2006 |etter, Donal dson
reiterated Reell’s concern over Southco’ s use of the hinge
design. (See Apr. 18, 2006 Letter fromE.  Donal dson (“D. Mot.
Ex. D')). Specifically, Donal dson stated Reell was uncertain

whet her this particular design was sinply a “prototype” or if it
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was currently being manufactured and sold by Southco or CEMA
See id. If the fornmer, Reell requested the hinge not be produced
or sold, and if the latter, then Reell requested a business
arrangenment to conpensate for the use of the technology. See id.
More i nportantly, however, Reell reaffirmed its commtnent to
negotiate a resolution rather than pursue litigation, in |ight of
the “very real prospects of inordinate expense, del ays,
di versions, conplexities, and renedies.” 1d. On April 26, 2006,
Sout hco responded, stating Reell did not have any valid claim of
i nfringenment and requested additional information that supported
Reell’s position. (April 26, 2006 Letter fromA Eisen (“D. Mot.
Ex. E")).

On May 11, 2006, Southco filed this action, which included
an action for declaratory judgnment on the issue of
noni nfringenment. On May 18, 2006, Donal dson was infornmed that
Appl e Conputers, Inc. (“Apple”) had been purchasing the disputed
clip-style friction hinge and using it as a conponent part in
| aptop conputers. (D. Mdt. at 18; D. Mdit. Attachnent,
Decl aration of E. Donal dson at 5-7). Wth this know edge, Reel
filed suit against Southco for patent infringenment of U S. Patent
Re 37,712 in the District of Mnnesota on June 13, 2006. Two
days later, it noved to dism ss Southco’ s declaratory action for
| ack of subject matter jurisdiction pursuant to Fed. R GCv. P.

12(b) (1).
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Di scussi on

Jurisdiction Under the Decl aratory Judgnent Act

The Decl aratory Judgnent Act, 28 U S.C. 8§ 2201(a), provides
t hat :

In a case of actual controversy within its jurisdiction

any court of the United States, upon the filing

of an appropriate pleading, my declare the rights and

other legal relations of any interested party seeking

such decl aration, whether or not further relief is or

coul d be sought.
28 U.S.C. §8 2201(a) (2000) (enphasis added).

The initial burden is on the plaintiff to show that an
“actual controversy” existed at the tinme it filed its conplaint.

Solid State Equip. Corp. v. Verteq, Inc., Cv. A No. 01-4423,

2003 U.S. Dist. LEXIS 12051 at, *3 (E.D. Pa. Jan. 26, 2003).
Where resolution of a jurisdictional question is contingent upon
a question of fact, the court is “free to weigh the evidence and
satisfy itself as to the existence of its power to hear the

case.” Solid State, 2003 U. S. Dist. LEXIS 12051 at *2 (E. D. Pa.

Jan. 26, 2003)(quoting Robinson v. Dalton, 107 F.3d 1018, 1021
(3d Gr. 1997)).

The Federal G rcuit in BP Chemicals Ltd. v. Union Carbide

Co., 4 F.3d 975 (Fed. GCr. 1993) set forth a two-part test for
determ ning whether a declaratory claimis justiciable in the
patent infringement context:

There must be both (1) an explicit threat or other

action by the patentee, which creates a reasonable
apprehensi on on the part of the declaratory plaintiff
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that it will face an infringenent suit, and (2) present
activity which could constitute infringenment or
concrete steps taken with the intent to conduct such
activity.

Institut Pasteur v. Sinon, 332 F. Supp.2d 755, 758 (E.D. Pa.

2004) (quoting BP Chemi cals, 4 F.3d at 978)). This is an

objective test. A declaratory plaintiff’s subjective belief or
fear is “insufficient to satisfy the burden of establishing, by a

preponder ance of the evidence, that, based solely on the

def endant’s conduct, the plaintiff had an objectively reasonable

apprehension that it would be sued for infringenent.” Solid
State, 2003 U.S. Dist. LEXIS 12051 at, *3-4 (enphasis added). 1In
t he absence of an express charge of infringenent, the court wll
|l ook to the “totality of the circunstances” in determning

whet her obj ective apprehensi on—-and thus an actual controversy-—

existed at the tinme the conplaint was filed. See Arrowhead

| ndustries v. Ecolochem 846 F.2d 731, 736 (Fed. Cr. 1988). |If

the totality of the circunstances do not reveal an objectively
reasonabl e apprehension of an infringenent action, no actual
controversy exists, and a court nust dism ss the declaratory

claimpursuant to Rule 12(b)(1).
1. Analysis

After carefully weighing the underlying evidence, the Court
finds that no “objectively” reasonabl e apprehension of litigation
existed at the tinme Southco filed its declaratory judgnment
action. Before Southco filed, Reell did not explicitly threaten
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l[itigation over the disputed patent. Al so, the “totality of the
ci rcunst ances” do not reveal any objectively reasonable
apprehensi on of suit. The correspondence between the parties
shows that Reell consistently indicated a preference for a
“busi ness solution” to the dispute. For exanple, in Donal dson’s
April 18, 2006 letter, less than a nonth before Southco filed
suit, Reell specifically expressed Reell’s preference to avoid
l[itigation due to the cost, delay, and inconveni ence—a senti nent
enphasi zed by both parties.

At this point, a distinction should be nmade that goes to the
heart of Southco’s declaratory action. As set forth in BP
Chem cals, 4 F.3d at 978, a plaintiff nust be able to show there
was an “objectively” reasonabl e apprehension of suit based on the
def endant’ s conduct al one. Therefore, Southco’s subjective
belief that, as a result of its own conduct, an infringenment suit
was immnent is insufficient to support a declaratory claim

The record reflects that on the day— May 11, 2006—- Sout hco
filed for declaratory judgnent, it was producing and selling the
di sputed clip friction hinge in considerable volune to Apple.
(D. Mot. at 18; D. Mot. Attachnent, Declaration of E. Donal dson
at 5-7). At that time, Reell considered the hinge to be a
prototype with a limted presence in the marketplace. The nature
of the dispute, therefore, was different in the eyes of the

parties. Wiile Southco may have consi dered an infringenent
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action inevitable due to their significant production and sal e of
the hinge, Reell was without this information. Thus, on My 11,
2006, Southco may have had a subjective apprehension of suit
based on their own conduct, but not an objectively reasonable
apprehensi on based solely on Reell’s conduct. Accordingly, the
Court concludes that Southco has failed to satisfy the
justiciability test, and the absence of an actual controversy at
the tinme of filing deprives this court of subject matter
jurisdiction to entertain this declaratory judgnent action.

[11. Concl usion

For the foregoing reasons, the Court DI SM SSES Count One for
Failure to State a Caimpursuant to Rule 12(b)(6); and Count
Three for Lack of Subject Matter Jurisdiction pursuant to Rule

12(b)(1). An order follows.
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IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

SOUTHCO, | NC. . CIVIL ACTI ON
vs. . NO.  06-1983

REELL PRECI SI ON
MANUFACTURI NG CORPORATI ON

ORDER

AND NOW this 13'" day of Novenber, 2006, upon
consi deration of Defendant’s Mdtion to Dismss Count One of
Plaintiff’s Conplaint for Failure to State a C ai mpursuant to
Federal Rule of G vil Procedure 12(b)(6); and to Di sm ss Count
Three of Plaintiff’s Conplaint for Lack of Subject Matter
Jurisdiction pursuant to Federal Rule of Cvil Procedure 12(b) (1)
(Docs. 12, 13), and all responses thereto (Doc. 20, 22), it is

hereby ordered that the Mdtion is GRANTED
BY THE COURT:

s/J. Curtis Joyner

J. CURTI S JOYNER, J.
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