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

DE LAGE LANDEN OPERATI ONAL ) ClVIL ACTI ON
SERVI CES, LLC )
V.
THI RD PI LLAR SYSTEMs, | NC. : NO. 09-2439
VEMORANDUM
Bartle, C. J. August 27, 2010

Now pendi ng before the court is the notion of the
defendant, Third Pillar Systens, LLC ("Third Pillar") to anend
its answer and add counterclains against plaintiff De Lage Landen
Operational Services, LLC ("DLL") pursuant to Rule 15(a) of the
Federal Rules of Cvil Procedure.

The facts of this case are well known to the parties
and will not be set forth in detail here. Suffice it to say that
on May 29, 2009, DLL filed a conmplaint in this court against
Third Pillar alleging, anmong other things, trade secret
m sappropriation under the California Uniform Trade Secrets Act
("CUTSA") and breach of contract. These clainms stemed froma
series of agreenents in which DLL hired Third Pillar to devel op
and custom ze a software platform known as the "Beacon" project,

for use in DLL's vendor finance |ending and | easing business.



After a three-day permanent injunction hearing,?® the
court determned that, under DLL's contracts with Third Pillar,

DLL owned twel ve "use cases,"” which are detail ed step-by-step
nodel s of DLL's trade secret business practices that were created
in the course of the Beacon pl atform devel opnent.

Third Pillar owned the remai ning 41 use cases devel oped
during the course of the Beacon project, as well as all other
wor k done in conjunction with the project. The court further
found that Third Pillar had m sappropriated DLL's trade secrets
in the twelve use cases that DLL owned, and in doing so, breached
its contracts with DLL. The court issued a pernmanent injunction
requiring that Third Pillar "return and/or destroy ... all copies
in any and all forns, formats, and nmedia currently existing
(including electronic) of the foregoing twelve Beacon Use Cases,
drafts thereof, and any derivative Use Cases that were based, at
| east in part, on those twelve Beacon Use Cases."

Third Pillar now seeks to anend its answer. It
proposes to renove references to Counts I1l, 1V, and V of the
conplaint, which the court dism ssed on March 5, 2010. The
proposed anmendnent al so seeks to add a counterclaimfor trade
secret m sappropriation and conversion. Third Pillar now all eges

that DLL has m sappropriated, or in the alternative convert ed,

1. The parties had agreed to forego a hearing on a notion for a
prelimnary injunction and to proceed to a hearing for a
per manent injunction.
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its work product, including the 41 use cases owned by Third
Pillar and various technical elenents.

DLL does not oppose Third Pillar's anmendnent insofar as
Third Pillar seeks to renove references to Counts III, IV, and V.
However, DLL argues that Third Pillar's proposed counterclaim
shoul d be deni ed under Rule 15(a)(2) of the Federal Rul es of
G vil Procedure.

Subsection (a)(2) states that the court "should freely
give | eave when justice so requires.” Fed. R Cv. P. 15(a)(2).
Reasons for denying a party's request for leave to amend its
pl eadi ng i nclude prejudice to the nonnoving party, undue del ay,

bad faith or dilatory notive, and futility. Foman v. Davis, 371

U S 178, 182 (1962). Ganting |l eave to anend would be futile
where the court |acks subject matter jurisdiction or where the

party has failed to state a clai mupon which relief can be

granted. Roberts v. Mayor and Burgesses of the London Borough of

Brent, 70 Fed. App'x 615 (3d Cr. 2003); In re Burlington Coat

Factory Sec. Litig., 114 F.3d 1410, 1434 (3d Gr. 1997).

Third Pillar's proposed counterclai mwould be futile.
In order to prevail on its proposed counterclaimfor
m sappropriation of trade secrets under the CUTSA, Third Pillar
must show actual or threatened m sappropriation of a trade
secret. See Cal. Cv. Code 8 3426.1, et seq. In its proposed
counterclaim Third Pillar contends that "DLL is using [its trade
secrets] without Third Pillar's authorization or consent. DLL'Ss

unaut hori zed use of the Trade Secrets constitutes
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m sappropriation of trade secrets...” The CUTSA provides that
"“m sappropriation” is

(1) Acquisition of a trade secret of another
by a person who knows or has reason to know
that the trade secret was acquired by
i mproper neans; or
(2) Disclosure or use of a trade secret of
anot her without express or inplied consent by
a person who:
(A) Used inproper neans to acquire
knowl edge of the trade secret; or
(B) At the time of disclosure or use,
knew or had reason to know that his or
her know edge of the trade secret was:
(i) Derived fromor through a
person who had utilized i nproper
nmeans to acquire it;
(1i1) Acquired under circunstances
giving rise to a duty to naintain
its secrecy or limt its use; or
(tii1) Derived fromor through a
person who owed a duty to the
person seeking relief to maintain
its secrecy or limt its use; or
(C Before a material change of his or
her position, knew or had reason to know
that it was a trade secret and that
knowl edge of it had been acquired by
acci dent or m stake.

Cal. Cv. Code 8§ 3426.1(b). Wiile DLL freely admts to using
this information, it denies that such use constitutes
m sappropriation as defined in the CUTSA

On April 24, 2006, DLL and Third Pillar entered into a
Sour ce Code and (nj ect Code Software License Agreenent.? This
agreenent provides that DLL "has been granted an option to

| i cense the source code and certain other itens related to the

2. The court nmay properly consider the Source Code and Obj ect
Code Software License Agreenent because it is a "docunent
integral to or explicitly relied upon in the conplaint.” [In re
Burlington Coat Factory, 114 F.3d at 1426.
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sof tware devel oped, |icensed, delivered, or provided to [it]..."
Section 3.2 of the agreenent describes the grant of the |icense
to the Beacon project source code. It provides that Third Pillar
will grant DLL

non- excl usi ve, non-sublicensabl e (except as
ot herwi se provided herein), non-transferrable
(except as otherw se provided herein),

per petual (subject to the term nation

provi sions of this Agreenment), worl dw de
licenses (i) to use and reproduce (in
reasonabl e quantities) the Source Code
internally on conputers |ocated at [DLL'Ss]
facilities or under [DLL's] direct or
indirect control to create derivative works
and to assenbl e and conpil e copies of the

bj ect Code for use solely in accordance with
this agreenent; and (ii) to nake copi es of

t he Source Code for backup and di saster
recovery purposes...

DLL woul d be required to have its enpl oyees and contractors sign
confidentiality agreenents with respect to the Beacon project
source code, to keep accurate records of those enpl oyees and
contractors with access to the source code, and to inpl enent
various other neasures to ensure that the source code was
confined to DLL's sole use. Section 3.3 of the agreenent
described the grant of the license to the Beacon project object
code. It provides that Third Pillar will grant DLL

non- excl usi ve, non-sublicensabl e (except as

ot herwi se provided herein), non-transferrable

(except as otherw se provided herein),

per petual (subject to the term nation

provi sions of this Agreenment), worl dw de

licenses: (viii) to install and execute

copies of the Object Code on computer servers

controlled by [DLL]; (ix) to permt Users to

access and use the Object Code solely to

manage | eases and | oan transactions
originated, underwitten or managed by one or
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nore Licensees or their clients[;] (x) to

make a reasonabl e nunber of copies of the

User Docunentation and distribute those

copies only to Users; and (xi) to nake a

reasonabl e nunber of copies of the hject

Code for backup and di saster recovery

pur poses..."
The agreenent conpelled DLL to restrict access to the object code
to "Users," defined in 8 2.10 as "enpl oyees, contractors,
custoners, or agents of [DLL] or of |enders, borrower]s and
other entities involved in | ease and | oan transactions
originated, underwitten or managed by [DLL.]" As we found in
our March 5, 2010 Menorandum and Order, DLL exercised this option
on Novenber 14, 2008 and obtai ned the |icenses.

Third Pillar's proposed counterclaimalleges that DLL
has commtted trade secret m sappropriation only by its use of
t he Beacon project software. DLL acquired Third Pillar's alleged
trade secrets through this bargained-for and freely granted
contractual agreenment. Third Pillar has not, in the proposed
counterclaim alleged that they have violated the terns of the
Source Code and Object Code License Agreenent or otherw se
distributed the trade secrets to third parties. Thus, according
to the terns of the CUTSA, DLL has not engaged in
m sappropriation because it did not acquire the trade secrets
t hrough i nproper neans, did not disclose trade secrets acquired
t hrough i nproper neans, and did not acquire the trade secrets by
accident or mstake. Third Pillar willingly authorized DLL to

acquire and use its alleged trade secrets under the terns of the

bj ect Code Software License Agreenent.
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Third Pillar's alternative counterclaimfor conversion
fails for the same reason. Under California |law, conversion
requires that a plaintiff owns or has a right to possess the
property at the tine of the conversion, that the defendant
converted the property by wongful act or disposition of the

plaintiff's property rights, and damages. See Hartford Fin.

Corp. v. Burns, 158 Cal. Rptr. 169, 172 (Cal. C. App. 1979);

Baldwin v. Marina Gty Props., Inc., 145 Cal. Rptr. 406, 416

(Cal. . App. 1978). Under Pennsylvania |aw, conversion is "the
deprivation of another's right of property in, or use or
possession of, a chattel, or other interference therewth,

wi t hout the owner's consent and wi thout |lawful justification."

See Stevenson v. Econony Bank of Anbridge, 413 Pa. 442, 451-52

(1964). DLL did not acquire the property by a wongful act nor
without Third Pillar's consent. Under the |aw of either
jurisdiction, Third Pillar will not be able to neet its burden to
show that DLL engaged it conversion. DLL merely exercised the
contractual rights to install, execute, copy, access and use the
Beacon project source code and object code granted to it under
t he 2006 (bject Code Software License Agreenent.

Accordingly, we will deny, on the ground of futility,
the nmotion of Third Pillar to amend its answer and to add a

countercl aim



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

DE LAGE LANDEN OPERATI ONAL ) C VIL ACTI ON
SERVI CES, LLC )

V.
TH RD PI LLAR SYSTEMS, | NC. : NO. 09-2439

ORDER

AND NOW this 27th day of August, 2010, for the reasons
set forth in the acconpanyi ng Menorandum it is hereby ORDERED
t hat :

(1) the notion of defendant Third Pillar Systens, Inc.
to anend its answer and counterclaimis GRANTED in part and
DENIED in part;

(2) the notion is GRANTED to the extent that defendant
seeks to renove references to Counts Il1l, 1V, and V of the
conplaint, which the court dism ssed on March 5, 2010, fromits
answer; and

(3) the notion is otherw se DEN ED.

BY THE COURT:

[s/ Harvey Bartle 11

C. J.



