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

SOUTHCO, | NC. . CIVIL ACTION
VS. :
NO. 08- CV- 189

REELL PRECI SI ON MANUFACTURI NG
CORPCORATI ON :

MVEMORANDUM AND ORDER

JOYNER, J. May 27, 2008

This matter has been brought before the Court on conpeting
nmotions of the parties to vacate and confirmthe arbitration
award entered on Decenber 11, 2007. For the reasons which
follow, the plaintiff’s notion to confirmshall be granted and
t he defendant’s notion to vacate deni ed.

Case History!?

This case arose out of a business alliance between Southco,
Inc., a Delaware corporation with its principal place of business
in Concordville, Pennsylvania and Reell Precision, a Mnnesota
corporation. At all tines relevant to these proceedi ngs, Southco
manuf actured and sold a product known as the “DCX H nge” and for

several years Reell had supplied Southco with a conponent part

! The instant action is a successor action to a declaratory judgnent
action previously filed at No. 06-CV-1983 which we dism ssed for |ack of
subject matter jurisdiction and for failure to state a clai mupon which relief
can be granted via Menorandum and Order dated Novenber 13, 2006.



for the DCX Hi nge.? One of Southco’s chief custoners for the DCX
H nge was a conpany known as Intier Autonotive Interiors which
for a nunber of years had supplied the DCX H nge to Dainler
Chrysler as one of its first tier suppliers. Daimer-Chrysler in
turn used the hinge as part of the fol d-down assenbly on its
t hird-row passenger seat in several of its mni-van nodels.

I n Decenber, 2002, Southco and Reell first entered into an
Al liance Agreenent with the understanding that they would be
t aki ng advant age of one another’s respective strengths - Reell’s
“patented snoot h-feel constant torque technol ogy and Southco’s
sal es and marketing organization.” (Reell Precision
Manuf acturi ng Corporation’s Arbitration Menorandum and Sunmary of
Expected Testinony, attached as Exhibit “C to Southco’s Response
to Reell’s Conbi ned Menorandumin Qpposition to Southco’s Motion
to Confirmand Reell’s Motion to Vacate Arbitration Award). The
Al l'i ance Agreenent was subsequently anmended and restated on Apri
1, 2004. As we noted at page 2 of our Novenber 13, 2006
Menorandumin the prior action,

The anended Agreenent conprehensively defines Southco and
Reel|l’s contractual relationship with respect to various

areas of business practice, i.e., marketing and sal es,
intellectual property, confidentiality, and dispute
resolution. ... Specifically, Article I X establishes the

2 As we explained in footnote 1 to our November 13, 2006 Menorandum

“[t]he DCX Hi nge is a hinge assenbly used to control the angular position of
two i ndependent conponents. One application for such a hinge would be in

| apt op computers where the LCD screen folds into the base of the conputer.

The hinge enploys a friction elenent to allow a user to position the screen at
various angles.”



parties’ commtnent to arbitration to resolve di sputes and
provi des the necessary procedures for the filing and hearing
of all clains.

On June 6, 2006, Southco demanded arbitration of a dispute
whi ch had arisen out of what Southco contended was Reell’s
violation of and attenpt to term nate the Amended Al li ance
Agreenment by soliciting Southco’ s custoner, Intier to cease its
use of Southco’ s DCX hinge application. In doing so, Southco
i nvoked Article 9.1 of the Anmended Al liance Agreenent:

Any claim controversy or dispute arising out of or relating
to this Agreenent or any interpretation or breach thereof or
per formance under this Agreenent, including wthout
[imtation any di spute concerning the scope of this
arbitration provision, shall be settled exclusively by

submi ssion to final, binding and non-appeal able arbitration
(“Arbitration”) for determ nation, w thout any right by any
Party to a trial de novo in a court of conpetent
jurisdiction, after a 25-cal endar day waiting period (the
“Waiting Period”) subject to Section 9.4. During the
Waiting Period, the Parties shall work reasonably and in
good faith and shall use their best efforts to am cably
resolve the claim controversy or dispute. The Arbitration
and all pre-hearing, hearing, post-hearing arbitration
procedures, including those for Disclosure and Chall enge,
shal |l be conducted in accordance with the Comerci al
Arbitration Rules (the “Commercial Rules”) of the Anmerican
Arbitration Association (the “Association”) in Philadel phia,
Pennsyl vani a, as suppl enented by this Agreenent. In
addition to the Commercial Rules, the Parties shall also
follow the procedures described in this Article X

Subsequently, arbitrati on was conducted before a panel of three
arbitrators appointed by the American Arbitration Associ ation
(“AAA") in accordance with the Commercial Arbitration Rules of
t he AAA over five days in Septenber, 2007 in Phil adel phia. On

Decenber 11, 2007, the arbitration panel issued a unani nous



Partial Arbitration Award finding for Southco and agai nst Reel
and awar di ng Sout hco the sumof $2 million plus Southco’s
reasonabl e attorneys’ fees and the expenses incurred in the
arbitration. The panel specifically reserved jurisdiction to
determ ne the anount of and subsequently enter a separate award
of attorneys’ fees and expenses. It is this award which Sout hco
now seeks to confirmand Reell seeks to vacate in accordance with
the rel evant provisions of the Federal Arbitration Act, 9 U S.C
81, et. seq

Di scussi on

Congress enacted the Federal Arbitration Act (“FAA"), 9
U S.C 881-16, to overcone judicial resistence to arbitration.

Buckeye Check Cashing, Inc. v. Cardegna, 546 U.S. 440, 443, 126

S. . 1204, 1207, 163 L. Ed.2d 1038 (2006). The FAA thus
explicitly permts the use of arbitration and specifically
aut hori zes individuals in comrercial transactions to contract for

arbitration. D uhos v. Strasberg, 321 F.3d 365, 369 (3d G

2003). As the FAA evinces the “liberal federal policy favoring
arbitration,” the legislation “conpels judicial enforcenent of a
wi de range of witten arbitration agreenents.” [d., quoting

Crcuit City Stores, Inc. v. Adans, 532 U S. 105, 111, 121 S. C

1302, 149 L. Ed.2d 234 (2001) and Mbses H Cone Menorial Hospital

v. Mercury Construction Corp., 460 U.S. 1, 24, 103 S. C&. 927, 74

L. Ed.2d 765 (1983).



As for jurisdiction over controversies touching arbitration,
t he Act does nothing, being “something of an anomaly in the field
of federal court jurisdiction” in bestow ng no federal
jurisdiction but rather requiring an i ndependent jurisdictional

basi s. Hall Street Associates, L.L.C. v. Mttel, Inc.,

u. S. , 128 S.Ct. 1396, 1402 (2008), quoting Mses H

Cone, 460 U.S. at 25, n. 32. But in cases falling within a

court’s jurisdiction, the Act nmakes contracts to arbitrate,
“valid, irrevocable, and enforceable,” so long as their subject
i nvol ves “comrerce.” 1d. Stated otherw se, the Federal
Arbitration Act itself does not create federal jurisdiction;

rat her, an independent basis of jurisdiction is needed such as
under 28 U.S.C. 81332 (providing for federal jurisdiction where

the citizenships of the parties are diverse). Pfizer, Inc. v.

Uprichard, 422 F.3d 124, 128 n. 5 (3d G r. 2005).
Once a case has been arbitrated, there is a strong
presunption under the FAA in favor of enforcing arbitration

awar ds. Br ent wood Medi cal Associates v. United M ne Wrkers of

Anerica, 396 F.3d 237, 241 (3d Gr. 2005). The FAA also supplies
mechani snms for enforcing arbitration awards: a judicial decree

confirmng an award, an order vacating it, or an order nodifying

or correcting it. Hall Street, supra. Indeed, Sections 9, 10
and 11 of the FAA provide as follows in pertinent part:

89. Award of arbitrators; confirmation; jurisdiction;
pr ocedure



If the parties in their agreenent have agreed that a

j udgnment of the court shall be entered upon the award made
pursuant to the arbitration, and shall specify the court,
then at any tinme within one year after the award is nade any
party to the arbitration may apply to the court so specified
for an order confirm ng the award, and thereupon the court
must grant such an order unless the award is vacat ed,

nodi fied, or corrected as prescribed in sections 10 and 11
of this title. I1f no court is specified in the agreenent of
the parties, then such application my be nmade to the United
States court in and for the district within which such award
was nade. Notice of the application shall be served upon

t he adverse party, and thereupon the court shall have
jurisdiction of such party as though he had appeared
generally in the proceeding. |If the adverse party is a
resident of the district within which the award was made,
such service shall be nmade upon the adverse party or his
attorney as prescribed by |law for service of notice of
nmotion in an action in the sane court. |If the adverse party
shall be a nonresident, then the notice of the application
shal |l be served by the marshal of any district within which
t he adverse party may be found in |ike nmanner as other
process of the court.

810. Sane; vacation; grounds; rehearing

(a) In any of the followi ng cases the United States court in
and for the district wherein the award was nade may neke an
order vacating the award upon the application of any party
to the arbitration -

(1) where the award was procured by corruption, fraud,
or undue neans;

(2) where there was evident partiality or corruption in
the arbitrators, or either of them

(3) where the arbitrators were guilty of m sconduct in
refusing to postpone the hearing, upon sufficient cause
shown, or in refusing to hear evidence pertinent and
material to the controversy; or of any other

m sbehavi or by which the rights of any party have been
prej udi ced; or

(4) where the arbitrators exceeded their powers, or so
i nperfectly executed themthat a mutual, final and
definite award upon the subject matter submtted was
not made.



(b) If an award is vacated, and the tinme within which the
agreenent required the award to be made has not expired, the
court may, in its discretion, direct a rehearing by the
arbitrators

811. Sane; nodification or correction; grounds; order

In either of the followi ng cases the United States court in
and for the district wherein the award was nade may make an
order nodifying or correcting the award upon the application
of any party to the arbitration -

(a) Where there was evident material mscalcul ation of
figures or an evident material mstake in the description of
any person, thing, or property referred to in the award.

(b) Where the arbitrators have awarded upon a natter not
submtted to them unless it is a matter not affecting the
merits of the decision upon the matter submtted.

(c) Where the award is inperfect in matter of form not
affecting the nerits of the controversy.

The order may nodify and correct the award, so as to effect
the intent thereof and pronbte justice between the parties.

An arbitration award is generally presuned valid. Brentwood

Medi cal Associ ates, supra. Revi ew of arbitration awards is

“extrenely deferential” and vacatur is appropriate only in the
“exceedi ngly narrow and excl usive circunstances delineated in

Sections 10 and 11. See, Hall Street, 128 S.C. at 1403; Sherrock

Brothers, Inc. v. Daimer Chrysler Mtor Conmpany, LLC, No. 06-

4767, 2008 U.S. App. LEXIS 282, at *2-*3 (3d Gr. Jan. 7, 2008)

and Parsons Enerqy and Chenmicals Goup, Inc. v. WIllians Union

Boiler, 2005 U. S. App. LEXIS 7131 at *12, 128 Fed. Appx. 920, 925
(3d Cr. April 25, 2005), both citing Dhluhos, 321 F.3d at 370.



Li kew se, an arbitrator’s “inprovident, even silly, fact-finding
does not provide a basis for a reviewing court to refuse to

enforce the award.” Metronedia Enerqy, inc. v. Enserch Eneragy

Services, 409 F.3d 574, 578 (3d Cr. 2005), quoting, inter alia,

Maj or Leaque Baseball Players Association v. Garvey, 532 U S

504, 509, 121 S. C. 1724, 149 L. Ed.2d 740 (2001). This is

because the Court’s role in reviewing the outcone of arbitration
proceedings is not to correct factual or legal errors made by an
arbitrator and courts should not re-weigh the evidence to decide

whet her to vacate the award. Mpj or Leaque Unpires Associ ation V.

Aneri can Leaque of Professional Baseball Cubs, 357 F.3d 272, 279

(3d Cr. 2004); Hruban v. Steinman, Cv. A No. 00-4285, 2001

US Dist. LEXIS 4906 at *6 (E.D. Pa. April 19, 2001). In other
words, the court nust focus on the “arbiter and the contract and

not on the facts underlying the dispute.” Cty of Reading v.

Wheel brat or Water Technoloqgy, Inc., CGv. A No. 97-7799, 1998

US Dist. LEXIS 4234 at *9(E. D. Pa. March 31, 1998), quoting

Local Unions 1160 v. Busy Beaver Building Centers, Inc., 616

F. Supp. 812, 813 (WD. Pa. 1985).
In this case® Defendant, Reell Precision noves to vacate
the arbitration award on the grounds that the arbitrators

exceeded the scope of their authority by inplying a contractual

3 The independent jurisdictional basis here is, of course, diversity

jurisdiction pursuant to 28 U S.C. 81332 as plaintiff is a citizen of Del aware
and Pennsylvani a and Defendant is a citizen of M nnesota.

8



non-conpetition provision and in awardi ng Sout hco damages for

| ost profits as that formof relief was ostensibly foreclosed by
the ternms of the Alliance Agreenent between the parties. Thus,
Reel | invokes the exclusion set forth in 9 U S.C. 810(a)(4) that
the arbitrators exceeded their powers. Stated nore specifically,
Reel | asserts that by issuing a $2 mllion award in favor of
Sout hco, the arbitrators exceeded the authority ceded to them
under Article I X, 89.4 which strictly bound themto base any
award on the express terns, conditions and covenants of the
Amended Al liance Agreenent, 89.5, which prohibited themfromin
any way altering or nodifying those express terns, and in
contravention of the Partial Term nation Agreenent which
elimnated all restrictions on conpetition. In addition, Reel
contends that by effectively awarding |ost profits, the
arbitrators acted directly contrary to Article VII, 87.5 which
says that neither party can be held liable to the other for | ost
profits resulting froma breach of contract or under any ot her

| egal or equitable theory.*

4 The Amended and Restated Alliance Agreenent’s cited provisions read as
fol | ows:

7.5 Limitation of Liability. EXCEPT WTH RESPECT TO ElI THER PARTY' S

| NDEMNI FI CATI ON OBLI GATI ONS UNDER SECTIONS 7. 1(ii) AND 7.2(ii)

RESPECTI VELY, | N NO EVENT SHALL ElI THER PARTY BE LI ABLE TO THE OTHER
PARTY OR ANY OTHER PERSON OR ENTITY I'N CONNECTI ON W TH THI S AGREEMENT
FOR ANY SPECI AL, CONSEQUENTI AL, | NCI DENTAL OR RELI ANCE DAMAGES (OR ANY
LOSS OF REVENUE, PRCFI TS OR DATA), HOWEVER CAUSED, WHETHER FOR BREACH OF
CONTRACT, NEGLI GENCE OR UNDER ANY OTHER LEGAL THEORY, WHETHER
FORESEEABLE OR NOT AND WHETHER OR NOT THE OTHER PARTY HAS BEEN ADVI SED
OF THE PCSSI BI LI TY OF SUCH DAMAGE, AND NOTW THSTANDI NG THE FAI LURE OF
ESSENTI AL PURPCSE OF ANY LI M TED REMEDY, BOTH PARTI ES AGREE THAT THESE

9



The Third Circuit has set forth the analysis that a district
court nust undertake when deciding a challenge to an arbitrators
award on the grounds that the arbitrators exceeded their powers.

City of Reading, 1998 U.S. Dist. LEXIS at *9-*10. First, “the

court nust examne the formof the relief awarded to determne if
it is rationally derived either fromthe agreenment between the
parties or fromthe parties’ submssions to the arbitrators,” and
second, the Court nust determ ne whether the ternms of the relief

are rational...” 1d., quoting Meadows Indemnity Co. v. Arkwi ght

Mut ual | nsurance Co., Cv. A No. 88-0600, 1996 U.S. Dist. LEXIS

14318, *10 (E.D. Pa. Sept. 30, 1996) and citing Miutual Fire,

LI M TATI ONS OF LI ABI LI TY ARE AGREED ALLOCATI ONS COF RI SK AND ARE
REFLECTED I N THE FEES AGREED UPON BY THE PARTI ES.

9.4 The arbitration panel as designated above shall proceed with the
Arbitration by giving witten notice to all parties of its proceedings
and hearing in accordance with the Association’s applicable procedures.
Wthin 15 days after all three arbitrators have been appoi nted, an
initial nmeeting anmong the arbitrators and counsel for the Parties shal
be held for the purpose of establishing a plan for administration of the
Arbitration, including: (i) definition of issues; (ii) scope, timng and
type of discovery, which may at the discretion of the arbitrators

i ncl ude production of docunents in the possession of the Parties, but
may not, without the statenents of clains and pre-hearing menoranda;

(iv) schedul e and place of hearings; and (v) any other matters that may
promote the efficient, expeditious and cost-effective conduct of the
proceeding. The arbitrators shall be bound to make specific findings of
fact and reach concl usions of | aw, based upon the subm ssions and

evi dence of the Parties, and shall issue a witten decision explaining
the basis for the decision and award. The award shall be nade within
one year of delivery of the Response.

9.5 The Parties agree that the arbitrators shall have no power to

alter or nodify any express provision of this Agreenent or to render any
award which, by its terns, effects any such alteration or nodification

10



Marine & Inland | nsurance Co. v. Noard Rei nsurance Co., 868 F.2d

52 (3d Cir. 1989) and Swift Industries, Inc. v. Botany

| ndustries, Inc., 466 F.2d 1125, 1131 (3d Gr. 1972). As to the

terms of the award, a court nust affirmthe award unl ess they are
conpletely irrational; and thus so long as an arbitrati on award
“draws its essence” fromthe agreenent [to arbitrate] it nust be
uphel d because the parties to the agreenent bargained for a
procedure in which an arbitrator would interpret the agreenent.

Sherrock Brothers, Inc. v. Daimer Chrysler Mtors Conpany, 465

F. Supp.2d 384, 392-393 (MD. Pa. 2006). For an award to be
“conpletely irrational,” it is not enough that a court find that
the arbitrators erred, but rather it nust find that their

deci sion i ndeed escaped the bounds of rationality. C arendon

Nati onal | nsurance Co. v. NCO Financial Systens, Inc., CGv. A

No. 03-69, 2004 U.S. Dist. LEXIS 7098 at *7 (E.D. Pa. April 8,
2004). In considering the arbitrator’s interpretation of the
contract, the question becones whether “the interpretation can in
any rational way be derived fromthe agreenent, viewed in the
light of its |anguage, its context, and any other indicia of the

parties’ intention.” Exxon Shipping Co. v. Exxon Seanen’s Union,

73 F.3d 1287, 1295 (3d Gr. 1996).
It has al so been said that an arbitrator exceeds his
authority only if he rules on questions or matters not before

him Sinply reaching a particular result based on his view of

11



the contract and the evidence submtted, even if the court m ght
reach a different result fromthat sane evi dence, does not nean

that the arbitrator exceeded his authority. National Cearing

Corp. v. Treff, Gv. A No. 04-4765, 2005 U S. Dist. LEX S 415,

*10 (E.D. Pa. Jan. 10, 2005), citing Coltec Industries, Inc. v.

Elliot Turbocharger Goup, Inc., Cv. A No. 99-1400, 1999 U.S.

Dist. LEXIS 13684, *15 (E.D. Pa. Sept. 9, 1999).

Al though Reell bases its notion to vacate under the guise
that the arbitrators exceeded their powers, it appears that the
said notionis inreality a challenge to the arbitrators’ factua
and | egal determnations (1) that Reell m sunderstood the
[imtations on its obligations under the Anended Agreenent and
Partial Term nation Agreenent and thus m stakenly believed that
it could solicit Intier directly thereby violating the inplied
duty of good faith and fair dealing inherent to all contracts
under Pennsylvania law, and (2) that the limtation of liability
| anguage contained in Article VII, 87.5 applied only to clains
for indemification, and not to all clains as Reell urged.

Frankly, after review ng the panel’s decision in conjunction
with the parties’ agreenments and their pre-arbitration
subm ssions, we find the decision to be well-reasoned,
appropriately derived fromboth the witten agreenents and the
parties’ arbitration nenoranda, and well wi thin the bounds of

rationality. |Indeed, it appears to this Court that the

12



arbitrators properly perfornmed their obligations to interpret the
parties’ agreenents and the nere fact that they did not adopt the
interpretati on which Def endant urged upon them does not equate to
overstepping their authority. As the authorities cited above
reflect, it also nost certainly does not constitute grounds for
overturning the arbitrators’ award. For these reasons, Southco’s
notion to confirmthe arbitration award of Decenber 7, 2007 nust
be granted while Reell’s notion to vacate nust be deni ed.

An order foll ows.

13



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

SOUTHCO, | NC. . CIVIL ACTION
VS. :
NO. 08- CV- 189

REELL PRECI SI ON MANUFACTURI NG
CORPCORATI ON :

ORDER

AND NOW this 27th day of May, 2008, upon
consideration of the Plaintiff’s Mdtion in the Nature of a
Petition to ConfirmPartial Arbitration Award (Docket No. 2) and
t he Defendant’s cross Mdtion to Vacate Partial Arbitration Award
(Docket No. 16), it is hereby ORDERED that the Plaintiff’s Mtion
i s GRANTED, the Defendant’s Mtion is DENI ED and the Parti al
Arbitration Award entered by the AAA panel of arbitrators on
Decenber 7, 2007 is CONFIRVED for the reasons set forth in the

precedi ng Menor andum Opi ni on.

BY THE COURT:

s/J. Curtis Joyner
J. CURTI S JOYNER, J.
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