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

W LLI AM A. GRAHAM COVPANY : Cl VIL ACTI ON
. :
THOVAS P. HAUGHEY, et al. E NO. 05-612
MEMORANDUM
Bartl e, C. J. November 6, 2007

Plaintiff WIliam A G aham Conpany ("G ahant'), an
i nsurance brokerage firm sued defendants Thomas P. Haughey, a
former Graham enpl oyee, and USI Mdatlantic, Inc. ("USI"),
anot her insurance brokerage firm and Haughey's current enpl oyer,
for infringing its copyrights in its "Standard Survey and
Anal ysi s" and "Standard Proposal ,"” collectively known as the
"Wirks." 17 U . S.C. 8 101, et seq. These materials were used to
put together docunents supplied to prospective and current
clients to explain the insurance coverage that defendants were
attenpting to place. After a five day trial, the jury returned a
verdict in Gaham s favor and awarded damages in the anmount of
$16, 561, 230 agai nst defendant USI and $2, 297, 397 agai nst
def endant Haughey. Thereafter, the court granted defendants
notion for a newtrial on the applicability of the statute of
limtations and on damages, and then granted defendants
subsequent notion for partial summary judgnment insofar as G aham
sought damages outside the three year statute of limtations.

17 U.S.C. § 507(b).



Now pendi ng before the court is plaintiff's notion
concerning the proper scope of jury issues and trial
presentations for the second trial on danages. G aham argues
t hat the Seventh Amendnent to the United States Constitution and
fundamental fairness concerns |imt what danage issues the
parties may present to the jury during the second damages trial .

The damages awarded by the jury represented defendants
profits fromacts of infringenent for a fourteen year period
going back to 1992. 17 U S.C. 88 501, 504. Upon consideration
of defendants' post-trial notions, we granted a new trial because
the jury's negative answer to the follow ng special interrogatory
was agai nst the weight of the evidence: "Prior to February 9,
2002, should plaintiff have discovered, with the exercise of
reasonabl e diligence, that defendants were infringing its

copyrights?" WIlliamA G aham Co. v. Haughey, 2006 W. 3386672

(E.D. Pa. Nov. 21, 2006). The court further stated that

"[ b] ecause the anpbunt of danmages is inextricably bound up with

the question of the application of the statute of limtations, we

also will grant a newtrial as to danages.” |[d. at *11.
Thereafter, defendants filed a notion for partial

summary judgnent based on a statute of |limtations defense.

Def endant s contended that any damages outside the three-year

period prior to the filing of the conplaint were tine barred. W

agreed. W held that "[t]he three year statute of limtations

set forth in the Copyright Act bars all of Gahams clains

agai nst defendants that accrued prior to February 9, 2002.
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Graham of course, will still be able to recover defendants
profits arising fromacts of infringement occurring on or after

that date." WIliamA Gaham Co. v. Haughey, 484 F. Supp. 2d

324, 336-37 (2007), citing 17 U S.C. 8 504. W also determ ned
that the neasure of damages to which Grahamwas entitled could
not be resolved on the current record and woul d have to be
established by a second jury. 1d.

Were, as here, the copyright owner seeks the
infringer's profits as damages, those danages are to be
cal cul ated using the three conponents described in § 504(b) of
t he Copyright Act, 17 U.S.C. 8 101, et seq. First, the copyright
owner mnust present proof of the infringer's gross revenue. |1d.
This includes not only an infringer's direct profits, which are
t hose generated fromthe sale of an infringing product itself,

but also its indirect profits, which have a nore attenuated

connection to the infringenment. Mackie v. Rieser, 296 F.3d 909,
914 (9th Cir. 2002). The burden then shifts to the infringer to
prove not only any "deducti bl e expenses” associated with
generating that revenue, but also "elenents of profit
attributable to factors other than the copyrighted work,"
commonly known as the "apportionnent” of profits. 17 U S. C
8 504(b).

At the first trial, evidence as to each of these three
damage conponents was presented to the jury. Gahamoffered a
cal cul ation of the defendants' gross revenue primarily through

the expert testinmony of Dr. Richard Gering. Dr. Gering
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cal cul ated the revenue USI obtai ned when clients bought insurance
after receiving witten proposals with |anguage that matched the
copyright protected | anguage of the Wrks. The revenue figure
presented as to defendant Haughey represented his comm ssions
fromUSI for each of the infringing proposals he presented to a
client.

Def endant USI then introduced evidence as to its
deducti bl e expenses. It sought a flat 25%reduction in the gross
revenue figured presented by Graham which represents the
commi ssions paid to their respective producers, including
Haughey, from each of the infringing proposals. Haughey did not
cl ai m any deducti bl e expenses agai nst his gross revenue.

Def endants al so offered evidence as to the apportionnent of
profits. Specifically, they introduced testinony that the

i nfringing | anguage in insurance proposals provided to their
clients and prospective clients was not inportant in the sale of

i nsurance and thus was not an inportant source of their gross
revenue. During closing argunents, defendants further suggested
that the gross revenues shoul d be reduced, either because certain
proposal s only contained a very small anmount of infringing

| anguage or because sone of their clients were repeat custoners
who nerely renewed pre-existing insurance coverage.

No party disputes that the second jury will consider
the first conmponent of 8§ 504(b) damages, that is, the defendants
gross revenue derived fromthe infringing proposals during the

period now in issue. At this point, the relevant revenue period
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has shrunk fromfourteen years to three years. Additionally,
def endants have stated that the only deducti bl e expense to be
introduced is a flat 25% of USI's total gross revenue, which is
the sane as was introduced at the prior trial. The present
di spute centers on the final elenent of the damage cal cul ati on,
t he apportionnment of profits between those attributable to the
copyrighted Wrks and those not attributable. G aham argues that
the second jury should not be permitted to nake an i ndependent
cal cul ation on the apportionnment of defendants' profits, that is,
on the percentage of defendants' profit attributable to factors
ot her than the copyrighted Wrks.

Graham mai ntains that the findings of the first jury on
t he apportionnment percentages are binding on the second jury and
t he court under the Reexam nation Cl ause of the Seventh Anendnent
to the Constitution. The Seventh Amendment states that: "In
Suits at cormmon law ... the right of trial by jury shall be
preserved, and no fact tried by a jury, shall be otherw se
reexam ned in any Court of the United States, than according to
the rules of the common law. " U S. Const. amend VIT. As

explained in In re Rhone-Poulenc Rorer, Inc., 51 F.3d 1293, 1303

(7th CGr. 1995), "[t]he right to a jury trial in federal civi
cases, conferred by the Seventh Amendnent, is a right to have
juriable issues determned by the first jury inpaneled to hear
t hem (provided there are no errors warranting a new trial), and

not reexam ned by another finder of fact."



Qur Court of Appeals has explained the second cl ause of
t he Seventh Amendnent as follows: "W understand this |anguage
to operate as a guarantee of the integrity of the judicial

process generally and as a check on the powers of the trial judge

specifically.” Davis v. Ortowoju, 883 F.2d 1155, 1162-63 (3d
Cr. 1989). Thus, a court can vacate a jury's verdict and submt
the sane issue to a second jury "only where the great wei ght of
t he evidence cuts against the verdict and where a m scarri age of

justice would result if the verdict were to stand.” Springer V.

Henry, 435 F.3d 268, 274 (3d Gr. 2006) (citations omtted).
Consi stent with the Seventh Amendnent, when serious error was
present during a trial, Rule 59 of the Federal Rules of Gvil
Procedure authorizes a court to grant a new trial and vacate the

first jury's verdict. Gasperini v. Cr. for Humanities, Inc.,

518 U. S. 415, 432-33 (1996). W concluded that such error had
occurred to the extent that the jury cal cul ated damages beyond
the three-year period prior to the filing of the conplaint.

G aham 2006 W. 3386672; Graham 484 F. Supp. 2d 324.

The first jury was instructed as to each of the three
conponents involved in a § 504(b) damages analysis. After the
jury found that defendants had infringed plaintiff's copyright in
the Wirks, the jury was asked: "What is the total anpbunt of each
defendant's '"profits attributable to infringenent,' if any, that
each defendant earned before and after February 9, 2002?" The
jury answered by awardi ng danages in the anpunt of $16, 561, 230

agai nst defendant USI and $2, 297, 397 agai nst def endant Haughey.
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The parties did not request and the jury was not asked to
delineate the three el enents which made up its conputation of

8§ 504(b) damages. Instead, the jury reported only the final
figure agai nst each defendant after nmaking the required

cal cul ations. The damages awarded agai nst USI anmounted to 69. 4%
of USI's net profit, that is, 69.4%of USI's gross revenue for
the fourteen year period after deducting 25%in deductible
expenses. The award agai nst Haughey canme to 75% of his net
profit. In other words, the jury apportioned 30.6% of USI's net
profit and 25% of Haughey's net profit to factors other than the
defendants' infringing use of G aham s copyrighted material s.
The danmages amounted to 70% of defendants' conbined profits.

In order to consider whether the second jury would be
bound by the first jury's apportionnment percentages for USI and
Haughey, we would first have to be able to discern exactly what
the first jury decided with respect to apportionnment for the
three years of danmages now in issue. That, however, is
i npossi ble to ascertain. Al we knowis that the jury found
69.4% of USI's profit after expenses were attributable to acts of
i nfringenent and that the nunber was 75% for Haughey. W can
cal cul ate these percentages by totaling each defendant's gross
revenue for a fourteen year period, subtracting 25% of that total
for the deductible expenses for USI, and dividing the results
into the danages awar ded agai nst each of the defendants.

However, we have no idea whether the first jury applied these

sanme percentages to each of the fourteen years then in issue or
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whet her these percentages were nerely averages for all those
years. Only if the former were the case woul d the percentages
Graham urges upon us have any validity. W do not know which
fork in the road the jury took. |If we adopted G aham s approach
we woul d sinply be speculating that the percentages of profit
attributable to factors other than the copyright works were
exactly the sane in each of the three years now in issue and in
each of the other el even years no longer in issue.! See 17
U.S.C. § 504(b).

Absent any way to determ ne how the first jury conputed
its ultimate damage findings recorded on the verdict sheet, we
have no basis to reach the concl usion G aham advocates. W have
no alternative but to submt to the second jury the matter of
apportionment along with the matters of gross revenues and
deduct i bl e expenses.

Accordingly, we will deny G aham s pendi ng notion
concerning the proper scope of jury issues and trial

presentations for the second danages trial.

1. The propriety of Grahamls request of the court is further
underm ned by the fact that Graham never identifies precisely
what it understands the first jury's finding as to apportionnent
to be. Gahamfails to specify whether the second jury should be
bound by the percentage awarded by the first jury as to each of

t he defendants individually, or as to a percentage award of the
def endants' conbined profits. As to this question, G aham sinply
states that it is "logical and reasonable ... to conclude that
the jury apportioned in percentage terns, and arrived at a 70%
apportionment factor (75%for M. Haughey and 69. 4% for USI

M dAtl antic).
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IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

WLLIAM A. GRAHAM COVPANY ) Cl VIL ACTI ON
V.

THOVAS P. HAUGHEY, et al. NO. 05-612

ORDER

AND NOW this 6th day of Novenber, 2007, for the
reasons set forth in the acconpanying Menorandum it is hereby
ORDERED that the nmotion of plaintiff WIlliamA G aham Conpany
concerning the proper scope of jury issues and trial
presentations for the second danages trial is DEN ED.

BY THE COURT:

[s/ Harvey Bartle III

C. J.



