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

W LLI AM A. GRAHAM COVPANY : Cl VIL ACTI ON
. :
THOVAS P. HAUGHEY, et al. E NO. 05-612
MEMORANDUM
Bartl e, C. J. March 29, 2007

Plaintiff WIliam A G aham Conpany ("G ahant'), an
i nsurance brokerage firm filed this action agai nst defendants
Thomas P. Haughey ("Haughey"), a forner enployee of G aham and
USI Mdatlantic, Inc. ("USI"), an insurance brokerage firm and
Haughey's current enployer. Plaintiff alleged that defendants
infringed Gaham s copyrights in its "Standard Survey and
Anal ysi s" and "Standard Proposal." After trial, the jury
returned a verdict in Gahamis favor and awarded danages in the
amount of $16, 561, 230 agai nst defendant USI and $2, 297, 397
agai nst def endant Haughey. The danages represented defendants
profits fromacts of infringenent going back to 1992. 17 U S.C
88 501, 504. On Novenber 21, 2006, upon consideration of the
def endants' post-trial notion, we granted a new trial on the
guestion of whether plaintiff should have reasonably discovered
its injuries prior to February 9, 2002, that is, prior to the
expiration of the three-year statute of limtations provided by
t he Copyright Act, 17 U . S.C. 8§ 507(b). Now pending before the

court are: (1) plaintiff's notion for reconsideration of the



court's Novenber 21, 2006 Order; (2) defendants' notion for
partial summary judgnent with respect to damages prior to
February 9, 2002; (3) plaintiff's notion for summary judgnent for
the full anpbunt of danages awarded by the jury; and (4)
plaintiff's notion to vacate paragraph two of the court's
Novenber 21, 2006 Order, which granted defendants' notion for a
new trial on the issue of statute of limtations, pursuant to
Rul e 60 of the Federal Rules of Civil Procedure.
I .

As an initial matter, there is no dispute that it is

proper for this court to consider a notion for sunmary judgnent

after it has granted a newtrial. See Linbach v. Sheet Metal

Wrkers Int'l Ass'n, 949 F.2d 1241, 1256 n.12 (3d Gr. 1991).

Under Rule 56 of the Federal Rules of Civil Procedure, a noving
party is entitled to summary judgnment only where there is no
genui ne i ssue of material fact and the noving party is entitled

to judgnment as a matter of law. Celotex Corp. v. Catrett, 477

U S 317, 323 (1986); see Fed. R Civ. P. 56(c). A dispute is
genuine if the evidence is such that a reasonable jury could

return a verdict for the non-noving party. Anderson v. Liberty

Lobby, Inc., 477 U S. 242, 254 (1986). "Were the record taken

as a whole could not lead a rational trier of fact to find for
t he non-noving party, there is no genuine issue for trial."

Mat sushita, 475 U. S. at 587 (internal quotation and citation
omtted). Although it is the province of the jury to determ ne

i ssues of disputed fact, a court on sunmary judgnment need not
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“"turn a blind eye to the weight of the evidence; the 'opponent
must do nore than sinply show that there is sonme netaphysica

doubt as to the material facts.'" Big Apple BMN Inc. v. BMN of

N. Am, Inc., 974 F.2d 1358, 1363 (3d G r. 1992) (quoting

Mat sushita, 475 U. S. at 586).

In its opposition to defendants' notion for parti al
sumary judgnent, G aham submitted new declarations fromtwo
W t nesses who were previously deposed and who testified at trial.
To the extent that these new declarations are inconsistent with
the witnesses' prior testinony, we will disregard them under the
"sham affidavit doctrine.” As articulated by the Court of
Appeal s, this doctrine directs district courts to disregard a
subsequent affidavit froma w tness who has given prior testinony
when "the affidavit cones in later to explain away or patch up

[earlier testinony] in an attenpt to create a genui ne issue of

material fact." 1nre CGtX Corp., Inc., 448 F.3d 672, 679 (3d
Cir. 2006); Hackman v. Valley Fair, 932 F.2d 239, 241 (3d Cr

1991).
.

Graham as a commercial insurance brokerage firm
provi des property and casualty insurance services to businesses.
When soliciting a prospective client, Gahamtypically prepares a
ri sk managenent study, called a "survey and anal ysis," which
eval uates the prospective client's insurance needs. G ahanis
producers incorporate | anguage fromits Standard Survey and

Anal ysis and its Standard Proposal (collectively the "Wrks")
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into the individualized survey and anal ysis and proposal prepared
for each client. The allegations in this case stemfromthe use
and copying of the Wirks by the defendants in connection with
their business activities.

The Wbrks consi st of hundreds of pages contained in two
bi nders and were derived fromwhat G ahamcalled the Standard
Par agr aphs which it developed in the 1980's. G aham enpl oyees
used the | anguage in the Standard Paragraphs to prepare surveys
and anal yses and proposals for clients and prospective clients to
explain in lay |anguage various insurance coverages and suggested
coverages. The proposals created fromthe Standard Paragraphs
and delivered to clients did not contain any copyright noti ce,
and Graham did not inpose any contractual limtation on the
client's use of the proposal. 1In 1990, sonme of the | anguage in
t he Standard Paragraphs was conbined with new material to create
the Works. It was at this time that Gahamfirst began to affix
copyright notices on individualized proposals prepared for and
distributed to clients. On February 21, 1995, G ahamfiled two
applications with the United States Copyright Ofice to register
copyrights in certain portions of the Wrrks. The Copyri ght
Ofice issued two certificates of registration, effective
February 21, 1995, for those portions of the Wirks in which
copyright was clainmed. |In 2000, the Copyright Ofice issued two
suppl ementary certificates of registration for the Wrks,
effective Cctober 25, 2000, based upon suppl enentary applications

Graham had subm tt ed.



From January, 1985 through Septenber, 1991, defendant
Thomas Haughey worked for G aham as a producer. During Haughey's
enpl oynmrent with Graham he was one of eight enpl oyees who were
gi ven copi es of the Wrks, and he used them extensively in his
submi ssions to his clients and prospective clients. On
Septenber 11, 1991, Graham and Haughey entered into an agreenent
to term nate Haughey's enploynent. It included a provision that
Haughey "reaffirms his continuing obligation, to abide by the
terms, conditions and restrictions of the provisions of
Paragraphs 3, 4 and 5 of the [1989 Enpl oynment Agreenent]." These
par agr aphs prohi bi ted Haughey from di scl osi ng conpany i nformation
and retaining conpany docunents after term nation

Upon | eavi ng Graham Haughey went to work as producer
at anot her insurance brokerage firm Flanigan, O Hara, Gentry &
Associates ("FOG'). Haughey took with himto FOG a set of the
bi nders containing the Wirks. At FOG Haughey copi ed | anguage
fromthe Wirks into witten proposals for new clients. At sone
point in 1994 or 1995, FOG hired a tenporary enpl oyee for the
specific task of typing the |anguage of the Wirks into its
conput er system Paper copies were also distributed to enpl oyees
at FOG In March, 1995, USI Hol dings acquired and nerged with
two other entities to create USI Mdatlantic, Inc., the corporate
defendant in this case. The Wrks were avail able to and used by
USI enpl oyees. Defendants admt to incorporating portions of the
Wrks into over 950 witten proposals prepared for 315 clients.

Graham | earned of the copying in Novenber, 2004, when it received
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a proposal froma client of the defendants while attenpting to
solicit that client's business. Gahamfiled this action for
copyright infringement on February 8, 2005.

After a five day trial and after denying the
defendant's notion for judgnent as a matter of |aw, the court
submitted special interrogatories to the jury. The jury first
found that defendants had infringed G ahamis copyright in the
Works. W deni ed defendants' post-trial notion challenging this
finding and it is not the subject of the present notion. The
jury was then asked: "Prior to February 9, 2002, should
plaintiff have discovered, with the exercise of reasonable
diligence, that defendants were infringing its copyrights?" The

jury responded "no.
L.

W will begin by considering defendants' notion for
sumary judgnent with respect to Grahanis claimfor damages prior
to February 9, 2002.

The purpose of a statute of limtations is to "put
def endants on notice of adverse clains and to prevent plaintiffs

fromsleeping on their rights.” Cown, Cork & Seal Co., Inc. v.

Par ker, 462 U. S. 345, 352 (1983). The copyright statute provides
a specific statute of limtations: "[n]Jo civil action shall be
mai nt ai ned under the provisions of this title unless it is
commenced within three years after the claimaccrued.” 17 U S. C
8§ 507(b). In the case of continuing copyright infringenent, as

here, "an action may be brought for all acts that accrued within



the three years preceding the filing of the suit.” Roley v. New

Wrld Pictures, Ltd., 19 F.3d 479, 481 (9th Gr. 1994). G aham

as noted above, filed this action on February 8, 2005.
Consequent |y, under ordinary circunstances, the statute of
[imtations would bar any of Graham s copyright clains that
accrued prior to February 9, 2002.

Courts have recogni zed that fairness dictates that the

limtations period be tolled under certain circunstances. See

Bohus v. Beloff, 950 F.2d 919 (3d G r. 1991). Prior to trial in
this case, our predecessor, the |ate Judge C arence C. Newconer,
hel d that the discovery rule applies to clains for copyright

i nfringenent, including this one. Aug. 15, 2005 Order of Judge
Newcorer (Docket Entry 31); Mem Op. of Nov. 21, 2006 at 25-26.
Under that rule, the statute of limtations on a copyright claim
is tolled until "the nmonent [the copyright owner] has know edge
of the violation or is chargeable with such know edge.” 1d.;

Pol ar Bear Productions, Inc. v. Tinex Corp., 384 F.3d 700, 706-07

(9th Cir. 2004). The determ nation of when know edge w Il be
imputed to a party under the ternms of the discovery rule is
presunptively a question for the jury but nmay be decided as a
matter of |aw when the party invoking the rule does not present

sufficient proof to send the issue to a jury. See Snith-Haynie

v. District of Colunbia, 155 F.3d 575, 579 (D.C. Gr. 1998);

Bohus, 950 F.2d at 925.
Proving the applicability of the statute of limtations

usually falls on the defendant as an affirnative defense. See
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Fed. R Civ. P. 8(c). Wen, however, as here, a plaintiff seeks
the benefit of the discovery rule, the burden shifts to it to
prove that in the exercise of reasonable diligence it should not
have di scovered the infringenent before the statutory bar, in

this case, February 9, 2002. See Gould v. U S. Dep't of Health

and Human Services, 905 F.2d 738, 745-46 (4th G r. 1990). G aham

i ntroduced evi dence that defendants began their acts of
infringenent as far back as 1992. It is well settled in
continuing infringenment cases such as this that "[e]ach act of
infringenment is a distinct harmgiving rise to an i ndependent

claimfor relief." Stone v. WIllians, 970 F.2d 1043, 1050 (2d

Cr. 1992); Roley at 481. Thus, even if G aham cannot prove that
it was excused from di scovering the pre-February 9, 2002 acts of
infringenments prior to that date, danmages are still available in
the formof defendants' profits arising fromacts of infringenent
occurring on or after February 9, 2002.

There is no evidence in the record that Graham actual |y
knew of the defendants' infringenment before 2004 when a G aham
enpl oyee saw a copy of one of USI's infringing proposals. That,
of course, is not sufficient to satisfy G ahamis burden with
respect to the discovery rule. W nust deci de whet her G aham was
chargeabl e with such know edge nore than three years before
initiating suit. Gahamnust prove that in the exercise of
reasonabl e diligence it should not have known before February 9,
2002 about any of defendants' previous acts of infringenment.

Stone v. Wllianms, 970 F.2d 1043, 1048 (2d G r. 1992). Wen a
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plaintiff is aware of facts that furnish it with a potenti al
claim a duty of inquiry arises and "[p]laintiff is charged with
what ever know edge an inquiry woul d have revealed.” [d. at 1049.
Once a plaintiff has know edge or inputed know edge of a
potential claim the statute of limtations begins to run. Cetel

v. Kirwan Fin. Goup, Inc., 460 F.3d 494, 508 (3d Cr. 2006).

Al t hough our Court of Appeals, so far as we can
ascertain, has never addressed the question of inquiry notice in
a copyright action, it has frequently confronted that issue in
securities fraud and civil RICO cases. The discovery rule is a
general |y applicable doctrine which naintains the same basic
formul ation in each circunstance in which it applies. See

Rotella v. Wod, 528 U. S. 549, 555-56 (2000). Thus, we see no

reason why the Court of Appeals' analysis in securities fraud and
civil RICO cases should not apply with equal force here as a way
to specify the plaintiff's duty of reasonabl e diligence.

In a recent RICO action, the court enployed a two-prong
test to determi ne whether a plaintiff will be deemed to have

notice of its clains. Matthews v. Kidder, Peabody & Co., Inc.,

260 F.3d 239, 252 (3d Cr. 2006), see also Benak ex rel. Alliance

Premier Gowh Fund v. Alliance Capital Mmt., L.P., 435 F. 3d

396, 400-01 (3d Cir. 2006) (securities fraud). First, the
def endant nust cone forward with evidence of the existence of

"storm warni ngs," or "suspicious circunstances,” that would alert
a reasonabl e person that an investigation should be nade. |d.

After the defendant has done so, the burden of proof is then upon
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the plaintiff to establish that it was reasonably diligent in
maki ng an adequate investigation but was still unable to discover
its injuries. 1d. Wen a plaintiff has not been reasonably
diligent in investigating "stormwarnings" or "suspicious
circunstances,” it may not invoke the discovery rule and instead

will be deened to have notice of its clains. | d.; Benak, 435

F.3d at 400-01. Thus, in a copyright case when the discovery
rule is not applicable, the plaintiff's danages will be limted
to those available for the three year period prior to the filing
of the lawsuit.

I n our Novenber 21, 2006 Menorandum in support of the
Order granting a new trial on damages, we described the nultitude
of stormwarnings that existed in this case. G aham di sputes
both the existence and the inportance of many of these
circunstances. We will reconsider each of the itens defendants
identify as stormwarnings in light of Gahanis argunents to the
contrary.

First, G aham knew or shoul d have known that Haughey's
copy of the binders containing the copyrighted Wrks remai ned in
hi s possession after he was termnated in the fall of 1991. It
is undisputed that the two binders were quite volum nous with
each contai ni ng hundreds of pages. At the tine Haughey | eft
Graham there were only eight sets of the binders containing the
Wrks. Each of Graham s eight producers at the tinme had been
i ssued a copy, and no other G aham enpl oyee was i n possessi on of

one. These eight copies were very tightly controlled by Margaret
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Jones ("Jones"), a vice president and the manager of the
techni cal devel opnent departnent at Gaham She testified at
trial:

... | prepared [the binders containing the

Wrks], with ny assistant. Back then we

didn't have word processing |like we do today.

So, we were the ones that prepared — we would

go collect — well, first tine, we prepared

the green binders that we gave to all of our

producers, and we're the ones that printed

out all the pages. W're the ones that put

t he copyright notice on the white gl ossy

sheet and we took them around and we gave

themto each one of our producers. And then,

whenever we woul d make changes to the

standard proposal, we would go collect al

ei ght copies, bring themto our area, we

woul d nake all the changes and we woul d

distribute them W controlled the entire

process.
Trial Tr. vol. 1, 156:9 - 156:22, June 19, 2006 (as corrected by
Feb. 13, 2007 Order, Docket Entry 185).

Addi tionally, G aham enphasized during the trial how
i mportant the binders were to it. G ahanmlis president, WIIliam
Graham testified that the Works were "absolutely essential” to
hi s conmpany's busi ness and that they were "probably the nost
i nportant way that we can establish creditability [sic] with a
perspective [sic] client.” Trial Tr. vol. 2, 55:5 - 55: 20,
June 20, 2006. He explained that because the insurance industry
is "so confusing,” it is the use of the sinplified | anguage in
the Wirks that allows G ahamto "get in front of hundreds of
busi nesses,” that is, establish its conpetitive edge, and to
“"tell a customer, we know what we are doing." [|d. at 55:25 -

57:12.
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Further, it is undisputed that G aham expected Haughey
to return the copyrighted binders when he left Gahamis enploy in
1991. At that time, G aham and Haughey negoti ated a contractua
agreenent, dated Septenber 11, 1991, whereby Haughey specifically
reaf firmed his obligation under his 1989 enpl oynent contract to
return all G aham Conpany books, docunments and ot her property
upon his departure. That enploynment contract stated:

Al'l books, cards, records, accounts, files,

not es, nenoranda, |ists and other papers or

the information contained therein or obtained

therefrom connected with or arising fromor

created in the activities and/or affairs of

Enpl oyer, in the charge or possession of

Enpl oyee, is the property of Enployer and ..

[a]t the termi nation of this Agreenent

shall be turned over to and delivered to

Enpl oyer wi t hout hesitancy or del ay.

1989 Producer Enpl oynent Agreenent (enphasis added). Due to the
size, significance, and limted nunber of copies of the Wrks,
Haughey's failure to return his copy woul d have been obvi ous,
particularly given his reaffirmation of his contractual
obligation to return the binders shortly before he left G ahams
enpl oy.

Graham now seeks to undernmi ne the suggestion that it
knew or shoul d have known that the Wrks remained i n Haughey's
possession after his departure for FOG G aham bel i eves that
there is a genuine issue of material fact as to whet her Haughey
actually retained the binders when he | eft G aham G aham ar gues

that "nothing in the record suggests that whatever set of binders

was current as of Haughey's Septenber, 1991 departure had in fact
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' di sappeared’ from Haughey's office.” Pl.'s Mem in Qpp. at 12.
We disagree. Putting aside the irony that G aham specifically
argued to the jury that Haughey had taken the two bi nders
containing the 1991 version of the Wrks, G aham now i gnores
Haughey's testinony at trial that he had taken the Wirks with him
and used t hem

Q The binders you received containing the

St andard Proposal and the Standard Survey and

Anal ysi s contained a copyright notice on the

top of the binder, isn't that true?

A: | honestly don't remenber the copyright
noti ce on the binders.

Q And you left the Graham Conpany in early
Sept enber of 1991, correct?

A That's correct.

Q You held on to those books at your honme?
A: | did maintain themthere, yes.

Q And then when you noved to FOG you
brought themwi th you to the office at FOG?
A | don't believe | ever took theminto the
office. | work from hone nostly.

kay. So you used them at home?
Yes.

Q
A
Q After you went to Fl anagan O Hara and
Ge
A

The proposal book.
Trial Tr. vol. 3, 43:24 - 44:17, June 21, 2006. In putting forth
the possibility that Haughey did not take the binders with himto

FOG G ahamis also unable to explain away the indisputable fact

-13-



that USI was in possession of the binders, the contents of which
were typed into USI's conputer systemin 1994 or 1995.

Mor eover, the binders taken by Haughey coul d not have
been, as Graham now posits, sone "earlier"” version of the Wrks
gi ven to Haughey in 1986, soon after he began working at G aham
Jones testified both during her deposition and in a post-trial
decl aration' that the Wrks were not placed in binders and
di stributed until 1990:

Q \Wien you were in the era of the standard

par agraphs [until 1990], how were they

mai nt ai ned by individual producers and

account managers? In a binder?

A: No. They had individual files.

* * *

Q Did anybody actually put themin a binder
and use them as a binder?

A.  (Indicating).
Q Wiy not?

A. Because they were in a file and that's
the way we gave it to everybody. And the
process was as you were preparing your survey
by line of coverage you would pull your file
and do that coverage and then pull your next
file and do that coverage.

1. Attached as Exhibit 8 to its Opposition to Defendant's Motion
for Summary Judgnent (Docket 176), Graham submts an artfully

wor ded decl aration by Jones. As noted above, to the extent that
this declaration is inconsistent with Jones' deposition testinony
or her testinony at trial, we will disregard it in determ ning
whet her there is a genuine issue of material fact. Inre GtX
Corp., 448 F.3d at 679 (3d Cir. 2006). Additionally, to the
extent that Jones' declaration is not based on personal

knowl edge, we will disregard it under Rule 56(e) of the Federal
Rul es of Civil Procedure.
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Jones Dep. June 24, 2005 at 156:3 - 157:9. See also Jones Decl.

1 12. Gaham s belated effort to raise doubts as to whether
Haughey t ook the binders containing the 1991 version of the Wrks
are to no avail considering the nultitude of evidence that it put
forth to the contrary. In sum there can be no doubt based on
t he evi dence that G aham knew or shoul d have known that a copy of
t he bi nders remai ned i n Haughey's possession after he was
t er m nat ed.

O course, it is not sinply Haughey's possession of the
physi cal binders thensel ves that gave rise to this copyright
i nfringenent action. W agree with Gahamthat an infringer's
nmer e possession of copyrighted nmaterial, w thout nore, is
insufficient to amount to a stormwarning requiring investigation
on the part of the copyright holder. Instead, it is the use or
copying of the contents of the binders that is critical. Storm
war ni ngs, however, existed for Gahamin this respect too.

First, unlike nost copyrighted works such as art
obj ects or books, G ahamdid not create the Wrks at issue here
sinply to be gazed upon or read. The very purpose of the Wrks
was to copy portions of theminto the surveys and anal yses and
the proposals submtted to its clients. In its menorandumin
opposition to defendant's notion for summary judgnent, G aham now
specul ates that the Wrks could have al so been used as a
reference guide or a checklist. G ahambelatedly attenpts to
di m ni sh the inportance of the Wrks by adopting Haughey's

testinmony that he "had really no use for them' as evidence that
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Graham coul d have reasonably assunmed Haughey woul d qui ckly
di spose of the binders. The jury clearly found Haughey's
testinmony not to be credible when it returned a finding of
infringenent, a finding Gaham does not dispute. As described
above, there is no doubt that G aham considered the Wrks to be
vital to its business and expected Haughey to return his copy
upon his departure. G ahamw tnesses also testified that the
val ue of the Wrks consisted in the ability to copy themeasily
and so dissemnate the information they contained to their
clients. WIlliam G ahamtestified at trial that it was inportant
to present the clients with a witten proposal because

[I]nsurance is so confusing ... it is like

trying to drink froma fire hose, all the

information that [a client has] seen, try to

think in terns of renenbering all that a

month fromnow, | nean it is inpossible. But

if you have real short succinct explanations

of what was covered and what was expl ai ned,

[clients] say to me they use it as a referral

and they ook at it and go over it.
Trial Tr. vol. 2, 56:25 - 57:12, June 20, 2006. Jones also
testified that the "added val ue" the Wrks provided over the
standard par agraphs derived specifically fromthe efficiency
gains in being able to copy the rel evant sections froma single
docunent that was "sitting right in front of you" rather than the
mul ti ple and di sparate files that contained the Standard
Par agraphs. Jones Dep. June 24, 2005 at 158:12 - 159: 24.

Second, G aham knew t hat Haughey had taken a position

with FOG a conpeting insurance brokerage firm and was not, for

exanple, going into retirenment or another field of endeavor.
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Graham was awar e that Haughey's position at FOG woul d be a
producer, the sane position he held at G aham and under st ood
t hat anong Haughey's responsibilities would be the preparation of
witten client proposals in his efforts to sell insurance. The
1991 Term nation Agreenent between G aham and Haughey was
negoti ated and signed to protect G ahamif and when Haughey went
to work for a conpetitor, as he did. 1In addition, on
Novenber 25, 1991, Graham Haughey and FOG entered into a
separate agreenent ("Novenber, 1991 Agreenent") whereby FOG
pur chased from Graham certain accounts for which Haughey had been
responsi ble at Gaham As part of that agreenent, Gahams files
for those six clients were transferred to FOG  The Novenber,
1991 Agreenent specifically reflected G aham s concern that
Haughey coul d m suse the Wirks to secure business:

Al'l know edge and information concerning and

respecting the activities and/or affairs of

Graham and/or its clients (including, wthout

[imtation Gahams Survey and Anal ysis,

Proposal , Underwriting Subm ssion, Coverage

Checklist, and Cainms Loss Formats), which

Haughey had acquired during his enploynent

shall be held in trust, in confidence for the

sol e benefit of Gaham its successor and

assigns, and its clients.
Novenber, 1991 Agreenent at § 12. This agreenent reiterated
Haughey's obligation to return all other materials to G aham
"W t hout hesitancy or delay"” in order to prevent Haughey and FOG
fromusing themin connection with their conpeting insurance

busi ness. As sophisticated i nsurance professionals, those in

managenent at G aham knew how val uabl e the binders would be in
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t he hands of a conpetitor. In a word, the only real benefit of
the Wirks was the ability to copy portions of theminto proposals
submitted to clients and thus to infringe G aham s copyright.
Graham now attenpts to dispute the fact that the two
conpani es were conpetitors. G aham purports to do so on the
ground that Graham had begun to court |arger businesses as its
primary clientele, while FOG carried a portfolio of smaller,
fam | y-run businesses.? Gahanms assertion in this regard is
neritless. G aham and FOG were both comrercial insurance
brokerage firms. They both provided property and casualty
i nsurance services to businesses. It is also telling that G aham
actual ly discovered the infringenent in this case when it was
attenpting to solicit the business of a client who had al so
received a proposal fromUSI. This can only be characterized as
conpetition. In any event, G ahamwas aware that, like it, FOG
al so enpl oyed the use of witten proposals to its clients.
Regardl ess of the type of clientele G ahamstarted to pursue, it

is clear that the information contained in and the format of the

2. Gaham al so seeks to bolster its contention by proffering a
recent declaration of WIlliam G ahamin which he states that "[At
the tinme Haughey left Grahaml, | did not consider FOG to be a
conpetitor of The G aham Conpany." G ahamDecl. at § 5. Because
this statenment is inconsistent wwth M. G aham s deposition
testinmony, we will disregard it as a shamaffidavit in

determ ning whether there is a genuine issue of material fact.

In re GtX Corp., 448 F.3d at 679 (3d Cr. 2006). During his
deposition, M. G aham was asked whet her he considered USI, FOG s
successor corporation, to be a conpetitor of The G aham Conpany,
M. G aham answered "Yes." He went on to add that "W rarely
conpete with them but they would be considered a conpetitor.”

G aham Dep. July 18, 2005 at 113:24 - 114:18.
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Wor ks woul d be a useful asset for a producer at FOG and that
G aham was aware of that fact.

Finally, there was another piece of evidence, not only
t hat Graham consi dered Haughey and FOG conpetitors, but that
establ i shes yet another early stormwarning that G aham needed to
i nvestigate and nonitor Haughey's use of the binders containing
the Woirks. On Cctober 4, 1991, Judith Dooling ("Dooling"),
Executive Vice President at Graham sent a letter to Haughey
whi ch accused hi m of breaching his contractual obligations by
continuing to contact Grahanis clients after his departure. The
letter stated that:

To confirm our conversation yesterday

afternoon, effective inmediately we expect

you to stop calling, visiting, or having any

ot her form of contact with our clients. As I

expl ained to you, this is a violation of your

contract.
Letter from Dooling to Haughey (Cctober 4, 1991) (enphasis in
original). The letter also rem nded Haughey that he nmust cancel
an appoi nt nent he had scheduled with one of Grahanis clients.
The appoi ntnent was to take place 23 days after Haughey's
departure from Gaham Cdearly, in the fall of 1991, G aham was
wel | aware that Haughey was engaging in inproper conpetitive
activities and that he had already viol ated one of his
contractual obligations. Wth this violation, it was surely

i ncunbent upon a sophisticated business such as Gcahamto

i nvestigate the whereabouts of the binders containing Gahans
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val uabl e Wrks and to determ ne if Haughey was copying those
Wrks into proposals to sell insurance at his new enpl oyer.

Graham contends that it was reasonable for it to expect
Haughey woul d abi de by the copyright in the Wrks. G aham argues
t hat Haughey was indi sputably aware of Grahams claimto
copyright in the Wrks and had even acknow edged Grahami's rights
inits proprietary fornms in witing. Even if Gahamis correct,
however, that copyright owners nay assune that the public at
large will respect copyright notices, the question here is of
Grahani s reasonabl eness with respect to one particul ar
i ndi vidual, whomit already had cause to distrust and who, in
Grahanis view, had already breached his non-conpete agreenent.
Graham obvi ously did not deemthe copyrights on the Wirks in and
of thenselves to be a sufficient deterrent to infringenent.
O herwise, it would not have needed to negotiate a reaffirmation
of Haughey's obligation to turn over the binders upon his
departure and reiterate that obligation in the Novenber, 1991
agreenent. Graham s belief that Haughey had breached his
Term nati on Agreenent in other respects in Cctober of 1991 adds
to the insurnountabl e evidence that it was unreasonable for
Graham not to have made investigation of Haughey's post-
term nati on behavior and to have insisted that he return the
m ssi ng bi nders.

In addition to its above-descri bed objections to the
factual bases of these suspicious circunstances, G aham suggests

that stormwarnings may only occur after the actual injury, that
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is, the infringenent, has al ready happened and not nerely as a
i ndi cator of a potential infringenment. The concern, according to
Graham is that if the presence of pre-injury storm warnings
triggers the statute of limtations clock, the clock would be
running on a claimbefore the injury giving rise to the claimhad
even occurred. Gahamis correct that in the present instance,
the circunstances this court has identified as giving rise to a
duty to investigate arose upon his departure from Gahamin the
fall of 1991, before the first evidence of an infringing proposal
prepared by Haughey in July, 1992. Gahamis also correct that
it would be nonsensical for a statute of limtations to begin
runni ng before the actual injury had occurred. However, we see
no reason why the clock on Graham s clains should not have
started to run at the tinme when Haughey first began to infringe,
since there is no sign that any of the storm warnings had abated
by that point.

Grahamis incorrect in its contention that storm
war ni ngs nmust warn of an actual injury that has already taken
pl ace. The stormwarning standard is designed to encourage
potential plaintiffs to be reasonably diligent in investigating
suspi ci ous circunstances so that they discover their injuries in
atinely fashion. Surely, if a copyright owner has warnings or

is in possession of suspicious circunstances, see Mitthews, 260

F.3d at 252, that a person is about to infringe a copyright in
the near future, the copyright owner cannot sit on his hands and

argue years later that the statute of Iimtations had not started
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to run because infringenment had not yet occurred when the storm
war ni ngs first appeared. Under Grahanmis argunent, Haughey could
have told G aham on day one that he was anticipating infringing
on day two, and because he was not infringing on day one, the
statute of limtations would have been tolled for years w thout
the need for any further action on the part of G aham This
woul d expand the discovery rule beyond recognition and totally
underm ne the purpose of the statute of |imtations to preclude
stale clains and prevent parties fromsleeping on their rights.
Crown, 462 U. S. at 356. A copyright owner has the duty to
investigate indications that infringenment is in the offing, even
if, inthe course of the investigation, it |learns that

i nfringenment has not yet occurred. See generally Benak, 435 F.3d

at 400-01; Matthews, 260 F.3d at 251-52.
The cases Grahamcites in its notion for sunmary

judgnment are all inapposite. First, G ahamcites MaclLean Assoc.

Inc., v. Wn M Mercer-Midinger-Hansen, Inc., for the

proposition that just because a woul d-be infringer possesses a
copy of a work, it does not follow that the copyright owner
shoul d know the infringer will infringe. 952 F.2d 769 (3d G r
1991). In MaclLean, the copyright owner was a fornmer enployee of
the defendant infringer. After |eaving the defendant's enploy to
start his own conpany, the owner created a software program
designed to help one of his former enployer's clients, for whom
he was still providing professional services as a consultant. On

two occasions in 1986, the owner gave his former enployer copies
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of the software programw thout any restrictions on their use so
that it could do additional work on the client's account. The
def endant began infringing the owner's copyright in 1987, the
owner had actual notice that his copyright was being infringed in
1989, and he filed suit for copyright infringenent approximtely
one year later. Even though all infringing acts were

i ndi sputably within the statute of limtations, the defendant
argued that the owner's claimshould be barred by | aches, and the
District Court agreed. The Court of Appeals, however, reversed
on the grounds that the circunstances did not warrant application
of laches, an equitable doctrine, particularly since the suit was
otherwise within the statute of limtations. [1d. at 780. It
found that an assunption that possession of a work woul d
necessarily lead to infringenment would i npose on copyright owners
"a never ending obligation to discover whether anyone to whom he
ever supplied his software would copy it." 1d. In contrast,
Graham had significantly nore information and significantly nore
reasons to suspect infringenent than Haughey's nere possessi on of
the binders. 1In addition, it is significant that the issue in
MaclLean was whet her the equitable doctrine of |aches could be
applied. In that context, it is hardly surprising that the Court
of Appeal s was hesitant to inpose a higher standard on the owner
that woul d deprive himof his statutory right to a m nimum
[imtations period.

Next, Graham cites Jacobson v. Deseret Book Co., 287

F.3d 936 (10th Cr. 2002), which also concerned |aches. 1In
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Jacobson, the author of a book lent it to another author, who
clainmed he wanted to use it for "gathering background
information” for witing a book on the sanme subject. 1d. at 949.
The Court of Appeals for the Tenth GCrcuit held that the District
Court's grant of summary judgnent was i nappropriate because that
court had made factual findings as to admttedly "highly

di sputed” matters. 1d. Anong the disputed issues of fact was

t he question of whether the copyright owner had any reason to
suspect that the defendant was using the owner's book in an

i nappropriate way. 1d. at 950. The Court of Appeals noted that
t he copyright owner was "expected to exercise reasonabl e
diligence in protecting his rights.” 1d. (internal quotations
and citation omtted). The court also recognized that the suit
was brought within the three-year statute of Iimtations and the
application of |laches would serve to shorten that statutory

m ni mum period. 1d. at 951. The present matter is clearly

di stingui shable, first on the ground that the issue before us is
the statute of limtations, rather than | aches, and second
because there are no disputes of material fact as to the warning
signs which gave rise to G ahamis duty to investigate.

Grahamthen cites to Lennon v. Seaman, 63 F. Supp. 2d

428 (S.D.N. Y. 1999). There, Yoko Ono Lennon sued a fornmer

enpl oyee, a photographer, under the Copyright Act for renoving
Lennon fam |y phot ographs from her house and di ssem nating t hem
nearly two decades later. Lennon brought suit within three years

of the alleged infringenent. The defendant photographer tried to

- 24-



characterize Lennon's claimas one seeking to vindicate a
property right in the photographs thenselves, rather than a
copyright infringenment claimbased on the inproper reproduction
of the photos. 1d. at 444. Thus, he argued, "the statute of
[imtations should begin to run at the tinme the plaintiff knew
that the defendant had the Photographs.” 1d. Unsurprisingly,
the Lennon court refused to accept the defendant's
characterization and concluded that the date that Lennon knew the
def endant possessed the photographs was irrelevant to the accrual
of the claimand did not trigger the statute of limtations.
Because the action was clearly brought within three years of the
i nfringenent, the Lennon court did not have occasion to consider
the discovery rule. Gahamis reliance on this case for the
proposition that mere possession of a copyrighted work by anot her
party should | ead a defendant to conclude that the copyright was
being infringed is msplaced, as that issue was not before the
court.

Finally, Gahamrelies on In re Indep. Serv. Ogs.

Antitrust Litig., 114 F. Supp. 2d 1070 (D. Kan. 2000). |In that

case, copyright owner Xerox contended that the defendant CCS had
i nfringed Xerox's copyright in certain service manuals. CCS was
in the business of servicing and nmaintai ning Xerox copiers, and
Xerox had previously sold the manuals to CCS, although CCS was
not authorized to copy them Xerox stopped supplying the manual s
in 1989. Thereafter, CCS nmade sone nunber of copies of manual s,

al though it was uncl ear which manuals or how t hey had been
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obt ai ned and how many copi es had been nade. The court applied
the discovery rule and granted sumrmary judgnent for Xerox, over
CCS s argunent that Xerox's clainms should have accrued in 1989
because Xerox shoul d have known that by ceasing to sell its
manual s to CCS, CCS would have to copy the service nmanuals to
stay in business. The court found that the fact that CCS

remai ned in business after Xerox stopped selling it the manual s
did not constitute suspicious circunstances giving rise to a duty
to investigate by Xerox. Here, by contrast, there were
addi ti onal and specific suspicious circunstances regarding
Haughey' s use of the binders in issue.

W reiterate and agree with Grahamthat nmere possession
by a person of a copyrighted work wi thout nore does not
ordinarily place any burden on a copyright owner to investigate
possi bl e infringenment. That, however, is not the case before us.
Here, the storm warni ngs or suspicious circunstances about
possi bl e infringenment were conpelling | ong before February 9,
2002, but Grahamignored them The Wrks were contained in two
vol um nous binders. Only eight sets of these binders existed at
Graham and a Grahamvice president tightly controlled their
distribution. The Wrks were an extrenely val uabl e busi ness t ool
t hat Graham expected its producers, such as Haughey, to use to
sell insurance. The very purpose of the Wrks was for producers
to copy the relevant portions of theminto client proposals and
surveys and analyses. In fact, the Wrks were put into binders

specifically to increase the ease with which they could be
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copied. To protect the conpetitive advantage the Wrks provided,
Graham negoti ated nmultiple contractual agreenments w th Haughey
whi ch obligated himto return the Wrks upon his departure from
Graham  Wien Haughey's enploynment with G ahamwas termnated in
1991, Haughey did not return the binders and G aham never

i nqui red about their whereabouts. Because of their size, their
l[imted nunber, and their value, the absence of a copy should
have been easily noticed. G ahamwas well aware that Haughey
woul d be working for FOG a conpeting insurance brokerage firm
and woul d have the sane job responsibilities there as he did at
Graham As noted, the only real use Haughey woul d have for the
Wrks was to copy themin violation of Gaham s copyright.
Graham al so bel i eved that Haughey was not a person of his word,
for Graham considered himin violation of his contractua
obligations by continuing to contact G ahamclients after his
enpl oynment there had been term nated. A person who had breached
an agreenent with G ahamin this regard is likely to infringe the
copyright on its Wrks.

Clearly, Graham a sophisticated party, had information
upon Haughey's departure that woul d cause a person, in the
exerci se of reasonable diligence, to inquire of Haughey and FOG
about the possession, use and copying of the information
contained in the binders and even to denmand their inmedi ate
return before any danage to Graham occurred. Instead, G aham
i gnored the obvious "storm warnings" or "suspicious

ci rcunst ances” and made no investigation at all. Benak, 435 F. 3d
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at 400-01. The Court of Appeals has instructed that, "[I]f storm
war ni ngs exi sted, and the [plaintiff] chose not to investigate,
we wll deem[it] on inquiry notice of [its] clainms.” Benak, 435
F.3d at 400-01 (citations omtted). Gahams total failure to
pursue the existent storm warnings was unreasonable as a matter
of law and precludes it fromreaping the tolling benefits of the
di scovery rule. The three year statute of limtations set forth
in the Copyright Act bars all of Grahams clains agai nst

def endants that accrued prior to February 9, 2002. Graham of
course, will still be able to recover defendants' profits arising
fromacts of infringenent occurring on or after that date. 17

U S.C § 504.

Accordingly, the notion of the defendants for parti al
summary judgnent will be granted. The damages Grahamis entitled
to recover after February 9, 2002 cannot be resol ved on the
record before us and nust be decided at a new trial.

| V.

G aham has field a limted notion for reconsideration
of our Order of Novenmber 21, 2006, which granted a new trial on
the issue of the statute of limtations. That notion requested
that the court's Order be anended to reflect that, in the event
that a jury in the newtrial were to determ ne the statute of
[imtations issue in Grahamls favor, the amount of the first
jury's determnation of infringer profits as to defendants shall
remain in effect and shall be entered in judgnent in favor of

Graham and agai nst defendants. Because the issue of the statute
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of limtations has been decided on summary judgnent agai nst

G aham its notion for reconsideration will be denied.
Plaintiff's pending notions for sumary judgnent and to

vacat e paragraph two of the court's Novenber 21, 2006 Order,

whi ch granted defendants' notion for a newtrial on the issue of

statute of limtations, will also be denied.
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IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVANI A
WLLIAM A. GRAHAM COVPANY ) CVIL ACTI ON
V.

THOVAS P. HAUGHEY, et al. NO. 05-612
ORDER

AND NOW this 29th day of March, 2007, for the reasons
set forth in the acconpanyi ng Menorandum it is hereby ORDERED
t hat :

(1) the notion of defendants Thomas P. Haughey and USI
M datlantic, Inc. for partial summary judgnent as a matter of |aw
i S GRANTED;

(2) judgnent is entered in favor of defendants Thonas
P. Haughey and USI Mdatlantic, Inc. and against plaintiff
WIlliam A G aham Conpany with respect to plaintiff's claimfor
damages arising prior to February 9, 2002;

(3) the notion of plaintiff WIlIliam A G aham Conpany
for summary judgnent is DEN ED;

(4) the notion of plaintiff for reconsideration of the
court's Novenber 21, 2006 O der is DEN ED; and

(5) the notion of plaintiff to vacate pursuant to Rule
60 of the Federal Rules of Cvil Procedure is DEN ED.

BY THE COURT:

[s/ Harvey Bartle III

C. J.



