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

H. H. FLUORESCENT PARTS, | NC.
Pl aintiff,

V. : ClVIL ACTI ON
: No. 04-CVv-1997
DM TECHNOLOGY & ENERGY, | NC.
Def endant .

VEMORANDUM AND ORDER
JOYNER, J. November 3, 2005

Pl aintiff/Counterclai mDefendant, H H Fluorescent Parts,
Inc. has filed a notion to dismss Counts II, IV, and V of
Def endant / Counterclaim Plaintiff, DM Technol ogy & Energy, Inc.’s
Amended Counterclaim For the reasons set forth below, the notion

shal | be GRANTED | N PART and DEN ED I N PART.

Fact ual Backqgr ound

According to the allegations set forth in the original
conplaint, Plaintiff and Defendant are |ighting conponent
manuf acturers and distributors, and also direct conpetitors in
the lighting conponent market. (Conpl., ¥ 10).

In its anended answer to Plaintiff’s conplaint, Defendant
clainms the parties entered into a witten License Agreenent
stating that Defendant was to manufacture fluorescent |ighting
conponents for Plaintiff, bearing Plaintiff’s nanme. (Am. Ans., 11

4,5). These lighting conponents were to be sold by Defendant to



the Plaintiff and Plaintiff would in turn resell themto its
custoners. 1d. at § 5. Defendant was also to stock an agreed
anount of the conponents in its California warehouse to suit the
antici pated needs of the Plaintiff. |d.

Furthernore, Plaintiff alleges in its conplaint that the
Def endant manufactures and sells its products (in particular, the
T-5 mniature bipin | anpholders with netal fasteners) worl dw de,
purporting the products to be approved under the safety and usage
standards of Underwiters Laboratories (UL) and CSA I|nternational
(CSA). (Conpl., 9 8). Plaintiff alleges that these are nateri al
m srepresentations of the nature, characteristics and qualities
of the defendant’s products and, as such, constitute breaches of
the Licensing Agreenent. 1d. at § 18. Plaintiff clains to have
been damaged by these material m srepresentations, as well as
other alleged material breaches of the agreenent and the
conpetitive advantage which the Defendant enjoys. Id. at f 19. By
letter dated May 5, 2004, Plaintiff informed the Defendant that
due to Defendant’s nunerous breaches of the Licensing Agreenent,
Plaintiff was termnating the Agreenent. 1d. at § 37. Defendant
deni es these avernents and maintains that it has been harnmed by
Plaintiff’s actions significantly.

In response to Plaintiff’s allegations, the Defendant
alleges in Count Il of its counterclaimthat Plaintiff

fraudul ently i nduced the Defendant into shipping products



Def endant was w t hhol di ng due to non-paynent by the Plaintiff.
(Am. Ans., 919 21-28). Defendant clains that Plaintiff was the
first to breach the Agreenment. 1d. Defendant further clains that
Plaintiff is also responsible for msrepresenting the products
that it sells and is in violation of the Lanham Act and is guilty
of unfair conpetition. (Am. Ans., 1Y 36, 45).

In the instant Motion to Dismss, Plaintiff asserts that
Count 11 of Defendant’s Anended Counterclai mpurports to state a
fraud claimagainst the Plaintiff that nust be dism ssed with
prejudice. Plaintiff asserts that the Defendant’s claimfails
because it violates the “gist of the action” test. Under
Pennsyl vania |l aw, the “gist of the action” test prohibits
claimants fromrecasting a breach of contract claiminto one
sounding in tort. Plaintiff alleges that the Defendant is
attenpting to recast its breach of contract counterclaiminto a
fraud claimin Count Il. (Pl.”s Mot. Dism August 15, 2005).

Next, Plaintiff asserts that Counts IV and V of the Amended
Count ercl ai m nust be dism ssed. The Plaintiff asserts that the
Def endant has failed to state causes of action upon which relief
can be granted because Defendant has not stated either claimwth
the specificity required by Rule 9(b) of the Federal Rules of
Civil Procedure regarding clains for fraud. (Pl.”s Mdt. Dism
August 15, 2005).

In response, the Defendant asserts that Count Il of its



Counterclaimis not foreclosed by the Pennsylvania “gist of the
action” test. Defendant asserts that the claimis properly
governed by California | aw which does not follow the “gist of the
action” test purposefully to avoid limting avenues of relief
sought by its citizens. Defendant states that the claimis
governed by Pennsylvania s conflict-of-laws principles which uses
a conbi nation of “governnment interest” and “significant
rel ati onshi p” approaches. Defendant asserts that California has
the greater interest in protecting its citizens because it allows
claims to proceed that m ght otherwi se fail the “gist of the
action” test. The Defendant also clains that the actions and
injuries giving rise to the Counterclaimoccurred in California.
Furthernore, the Defendant maintains that even if Pennsylvani a
| aw shoul d govern, its fraud claimdoes not fail the “gist of the
action” test. Defendant states that the contract claimis nerely
collateral to the fraud claimand not the same claim

Wth regards to Counts IV and V, Defendant asserts that
clains for violation of the Lanham Act and unfair conpetition are
not subject to the specificity requirement of Rule 9(b) of the
Federal Rules of Civil Procedure. Defendant asserts that the Rule
only requires such specificity in pleading avernents of “pure”
fraud or m stake. Defendant maintains that neither claimhas been
brought as a pure fraud or m stake claimand are therefore not

subject to Rule 9(b).



Legal Standard for 12(b)(6) Mtion to Disniss

When considering notions to dismss for failure to state a

cl ai m upon which relief can be granted pursuant to Fed. R Gv. P

12(b)(6), courts must “accept as true the allegations in the
conplaint and its attachnments, as well as reasonabl e inferences,”

U.S. Express Lines, LTD. v. Hi ggins, 281 F.3d 383,388 (3d Gr

2002). Courts nust construe these allegations and inferences in
the light nost favorable to the non-noving party. |d.

Furthernore, the court may not consider any extrinsic evidence

wi th the exception of docunentation “...integral to or explicitly

relied upon in the conplaint.” Id. See also In re Burlington Coat

Factory Sec. Litig., 114 F.3d 1410, 1426 (3d Cr. 1997). The court

shoul d not give credit to bald assertions or |egal conclusions
inproperly alleged in the conplaint. 1d. Mtions to dism ss may
be granted only where “it is certain that no relief can be

grant ed under any set of facts which could be proved.” Klein v.

Ceneral Nutrition Cos., 186 F.3d 338, 342 (3d Cr. 1999). See

RF. Lafferty, 267 F.3d at 346 (3d Cr. 2001). The ultinmate

inquiry of a 12(b)(6) notion to dism ss is not whether the non-
nmoving party will succeed on the nerits of the claim but whether
that party should be allowed to offer evidence at trial in

support of that claim In re Rockefeller Cr. Props., Inc., 311

F.3d 338, 342 (3d. Cir. 2002). See Scheur v. Rhodes, 416 U.S.

232, 236 (1974), overruled on other grounds.



Di scussi on

A. Fraud Countercl aim

In order to determ ne whether Count |l of the Defendant’s
countercl aimshould be dismssed, it nust first be determ ned
which law is applicable to the set of facts in this case. As has
been the established rule in diversity cases, a district court is

to apply the law of the state in which it sits. Breskman v. BCB

Inc., 708 F.Supp. 655 (3d Cir. 1988). See Klaxon Co. v. Stentor

Electric Manufacturing Co., 313 U. S. 487, 486 (1941).

Accordingly, we nust foll ow Pennsyl vania | aw.
Pennsyl vani a applies a “governnent interest” and
“significant relationship” analysis when determ ning conflict of

laws issues. Giffith v. United Airlines, 203 A 2d 796 (Pa.

1964). See also Walker by Walker v. Pearl S. Buck Found., 1996

US Dist. LEXIS 17927 (E.D. Pa. 1996). The court nust anal yze
t he:

extent to which one state rather than
anot her has denonstrated, by reason of
its policies and their connection and
rel evance to the matter in dispute, a
priority of interest in the application
of its rule of |aw

McSwain v. MSwain, 215 A 2d 677, 682 (Pa. 1966). In doing so,

this court has determ ned that Pennsylvania |law, not California

| aw, has the greater governnental interests and sufficient



significant relationship to the facts of the case, and should
govern this claim The absence of a choice of |law provision in
t he Licensing Agreenent at issue here suggests that the Defendant
did not have any particular interest in litigating its clains
strictly in California.

Mor eover, Pennsylvania, as opposed to California, has
i npl enmented policy specifically addressing the matter in dispute.
Pennsylvania s “gist of the action” test is directly targeted at
weedi ng out clainms attenpting to recast breach of contract clains
into one sounding in tort. The Defendant asserts that California
does not have simlar policy differentiating between contract and
tort claimto allowits citizens greater opportunity to redress
harm The inplenentation of Pennsylvania’ s policy suggests that
Pennsyl vania has a great interest in protecting its citizens from
i nproperly pled clains. Furthernore, Pennsylvania has established
itself as being relevant to the matter in dispute by way of its
connection to the present action and the conduct of the parties.
Pennsyl vani a was the forum of choice when this action began. At
that time the Defendant did not object to litigating in this
forum The Defendant has established Pennsylvania as a contact by
reaching out to this district and establishing a business
relationship with its residents. Wile the Defendant manufactures
its products in California, the end results are shipped to and

received in Pennsylvania. The parties conduct much of their



transacti ons over the phone and through witten comrunicati on.
Also, the Plaintiff asserts that its only place of business
operations is in the Eastern District of Pennsyl vani a.

The basic function of the “gist of the action” test is to
prevent a party fromrecasting an established claimfor breach of

contract into one sounding in tort. Bash v. Bell Tel. Co., 601

A . 2d 825 (Pa. Super. C. 1992). See Caudill Seed & Warehouse Co.

v. Prophet 21, Inc., 123 F. Supp. 2d 826 (E.D. Pa. 2000). In

order to nmake the determ nation of whether a claimis one
sounding in contract or tort a court nust deci de whether the
duti es breached originated fromcontractual duties or those

i nposed by social policy thus sounding in tort. Phico Ins. Co. V.

Presbyterian Medical Servs. Corp., 663 A 2d 753 (Pa. Super. C

1995). See Bohl er-UddeholmAm, Inc. v. Ellwod Goup, 247 F.3d

79, 103-4. (3d GCr. 2001); Werner Kammann Maschi nenfabrik, GrbH

v. Max Levy Autograph, Inc., 2002 U S. Dist. LEXIS 1460 (E. D. Pa.

2002). “Atort claimis maintainable only if the contract is

‘collateral’ to conduct that is primarily tortious.” Caudill Seed

& Warehouse Co., 123 F. Supp. 2d 826, 833 (E.D. Pa. 2000).

The court therefore finds that the “gist of the action test”
conpel s the dism ssal of Count Il of the Defendant’s
counterclaim The duties owed to the Defendant and breached by
the Plaintiff derive directly fromthe Licensing Agreenent. In

one of the nbst recent cases before this court, Bealer v. Mit.




Fire, Marine & Inland Ins. Co., 2005 U.S. Dist. LEXIS 15755 (E. D

Pa. 2005), the duties owed to the Plaintiff were duties involving
paynment in exchange for professional services, as they are in the
i nstant case. The court found those duties to be “inextricably
intertwined with the terns of the consulting agreenent,” because
the Plaintiff’s claimfor fraud sprang fromall egations that the
Def endant got nore and the Plaintiff got |ess than bargai ned for.
Id. at 13. Here, we find that the Defendant’s claimof fraud
springs fromthe allegations that the plaintiff got nore out of
the relationship than did the Defendant (i.e., the Defendant’s
breach of contract counterclaim. The Defendant did not receive
paynment for the products it was obligated under the Licensing
Agreenment to produce and deliver for the Plaintiff. Essentially
the Defendant clains that it upheld its end of the bargain and
that by failing to pay and |lying about that failure, Plaintiff
breached its duties under the Licensing Agreenent.

In Bealer, the court found contractual duties to include the
inplicit duties of good faith and fair dealing. 1d. The inplicit
duties of good faith and fair dealing in contracts require
parties to be honest in their dealings and transactions; failure
to be honest is a breach of those duties. By allegedly lying to
t he Defendant about its failure to pay for the products it was to
receive, the Plaintiff stood in breach of the inplicit duties of

good faith and fair dealing. Accordingly, this court finds that



the Defendant’s counterclaimfor fraud is barred by the *“gist of
t he action” test because the contract fails to be collateral to
the fraud claim Plaintiff’s notion to dismss Count Il is
GRANTED.

B. Violation of Lanham Act and Unfair Conpetition Cd ains

Cenerally, Federal Rule of G vil Procedure 9(b) provides
that all avernments of fraud or m stake shall be stated with
particularity. Al other conditions of the mnd may be averred
generally. The Supreme Court has held that Rule 9(b) is
applicable only in those “specific instances” of fraud and/or

m st ake. Leathernman v. Tarrant County Narcotics Intelligence &

Coordination Unit, 507 U S. 163, 168 (1993). However, the courts

today remain in disagreenent over what this ruling actually
means. At |east one court in this district has held, prior to
Leat herman, that where a Lanham Act claimis not purely a “fraud”
claim it does not need to satisfy the requirenent of Rule 9. Max

Daetwyl er Corp. v. Input G aphics, Inc., 608 F. Supp. 1549, 1556

(E.D. Pa. 1985). O her Federal Courts have found that Lanham Act
clainms do not equate to clains for fraud and as such are not
subj ect to the heightened pleading requirements of Rule 9. See

John P. Villano Inc. v. CBS, Inc., 176 F.R D. 130, 131 (S.D.N. Y.

1997); Gllette Co. v. Philips Oral Healthcare, Inc., 2001 U. S

Dist. LEXIS 18624 (S.D.N. Y. 2001).

Clainms raised under 15 U . S.C. § 1225(a) (1) (B)(Lanham Act)

10



are primarily concerned with the fal se advertising of products by
commercial entities and that is what Counts |1V and V of the

Def endant’ s countercl ai mall ege here. The Defendant asserts that
its clainms under the Lanham Act and for unfair conpetition are
not subject to the particularity of Rule 9 because they have not
been brought purely for fraud.

G ven the unsettled state of the law as to whether Rule 9(b)
was intended to incorporate clains brought under the Lanham Act,
we decline to dismss the Defendant’s clains on this basis.

Rat her, we find that the Defendant having given the approxi mate
date of the violation, the nane and description of the products
in question, as well as the identity of who violated and by what
means the Lanham act was all egedly violated has satisfied the
notice requirenments of rule 8(a) of the Fed. R Cv. P. Rule 8(a)
requires only a short and plain statement of the clai mshow ng
that the pleader is entitled to relief, sufficient enough to put
t he opposing party on notice of the clains against them
Accordingly, the plaintiff’s notion to dism ss Counts IV and V of
t he Defendant’ s counterclaimis DEN ED

An order foll ows.
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IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

H. H. FLUORESCENT PARTS, | NC.,
Pl aintiff,

v. : ClVIL ACTI ON
: No. 04—CV-1997

DM TECHNOLOGY & ENERGY, | NC.,
Def endant .

ORDER

AND NOW this 3rd day of Novenber 2005, upon
consideration of Plaintiff H H Fluorescent Parts, Inc.’s
Motion to Dismiss Counts |11, IV and V of Defendant’s
Counterclaim and Defendant’s response thereto (Docunment No.
38), it is hereby ORDERED that the Mdttion is GRANTED | N PART
and DENI ED I N PART and Count Il of Defendant’s Counterclaim

is DI SM SSED.
BY THE COURT:

s/J. Curtis Jovyner
J. CURTIS JOYNER, J.
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