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, LLC : NO. 09-2439
VEMORANDUM
Bartle, C. J. April 28, 2011

Before the court for resolution is the question whether
plaintiff's damage claimfor reasonable royalties under the
California Uniform Trade Secrets Act ("CUTSA'), Cal. Cv. Code
§ 3426, is to be decided by a judge or by a jury.

Plaintiff De Lage Landen Operational Services, LLC
("DLL") filed this diversity action agai nst defendant Third
Pillar Systenms, LLC ("Third Pillar") in which DLL all eges, anong
ot her things, trade secret m sappropriation under the CUTSA as
wel | as breach of contract. These clains stemfroma series of
agreenents in which DLL engaged Third Pillar to devel op and
custom ze a software platform known as the "Beacon" project, for
use in DLL's vendor finance |l ending and | easing business. Inits
conplaint, DLL sought an injunction barring Third Pillar from
using or disclosing DLL's confidential property as well as
damages and "such other further relief as may be just and

proper."



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

owned twel ve "use cases,"” which are detail ed step-by-step nodels
of DLL's trade secret business practices that were created in the
course of what was called the Beacon 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. Finally, the court concluded that "nere
pecuni ary conpensation would not afford adequate relief"” fromthe
harm done to DLL by Third Pillar's m sappropriation. The court

i ssued a permanent injunction requiring that Third Pillar "return
and/ or destroy ... all copies ... of the foregoing twelve Beacon
Use Cases."? The remainder of the case is now schedul ed for

trial in the next several weeks.

Plaintiff DLL made a demand for a jury trial when it
filed its conplaint. While it now seeks to withdraw that demand,
Third Pillar will not agree. Under Rule 38(d) of the Federal
Rul es of Civil Procedure, a properly nade jury demand cannot be
wi t hdrawn wi thout the consent of all parties. See Fed. R Cv.

P. 38(d). O course, if thereis noright to ajury trial on a

claim a demand for a jury trial is of no consequence.

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 i njunction.

2. DLL al so noved for contenpt sanctions against Third Pillar
for allegedly violating this permanent injunction. After a
hearing on the matter, the court found that Third Pillar had
vi ol ated the permanent injunction and inposed sanctions.
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The CUTSA provides in relevant part:

(a) A conplainant nmay recover damages for the

actual | oss caused by m sappropriation. A

conpl ai nant al so may recover for the unjust

enrichment caused by m sappropriation that is

not taken into account in conmputing damages

for actual | oss.

(b) I'f neither damages nor unjust enrichnent

caused by m sappropriation are provable, the

court may order paynent of a reasonable

royalty for no |l onger than the period of tine

t he use coul d have been prohibited.

(c) I'f willful and malicious m sappropriation

exi sts, the court may award exenpl ary damages

in an anount not exceeding tw ce any award

made under subdivision (a) or (b).

Cal. Cv. Code 8§ 3426.3. DLL and Third Pillar have agreed that
damages in the formof actual |osses are not provable. They al so
are in accord that the question of damages for unjust enrichnent
must go before a jury. However, they strongly disagree as to
whet her the judge or the jury should determ ne the question of
reasonable royalties if the jury finds that unjust enrichnent is
not provable. DLL argues that the judge nust do so, while Third
Pillar maintains that it is a matter for the jury.

We first turn to the words of the CUTSA itself. The
pl ai n | anguage of the statute states that the issue of reasonable
royalties is to be decided by the court. It reads, "If neither
damages nor unjust enrichnent caused by m sappropriation are
provabl e, the court nay order paynent of a reasonable royalty for
no | onger than the period of tine the use could have been
prohibited.” Cal. Cv. Code § 3426.3. \Wile a jury nakes
findings, it does not "order paynent." That is the role of the

judge. The |l anguage "the court may order paynment" appears only
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in connection with "reasonabl e royalties” and not in connection
with recovery of "actual 1o0ss" or "unjust enrichnent." The
California legislature has differentiated the deci si on-nmaki ng
process for royalties fromthe other two forns of conpensatory
relief. 1In this context, "the court” neans the judge and does
not include the jury, for otherw se there would be no purpose for
the different treatnent of royalties under the CUTSA. DLL is
correct that under the plain nmeaning of the CUTSA it is the judge
and not the jury who decides the issue of reasonable royalties.

This does not end our inquiry. Wile a state court
judge in California wuld decide the issue of reasonable
royalties without a jury, the current action is pending, not in a
state court, but in a federal court pursuant to its diversity
jurisdiction.

The Seventh Amendnent to the Constitution provides that
"in Suits at comon | aw, where the value in controversy shal
exceed twenty dollars, the right of trial by jury shall be
preserved..."” U S. Const. anmend. VII. The purpose of the
Seventh Amendnent is to preserve the right to a jury trial as it
existed at the tinme the Anmendnent was ratified in 1791. The
Amendnent has al so been interpreted to apply to statutory rights
"anal ogous to common-| aw causes of action ordinarily decided in
English law courts in the late 18th century as opposed to those
customarily heard by courts of equity or admralty."

G anfinanciera, S.A. v. Nordberg, 492 U S. 33, 41-42 (1989);

Curtis v. Loether, 415 U. S. 189, 193 (1974).
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Al t hough the Seventh Anendnent is not binding on the
states, it is binding on the federal courts even in diversity
cases since the use of a jury is not deened to be an application

of substantive state law. See Erie Railroad Co. v. Tonpkins, 304

U S 64 (1938); see also Klinger v. State Farm Mut. Auto. Ins.

Co., 115 F. 3d 230, 235-36 (1998); Mnneapolis & St. Louis RR

Co. v. Bonbolis, 241 U S. 211 (1916). To ascertain whether it

preserves a right to a jury trial to determ ne reasonable
royalties for a trade secret m sappropriation claim we first
"conpare the statutory action to 18th-century actions brought in
the courts of England prior to the nmerger of |aw and equity."

G anfinanciera, 492 U.S. at 42. Then, we "exam ne the remnedy

sought and decide whether it is legal or equitable in nature.”
Id. The Suprene Court has advised that "the second stage of this
analysis is nore inportant than the first."” |d.

Qur first step is to determ ne whether the type of
clai mbefore us either existed or is anal ogous to any tort
actions recogni zed at cormon law at the tinme the Seventh

Amrendment was ratified in 1791. See Curtis, 415 U. S. at 195-96;

see also Markman v. Westview Instrunents, Inc., 517 U S. 370, 376

(1996). The CUTSA was "intended to codify the conmon | aw' of

trade secret msappropriation. See Ajaxo, Inc. v. E*Trade Fin.

Corp., 115 Cal. Rptr. 3d 168, 181 (Cal. C. App. 2010). The
earliest recorded trade secret case at commopn law in the United
States took place in 1837 regardi ng an agreenent by a def endant

not to disclose the plaintiff's secret manner of naking
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chocol ate. See Vickery v. Wl ch, 36 Mass. 523 (1837); see also

M chael P. Sinpson, Note: Future of Innovation Trade Secrets,

Property Rights, and Protectionism-— an Age-O d Tale, 70 Brooklyn

L. Rev. 1121, 1138 (2005). In England, the earliest recorded
case was an unsuccessful attenpt in 1817 to obtain an injunction

agai nst the disclosure of a secret invention. See Newberry V.

Janes, 35 Eng. Rep. 1011 (Ch. 1817). Since trade secret actions
did not exist in 1791, we nust assess whet her any anal ogous
actions were extant in that era.

Qur Court of Appeals has held that a close analog to
trade secret m sappropriation actions are cases invol ving patent

infringenment. See Int'l Indus., Inc. v. Warren Petrol eum Corp.

248 F.2d 696, 699 (3d Cir. 1957). The Suprene Court has

recogni zed that "the descent of today's patent infringenent
action [cones] fromthe infringenent actions tried at lawin the
18th century, and there is no dispute that infringenent cases
today nust be tried to a jury, as their predecessors were nore

than two centuries ago.” Markman v. Westview Instrunents, Inc.

517 U. S. 370, 377 (1996). A jury's award of reasonable royalties

is "not restitutional in nature,” but "sinply noney damages

awarded in an action at | aw See | njection Research

Specialists, Inc. v. Polaris Indus. L.P., Nos. 97-1516, 97-1545,

97- 1557, 1998 U.S. App. LEXIS 18745, *42 (Fed. Cr. Aug. 13,
1998). The close rel ationship between a patent infringenent

action and a trade secret m sappropriation action weighs in favor



of a Seventh Anendnment right to a jury trial on the issue of
reasonabl e royal ti es under the CUTSA

As to the second prong of the analysis, DLL is seeking
to recover noney danages, which are the classic formof |egal

relief. See Unisys Corp. Retiree Med. Benefits Erisa Litig. v.

Uni sys Corp., 579 F.3d 220, 238 (3d Cr. 2009). Reasonable

royalties in patent infringenment actions have al so been
characteri zed as noney danages awarded at |aw. See, e.aq.

Injection Research, 1998 U.S. App. LEXIS at *42. This factor

al so weighs in favor of Third Pillar's right to have the jury
deci de whether or not to award a reasonable royalty.

In sum the Seventh Amendnent to the Constitution
guarantees Third Pillar the right to a jury determ nation of
reasonabl e royalties under the CUTSA. Accordingly, if Third
Pillar's unjust enrichnent is determined to be unprovabl e at
trial, the issue of reasonable royalties under the CUTSA will be

deci ded by the jury.?3

3. Even if the issue of a reasonable royalty is not triable of
right by a jury, the court may utilize an advisory jury. See
Fed. R Cv. P. 39(c). To the extent a jury is not authorized,
the court will submt the issue of reasonable royalties to the
jury in its advisory capacity.
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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, LLC NO. 09-2439

ORDER

AND NOW this 28th day of April, 2011, for the reasons
set forth in the acconpanyi ng Menorandum it is hereby ORDERED
that the issue of reasonable royalties under the California
Uni form Trade Secrets Act, Cal. GCv. Code § 3426, wll be
submitted to the jury pursuant to the Seventh Anendnent of the
United States Constitution.

BY THE COURT:

[s/ Harvey Bartle III

C. J.



