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DECI SI ON AND ORDER

Magnum Def ense, Inc. (“Magnuni or “Plaintiff”) is a California
defense research firmand contractor that devel oped a process for
t he production of a high technology plastic film?* This so-called
Magnal on Fil mwas designed primarily for use in the gui dance system
of mssiles and torpedoes, but it also has other comerci al
appl i cati ons. Over tinme, through a series of acqusitions and
transactions, the trade secrets associated with Magnalon Film
passed t hrough vari ous conpani es and individuals. Magnum has sued
t hese conpanies for the alleged m sappropriation of those trade
secrets. This matter is before the Court on a Mdtion for Judgnent

on the Pleadings pursuant to Fed. R Civ. P. 12(c) brought by

'Magnumis a California corporation with its principal place of
busi ness in California.



Def endant Har bour G oup., Ltd. For the reasons detail ed bel ow, the

Def endants’ notion is denied in part and granted in part.

St andard of Revi ew

Federal Rule of G vil Procedure 12(c) allows a party, “[a]fter
the pleadings are closed but wwthin such tine as not to delay the

trial, [to] nove for judgnent on the pleadings.” Rivera-Gonez v.

de Castro, 843 F. 2d 631, 635 (1%t Cir. 1988) (citing Bloor v. Carro,

Spanbock, Londin, Rodman & Fass, 754 F.2d 57, 61 (2" Cir. 1985)).

In reviewing a Rule 12(c) notion, a court nust accept all of the
non- novant’s wel | - pl eaded factual avernents as true and draw al

reasonable inferences in his or her favor. ld.; see Int’|l Paper

Co. v. Town of Jay, 928 F.2d 480, 482 (1% Cr. 1991). The court

may not grant a Rule 12(c) notion unless it appears beyond a doubt
t hat the non-novant can prove no set of facts in support of his or
her claimor defense which would entitle the non-novant to prevail.

Ri vera- Gonez, 843 F.2d at 635; see Int’'l Paper Co., 928 F.2d at

482- 83.
The standard for granting a notion to dism ss and a notion for

judgnent on the pleadings is the sane. See Witing v. Miolini

921 F.2d 5, 6 (1 CGr. 1990) (district court was within its
di scretion in converting novant’s Rul e 12(c) notion for judgnment on
the pleadings to 12(b) notion for failure to state a clain; Nedder

v. Rivier College, 944 F. Supp. 111, 120 (D.N.H 1996) (standard




for evaluating a Rule 12(c) notion for judgnent on the pleadings is
the sanme as the standard for evaluating a Rule 12(b)(6) notion).
The trial court may dism ss a conplaint under Rule 12(b)(6) or Rule
12(c) only if no relief can be granted based on any set of facts
that could be proved consistent with plaintiff's allegations. See

H shon v. King & Spalding, 467 US. 69, 73, 104 S. C. 2229, 81

L. Ed. 2d 59 (1984); Figueroa v. Rivera, 147 F.3d 77, 80 (1 Cr.

1998) . In considering either notion, the court nust treat all
wel | - pl eaded factual allegations contained in the conplaint as true
and draw all reasonable inferences therefrom in favor of the

plaintiff. Coyne v. Gty of Sonerville, 972 F.2d 440, 442-43 (1%

Cr. 1992); Runford Pharmacy, Inc. v. City of East Providence, 970

F.2d 996, 997 (1% Gir. 1992).

1. Facts

Taking all well pleaded facts as true, as this Court nust, the
circunstances that gave rise to this action are as follows. I n
1996, Magnumentered into a prime contract with the United States
Air Force whereby Magnum was to perform additional research and
devel opnent on its product, Magnalon Film and to build and deliver
a pilot line of machines to synthesize and extrude Magnalon Film
Magnum entered into a witten subcontract (the Basic Odering
Agreenent or “BOA’) with a Rhode Island manufacturer, Marshall &

Wl lians Conpany (“M&W ), whereby M&W woul d manufacture, assenble



and deliver a machi ne that woul d “advanc[e] the state-of-the-art in
orienting polyner filnms” (the “Machine”). Magnum alleges that it
di sclosed confidential and proprietary information (in oral,
witten, and conputerized form to M&Win order for M&Wto build
t he Machi ne. To protect this confidential information, Magnum
ent ered into a witten confidentiality agr eenment (the
“Confidentiality Agreenent”) with MW

Problens arose in the construction of the Michine, and in
1999, Magnumsued MBWin California Superior Court for, inter alia,
breach of contract (based, in part, on M&Ws failure to return
Magnum s confidential information upon demand) and fraud (the
“California Action”). M&W renoved the California Action to the
United States District Court for the Central District of California
and counterclained for the unpaid bal ance due on the subcontract.
At oral argunent before this Court on January 24, 2003, counsel for
Magnum represented that both the BOA and the Confidentiality
Agreenment were attached to the conplaint in the California Action.
I n Septenber 2000, the California District Court found MGW I i abl e
for fraud and breach of contract, and entered judgnent for Magnum
in the anount of $5, 230,000, including punitive damages and costs.

At the tinme the California Action was proceeding, MW was
petitioned into receivership in Rhode |Island, and i n February 2000,

a Receiver appointed by the Rhode Island Superior Court sold M&W s



assets to Defendant Harbour Goup Ltd. (“Harbour”).? MBW s
counterclaim (of approximtely $600,000) in the California Action
was also sold to Harbour, but in March 2000, Harbour agreed to
dism ss the counterclaim Magnum alleges that many of its
confidenti al Trade Secrets (including draw ngs, t echni cal
specifications, designs, nodels, conponent descriptions and
| ogi stics, blueprints, conputer files, software, and pass codes)
(collectively the “Trade Secrets”) were included in the assets sold
and transferred to Harbour (although they were not listed as part
of the assets sold). See Magnum Defense, Inc.’s Menorandum of Law
in Support of QOpposition to Harbour G oup Defendants’ Motion for
Judgnent on the Pleadings, p. 6. Magnum further asserts that it
had not authorized (and, indeed, did not know of) the sale or
transfer of its Trade Secrets to Harbour and that it received no
conpensation therefor. Mreover, Magnum all eges that in 1999 and
2000, it nmade several witten and oral demands to the Receiver for
the return of its Trade Secrets, but received no response.
Shortly after it purchased the M&Wassets, Harbour transferred
t hose assets (including Magnunis Trade Secrets) to its whol | y-owned

subsi di ary, Defendant Tubul ar Textiles, LLC (“Tubular”).?® Tubul ar,

2 Harbour is a Delaware corporation and its principal place of
business is in Mssouri

3 Tubular is a North Carolina corporation and its principal place
of business is in North Carolina.

Def endants allege that it was, in fact, an entity named “Harbour
Group Industries, Inc.” that purchased the M&W assets and then
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in turn, transferred the MW assets (including Magnum s Trade
Secrets) to its wholly-owned subsidiary, Defendant Marshall &
Wl lianms Products, Inc. (“Products”).* Products next transferred
a portion of the MBWassets (including Magnums Trade Secrets) to
Def endant Par ki nson Machi nery & Manuf acturing Corp. (“Parkinson”).?®
Par ki nson t hen reorgani zed t he M&Wassets (i ncl udi ng Magnuni s Tr ade
Secrets) into a new division named Marshall & WIllians Plastics
(“Plastics”).

Magnum cl ai s that Products, Parkinson, and Plastics enpl oy
for mer M&W  enpl oyees who are know edgeabl e about t he
Confidentiality Agreenment and the Trade Secrets. Magnum accuses
Par ki nson d/b/a Plastics of using the Trade Secrets to produce
machi nery and equi pnent simlar to that contenplated in the BOA

On June 21, 2001, Magnum sent a letter to Harbour, Tubul ar,
Products, and Par ki nson demandi ng the return of its Trade Secrets.
In response, Harbour and Products filed a notion for contenpt
agai nst Magnum in the Rhode Island Superior Court overseeing the

M&W recei vership, claimng that the denmand letter violated that

assigned its rights to those assets to Marshall & WIIlians Products,
Inc. See Menorandumin Support of Mtions for Judgnent on the

Pl eadi ngs and for Attorney’'s Fees (“Defendants’ Menoranduni), p. 3
n.3. It is not necessary for the Court to nmake a determi nation on
this issue in order for it to decide the instant notion.

* Products is a Delaware corporation and its principal place of
busi ness is in South Carolina.

5 Parkinson is a Rhode Island corporation and its principal place
of business is in Rhode Island.



court’s order that the MBWassets were sold “free and clear” of all
i ens and encunbrances.®

On Novenber 30, 2001, Magnum filed this action in United
States District Court for the Central District of California,
alleging that Har bour , Tubul ar, Pr oduct s, and Plastics
m sappropriated Mgnunmis Trade Secrets or otherw se violated
California | aw. Harbour, Tubular, and Products (collectively the
“Har bour Defendants”) noved to dismss the case for |lack of
personal jurisdiction on the ground that the parties were not
conpletely diverse. After allowng limted discovery solely on the
jurisdictional issue, the California court concluded that it did
not have personal jurisdiction over the naned Defendants, and
therefore, transferred the case to this Court pursuant to 28 U. S. C
8§ 1631.

The Conpl aint sets forth six counts: (1) M sappropriation of
Trade Secrets in violation of the Uniform Trade Secrets Act
(“UTSA”) by the Harbour Defendants; (2) M sappropriation of Trade
Secrets in violation of California comon |aw by the Harbour
Def endants; (3) M sappropriation of Trade Secrets in violation of
UTSA by Parkinson; (4) Msappropriation of Trade Secrets in
violation of California comon |aw by Parkinson; (5) wunfair

busi ness practices in violation of the California Unfair Business

® The notion for contenpt was heard by Judge Silverstein on
Sept enber 20, 2001. No decision on that notion has yet been rendered.
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Practices Act by all Defendants; and (6) unfair conpetition in
violation of California common |aw by all Defendants.

The Har bour Defendants now nove for judgnent on the pl eadi ngs
on all clainms against them(Counts 1, 2, 5, and 6) pursuant to Fed.
R Gv. P. 12(c), and for attorneys’ fees. They contend that the
Har bour Defendants could not have m sappropriated Magnum s Trade
Secrets because they did not know or have reason to know of the
exi stence of the Trade Secrets. They also argue that Rhode I|sl and
| aw controls this dispute and that the Rhode I|Island Uniform Trade
Secrets Act (“RIUTSA’) preenpts a comon |law claim for
m sappropriation. Based on these assertions, the Harbour
Def endants claimthat they are entitled to attorneys’ fees under
the fee-shifting provisions of RIUTSA ' Finally, the Harbour
Def endants argue that Rhode |sland does not recognize a cause of
action in these circunstances either for unfair business practices

or unfair conpetition.

"R1. Gen. Laws 8 6-41-4 provides in relevant part that “[i]f
a claimof msappropriation is nmade in bad faith . . . the court
may award reasonable attorney’'s fees to the prevailing party.”
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I11. Analysis

A. Choi ce of Law

In their witten subm ssions, both parties have relied
excl usively on Rhode Island | aw to support their substantive | egal
clains. However, at oral argunent, counsel for Magnum suggested
that California | aw m ght govern sone of the clains in the case.

A federal court sitting in diversity nust apply the | aw of the

forumstate, Erie R Co. v. Tonpkins, 304 U S. 64, 58 S. Ct. 817,

82 L. Ed. 1188 (1938), including that state's conflict of [|aw

rul es. See Klaxon Co. v. Stentor Elec. Mqg. Co. Inc., 313 U S

487, 496, 61 S. C. 1020, 85 L. Ed. 1477 (1941); Crellin

Technol ogies, Inc. v. Equipnentlease Corp., 18 F.3d 1, 4 (1%t Gr.

1994) (“[i]n determ ning what state |aw pertains, the court nust
enpl oy the choice-of-law framework of the forumstate, here, Rhode
I sland”). Under Rhode Island |aw, the choice of |aw applicable to
a substantive issue depends upon whether the particular claimis
properly characterized as a contract claimor a tort claim See
id. at 11-12 (determning that a claimbrought pursuant to Mass.
Gen. Laws ch. 93A should be considered a tort claimfor choice of
| aw purposes if the requested renmedy is highly anal ogous to that of

atort claim; Scully Signal Co. v. Joyal, 881 F. Supp. 727, 742

(D.R 1. 1995) (“[t]he facts underlying the claim and the conduct
conpl ained of are the relevant factors in determning if the claim

is nost anal ogous to a tort or contract claini).



Plaintiff has alleged, in every relevant count of the
Conpl aint, that the Harbour Defendants engaged in “wongful,”
“Wwllful,” “del i berate,” and “mal i ci ous” conduct by
m sappropriating, hol di ng, usi ng, sel ling, di scl osi ng, and
di sposi ng of Magnunmi s Trade Secrets. See Conplaint, 1Y 45-48, 50-
53, 65, 68-70. These clains sound in tort. Therefore, the Court
w Il apply the Rhode Island conflict of |aw principles applicable
to tort clains.

Rhode I|sland has adopted an interest-weighing analysis to
choose between the conflicting tort |lawof two or nore states. See

Scully, 881 F. Supp. at 744 (citing Wodward v. Stewart, 104 R |

290, 243 A.2d 917, cert. dism ssed sub nom, Vizcarra-Delgadillo v.

US, 393 US 957, 89 S C. 387, 21 L. Ed. 2d 371 (1968); Brown

V. Church of the Holy Nane of Jesus, 252 A 2d 176 (R I. 1969)).

“I'n a m sappropriation of trade secrets case such as the present
one, the defendants’ wongful conduct is said to take place where
t he def endants m sused the plaintiff’s confidential information for
their owmn benefit.” Scully, 881 F. Supp. at 744. Simlarly, “[i]n
the context of wunfair conpetition clains, the place of the
defendants’ conduct is the overriding factor to be considered.”
Id.

Here, the evidence indicates that the all eged wongful conduct
occurred in Rhode Island. The underlying tort is the purchase and

sal e, in Rhode Island, of receivership assets containing the Trade
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Secrets. Furthernore, Magnumcl ai ns t hat Parki nson d/ b/a Pl astics,
a Rhode Island entity, has msused and continues to m suse the
Trade Secrets to construct machinery simlar to what was contracted
for in the BOA Par ki nson woul d never have obtained the Trade
Secrets but for the sale and transfer of the M&Wassets (i ncluding
the Trade Secrets) from Products to Parkinson in Rhode Island.?
The bal ance of interests favors Rhode Island, and the Court wll

therefore apply Rhode Island law to the dispute.

B. M sappropriation O Trade Secrets Under The RIUTSA

Under the RIUTSA a person can m sappropriate a trade secret in

two ways. First, a person msappropriates a trade secret by
acquiring a trade secret with the know edge -- actual or
constructive — that the secret was obtained by inproper neans.

See R 1. CGen. Laws 8§ 6-41-1(2).
Second, a person msappropriates a trade secret if he

di scl oses or uses the secret when he (1) used inproper neans to

acqui re know edge of the secret; (2) knew or had reason to know
that the secret had been acquired by i nproper neans; or (3) knew or

had reason to knowthat it was a trade secret and that know edge of

8 Counsel for Magnum argued orally that California [ aw m ght
appl y because various M&W enpl oyees had travel ed to Magnumi s of fices
in California, and because Magnum had di scl osed sonme or all of its
Trade Secrets during those visits. This nmisconstrues the conflict of
law rubric. It is, as noted above, the locus delicti that governs the
choice of law. The disclosure of confidential information, of itself,
is not atort.
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it had been acquired by m stake or accident. See RI. Gen. Laws 8§

6-41-1(2) (enphasis supplied).

Accepting the facts as pled, and drawing all reasonable
inferences in favor of Magnum Harbour clearly knew or had reason
to knowthat it had recei ved Magnum s Trade Secrets by the sal e and
transfer of the MW assets. One of the assets that Harbour
purchased was M&W's $600, 000 countercl ai m agai nst Magnum in the
California Action, whose dismssal Harbour explicitly approved.
Even a cursory due diligence review of this asset would have
revealed that Magnumis Trade Secrets were at the heart of the
Cal i fornia Action.

Furthernmore, the BOA and Confidentiality Agreenent were
attached to the conplaint in the California Action. Anyone who
read the Confidentiality Agreenent woul d i nmedi ately have been on
notice that Harbour was acquiring the Trade Secrets.

Moreover, the Conplaint states that Harbour’s subsidiary,
Products, enployed fornmer MW enpl oyees who had worked on the

Magnalon Film project and were aware of the Confidentiality

12



Agr eenent . ° This know edge reasonably can be inputed to the
Conpany.

The Court therefore finds that the allegations undergirding
Count 1 of the Conplaint and the reasonabl e i nferences to be drawn
therefromare sufficient to withstand a notion for judgnent on the
pl eadi ngs. The Court also finds that the Mtion for Attorneys’
Fees is without nerit, as the Harbour Defendants are not the

“prevailing party” under the RIUTSA with respect to Count 1.

® The Harbour Defendants purport to rely on the deposition
testinony of WlliamW Il hite, a Senior Vice President and the CFO of
Har bour. See Defendants’ Menorandum p. 13. This type of evidence,
however, is nore appropriately presented in a notion for sunmmary
judgnent. Even so, that portion of M. WIllhite' s testinony cited by
t he Har bour Defendants tends to support Magnumi s contentions:

M. WIlhite knew very little if anything about the California

Action against MGW. . . . At sonme point during the due
diligence (or at closing), he did learn that one of the “assets”
of MBWwas a “receivable” related to Magnum i.e., the

counterclaim MW had filed in the California Action.

See id. (citations omtted). At the very least, this testinony would
appear to suggest that Harbour nmay have had reason to know that it was
acquiring the Trade Secrets. Furthernore, the discovery taken to date
inthis case is by no nmeans conplete: the California District Court
only permtted discovery to the extent that it was relevant to the

i ssue of personal jurisdiction. There may well be other wi tnesses who
possess informati on respecting Harbour’s know edge of the Trade
Secrets at the tinme of the receivership asset purchase.

13



C. Common Law M sappropriation of Trade Secrets

The Har bour Def endants next contend that the RI UTSA precl udes
a common | aw mi sappropriation claim? Specifically, R1. Gen. Laws
8§ 6-41-7 provides that the RIUTSA “displaces conflicting tort,
restitutionary, and other law of this state providing civil
remedi es for m sappropriation of a trade secret.”

There is little guidance on the issue of whether the RI UTSA
precludes a Rhode Island common |aw cause of action for
m sappropriation of trade secrets. This is perhaps because there
is no common | aw cl ai munder Rhode Island | aw for m sappropriation
of trade secrets. Clearly, this is only a statutory cause of
action in Rhode Island. Therefore, judgnent on the pleadings is

appropriate as to Count 2 of the Conplaint.?!

D. Unfair O Deceptive Busi ness Practices

There is no Rhode Island analog to California s sweeping
Unf air Busi ness Practices Act. See Cal. Bus. & Prof. Code § 17200.
The Rhode Island Deceptive Trade Practices Act does provide a

statutory cause of action for deceptive trade practices, but it

10 Count 2 seeks relief for msappropriation of Trade Secrets
under California common |aw, but choice of |aw analysis, as set forth
above, requires the application of Rhode Island |aw. The sane
principle applies to Counts 5 and 6, discussed infra.

1 Were it before the Court, a notion for judgnent on the
pl eadi ngs woul d appear to be equally appropriate as to Count 4 of the
Conpl ai nt for conmon | aw ni sappropriation of Trade Secrets agai nst
Par ki nson.
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limts standing to “any person who purchases or |eases goods or
services primarily for personal, famly, or household purposes.”

Eri Max Entertainnment, Inc. v. Streisand, 690 A 2d 1351, 1354 (R I.

1997) (citing R1. Gen. Laws 8§ 6-13.1-5.2(a)); see Scully, 881

F. Supp. at 745 (8 6-13.1 does not provide a right of action for
busi ness persons or entities). Magnum a defense contracting
busi ness maki ng cl ai ns agai nst ot her busi nesses, obvi ously does not
have standing under the statute. Therefore, judgnment on the

pl eadings is appropriate as to Count 5.

E. Common Law Unfair Conpetition

For simlar reasons, Count 6 of the Conplaint is ripe for
j udgnent on the pleadings. Rhode Island comon | aw requires that
a putative plaintiff bringing aclaimfor unfair conpetition all ege
conduct on the part of the [defendant] that reasonably tended
to confuse and mslead the general public into purchasing
[its] product when the actual intent of the purchaser was to
buy the product of the conpl ai nant.

Eri Max, 690 A 2d at 1353-54 (citing George v. George F. Berkander,

Inc., 169 A 2d 370, 371 (R 1. 1961)). Magnum cl early has nmade

insufficient allegations to support this cause of action.

Concl usi on
For the foregoing reasons, the court hereby ORDERS as fol | ows:
1. Judgnent on the pleadings as to Count 1 is DEN ED

2. Judgnent on the pleadings as to Count 2 is GRANTED
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3. Judgnent on the pleadings as to Count 5 is GRANTED; and

4. Judgnent on the pleadings as to Count 6 i s GRANTED.

WlliamE Snmith
United States District Judge

Dat e:
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