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

APPAREL BUSI NESS SYSTEMS, LLC, : ClVIL ACTI ON
Plaintiff, :

V.

TOM JAMES COVPANY, et al., :
Def endant s : NO. 06-1092

VEMORANDUM AND ORDER

McLaughlin, J. March 28, 2008

The plaintiff, a software conpany, alleges that the
def endants, two cl ot hing manufacturers, have infringed the
plaintiff’s copyright and breached the software |icense
agreenments that they have with the plaintiff. The plaintiff also
cl ai nms unjust enrichnment, conversion, and viol ations of the
Unfair Trade Practices Act in connection wth the defendants’ use
of its software. The defendants have filed a notion for summary
j udgnent, which the Court will grant. The plaintiff has filed a
partial notion for sunmary judgnent, which the Court will deny.
Both parties have filed notions to strike certain declarations,

whi ch the Court will deny.

Fact s

The Court views the record in the light nost favorable



to the non-moving party.' The following facts are undi sput ed.

A. The Parties

The plaintiff, Apparel Business Systens, LLC, (“LLC)

provi des software and associ ated services to manufacturers,
distributors, and inporters in the apparel, textile, and footwear
i ndustries. LLC s software packages hel p autonate many aspects
of apparel production, order processing, inventory allocation,
pur chasi ng, and accounting. Conpl. 9§ 6; Defs.’” Stm. of
Uncontested Facts Ex. A ?2

Def endant Tom Janmes Conpany (“Tom Janes”) is a
manuf acturer and retailer specializing in custom cl ot hing.
Def endant Kenneth Gordon/1AG Inc. (“Kenneth Gordon”), a Tom
Janes subsidiary, makes nmen’s shirts. Tom Janmes has a nunber of
ot her subsidiaries who are not parties to the plaintiff’s
lawsuit. Sonme of the subsidiaries are named in the conplaint as
third-party beneficiaries of the defendants’ all egedly w ongful

actions. Conpl. T 7-8;, Mem of Law in Support of Defs.’ Mt. for

! On a notion for summary judgnment, a court nust view the
evi dence and draw reasonable inferences therefromin the |ight
nost favorable to the party opposing sumary judgnent. See,
e.qg., Anderson v. Liberty Lobby, Inc., 477 U S. 242, 255 (1986).
Summary judgnent is proper if the pleadings and ot her evidence on
the record “show that there is no genuine issue as to any
material fact and that the noving party is entitled to a judgnent
as a matter of law” Fed. R GCv. P. 56(c).

2 Hereafter, “Defs.’ Fact Stnt.”
2



Summ J. at 1;° Mem of Law in Support of Defs.’ Mt. for
Sanctions Against Pl. and Its Counsel for Litigation M sconduct
and Failure to Have a Reasonabl e Basis Upon Wiich To File or
Mai ntain This Action at 2.4

Bef ore describing the interactions between the
plaintiff and the defendants that led to the filing of this
| awsuit, the Court wll exam ne the facts surrounding the

plaintiff’s business arrangenents and the copyrights at issue.

B. The Copyrights

The plaintiff, Apparel Business Systens, LLC, clains to
be the successor in interest to Apparel Business Systens, |nc.
(“INC"). Apparel Business Systens began as a proprietorship
owned by Marvin and M Iton Pasternack, who registered the
fictitious business nanme in June of 1981. According to the
Pennsyl vani a Departnment of State, |INC was incorporated on
Novenber 18, 1982. Defs.’ Sanctions Br. | Ex. P, Ex. T.

The plaintiff clains that the defendants have infringed
two of its copyrights: U S. Copyright Certificate of
Regi stration No. TX-1-129-742 (the “*742 Copyright”) and U. S.
Copyright Certificate of Registration No. TX-2-570-536 (the “*536

Copyright”). The plaintiff clainms that the |licensed software is

s Hereafter “Defs.’” Summ J. Br.”
4 Hereafter “Defs.’ Sanctions Br. |.”
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representative of the copyrighted works. The plaintiff does not
have the deposits nade with the Copyright Ofice for either the
‘742 Copyright or the 536 Copyright, or copies of those
deposits. George Gaham the plaintiff’s CEQ said at his
deposition that the plaintiff does not have records of what the
software was at the tinme of the copyright applications. Conpl .
1 13; Defs.’” Fact Stnt. Ex A at 37, Ex. EE Ex. G Ex. H

According to Garry Reinhard, one of the plaintiff’s
former enpl oyees who hel ped devel op the software at issue, |BM
devel oped custom software for the Pasternacks’ apparel business
before 1980. From 1980 to 1982, Reinhard and Paul Harkins, who
both worked full time at IBM rewote the custom software, which
becane known as 5796- RKK (VIMD)). “VIMD" stands for “version 1
build 0.” According to Reinhard s declaration, the Pasternacks
knew t hat Reinhard and Harkins were rewiting the software, but
they did not supervise or pay them and no witten agreenent
covered the devel opnent or ownership of the software. Defs.
Fact Stnmt. 99 8-9, 11-13, 15; Ex. C

The * 742 Copyright protects the 5796- RKK (V1MD)
software. According to the application, the work was first
publ i shed on January 14, 1983. The author and copyright clai mant
are |isted as Apparel Business Systens. Under the “nanme of
aut hor” section, the application form asks whet her the work was

made for hire; the box next to “Yes” is checked. The application



was filed by International Business Machines Corp. (“IBM). The
application lists IBMas the work’s manufacturer, and |IBM paid
the registration fee and listed its address as the appropriate
address for correspondence. Barbara Jones signed the
application, declaring herself the authorized agent of IBM the
“aut hor, or other copyright claimnt, or owner of exclusive
rights.” Defs.’ Fact Stnt. Ex. E

After 5796- RKK (V1IMD) was conpl eted, Reinhard and
Har ki ns continued to work on the software, revising it and making
enhancenments. Harkins was working full tinme at 1BMwhile he
revised the software, through nost of 1983. Reinhard al so worked
full time at IBMwhile he revised the software, until |late 1984
or early 1985. Both nmen becane enpl oyees of INC after they left
IBM I NC did not supervise or control Harkins or Reinhard s work
on the software. Between 1982 and 1988, INC hired a nunber of
i ndependent contractors to work on the editorial revisions to the
software, including Janes Lawson and Jean Kopan (both of whom are
current LLC enpl oyees), Bill Hafele, Paul Nardi, and Syd Manis.
None had witten agreenents with I NC about the authorship or
ownership of the software. Defs.’ Fact Stnt. 9T 26, 28-29, 31-
37, Ex. C

In 1989, INC filed a copyright application (the ‘536
Copyright) for a work called System 38, editorial revisions to

the * 742 Copyright. Like the 742 Copyright, the ‘536 Copyright



regi stration says that the subject work was a work nade for hire.
Only INCis listed as an author copyright clainmant; no individual
authors are |isted, and | BM does not appear anywhere on the
application. The Copyright Ofice record for the ‘536 Copyright
lists the current clainmnt as Apparel Business Systens, |nc.
Defs.” Fact Stm. Ex. H Ex. M

The plaintiff has introduced a Bill of Sale and
Assignnent (“Bill of Sale”) that says that “as of January 1,
2003," INC transferred to LLC all assets held at the cl ose of
busi ness on Decenber 31, 2002, excluding only: corporate books
and records; those assets set forth on Schedule A, and contracts
that by their terns are unassignable w thout the consent of a
third party. The Bill of Sale is undated and signed on behal f of
both INC and LLC by George Graham It does not nention any
specific assets or intellectual property rights. The Bill of
Sale clainms to include “Schedule A — Excluded Assets (to be
conpl eted and attached),” but no schedul e of excluded assets has
been produced. At oral argunent, the plaintiff’s counsel said
that there either never was a Schedule A or that the plaintiff no
| onger has it. Defs.’ Sanctions Br. | Ex. Q@ Oal Arg. Tr. at
71, Nov. 8, 2007.

The plaintiff has also introduced a Stock Purchase
Agreenent dated Decenber 29, 1989. In it, Marvin and MIton

Past er nack, Paul Harkins, Garry Reinhard, and Karl S. Johnsson,



collectively referred to as the sellers, agree to sell all of
| NC s shares to ABS Acquisition Corporation for an aggregate
purchase price of $1,454,500.00. George G aham signed the
agreenent on behal f of ABS Acquisition Corporation. Section 3.7
of the agreenent covers intellectual property rights. Subsection
(a) says that “[t]he Corporation owns and possesses al
Intell ectual Property rights necessary or required for the
conduct of its business as presently conducted or as proposed to
be conducted, which Intellectual Property R ghts are identified
in Schedule 3.7.” Schedule 3.7 is not attached to the copy of
t he agreenment produced by the plaintiffs, nor is there any nore
detail ed description of the corporation’s intellectual property
assets el sewhere in the agreenment. Pl.’s Mem of Lawin Qpp. to
Defs.” Mot. for Sunm J. and in Support of Pl.’s Cross-Mt. for
Partial Summ J. of Copyright Infringenent, and in Support of
Pl.”s Mot. to Strike the Decl. of Garry Reinhard or in the
Alternative for Disc. Under Fed. R Cv. P. 56(f) Ex. 6.°

The plaintiff relies on three previously unproduced
docunents in its opposition to the defendants’ notion for summary

judgnent: a docunent called “Confirmation of, Nunc Pro Tunc and

Quit CaimAssignment of Copyright Interest” (“Harkins

Confirmation”); a 1996 Settl enent Agreenent in Reinhard, et al

v. Gaham et al., a state court case involving a dispute between

5 Hereafter “Pl.’s Qpp.”



t he Pasternack brothers and Graham (“Settl enment Agreenent”); and
a Final Consent Decree in a 1994 Eastern District of Pennsylvania

case call ed Apparel Business Systens, Inc. v. Garry Reinhard, et

al. (“Consent Decree”).

The plaintiff produced the Harkins Confirmation in
response to the defendants’ Mdtion to Preclude Docunents Not
Produced in Accordance Wth the Court’s October 23, 2006, Order
(Docket No. 34) and their Mdtion To Conpel Testinony (Docket No.
36), and after oral argunent on January 8, 2007. Paul Harkins
clains to be the author of conputer software prograns “devel oped
for and on behal f of either Apparel Business Systens . . . or
Appar el Business Systens, Inc. . . . which are now the subject of
U S. Copyright Certificate of Registration No. TX-1-129-742 and
U S. Copyright Certificate of Registration No. TX-2-570-536
(collectively the “Wrks”).” Harkins reports that on or before
Decenber 1989 (the date of the Stock Purchase Agreenent) he
transferred, assigned, quit clained, and set over to INC al
rights and interests he then had or would have in the copyrights.
He includes the right to sue for past, present, and future
infringement. Pl.’s Qop. Ex. 5.

The plaintiff introduced the Settlenent Agreenent and
t he Consent Decree in their March 19, 2007, opposition to the
def endants’ notion for sunmary judgnent. The Settl enent

Agreenent ended a | awsuit brought by the Pasternacks against | NC



in 1992. The Pasternacks all eged breach of contract, fraud, and
other clains related to the transfer of shares fromthe

Past ernacks to ABS Acquisition Corporation on Decenber 29, 1989.
| NC counterclained, also alleging fraud, breach of contract, and
related clains. The Settl enment Agreenent was signed between
February 23, 1996, and March 22, 1996, by Graham Robert Shall ow,
Janes Lawson, and Jean Kopan (as sharehol ders of INC), and
Frederick Santarelli, Marvin Pasternack, and MIton Pasternack.
In the Settl enent Agreenent, Lawson and Kopan agree that ABS is

t he excl usive owner of the ‘742 Copyright and the *536 Copyright.
Pl.”s Opp. Ex. 8 at 2, 19, 22.

The copy of the Consent Decree that the plaintiff
produced is signed and dated only by George G aham as Presi dent
of INC. It is not signed or dated by either the judge (Judge
Donal d W VanArtsdal en) or by the defendant (Garry Rei nhard,
either individually or in his capacity as President of
Applications Consultants, Inc.). 1In the Consent Decree, INCis
deened to be the exclusive owner of the ‘742 and ‘536 Copyrights
and the defendants agree not to chall enge the ownership or
validity of the copyrights. The defendants agree to pay a
license fee in order to continue selling their software package.
The Consent Decree and settlenent terns were ordered kept under
seal. |d. Ex. 7.

The plaintiff has also submtted declarations fromtwo



of its enployees, Jean Kopan (LLC s president) and Janes Lawson.
Kopan’s decl aration, signed on March 13, 2007, says that she is
famliar wwth the plaintiff’s software that is the subject of the
‘742 and the 536 Copyrights and that the software package
licensed by ABS to its |licensees incorporates portions of the
copyrighted software protected by both the ‘742 and the ‘536
Copyrights. In an earlier deposition, Kopan testified that she
di d not know how nmuch the software code changed fromthe tine
that she started working at INC until 1989, the tine of the
second copyright registration. She also said that she was not
aware that an earlier copyright (the ‘742 Copyright) had been
filed before she started working at INC. Pl.'s Opp. Ex. 3;
Defs.” Reply Ex. HH, at 88.

Lawson signed his declaration on May 9, 2007. He says
that Paul Nardi and Syd Manis may have wor ked on sonme aspects of
sof tware devel oped by INC, but that he has no know edge of either
of them working on the programlicensed by LLC. Like Kopan,
Lawson says that the software package |icensed to conpanies |ike
Tom Janes and Kenneth Gordon incorporates portions of the
software protected by both the ‘742 and the ‘536 Copyrights. 1In
one previous deposition, Lawson testified that he had no
knowl edge of the work that Manis did, and only knew what Nar di
did in the 1990s, not the 1980s, when the software at issue was

devel oped. I n another previous deposition, Lawson testified that
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there was no way to tell how close the software protected by the
‘536 Copyright was to the version INC |icensed to Tom Janes or
Kenneth Gordon. Pl.’s Opp. to Defs.” M to Strike Ex. B; Defs.

M to Strike Ex. IIl, at 26, 28, 29, 36, 137-39.

C. The Tom Janes and Kenneth Gordon License Agreenents

Tom Janes entered into a software |icense agreenent
with the plaintiff’s predecessor in interest, INC, on January 19,
1996. Tom Janes used the software for its apparel accessories
operations on an | BM AS/ 400 Mbdel 200 conmputer. At the tine that
it started using the plaintiff’'s software, Tom Janes was al ready
usi ng anot her PC-based solution that ran on FoxPro for its other
operations. In 1999, Tom Janes started using the FoxPro sol ution
for its accessories operation and di sconti nued use of the INC
software. The plaintiff concedes that between 1996 and 1999, Tom
Janes never used the INC software on anything except the |icensed
Model 200 machi ne, never used multiple copies of the software,
and did not dissem nate the software to third parties. Defs.
Fact Stnmt. 99 44, 46-48, 52; Oral Arg. Tr. at 10, Nov. 8, 2007.

Kenneth Gordon entered into a software |icense
agreenent with INC on April 17, 1996. The |icense agreenent
said, in part:

Custoner agrees that the Software shall be used by

Custoner only for the processing of its own accounts

and data, and that Custonmer will not provide, disclose,
use for the benefit of, or otherw se nmake avail able the

11



software or any part thereof to any other party.
Custoner shall not copy (except to transfer to a hard
di sk or other permanent storage device wthin the
Hardware) or permt to exist nore than one copy of the
sof tware, except for one back-up copy of the Software.
: The Software shall be used only on the Hardware
and at the location set forth on Appendi x “B”

Custoner shall not enploy or use any additional

Har dwar e attachnent, features, or devices on or with

t he Hardware or make changes or alterations to the

Har dwar e covered hereunder without prior witten notice
to ABS. In the event the capacity or performance of
Custoner’s Hardware is increased, ABS shall receive
from Custoner an additional Software License Fee, not
to exceed ABS s then current Software License Fee for
simlar Hardware, |ess the Software License Fee
previously paid by Custonmer to ABS with respect to the
Original Hardware.

Defs.” Fact Stnt. Ex. R T 1-C

The |icense agreenent covered a Mddel 300 conputer, but
at the time it signed the agreenment, Kenneth Gordon was awaiting
delivery of a new Model 500 system |INC installed the software
on the Model 300 on April 17, 1996. On May 29, 1996, INC
participated in the installation of the software on Kenneth
Gordon’ s new Model 500 conputer. Although the Mddel 500 was not
covered by the license agreenent, an |INC enpl oyee, Suzette Janes,
confirmed and recorded the nodel and serial nunber of the Model
500 during the installation. Defs.’” Fact Stmt. Y 53, 55-57; EX.
X.

In its opposition to the defendants’ notion for sunmary
judgment, the plaintiff says that the software was noved to the
Model 500 without the plaintiff’s perm ssion or a new |license

agreenent. The defendants do not contend that there was a new

12



i cense agreenent, but point to Suzette Janmes’s involvenent in
the nove to support their contention that the plaintiff knew
about and approved the nove to the 500. None of the evidence in
the summary judgnment record suggests that the plaintiff did not
know about the nove at the tine it happened. The plaintiff has
not produced its custonmer file on Kenneth Gordon. According to
t he declaration of George Gaham LLC s CEQ, the plaintiff does
not have a formal docunent retention policy, but tinely attenpted
to locate and preserve all docunents relevant to the case.
G aham said that LLC | ost the Kenneth Gordon file when it noved
of fi ces from Conshohocken, Pennsylvania, to Norristown,
Pennsylvania, in late 2005. 1In his declaration, G aham states
that there was no understandi ng between | NC and Kenneth Gordon
about the Mbdel 500 conputer. At oral argunent, the plaintiff
conceded that at |east one ABS enpl oyee did know about the nove
to the Model 500 in 1996. Viewing the facts in the |ight nost
favorable to the plaintiff, the Court concludes that the
plaintiff knew about the nove to the Mddel 500 conputer in 1996.
Oral Arg. Tr. at 22, Nov. 8, 2007; Pl.’s Opp. at 34; Ex. 4 11 10,
27, 29-32; Ex. 10.

Both the Mbdel 300 and the Mddel 500 nmachi nes are P-20
conputers. |IBMuses “P’ nunbers to designate the processor class
for its machines. The plaintiff does not have a price list for

its software, but rather a set of price guidelines that it uses
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to negotiate with each custonmer. The current price guidelines
were last revised in June of 2005. The price guidelines show
that the plaintiff charges the sanme price for all P-20 conputers.
Defs.” Fact Stmt. {1 58, Ex. T, Pl."s Opp. Ex. 4; Ex. 10.

By 1997, Kenneth Gordon had becone unhappy with INC s
service and software. That year, the plaintiff began telling its
custoners about Year 2000 (“Y2K’) bugs in the software and
offering a software update at no additional charge to custoners
who were current on maintenance. |In 1998, while Kenneth Gordon
was current on its maintenance with INC, it received and
installed the Y2K software update. Defs.’ Fact Stnmt. Ex. P
Pl.”s Opp. Ex. 4.

In 1999, Kenneth Gordon wote to the plaintiff
declining continued mai ntenance. |INC s president, George G aham
then sent a letter to Kenneth Gordon raising three issues:
first, the plaintiff claimed that Kenneth Gordon owed it an
additional fee of $72,125.00 for noving the software fromthe
Model 300 to the Model 500 (this was the first time since the
nmove three years before, in which I NC enpl oyee Suzette Janes had
participated, that the plaintiff had asked for an additional
fee); second, the plaintiff wanted Kenneth Gordon to execute a
new software |icense agreenent; and third, the plaintiff asked
Kenneth Cordon to commt to current and future maintenance

contracts. Gahamis letter offered two options. The first
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option deferred the additional fee and offered a 25% di scount on
all future software installations at Tom Janes affiliates in
exchange for Kenneth Gordon staying on ABS software mai nt enance
for at least two years and executing a software |icense agreenent
for the new Y2K software. The second option reduced the
additional fee to $36,062.50 and offered the 25% affiliate
di scount in exchange for Kenneth Gordon staying on ABS software
mai nt enance for one year and executing the |icense agreenent for
the Y2K software. Defs.’ Fact Stm. Ex. P, Ex. V.

Tom Janes’ s Divisional President of Information
Servi ces, Brian Podany, wote back to Grahamon May 5, 1999, and
clarified that Suzette Janes of |INC had confirmed and recorded
t he AS/ 400 Model 500 nodel nunber and serial nunber during the
software installation in 1996. Podany’'s letter did not refer to
INC's two offers. Kenneth Gordon did not want to continue its
relationship with INC and thought that the further |icense fees
and obligations that | NC sought were inproper. |NC sent Kenneth
Gordon several nore letters in 1999 and 2000, but Podany’ s May 5,
1999, letter was the | ast conmmuni cation from Kenneth Gordon to
INC. INC s last conmmunication to Kenneth Gordon was a letter
from G ahamto Sergio Castelina, President of Tom Janes, on
Cct ober 10, 2000, asking Castelina to call himin order to avoid
| egal action. Defs.’” Fact Stm. Ex. P, Ex. V; ExX. W Ex. X Ex.

Y; Ex. Z; Ex. AA; Ex. BB
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In April, 2001, while downsizing its apparel operation,
Kennet h Gordon noved the I NC software fromthe Model 500 conputer
to a | ess powerful Model 820 conputer. The Mddel 820 has a P-10
processor, which is |less powerful than the P-20 processors in the
Model 300 and Model 500 machines. Kenneth Gordon did not notify
the plaintiff of the nove to the Mbdel 820. The June 2005 price
gui del i nes, which are the only price information in the sunmary
j udgnent record, show that the plaintiff charges |ess for
software installed on machines with P-10 processors than it does
for software installed on P-20 machines. There is nothing in the
summary judgnent record about whether the software had to be
copied to be put on the 820, or whether a single copy was noved
fromone machine to another. Defs.’ Fact Stnt. § 70; Ex. P; EX.
T, Oal. Arg. Tr. at 25-26, Nov. 8, 2007.

Kennet h Gordon continues to use the plaintiff’s
software under the |icense agreenent. Oher than the two noves
of the plaintiff’s software to different conputers (fromthe
Model 300 to the Model 500 in 1996, and fromthe Mddel 500 to the
Model 820 in 2001), the plaintiff acknow edges that there is no
evidence in the summary judgnent record of any other unauthorized
use, copying, or dissem nation by Kenneth Gordon. Defs.’ Fact

Stnt § 75; Ex. P; Oral Arg. Tr. at 35, Nov. 8, 2007.

D. Basis for the Lawsuit
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I n Novenber of 2004, two of the plaintiff’s enpl oyees
(James Lawson and Dam an Kodner) were at a sales neeting in
Bi rm ngham Al abama, wth a prospective custonmer and a nman Lawson
believed to be Randall Spake. The prospective custoner, a man
cal l ed “Buddy,” represented Prowl er Supply Co., which was
considering acquiring ABS software. Spake, a forner enployee of
t he Hubbard Conpany, a wholly owned subsidiary of Tom Janes, was
i ntroduced as being an enpl oyee or prospective enpl oyee or
consultant for Prowler. Lawson said that one of the nen referred
to Spake as having experience with ABS software (Lawson coul d not
recall which man nmade the reference).® Lawson says that he was
surprised when Spake’s famliarity with ABS canme up because he
was not aware that Hubbard had used ABS software. Defs.
Sanctions Br. |, Ex. K

CGeorge Graham the plaintiff’s president, spoke with
Lawson and Kodner after the sales neeting, and reported that
Lawson told himthat Spake said that he was “famliar with the
ABS sof t ware package because it’s everywhere.” According to
Grahami s deposition testinony, Lawson understood “everywhere” to
mean the sister conpani es of Kenneth Gordon. At Lawson’s
deposition, he said that he did not renenber Spake or Buddy

sayi ng that ABS software was “everywhere.” Defs.’ Fact Stnt. Ex.

6 According to the defendants, during the tine Spake
wor ked at the Hubbard Conpany it ran software nade by Appare
Computer Systens, Inc., commonly referred to as “ACS.” Defs.’
Sanctions Br. | at 16.
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Dat 76-77, Ex. | at 37; Pl.'s Opp. Ex. 4 | 22.

In Grahanmi s declaration he said that he conducted his
own investigation and discovered a “strong |ikelihood of a close
connecti on” between Hubbard, Kenneth Gordon, and Tom Janes. At
oral argunent the plaintiff said that Lawson’s encounter with
Spake in Novenber of 2004, conbined with the fact that Kenneth
Gordon had not responded to any of the plaintiff’s letters or
phone calls about the Iicense and mai ntenance agreenents in 1999
and 2000, pronpted the plaintiff to file the lawsuit. |d. Ex. 4

1 22; Oral Arg. Tr. at 34-35, Nov. 8, 2007.

I1. Di scovery into the Defendants’ Conputers

In its opposition to the defendants’ notion for summary
judgnent, the plaintiff argues that it was unable to respond
fully to the defendants’ clains because it was not allowed to
i nspect the defendants’ conputers and source code. The Court
rejects this argunent. The Court has laid out its reasoning in
earlier decisions made during and after the discovery period, and
has determ ned that the plaintiff had adequate discovery into the
software on the defendants’ conputers. Pl.’s Opp. at 2.

The plaintiff filed the case in March of 2006, and the
Court ordered discovery conpleted by January 15, 2007. A
confidentiality order was entered on Novenber 2, 2006. The

defendants filed many notions to conpel production of docunents
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and answers to interrogatories, many of which the Court granted.
The Court spent a great deal of time with the parties on

di scovery disputes. Order, Jul. 13, 2006 (Docket No. 8); Defs.
Mot. to Conpel (Docket No. 17); Confidentiality Order, Nov. 2,
2006 (Docket No. 23); Defs.’” Mt. to Conpel (Docket No. 28);
Defs.” Mot to Conpel (Docket No. 36); Order, Jan 8, 2007 (Docket
No. 40); Order, Mar. 7, 2007 (Docket No. 60).

On February 21, 2007, after the close of discovery, the
plaintiff filed a notion to conpel inspection of the defendants’
conputers and source code and to extend tinme for the subm ssion
of expert reports. After review ng the papers and after two
heari ngs, on January 8, 2007, and March 22, 2007, the Court rul ed
on the notion on April 10, 2007. Although the plaintiff wanted
an expert to review the conputer equi pnment and source code, it
had not retained an expert or submtted a reasonabl e search
procedure to the court. Pl.’s Mot. to Conpel Inspection of
Computers (Docket No. 55); Order, Apr. 10. 2007 (Docket No. 71).

The Court ruled that the source code was not part of
the suit: the plaintiff had not included source code in the
conpl aint and had objected to the defendants’ August, 2006,
request that the source code be produced. The Court also
rejected the plaintiff’s argunent that it needed access to the
def endants’ active conputer system The Court concluded that the

search of the active conputer files was unnecessary and woul d
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i npede the defendants’ business, and that the back-up tapes
accurately reflected the state of the conputers at the tinme the
conplaint was filed. The plaintiff had not proposed any
reasonable, narrowWy tailored procedure to performthe search
The Court observed that the plaintiff had perforned very little
di scovery in the year since the case had been filed, relying
instead on its plan to gain direct access to the defendants’
conputers, a plan about which the Court had repeatedly expressed
serious concern. 1d., Pl.’s Mot. to Conpel |nspection of

Comput ers (Docket No. 55).

The defendants’ technol ogy officer, Brian Podany, had
searched the defendants’ conputer back-up tapes and reported that
t apes showed no unlicensed copies of the plaintiff’s software.
Inits April 10, 2007, Order denying the plaintiff direct access
to the conputers, the Court pointed out that the plaintiff had
not shown why such conpl ete access was necessary when Podany had
al ready searched the back-up tapes: the plaintiff had not argued
t hat Podany’s search was deficient or raised questions about the
anal ysis of the back-up tapes. At the March 22, 2007, hearing,
the plaintiff’s counsel said that the plaintiff never accused
Podany of doing the search in a “nefarious” way. Rather, the
plaintiff objected to Podany’ s search because he supervised two
subordi nates who perforned the search, rather than doing it al

hi msel f. The Court observed that if the plaintiff had taken
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Podany’ s deposition in Novenber of 2006 (when it was first
schedul ed) it would have | earned of the subordinates’ role and
coul d have taken their depositions then. 1d.; Hearing Tr., Mar.
22, 2007, at 29-30.

The Court ordered the parties to choose a neutral
expert to determ ne whet her Podany’s search was sufficient, and
if not, to provide a witten protocol for an appropriate search.
The Court proposed a draft engagenent |letter and the parties went
back and forth with changes. Over the late sunmer and into the
fall of 2007, the parties could not agree on an expert. Navi gant
Consulting, Inc. (“NClI”) was retained as an expert in the fall of
2007. Defs.” M. to Conplete Oder Concerning Pl.’s Mdt. to
Conpel Inspection (Docket No. 77); Order, June 15, 2007 (Docket
No. 92); Order, Aug. 7, 2007 (Docket No. 104).

NCl reported that the procedures Podany used to perform
t he search “woul d have reveal ed the existence of the ABS software
on the specified conputers at the tine the backups were nade.”
The plaintiff objected to NCI's report, saying that it had been
inproperly restricted in its search and that information on the
defendant’s conputers coul d have been mani pul ated. NC Report,
OCct. 9, 2007 at 1Pl.’'s Letter to the Court, COct. 17, 2007.

NClI reviewed the decl arations and depositions of the
def endant’ s enpl oyees, visited the Kenneth Gordon facility, and

Podany |l ed NCI through the procedures that generated the report.
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I f NCI thought that Podany’s search was inadequate or that it had
been inappropriately restricted, the engagenent letter instructed
it to provide a protocol for an appropriate search. NC did not
provi de such a protocol, and concluded that Podany’s search woul d
have reveal ed the existence of the plaintiff's software. Order,
June 15, 2007 (Docket No. 92); Order, CQct. 3, 2007 (Docket No.
105); Oral Arg. Tr. at 111-16, Nov. 8, 2007.

The Court concluded that NCI's report adequately

responded to the plaintiff’s objections to Podany’ s search.

[11. Defendants’ Mtion for Summmary Judgnment

The defendants have noved for sunmary judgnment on al
counts in the plaintiff’s conplaint: copyright infringenent,
breach of contract, unjust enrichnment, and conversion. The Court
will grant summary judgnent for the defendants on all counts.

The conpl aint also includes a claimunder the Unfair Trade
Practices Act, but the plaintiff has withdrawn that claim Pl.’s

Qpp. at 42; Oral Arg. Tr. at 76, Nov. 8, 2007.

A Copyri ght | nfringenent

1. Tom Janes
The conpl aint alleges that Tom Janmes has infringed the
plaintiff’s copyrights by making unaut horized copies of the

plaintiff’s software, dissem nating those copies to third
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parties, and using unlicensed nodul es of the software. Tom Janes
used a |licensed copy of the plaintiff’s software from 1996 to
1999. At oral argument, the plaintiff conceded that there was no
evidence in the summary judgnent record of any unauthorized

copyi ng, dissemnation, or use on the part of Tom Janes. Conpl.
19 27, 29-30; Defs.’ Fact Stnmt. 9 47-48, 52; Oral Arg. Tr. at

10, Nov. 8, 2007.

Al t hough it concedes that there is no evidence of
copyright infringenent in the summary judgnent record, the
plaintiff clains that infringenment has been established as a
matter of law. In its opposition to the defendants’ sunmary
judgnment brief (which is also its cross-notion for parti al
summary judgnent on copyright infringenment), the plaintiff clains
that copyright infringenment has been established as a matter of
| aw because of a reference that the defendants’ counsel nmade to
nmodi fyi ng source code at the oral argunent on January 8, 2007

The Court addressed this issue in its order of Apri
10, 2007 (Docket No. 71). The plaintiff did not nention source
code in its conplaint, and i ndeed, when the defendants asked the
plaintiff for the source code in their first request for the
production of docunments on August 11, 2006, the plaintiff
objected to the request, saying that it was irrelevant. After
oral argument on January 8, 2007, the plaintiff’s counsel argued

that the plaintiff was entitled to the source code because of the
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def endants’ “adm ssion” that they had nodified the ABS source
code and created an infringing derivative work. During a hearing
on March 22, 2007, the plaintiff’s counsel conceded that the
| icense agreenent stated that the defendants woul d receive
machi ne- r eadabl e obj ect code, and, for a fee, the source code.
The defendants paid the fee and received the source code, a
common practice that allows custonmers to tailor a software
programto fit their particular needs. Defense counsel’s
assertion that the defendants had a proprietary interest in the
changes that they were entitled to make to the source code is not
an adm ssion of copyright infringenent. The Court ruled in April
of 2007 that it would not consider source code in the copyright
i nfringenent claimbecause the plaintiff did not include it in
t he conpl aint and objected to the defendant’s request that it be
produced. Pl’s. Opp. at 4-5; Oal Arg. Tr. at 30-31, 93, Jan. 8,
2007; Hearing Tr. at 8-9, Mar. 22, 2007; Order, Apr. 10, 2007
(Docket No. 71).

The Court will grant sunmary judgnment to Tom Janes on

t he copyright infringenment count.

2. Kennet h Gor don

The conpl aint all eges that Kenneth Gordon has infringed
the plaintiff’s copyrights by maki ng unaut horized copi es of the

plaintiff’s software, dissem nating those copies to third
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parties, and using unlicensed nodul es of the software. Kenneth
Gordon began using the software in 1996 and has used it on three
machi nes: a Mdel 300, a Mddel 500, and a Mddel 820. The
plaintiff contends that the latter two uses constitute copyright

i nfringement because they are beyond the scope of the |license
agreenent. The Court will address the |icense agreenent issues
nore fully below. Although the plaintiff is correct that
exceedi ng the scope of a |license granted by a copyrighthol der may
constitute copyright infringenent, breach of a |license agreenent
al one does not relieve a plaintiff fromits burden of show ng
that it owms a valid copyright in the software and that protected

el emrents of the software were copied. S.OS., Inc. v. Payday,

Inc., 886 F.2d 1081, 1083-84 (9th Gir. 1989); Gemisys Corp. v.

Phoenix Am, Inc., 186 F.R D. 551, 562 (N.D. Cal. 1999).

Section 106 of the Copyright Act confers several
exclusive rights on the owner of the copyright: copying,
di stribution, and the creation of derivative works. To establish
copyright infringenent, a plaintiff nust show 1) that it owns a
valid copyright, and 2) that the defendant copied protected

el ements of the work. 17 U.S.C. 8 106; Feist Publ’'ns, Inc. v.

Rural Tel. Serv. Co., 499 U. S. 340, 360 (1991).
Section 201(a) of the Copyright Act says that a
copyright vests initially in the author or authors of the work.

In the case of a work for hire, the enployer or other person for
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whom t he work was prepared is considered the author. Unless the
parties have expressly agreed otherwise in a signed witten
agreenent, the enployer-author owns the copyright. 17 U S.C. 8§
201(a), (b). Al transfers of copyright ownership nust be in

witing. 17 U S. C 8§ 204(a); Maclean Assocs., Inc. v. Wn M

Mer cer - Mei di nger - Hansen, lInc., 952 F.2d 769, 778 (3d Cr. 1991);

Bieg v. Hovnanian Ents., Inc., 157 F. Supp. 2d 475, 479-80 (E.D

Pa. 2001).

The defendant contends that the copyright registrations
asserted by the plaintiff are invalid, that the m ssing copyright
deposits are fatal to the plaintiff’s case, and that the
plaintiff does not own the copyrights and therefore | acks
standing to sue. Defs.” Summ J. Br. 4-10.

The Court need not reach the question of whether
Kennet h Gordon has copied protected elenents of the plaintiff’s
software. Even taking all inferences in favor of the plaintiff,
the plaintiff cannot nmake out a claimof copyright infringenent
because it cannot establish the first prong: ownership of the
copyrights at issue. The Court also need not reach the question
of whether the copyright registrations thensel ves are valid.

Whet her or not the copyrights are valid, the chain of title is so
unclear as to be fatal to the plaintiff’s claim |In addition,
the plaintiff cannot establish that the software used by the

defendants is the software protected by the copyrights at issue,
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because it has not produced either the deposits made with the
copyright office when the registrations were i ssued or any other
evi dence of the subject matter that the copyrights protect.’

The plaintiff clains that it owns the ‘742 Copyri ght
and the ‘536 copyright either as works for hire or through
assignment. Neither theory establishes the plaintiff’s
ownership. There are no work-for-hire docunents in the record
for either copyright, and the docunents that the plaintiff offers
to prove assignnent are inconplete. Pl.’s Opp. at 8.

The * 742 Copyright protects the 5796- RKK (V1MD)
software, devel oped by Garry Reinhard and Paul Harkins while they
were | BM enpl oyees. In the copyright application, Apparel
Busi ness Systens is |listed as the author and copyright claimnt.
The ‘742 copyright is classified as a work for hire. IBMfiled
the application and an IBMrepresentative signed it as the
“aut hor, or other copyright claimnt, or owner of exclusive
rights.” The registration is in the name of Apparel Business
Systens (the Pasternacks’ fictitious business nane).

Section 101 of the Copyright Act provides that a work

has been nmade for hire under two circunstances: “1) a work

! The plaintiff has submtted two declarations, from Jean
Kopan and Janes Lawson, to bolster its copyright ownership
argunment. As discussed below in Section |V.B addressing the
Motions to Strike, the Court finds that the declarations do not
hel p establish ownership of the copyrights. The declarants |ack
per sonal know edge of the details of the software devel opnent,
and their previous deposition testinony was inconsistent wth the
decl arati ons.
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prepared by an enpl oyee within the scope of his or her

enpl oynment; or a work specially ordered or conm ssioned for use
as a contribution to a collective work . . . if the parties
expressly agree in a witten instrunent signed by themthat the
wor k shall be considered a work for hire.” 17 U S.C. § 101(1),
(2). The United States Suprenme Court has held that general
agency principles apply in determ ning whether or not a work was
made within the scope of enploynent, and has cited factors

including, inter alia, skill required, source of tools, nethod of

paynment, provision of benefits, and tax treatnment of the hired

party. Cnty. for Creative Non-Violence v. Reid, 490 U S. 730.

751-53 (1989).

There is no evidence in the record to suggest that the
plaintiff formally enployed the two software devel opers at the
time the copyright was registered, and the plaintiff has not
i ntroduced evidence to support a finding of enploynment under the

factors outlined in Cty. for Creative Non-Violence. Nor is

there evidence of an express witten agreenent between ABS and
the two software devel opers, as required by section 101(2).

Rei nhard and Harki ns worked for IBM not for ABS, when the
copyright was registered, and fromthe face of the copyright
registrations, it appears that | BM owns exclusive rights in the
‘742 copyright. Defs.” Summ J. Br. Ex. E

The ‘536 Copyright protects editorial revisions to the
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‘742 Copyright, a work called System 38. The registration, filed
in 1989, says that the work was made for hire, and only I NC
appears as an author or copyright claimant. According to Garry
Rei nhard, he, Harkins, and five other independent contractors

wor ked on the editorial revisions (Hafele, Manis, Nardi, Lawson,
and Kopan). There are no independent contractor agreenments in
the record, and the plaintiff has not provided any evi dence of

their enploynment under Cmy. for Creative Non-Violence. Harkins

and Rei nhard becane | NC enpl oyees in 1983 and in 1984 or 1985,
respectively. The current claimant, according to the Copyright
O fice records, is Apparel Business Systens, Inc. Taking al
inferences in favor of the plaintiff, the Court finds that there
is a mterial dispute as to the ownership of the 536 copyright.
Id. Ex. H Ex. M Defs.’ Fact Stnmt. {7 28-29, 33.

The plaintiff’s second theory of copyright ownership is
assignnent. It has introduced three docunents that it clains
establish that LLC, successor in interest to INC, owns both
copyrights: a Stock Purchase Agreenent, from 1989; an undated

Bill of Sale; and the Harkins nunc pro tunc confirmation, from

2007. None of these docunents establish assignnent of the two
copyrights. Under 17 U.S.C. 8 204(a), a transfer of copyright
ownership is not valid unless the conveyance is in witing and
signed by the owner of the rights conveyed. The terns of the

conveyance nust be clear, and any anbiguity regarding the
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transfer nust be interpreted in favor of the original copyright

hol der. Bieqg, 157 F. Supp. 2d at 480; Cassway v. Chel sea

Hi storic Props., 1993 W. 64633 (E.D. Pa. Mar. 4, 1993).

The plaintiff clainms that the Stock Purchase Agreenent,
dat ed Decenber 29, 1989, confirnms that the *742 Copyright had
been validly assigned to it. Section 3.7 of the agreenent covers
intellectual property rights and says that “[t] he Corporation
[INC] owns and possesses all Intellectual Property rights
necessary for or required for the conduct of its business as
presently conducted or as proposed to be conducted, which
Intell ectual Property R ghts are identified in Schedule 3.7.”
Schedule 3.7 is mssing fromthe copy of the agreenent that the
plaintiff introduced, and it appears nowhere else in the record.

There are several problens with treating the Stock
Purchase Agreenent as evidence of assignnment. First, as
di scussed above, the plaintiff has not established that | NC owns
the ‘742 Copyright. No evidence in the record suggests that |BM
whi ch owns exclusive rights in the copyright, ever transferred
those rights to INC. Wthout evidence that I NC owns the
exclusive rights, INC may not assign the copyright to ABS
Acqui sition Corporation. Second, the agreenent contains no
| anguage of assignnent or transfer; rather, it states that |INC
owns all the intellectual property rights that it needs to

conduct business. Third, the m ssing Schedul e neans that there
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is no evidence in the record as to what intellectual property INC
claimed to own when its shares were sold to ABS Acquisition
Corporation. According to the Copyright Act and the case | aw,
transfer docunents nust be clear, signed, and in witing. Pl.’s
Qpp. at 9, Ex. 6.

The plaintiff cites Billy-Bob Teeth v. Novelty, Inc.,

329 F.3d 586, 591 (7th Gr. 2003) for its argunent that the
def endants do not have standing to chall enge the ownership of the
copyright. In that case, both the owner of the copyright and the
transferee were parties to the transfer agreenent. In this case,
t he author of the copyright is listed as the ABS proprietorship
and the owner of exclusive rights is listed as IBM Neither is a
party to the agreenent. The defendants have chal | enged the
agreenent on the basis that the plaintiff’s predecessor in
interest, INC, never owned the copyright to begin with and so
coul d not have assigned it to the plaintiff. Part of their
defense to the claimof copyright infringement is that the
plaintiff does not own the copyrights at issue, and they are
entitled to challenge the validity of the docunent that the
plaintiff put into evidence to establish ownership.

The second docunent that the plaintiff has introduced
to establish ownership is an undated docunent called “Bill of
Sale and Assignnent.” It is signed on behalf of both LLC and I NC

by George Gaham The Bill of Sale says that “as of January 1,
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2003,” INC transferred to LLC all of its assets, except for
cor porat e books, unassignable contracts with third parties, and a
list of excluded assets set forth on Schedule A. The Bill of
Sal e nmentions no specific assets or intellectual property rights.
It clainms to include “Schedule A — Excluded Assets (to be
conpl eted and attached),” but neither party has entered such a
schedule in to the record. At oral argunent, plaintiff’s counse
said that there either never was a Schedule A or that the
plaintiff no Ionger has it. Defs.’” Sanctions Br. | Ex. Q@ Oal
Arg. Tr. at 71, Nov. 8, 2007.

The Bill of Sale fails to establish the plaintiff’s
ownership of the copyrights at issue. The statute and the case
| aw require that documents assigning copyrights be clear as to
what is being transferred. The Bill of Sale is fatally unclear,
as it refers to a schedul e of excluded assets that is not in the
record. Even with all inferences in the plaintiff’s favor, this
is an insurnmountable hurdle to establishing ownership. See

Br oadcast Music, Inc. v. Airhead Corp., No. 90-0431, 1990 W

1239531, at *2 n.5 (E. D. Va. Dec. 27, 1990) (finding that a
m ssing schedule in a copyright assignnment was fatal to the chain
of title).

The plaintiff produced the third docunent, the Harkins
Confirmation, in response to two notions by the defendant and

after oral argunent on January 8, 2001. |In the confirmation,
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Paul Harkins, one of the original software devel opers, clains to
be the author of the software protected by the ‘742 and ‘536
Copyrights. The docunent says that on or before Decenber 1989
(the date of the Stock Purchase Agreenent) he transferred,
assigned, quit clainmed, and set over to INC all rights and
interests he then had or would have in the copyrights. Pl.’s
Qpp. Ex. 5.

The Harkins Confirmation does not solve the plaintiff’s
ownership problens. First, the parties do not dispute that
Har ki ns was not the only person to develop the software. Garry
Rei nhard was al so involved fromthe beginning. It is unclear how
Har ki ns, as a co-devel oper, can assign nore than his share of
ownership in the work. Second, as discussed above, the ‘742
copyright was a work for hire, and fromthe copyright
registration it appears that | BM owns the exclusive rights.
Har ki ns cannot assign, transfer, or quitclaimrights that are not
his to begin with. Defs.’” Fact Stmt Y 9-10.

The plaintiff has produced two docunents from ot her
| egal proceedings to support their ownership clains. The
Settl ement Agreenent, from 1996, governs the disposition of a
case brought by the Pasternacks against INC. The non-conpete
clause in the agreenent states that Lawson and Kopan agree that
ABS is the exclusive owner of all right, title, and interest to

the * 742 and ‘536 Copyrights and that Lawson and Kopan cl ai m no
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right to them Lawson and Kopan are enpl oyees of the plaintiff;
their previous clains to the copyrights are not at issue here.
The fact that two non-parties agreed that the plaintiff owned the
copyrights as part of a non-conpete clause in a Settlenent
Agreenment between the plaintiff and two other non-parties has no
bearing on the Court’s summary judgnent deci sion.

The Consent Decree purporting to resolve the 1994 case

of Apparel Business Systens, Inc. v. Garry Rei nhard and

Applications Consultants, Inc. does not establish ownership of

the copyrights. The copy produced by the plaintiff is signed
only by one party, CGeorge Graham and not by either the judge or
by Rei nhard. The Consent Decree says that INC owms the *742 and
‘536 Copyrights and that Reinhard infringed the copyrights. Like
the Settl enment Agreenent, the Consent Decree governs the

rel ati onship between its signatories and has no effect on non-

parties. See, e.qg., Sealand Servs., Inc. v. Gaudet, 414 U. S

573, 593 (1974). Even assumi ng that the Consent Decree binds
Rei nhard, an assunption the Court hesitates to make because
Rei nhard’ s signature does not appear on the copy in the summary
j udgnment record, Reinhard is not a party to the current
l[itigation, and his acknow edgnment of ownership and infringenent
has no bearing on this case.

Even if the plaintiffs could establish ownership, there

is no evidence in the record to establish the subject matter
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protected by the ‘536 and ‘742 Copyrights. This neans that there
is no evidence that the software on Kenneth Gordon’s machines is
subject to the two copyrights. Wthout such evidence, the Court
cannot conclude, even taking all inferences in the plaintiff’s
favor, that Kenneth Gordon infringed either of the copyrights
when it noved the software in 1996 and in 2001. The plaintiff
argues, correctly, that it does not need to provide the deposit
in order to prove infringenment. Some evidence of the copyright’s

subject matter, however, is required. See F.W Wolwrth Co. v.

Contenp. Arts, Inc., 193 F. 2d 162, 165 (1st Cr. 1951); Cerlach-

Barklow Co. v. Morris & Bendien, Inc., 23 F.2d 159, 162 (2d Gr.

1927); Conputer Assocs. Int’l, Inc. v. Am Fundware, Inc., 831 F

Supp. 1516, 1529 (D. Colo. 1993) (observing that the plaintiff
had initially waived its copyright claimwhen it could not |ocate
the original version of what it had copyrighted). The plaintiff
has neither the deposits nor copies of the deposits, and CGeorge
Graham the plaintiff’s CEQ, admtted at his deposition that the
plaintiff has no records of what the software was at the tinme the
copyright applications were filed. Defs.” Summ J. Br. Ex. A at
37, Ex. EE Ex. G Ex. H

The plaintiff has the burden of proving ownership of
the copyrights and that the allegedly infringing material is the
sanme as that protected by the copyrights. The plaintiff here

cannot do that, and the Court will grant summary judgnent to
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Kennet h Gordon on the issue of copyright infringenent.

B. Breach of Contract

1. Tom Janes

The conpl aint all eges that defendant Tom Janmes vi ol at ed
its license agreenent by using the software on upgraded hardware,
using the software on nultiple conputers, and di ssem nating the
software to third parties. TomJanes licensed the plaintiff’s
software for its apparel accessories business in 1996, and used
the software on the AS/ 400 Model 200 conputer specified in the
license agreenent. Tom Janmes stopped using the plaintiff’s
software in 1999, when it noved its accessory operations over to
a FoxPro-based software that it had devel oped in house. The
plaintiff conceded at oral argunent that there was no evidence in
the summary judgnent record of any unauthorized copyi ng,

di ssem nation, or use of the plaintiff’'s software by Tom Janes.
Conpl . 91 35-36, 38, 39; Defs.’ Fact Stnt. 9T 44, 46-48; Oal
Arg. Tr. at 10, Nov. 8, 2007.

In addition, the statute of limtations has run on the
breach of contract claimagainst TomJanes. Tom Janes stopped
using the plaintiff’s software in 1999. The plaintiff filed suit
on March 13, 2006. The statute of Iimtations for contract
claims in Pennsylvania is four years. 42 Pa. Cons. Stat. § 5525;

@ustine Uni ontown Assoc., Ltd. v. Anthony Crane Rental, Inc., 842
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A. 2d 334 (Pa. 2004).

The Court will grant summary judgnent to defendant Tom

James on the breach of contract claim

2. Kennet h Gor don

Def endant Kenneth Gordon entered into a |icense
agreenent with the plaintiff on April 17, 1996, and still uses
the software today. The agreenent said that Kenneth Gordon woul d
use the software on a Model 300 conputer, and the plaintiff
participated in the installation of the software on the Mdel
300. Kenneth Gordon noved the software to two different
machi nes: to a Mbodel 500 machine on May 29, 1996 (six weeks
after the installation on the Mbdel 300, with the plaintiff’s
assi stance), and then to a Model 820 machine in April 2001. The
plaintiff alleges that these two noves breach the |license
agreement .

The software |icense agreenent says:

The Software shall be used only on the Hardware and at

the location set forth on Appendix “B.” . . . Custoner

shall not . . . make changes or alterations to the

Har dwar e covered hereunder without prior witten notice

to ABS. In the event the capacity or performance of

Custoner’s Hardware is increased, ABS shall receive

from Custoner an additional Software License Fee, not

to exceed ABS s then current Software License Fee for
simlar Hardware, |ess the Software License Fee
previously paid by Customer to ABS with respect to the

Origi nal Har dwar e.

No Appendi x B appears in the copy of the Kenneth Gordon software
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i cense agreenent in the record, but Appendix Alists prices
“based on nmachine type AS/ 400 9406- 300 2040 processor.” None of
the parties argue that the license agreenent, as witten, covers
any machi ne other than the Model 300. Defs.’ Fact Stnt. {1 53-
54, 70; Ex. R § 1(b), App’x A Conpl. T 42-45.

According to the defendants, Kenneth Gordon was
awai ting delivery of a Mbdel 500 conputer at the time it signed
the agreenent, and the parties agreed that the Mddel 500 woul d
run the plaintiff’'s software once the new machine arrived.

Whet her or not there was an agreenent about the Mdel 500 ahead
of tinme, one of the plaintiff’s enpl oyees, Suzette Janes,
participated in the installation of the software on the Mdel 500
on May 29, 1996, six weeks after the agreenent was signed. Janes
confirmed and recorded the nodel and serial nunber of the Mde
500 machine. At oral argunent, the plaintiff conceded that at

| east one of its enployees knew of the nove to the Mdel 500
machine at the tinme of the nove. Defs.’ Fact Stnt. 1Y 53-54, 56-
57; Oral Arg. Tr. at 22, Nov. 8, 2007.

Despite having been involved in the installation of the
software on the Model 500, the plaintiff did not seek any
additional license fees for what it calls the “upgrade” until
three years later. [In 1999, the plaintiff sought a multi-year
mai nt enance agreenent and Kenneth Gordon bal ked at extending the

mai nt enance contract, because it had been dissatisfied with the
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plaintiff's service. The plaintiff offered to waive sone of its
cl ai med upgrade charges if Kenneth CGordon agreed to sign up for
t he extended mai ntenance contract, but Kenneth Gordon did not
respond. Defs.’” Fact Stnt. Y 56-57, 63-65, Ex. V.

The Model 300 and Model 500 machi nes both have P-20
processors. According to the plaintiff’s price guidelines (the
only information in the summary judgnent record as to what the
plaintiff charges for its software), the plaintiff charges the
same anount for all P-20 machines. Defs.’ Fact Stnt. Ex. T, EX.
R

In April of 2001, in the process of downsizing its
apparel operations, Kenneth Gordon noved the software fromthe
Model 500 P-20 machine to a Mbdel 820 machi ne, which has a |ess
powerful P-10 processor. The defendants acknow edged at oral
argunent that the plaintiff was not aware of the nove fromthe
Model 500 to the Model 820. According to the plaintiff’s price
gui del i nes, software for P-10 conputers cost |ess than software
for P-20 conputers. Defs.’” Fact Stnt. 70, Ex. P | 34, Ex. T;
Oral Arg. Tr. at 19, Nov. 8, 2007.

The plaintiff argues that both of the software noves —
to the Mbdel 500 and to the Mbddel 820 — breach the |icense
agreenent. Under Pennsylvania |law, to make out a cause of action
for breach of contract, a plaintiff nmust establish: 1) the

exi stence of a contract; 2) a breach of a duty inposed by the
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contract; and 3) dammges resulting fromthe breach. Halstead v.

Motorcycle Safety Found., Inc., 71 F. Supp. 2d 455, 458 (E. D. Pa.

1999); Corestates Bank v. Cutillo, 723 A 2d 1053, 1058 (Pa.

Super. 1999). The Kenneth Gordon |icense agreenent requires that
t he custonmer not change the hardware covered by the |icense
agreenent without prior witten notice to the plaintiff. The
custoner cannot copy the software, except to nmake a backup copy.
INCis entitled to an extra fee “in the event the capacity or
performance of Custonmer’s Hardware is increased.” Defs.’ Fact.
Stnt. Ex. R § 1(b).

Taking all inferences in favor of the plaintiff, the
plaintiff has not nade out a claimfor breach of contract on the
nmove fromthe Model 300 to the Model 500. There is a dispute as
to whether the plaintiff and Kenneth Gordon agreed in advance
that the software would be noved, but it is not material. The
plaintiff participated in the software nove only six weeks after
it had installed the software on the Model 300. The plaintiff’s
enpl oyee, Suzette Janes, recorded the nodel nunber and seri al
nunber of the new conputer. The plaintiff not only had notice of

t he nove, but actively participated init.?

8 Even if the plaintiff could establish all elenents of
breach of contract, it is far too late to bring the claimarising
fromthe nove to the nodel 500. The Pennsylvania statute of
limtations for clains arising out of breach of contract is four
years. The plaintiff had notice of the nove to the Mddel 500 in
1996, and it filed suit in 2006. |If the plaintiff did not have
notice in 1996, it certainly had notice in 1999, when it
t hreat ened Kenneth Gordon with additional fees unless Kenneth
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Even if the defendant had breached the notice clause of
the contract, the plaintiff cannot nake out any danages for the
breach. The contract calls for an additional software |icense
fee only if the capacity or performance of the hardware is
increased. The Mdel 300 and the Mdel 500 both have P-20
processors and therefore have the sanme capacity and | evel of
performance. The only information in the record about the
plaintiff's prices says that the plaintiff charges the sane
anmount for all P-20 machines. Even if the plaintiff had not
participated in the software nove to the Mddel 500, no extra fee
woul d have been due under the contract. Therefore, the plaintiff
cannot nmake out damages, the third prong of the breach of
contract action. Defs.’” Fact Stnt. Ex. R Ex. T.

The danmages issue al so defeats the plaintiff’s claimas
to the nove fromthe Model 500 to the Model 820, even taking al
inferences in favor of the plaintiff. Al though the plaintiff did
not know about the nove, the price guideline says that the
plaintiff charges |less for P-10 machines |ike the Mdel 820 than
it does for P-20 machines |ike the Mbodel 300 and Model 500. No
extra fee woul d have been due under the contract, and the
plaintiff cannot make out damages. [d. Ex. T.

The plaintiff conceded at oral argunent that there is

CGordon extended its mai ntenance agreenent. 42 Pa. Cons. Stat. 8
5525; @ustine Uniontown Assoc., Ltd. v. Anthony Crane Rental,
Inc., 842 A 2d 334 (Pa. 2004).
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no unaut hori zed copyi ng, dissem nation, or use by Kenneth Gordon
other than the two instances previously discussed. Oal Arg. Tr.
at 35, Nov. 8, 2007.

The Court will grant sunmary judgnment to the defendants

on both breach of contract cl ai ns.

C. Unj ust Enri chnent

The plaintiff pled unjust enrichnent in the
alternative to breach of contract. The Court has granted summary
judgnent to the defendants on the breach of contract clains;
however, unjust enrichnent is not available as an alternative
pl eadi ng when a witten agreenment governs the relationship

between the parties. See Ne. Fence & lron Wirks, Inc. v. Mirphy

Quigley Co., Inc., 933 A 2d 664, 669 (Pa. Super. 2007) (“A cause

of action for unjust enrichnment arises only when a transaction is

not subject to a witten or express contract.”); Villoresi v.

Fenm nella, 856 A.2d 78, 84 (Pa. Super. 2004). The defendant
does not argue that the license agreenent was invalid, and both
parties agree that the |license agreenents govern their

rel ati onship. The Court will grant summary judgnment to the

def endant on the unjust enrichnment claim

D. Conver si on

The plaintiff clains that the defendants have converted
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copies of the software. In its opposition to the defendants’
nmotion for summary judgenent, the plaintiff says that the
defendants “have treated the Software as their own by copying or
distributing any portion of the ABS source code to any ot her
conputers including those of non-licensees.” It is unclear to
the Court whether the plaintiff clainms conversion in the
copyrights or in the software; the Court will address both.?®
Conpl . 9 53-55; Pl.’s Opp. at 39.

Under Pennsylvania | aw, conversion is a tort by which a
def endant deprives the plaintiff of his right to a chattel or
interferes wwth the chattel wthout the plaintiff’s consent and
wi thout lawful justification. Conversion, which initially

applied only to tangi ble property, has expanded fromits roots in

° Nei ther party raises the issue of preenption, so the
Court will not decide whether the plaintiff’s claimfor
conversion of software is preenpted by the Copyright Act. The
sole protection for works that fall within the general subject
matter of copyright is an action for copyright infringement. 17
U S C 8 301. Conputer prograns, including software, are
prot ected under the Copyright Act. 1d. 8 101. The plaintiff’s
conversion claimarises fromthe all eged copying and m suse of
the work, which is equivalent to a copyright claim The
plaintiff’s claimdoes not have an extra el enment (such as breach
of trust) that takes it beyond the scope of copyright protection.
See Dun & Bradstreet Software Servs., Inc. v. Grace Consulting,
Inc., 307 F.3d 197, 2-16-18 (3d Cr. 2002). Most courts that
have addressed the question have found such software conversion
clainms preenpted. See U S. ex rel Berge v. Bd. of Trustees of
the Univ. of Ala., 104 F.3d 1453, 1463 (4th G r. 1997); Daboub v.
G bbons, 42 F.3d 285, 289 (5th Cr. 1995); Meridian Project Sys.
Inc. v. Hardin Construction Co., LLC No. 04-2728, 2006 W
1062070 (E.D. Cal. Apr. 21, 2006); Vigilante.com Inc. v. Arqgus
Test.com No. 04-413, 2005 W 2218405 (D. O. Sept. 6, 2005);
Firyooze v. Earthlink Network, 153 F. Supp. 2d 1115, 1124 (N. D
Cal . 2001).
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the comon | aw, and t he Pennsyl vani a Superior Court has noted
that various fornms of property may be converted. The conversion
of intangible property is limted, however, to the kind of
intangi ble rights that are customarily nmerged in, or identified
with, a particular docunent (for exanple, a deed or a stock

certificate). Fanology.comlinc. v. Perot Sys. Corp., 158 F

Supp. 2d 589, 591 (E.D. Pa. 2001); Northcraft v. M chener, 466

A 2d 620, 625 (Pa. Super. 1983).

The plaintiff’s conversion claimfails for a nunber of
reasons. As discussed above, the plaintiff has not established
that it owns the copyrights that protect the software. Wthout
ownership, the plaintiff has no standing to nake a conversion
claim There are al so doctrinal reasons why the plaintiff’s
conversi on clai mcannot stand.

Copyrights are not the kind of intangible rights that
customarily nmerge in a particular docunent, and are not subject
to conversion under Pennsylvania law. The rights associated with
copyright ownership are not enbodied in the physical paper of the
copyright registration; rather, those rights arise as soon as the
work is fixed in a tangi ble nmedium of expression. 17 U S.C. 88

102(a), 408; Neles-Janesbury, Inc., v. Bill’s Valves, 974 F.

Supp. 979, 982 (S.D. Tex. 1997).
Software is not the kind of property subject to a

conversion claim either. As discussed in footnote 9, supra,
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nost courts faced with software conversion clains have found
those cl ains preenpted and have not discussed whether software is
the kind of intangible property subject to conversion. One court
that did discuss the intangi ble property issue granted summary
judgnent to the defendant, saying that it was doubtful that

i mges copied fromthe plaintiff’s software anounted to
“chattel,” or that the copying deprived the plaintiff of the use

of his own software. Cdarity Software LLC v. Allianz Life Ins.

Co. of N Am, No. 04-1441, 2006 W. 2346292, at *12 (WD. Pa.

Aug. 11, 2006). Courts in the Eastern District of Pennsylvania
have found that domain nanes and satellite signals are not
subj ect to conversion because they are not types of intangible

property that nmerge with particular docunents. Fanopl ogy.com |nc.

v. Perot Sys. Corp., 158 F. Supp. 2d 589, 591 (E.D. Pa. 2001);

DirecTV, Inc. v. Frick, No. 03-6045, 2004 W 438663, at *2-3

(E.D. Pa. Mar. 2, 2004).
The plaintiff cites a case in which a court granted
summary judgnent to the plaintiff on a software conversion claim

Stenograph, L.L.C v. Sinms, No. 99-5354, 2000 W. 964748 (E.D. Pa.

July 12, 2000). The defendant in that case was found |iable for
conversion for taking and refusing to return a software key, a
physi cal object that had to be inserted into the machine in order

to run the software. 1d. at *3. Stenograph is not applicable to

a situation like the one here: there is no physical object
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required to operate the plaintiff’'s software; the defendants have
not carried off a disk containing the plaintiff’s program and
refused to give it back. The plaintiff’s rights inits

i ntangi bl e property, the software, are not enbodied in a
particul ar docunent, and the software is not subject to
conver si on.

Because neither the copyrights nor the software at
issue in the case are subject to conversion, the Court need not
deci de whether the plaintiff’s conversion claimis barred by the
gist of the action doctrine. The Court will grant summary

judgnent to the defendant on the conversion claim

| V. Plaintiff's Cross-Mtion for Partial Summary Judgnent

The plaintiff has filed a cross-notion for parti al
sumary judgnent on copyright infringenent. It contends that
copyright infringenment has been established as a matter of |aw
because the defendants admtted at the oral argument on January
8, 2007, that they nodified the source code of the plaintiff’s
software. Pl.’s Opp. at 4.

As discussed in Section Ill.A above, and in the Court’s
order of April 10, 2007 (Docket No. 71), the defendants purchased
the source code fromthe plaintiff in order to nodify the
software to better suit their needs. This use was contenpl ated
by the |icense agreenent, and the plaintiff conceded during a

heari ng on March 22, 2007, that the agreenent stated that the
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def endants woul d receive the source code for an additional fee.
The reference by the defendants’ counsel to nodifying source code
was not an adm ssion of copyright infringenent, and the Court’s
April 10, 2007, order makes clear that the Court will not

consi der source code as part of the infringenent claim |1d. at
4-5; Oral Arg. Tr. at 93, Jan. 8, 2007; Hearing Tr. at 13, Mar.
22, 2007; Order, Apr. 10, 2007 (Docket No. 71).

Addi tional ly, as discussed above, the plaintiff has not
established that it owns the ‘742 and ‘536 Copyrights, and so
does not have standing to sue for copyright infringenent.

The Court will deny the plaintiff’s notion for partial

summary judgnent on copyright infringenment.

V. Mbtions to Strike

Both parties have filed notions to strike. The
plaintiff has noved to strike the declaration of Garry Rei nhard.
The defendants have noved to strike the declarations of George
Graham Jean Kopan, and Janes Lawson. The Court will deny all of
the notions to strike, and will give weight to the affidavits

only to the extent they are based on personal know edge.

A. The Reinhard Declaration

Garry Reinhard hel ped devel op the software at issue,
both as an I BM enployee in the early 1980s and as an enpl oyee of

the plaintiff. H's February 7, 2007, declaration discusses the

a7



devel opment of the software. Reinhard is nanmed in two docunents
that the plaintiff has introduced into the summary judgnent
record. Reinhard signed the Stock Purchase Agreenent as one of
the sellers of INC to ABS Acquisition Corporation. The Agreenent
clains that INC owned all intellectual property rights it needed
to conducts its business, but there is no | anguage of assignnent
or transfer and the docunment is mssing the schedule that |ists
the intellectual property rights at issue. The Consent Decree
ended a | awsuit between I NC and Rei nhard, and Rei nhard
acknow edged that I NC owned the ‘742 and ‘536 Copyrights and that
he had infringed them The copy in the summary judgnent record
is signed only by George Graham not by Reinhard or by the
presiding judge. Defs.’” Fact Stm. Ex. C Pl.’s Opp. Ex. 6; EX.
7

The plaintiff argues that the Court should strike
Rei nhard’ s decl arati on because it contradicts the Stock Purchase
Agreenent and the Consent Decree in which Reinhard affirnmed the
plaintiff’s ownership of the ‘742 and ‘536 Copyrights. The
plaintiff clains that Reinhard is inconpetent to provide
testinmony chal l engi ng the ownership of the copyrights at issue
and that Reinhard has perjured hinself. Pl.’s Oop. at 14; Defs.
Fact Stnt. Ex. C

Nei t her of these docunents prevents Reinhard from

testifying about the devel opnent of the copyrights at issue. In
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his declaration, Reinhard relates the factual history of the
devel opnent of the software called 5796- RKK (V1IM)) and System 38,
i ncludi ng the nanes of the people involved in the project, where
t hey worked, and the date each project was conpleted. Reinhard
does not nention the ‘742 Copyright or the *536 Copyright and
makes no factual or |egal assertions about the ownership of the
copyrights. Reinhard was involved with the devel opnent of the
software at issue fromits beginnings in the early 1980s through
several revisions in the late 1980s. He is conpetent to provide
testi nony on the subject.

The Court will deny the notion to strike the

decl aration of Garry Reinhard.

B. The Kopan and Lawson Decl arations

Jean Kopan is currently the plaintiff’s president. In
her March 13, 2007, declaration she says that she is famliar
with the plaintiff’'s software that is the subject of the *742 and
the *536 Copyrights and that the software package |licensed by the
plaintiff to its |licensees incorporates portions of the
copyrighted software protected by both the ‘742 and the ‘536
Copyrights. In an earlier deposition, Kopan testified that she
did not know how nmuch the code changed fromthe tinme that she
started working at INC until 1989 (when the ‘536 Copyright was

regi stered). She also said that she was not aware that an
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earlier copyright (the *742 Copyright) had been filed before she
started working at INC. Pl.’s Opp. Ex. 3; Defs.’” Reply Ex. HH
at 88.

Janmes Lawson has been an enpl oyee of the plaintiff
since 1992. In his May 9, 2007, declaration he says that Pau
Nardi and Syd Manis may have worked on sone aspects of software
devel oped by INC, but that he has no know edge of either man
wor ki ng on the programlicensed by LLC. Like Kopan, Lawson says
that the software package |icensed to conpanies |ike Tom Janes
and Kenneth Gordon incorporates portions of the software
protected by both the ‘742 and the ‘536 Copyrights. In one
previ ous deposition, Lawson testified that he had no know edge of
the work that Manis did, and only knew what Nardi did in the
1990s, not the 1980s, when the software at issue was devel oped.
| n anot her previous deposition, Lawson testified that there was
no way to tell how close the software protected by the ‘536
Copyright was to the version INC licensed to Tom Janes or Kenneth
Gordon. Pl.’s Opp. to Defs.” M to Strike Ex. B, Defs.” M to
Strike Ex. 11, at 26, 28, 29, 36, 137-39.

The defendants argue that the Lawson and Kopan
decl arations are inadm ssible because they contradict prior sworn
testinmony. The Court will not strike the declarations. Rather,
the Court will consider themunder the standard |aid out in Fed.

R CGCv. Pro. 56(e), which requires that declarations be nmade upon
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per sonal know edge. The breadth and depth of Lawson and Kopan’s
personal know edge has been denonstrated by their depositions.
The depositions show that both Lawson and Kopan | ack personal
knowl edge of the details of the software devel opnent, and their
declarations are too general to provide a sufficient basis to
oppose sumary j udgnent.

The Court will deny the defendants’ notion to strike

t he Kopan and Lawson decl arati ons.

C. The Graham Decl ar ati on

In his March 16, 2007, decl aration, George G aham
testifies that the plaintiff |earned through a Novenber, 2004,
encounter with a fornmer Hubbard enpl oyee, Randall Spake, that the
plaintiff’'s software was used at Hubbard and “was everywhere.”
As di scussed above, Graham|earned of this encounter from Janes
Lawson, who denied at his deposition that Randall Spake ever said
that the ABS software was “everywhere.” Gahamalso testifies in
the declaration that LLC tinely attenpted to |l ocate and preserve
all docunents relevant to the case and that “it would be untrue
to state” that LLC did not search for relevant docunments and e-
mails. Gahamreported that LLC | ost the Kenneth Gordon file in
an office nove in |ate 2005.

In the plaintiff’s 30(b)(6) deposition, taken in

COct ober of 2006, Grahamtestified that he did not know t he
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specific steps the plaintiff took to preserve e-mail or other
docunents, and that he did not know when the Kenneth Gordon file
went mssing. Defs.’” Fact Stnt. Ex. | at 37; Pl.’s Opp. Ex. 4 1
22, 28-30; Defs.” Mot. to Strike Ex. KK at 68-69; Ex. LL at 78-
81; Ex. MM at 46-47.

The defendants seek to strike the March 16, 2007,
decl aration of CGeorge Graham for |ack of personal know edge and
because his declaration testinony is inconsistent wth previous
deposition testinony. As with the Kopan and Lawson decl arati ons,
the Court will not strike the G aham decl aration, but rather
eval uates the declaration under the personal know edge
requi renment of Rule 56(e).

The Court will deny the defendant’s notion to strike

t he Graham decl ar ati on.

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

APPAREL BUSI NESS SYSTEMS, LLC, : CIVIL ACTI ON
V. l
TOM JAVES COVPANY, et al ., : NO. 06- 1092
ORDER

AND NOW this 28th day of March, 2008, upon
consi deration of the defendants’ notion for summary judgnent
(Docket No. 53), the plaintiff’s cross-notion for partial summary
judgnent and notion to strike (Docket No. 66), and the
defendants’ notion to strike (Docket No. 73), it IS HEREBY
ORDERED t hat :

1. The defendants’ notion for sunmary judgnment is
GRANTED:

2. The plaintiff’'s cross-nmotion for partial sunmary
judgnent and notion to strike the declaration of Garry Rei nhard
i s DENI ED

3. The defendants’ notion to strike inproper testinony
and precl uded docunents i s DEN ED

Judgnent is hereby entered for the defendants and
agai nst the plaintiff.

BY THE COURT:

/s/ Mary A. McLaughlin
MARY A. McLAUGHLI N, J.




