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RECOMMENDED DECISION ON MOTION TO DISMISS

The defendants, Stephen Smal and Kingway Acquistion, Inc., moveto dismiss Counts One, Two

and Four through Seven of the complaint. | recommend that the court grant the maotion in part.
|. Applicable Legal Standard

The mation to dismissinvokes Fed. R. Civ. P. 12(b)(6), which providesfor dismissa for falureto
date aclaim on which relief may be granted. Defendants Rule 12(b)(6) Motion to Dismiss Counts One,
Two, etc. (“Motion”) (Docket No. 10) at 1. “[I]n ruling on amotion to dismiss [under Rule 12(b)(6)], a
court must accept astrued| thefactua alegationsin the complaint and construedl reasonable inferencesin
favor of the plaintiffs” Alternative Energy, Inc. v. &. Paul Fire & Marine Ins. Co., 267 F.3d 30, 33
(1t Cir. 2001). The defendants are entitled to dismissal for fallureto sateaclam only if “it appearsto a
certainty that the plaintiff would not be unable to recover under any set of facts” State S. Bank & Trust
Co. v. Denman Tire Corp., 240 F.3d 83, 87 (1t Cir. 2001); see also Wall v. Dion, 257 F. Supp.2d

316, 318 (D. Me. 2003).



Il. Factual Background

The complaint includesthefollowing factud alegations. Theplaintiff’ sbusinessishigh performance
materid handling sysems. Complaint for Preliminary and Permanent Injunctive Rdlief and Dameges
(“Complaint”) (Docket No. 1) 7. Onereativey recent feature of materid handling sysemsdesigned and
sold by the plantiff is computer-asssted picking. Id. 1 8. Within this fied there has been further
development of “pick-to-light” sysems. Id. 9. In 1999 the plaintiff sold a pick-to-light sysem for its
carousd storage systems and started to explore the possibility of devel oping such asystem for flow racks.
Id. 911 10-11. In the process of building its own pick-to-light technology for flow racksthe plaintiff hired
defendant Small, who had been employed in the pick-to-light fidd for many years, to help develop the
system and then to market it. 1d. 1 15-16, 21. On May 9, 2000 Smdl signed an Employee Patent ad
Confidentid Information Agreement, which has remained in effect sncethen 1d. {1 19-20.

The plaintiff encouraged Smdl to work with Roman Jones, Inc., an engineering firmwith aspecidty
in eectronic services, to provide the necessary dectronic engineering to create asuccessful system. Id.
24. Inaletter to Smdl, Roman Jones, Inc. indicated that the plaintiff “will own dl of theintellectud property
and full design source and documentation used to implement thisdesign.” 1d. 125. Through the efforts of
Small and Roman Jones, Inc. the plaintiff developed acontroller areanetwork bus-based rail systemfor its
pick-to-light product for flow rack systems that was the first of its kind in the United States. 1d. 1 27.
Smadl identified and sdected component part manufacturers for the system. Id. 28. Smdl continued to
work on design and engineering features of the system after the plaintiff began sdling it. 1d. §31. The

product was very successful for the plaintiff. 1d. § 32.



On September12, 2003 Smdl gave the plantiff two weeks notice of his resgnation; his
employment ended that month. Id. 1 33. Small left the plaintiff to work for defendant Kingway, the
plaintiff’ s direct competitor, as presdent of its divison manufacturing pick-to-light products. Id.  34. On
November 21, 2003, after learning thet ChrisMullin, an employee of Kingway, with the encouragement of
Smadll, had been contacting customers of the plaintiff who had purchased the products devel oped and sold
by Smdl when hewas employed by the plaintiff aswell aspotentid customersidentified by Smal while he
was employed by the plaintiff, the plaintiff’ s chief executive officer sent Smal aletter by certified mail. Id.
35. Theletter stated that the plaintiff “ expect[ed Smdl to] live by the[confidentidity] agreement” and asked
Smadll to *acknowledge that you have ceased contacting clients learned about at Diamond Phoenix.” 1d.

Around February 2004 Small gpproached the plaintiff’ s chief executive officer about the possibility
of Kingway purchasing therightsand inventory of the plaintiff relating to its pick-to-light sysems. Id. { 36.
The officer indicated interest and mentioned a possible price. 1d. Kingway showed no further interest in
such an acquistion. 1d. § 37.

Inthefdl of 2004 the plaintiff began to hear through its sales force thet Kingway had developed a
ral pick-to-light syssem. 1d. 38. In January 2005 Smal contacted the plaintiff about the possbility of
Kingway sdling to the plantiff hardware componentsfor the plaintiff’ srall pick-to-light sysem. 1d. §39. At
amedting a the plaintiff’ sofficeson April 6, 2005 in furtherance of this possibility Smal showed employees
of the plaintiff a second generation of the plaintiff’ srail pick-to-light system that used theinitid technology
developed by Smal and Roman Jones, Inc. while Small was employed by the plaintiff and many of the
upgrades, improvements and refinements that were under consderation by Small and the plaintiff while
Smadl was employed by the plaintiff. 1d. 40. ThisKingway sysemwassmilar totheplantiff’ ssygemin

several respects. 1d. 11141-45. During the meeting, Smdll stated that he had started hiswork for Kingway



by engaging the services of Roman Jones, Inc. to help him with the engineering on Kingway’ snew pick-to-
light system; that Kingway contacted the manufacturers used by the plaintiff for component parts; that he
had sold a Kingway pick-to-light system to a customer to which he had earlier sold the plantiff’s sysem
and that he had contacted a customer to whom he had tried to sdll the plaintiff’s system; and that his god
for the meeting was to persuade the plaintiff to sop manufacturing its pick-to-light system and become
instead a sdller of Kingway's pick-to-light system. Id. 11 47-50.
The plaintiff’s pick-to-light products are essentid to its future busness plans. 1d. § 51.
[11. Discussion
A. Count One
Count One of the complaint asserts a clam under the Uniform Trade Secrets Act. Complaint 1Y
56-60. In Maine, the Act is codified at 10 M.R.SA. 88 1541-48. The defendants contend that the
plaintiff “has not pleaded sufficient facts . . . to establish [thet] the alleged information is a trade secret.”
Motion at 5. The statutory definition follows
Trade secret. “Trade secret” meansinformation, including, but not
limited to, aformula, pattern, compilation, program, device, method, techniqueor
process, that:
A. Derivesindependent economic value, actud or potentid, fromnot
being generdly known to and not being readily ascertainable by proper meanshby
other persons who can obtain economic vaue from its disclosure or use; and
B. Is the subject of efforts that are reasonable under the
circumstances to maintain its secrecy.
10 M.R.S.A. 8§ 1542(4). Bothinjunctive and monetary relief are available for misgppropriation of atrade
secret. 10 M.R.S.A. 88 1543, 1544.

The defendants cite the list of factors to be considered in determining whether certain information

hasindependent economic vaue. Motion at 4; see Spottiswoodev. Levine, 730 A.2d 166, 174 n.6 (Me.



1999). However, their argument specificaly addresses only the second subsection of the satute, having to
do with secrecy. Motion at 4-5. They contend that the complaint must specify “the extent of the measures
Paintiff took to guard the secrecy of theinformation” or “theinformation avalablein the public domain or
what information was avalable a the trade shows.” Id. a 5. They add that a“glaring example’ of the
plantiff’ s“falure to maintain secrecy” is*“the public filing of the technicd information and customer names
that Plaintiff alegesto be secret and confidentid.” Id. a 5. This*“publicfiling” isgpparently thefiling of the
complaint and the exhibits atached to it without any atempt to file under sed or otherwise maintain

corffidentidity. Id.

The plaintiff reponds that its complaint and attachments* do not disclose the entire universe of the
details concerning the find design of the rail pick-to-light system. . ., nor do they disclosethe entire client
list, supplier ligt, or pricing information” a issue. Plantiff’s Oppogtion to Defendants Rule 12(b)(6)
Motion, etc. (*Opposition”) (Docket No. 13) at 12. It aso points out that information which was not a
trade secret when the complaint was filed may well have been a trade secret earlier, when Smdll |eft the
plantiff’semploy. 1d. These observations are accurate. The mere filing of the complaint and its exhibits
cannot establish asamatter of law that no trade secret existed. Indeed, courts congtruing Similar or identica
gatutory definitions have observed that:

The existence of a trade secret ordinarily is a question of fact. As aptly
observed by our colleagues on the Fifth Circuit, atrade secret “isone of the most
elusveand difficult conceptsinthelaw todefine” Lear Segler, Inc., v. Ark-El
Sorings, Inc., 569 F.2d 286, 288 (5th Cir. 1978). In many cases, the existence
of a trade secret is not obvious; it requires an ad hoc evduation of dl the
surrounding circumstances.  For this reason, the question of whether certain

information congtitutes a trade secret is best “resolved by afact finder after full
presentation of evidence from each sde.” Id. at 289.



Learning Curve Toys, Inc. v. Playwood Toys, Inc., 342 F.3d 714, 723 (7th Cir. 2003); see General
Universal Sys., Inc. v. Lee, 379 F.2d 131, 149-50 (5th Cir. 2004).

Under the applicable pleading standard, the complaint does state aclaim under the Uniform Trade
Secrets Act when the plaintiff is given the benefit of reasonable inferences to be drawn from the dleged
facts. Complaint 11 15, 19, 27-29, 35, 57-60. Count | should not be dismissed.*

B. Count Two

Count Two of the complaint, entitled “Generd Equitable Rdlief,” assarts that the plantiff has
suffered and will suffer irreparable harm asaresult of Smdl’ saleged breach of the confidentia information
agreement for the benefit of Kingway. Complaint ff 61-63. The defendants contend, correctly, that a
generd clam for equitable relief may not sand done and “is merely an gppendage of some other cause of
action.” Motion a 6. The plaintiff respondswith alengthy discusson of the avalability of injunctive relief.
Oppostion at 12-14. This response missesthe point. The plantiff specificdly asksfor such rdief only in
connection with Count One.  Complaint a 14. This does not and cannot mean that it may not seek
injunctivereief in connection with the other substantive countsin thecomplaint. Injunctiverdief isjust that,
relief; itisnot aseparate cause of action. Klay v. United Healthgroup, Inc., 376 F.3d 1092, 1097 (11th
Cir. 2004) (“Thereis no such thing as a suit for atraditiona injunction in the abstract.”); see also Litton
Indus., Inc. v. Colon, 587 F.2d 70, 74 (1st Cir. 1978). Count Il should be dismissed.

C. Count Four

! The parties expend considerable time and effort arguing about whether averified complaint is necessary to support a
request for injunctive relief. Motion at 2; Opposition at 810; Defendants Reply to Plaintiff Diamond Phoenix

Corporation’s Opposition, etc. (“Reply”) (Docket No. 19) at 2. The only question before the court at thistimeiswhether
the complaint states a claim upon which relief may be granted; whether a particular form of relief, whichisrequested dong
with other forms, may ultimately be availableis not currently amatter for resolution by the court.



Count Four of the complaint dleges that Small breached a commonlaw duty of loydty which he
owed to the plaintiff. Complaint Y67-70. The defendants argue that any such duty exigs only whilean
individud isactudly employed by the entity dleging the breach. Motion a 6. Since the aleged breach by
Smadll took place after heleft the plaintiff’ s employ, they contend, the plaintiff hasfaled to stateaclaim on
which relief may be granted. 1d. at 67. The plantiff regponds tha “[w]hen an employee leaves
employment, heistill bound, to someextent, by hisfiduciary dutiesto hisformer employer.” Oppostionat
14. Insupport of thispodtion, the plaintiff citesonly an opinion of the Arizona Court of Appeds. 1d. at 15.

In 1963, the First Circuit Stated:

At common law the employee owes a duty of loyaty to his employer. He

must not, while employed, act contrary to theemployer’ sinterestsand, ingenerd

terms, owes aduty of loydty as one of theincidents of the employer-employee

relationship. . . . Itiscleartous. .. that theindividua defendants on their own

testimony convicted themselves of violaing their duty of loyaty totheir employer

before they resigned. Their duties after resignation are another matter . . . .
Universal Elec. Corp. v. Golden Shield Corp., 316 F.2d 568, 573 (1<t Cir. 1963) (citation and internal
quotation marks omitted). In McCallister Co. v. Kastella, 825 P.2d 980 (Ariz. App. 1992), the opinion
of an intermediate gppel late court on which the plaintiff relies, the court, construing Arizonalaw, addressed
only theindividua defendant’s actions before her employment by the plaintiff wasterminated. 1d. at 982-
83, 984. It provides no help to the plaintiff here.

The section of the Restatement of Agency cited by the plaintiff, Oppostion at 15, which has not
been adopted by the Maine Law Court, providesthat, “ after thetermination of the agency,” anagent hasa
duty to the principa “not to use or to discloseto third persons. . . in competition with the principa or to his

injury, trade secrets, written lists of names, or other smilar confidential metters. ..” Restatement (Second)

of Agency 8§ 396(b) (2005). While not necessarily a “duty of loydty,” as the plaintiff characterizesit,



Oppogtion at 14, Complaint § 68, this duty is one of which the complaint may reasonably be construed to
alegeabreach. The defendants do not address this argument in their reply. TheLaw Court hasexpressly
adopted other sections of the Restatement of Agency, see, e.g., Satev. Cornhuskers Motor Lines, Inc.,
854 A.2d 189, 192 (Me. 2004) (section 228); Peoples Heritage Sav. Bank v. Pease, 797 A.2d 1270,
1276 (Me. 2002) (section 27); Szelenyi v. Morse, Payson & Noyes Ins., 594 A.2d 1092, 1094 (Me.
1991) (section 376), and it isreasonableto expect that it would adopted section 396 were an appropriate
case presented to it. Accordingly, the defendants are not entitled to dismissal of Count Four.
D. Count Five

Count Five dlegesthat Smdl breached afiduciary duty to the plaintiff. Complaint 1/71-74. The
complaint aleges that this duty arose out of a confidentid relationship between thetwo. Id. 72. Smdl
contends that the complaint faillsto dlege the dements of aclam for breach of afiduciary duty under Maine
law. Motionat 7. The plaintiff’sresponse addresses both Count Four and Count Five. Opposition at 14-
15. Inessence, the plaintiff characterizestheduty of loyaty” to which Count Four refersasbeing thesame
asthe “duty of confidentid rdationship” to which Count Fiverefers. Id. If that isthe case, thetwo counts
are duplicative? and one should be dismissed.

In addition, under Maine law a clam based on a fiduciary relaionship includes the following
eements:

(1) the actud placing of trust or confidence in fact by one party in another, and
(2) agreat digparity of postion and influence between the parties a issue.

2 One of the cases cited by the plaintiff in this section of its memorandum of law, Desfossesv. Notis, 333 A.2d 83 (Me.
1975); Opposition at 14, defines an agent’ sfiduciary dutiesto his principal “broadly” to include “duties of loyalty.” This
is consistent with the plaintiff’ s apparent view that Counts Four and Five allege the same cause of action.



Stewart v. Machias Sav. Bank, 762 A.2d 44, 46 (Me. 2000) (citation and internd quotation marks
omitted). “A fiduciary duty will be found to exist, asamaiter of law, only in circumstances wherethe law
will recognize both the disparate positions of the parties and a reasonable basis for the placement of trust
and confidence in the superior party in the context of specific eventsat issue” Bryan R. v. Watchtower
Bible & Tract Soc'y, 738 A.2d 839, 846 (Me. 1999). Here, Small’ sformer employer allegesthat Small
had a fiduciary duty toward it. Complaint § 72. However, beyond the conclusory dlegation that such a
relaionship existed, the complaint offers nothing about the foundations of the aleged duty.

In order to survive amotion to dismiss aclam for breach of fiduciary duty, the

plantiff must set forth specific facts condtituting the dleged relationship with

aufficient particularity to enable the court to determine whether, if true, such facts

could give rise to afiduciary reationship.
Bryan R, 738 A.2d at 846-47. Thecomplaintinthiscase sstsforth no such facts. However indulgently the
complaint may bereed, it cannot be read to dlow the drawing of areasonableinferencethat therelationship
between the plaintiff and Small was such that Small owed hisemployer afiduciary duty under Mainelaw, or
indeed that Small wasever the superior party” in hisrdationship with the plaintiff. Seealso United Sates
exrel. Karvelas v. Melrose-Wakefield Hosp., 360 F.3d 220, 240 (1<t Cir. 2004) (“ Simply parroting the
languageof a. . . cause of action, without providing somefactua support, isnot sufficient to gateaclam.”).

Count Five should be dismissed.
E. Count Six
Count Six aleges that Kingway tortioudy interfered with the * advantageous reaionship” that the

plantiff had with Smdl by virtue of the confidentia information agreement. Complaint Y 75-80. Kingway

contendsthat the complaint failsto dlege*any conduct that might congtitute unlawful coercion or extortion”

by Kingway. Moation a 8. The plaintiff responds that its dlegation that Kingway “imposed performance



and other expectations on Defendant Smdl that in these circumstances intimidated Defendant Smdl into
breaching the Employee Patent and Confidentid Agreement,” Complaint I 78, aleges the “type of
economic pressure’ that “could giveriseto ‘intimidation” asthe Law Court has defined it in this context.”
Opposition at 15.
Under Maine law,

[t]o succeed on atortiousinterference clam, [aplaintiff] need[] to establish (1)

the existence of a valid contract or prospective economic advantage; (2)

interference with that contract or advantage through fraud or intimidatior; and (3)

damages proximately caused by the interference.
Gordan v. Cummings, 756 A.2d 942, 946 (Me. 2000) (citation and internd quotation marks omitted).
The plaintiff relies on intimidation as the means of interference in thiscase. “Interference by intimidation
involves unlawful coercion or extortion.” Rutland v. Mullen, 798 A.2d 1104, 1111 (Me. 2002).

The plaintiff assertsthat “[o]ne can imagine astuation where economic pressure gpplied by one's
employer could riseto thelevd of ‘extortion’ so asto giveriseto liability pursuant to thistort.” Opposition
at 15-16. It makes no argument that it has sufficiently dleged unlawful coercion. Under Maine law, an
dlegation that the property intended to be injured by extortion is a contract of employment is sufficient to
dlegeacrime. Satev. Vallee, 136 Me. 432, 443 (1940), overruled on other grounds by Sate v.
Deschambault, 159 Me. 223, 227-28 (1963). Accordingly, extortion under Maine law may involve
threatened loss of a contract of employment. Paragraph 78 of the complaint may reasonably be read to
dlege the threatened loss of Smdl’s employment by Kingway and thus Count Six appearsto be sufficient

under Maine law.

The motion to dismiss Count Six should be denied.

10



F. Count Seven

Count Seven of thecomplaint alleges converson. Complaint 181-84. Thecomplant identifiesthe
property dlegedly converted & “[t]he information protected by the Employee Patent and Confidentia
Information Agreement.” Id. 1/ 82. The defendants contend that the claim alleged does not involve the
limited types of intangible property that may be subject to converson under Mainelaw. Motiona 9. In
response, the plaintiff concedes that “no converson clam liesunder Mainelaw for conversion of intangible
property in the nature of atrade secret and stipulatesto the dismissal of its converson clam to the extent it
relieson the appropriation of such information.” Opposition at 16.3 The plaintiff nonethdessmantainsthat
it has stated a viable clam for converson “to the extent that defendant Small actudly converted tangible
property in the form of documentsor lits” Id. The defendantsrespond that the plaintiff “ has neglected to
dlege any facts in the Complaint that sate or fairly imply that Smdl actudly has any tangible property.”
Reply at 7.

In support of its assertion that it has stated a claim for conversion of tangible property, the plaintiff
cites “Complaint, Counts | and Il [dc], Prayer for Relief (asking for return of tangible property).”
Oppostion a 16. The only references to documents in those counts appear in the prayersfor rief; there
areno factud dlegationsdleging that elther of the defendants possesses documents be onging to the plaintiff.

The defendants contend that prayers for relief may not be consdered as dleging facts. But they cite no

authority that supportstheir position Reply a 7. InWMCO Corp. v. WillisIndus., 567 F.Supp. 352, 355

%« Conversion may extend to certain types of intangibles, for example aright to payment, or aright to withdraw funds, that
are customarily merged in or identified with some document, such as a promissory note or bank book. The unfair use and
appropriation of information that is not customarily merged in aparticular document is more appropriately addressed by
other remedies.” Northeast Coating Techs., Inc. v. Vacuum Metallurgical Co., 684 A.2d 1322, 1324 (Me. 1996) (citetion
(continued on next page)

11



(N.D. 1l1. 1983), the court noted that “familiar pleading principlesteach [thet] the prayer for rdlief isnot part
of the cause of action itsdlf, whichisafunction of thefactsdleged inthecomplaint.” (Emphasisinoriging.)
Citing WICO, the Fifth Circuit hed in Bank of New Orleans & Trust Co. v. Monco Agency, Inc., 823
F.2d 888 (5th Cir. 1987), that failure to mention a particular theory of recovery in any part of acomplant
other than the prayer for relief did not bar the plaintiff from asserting that theory in further proceedings, in
part because the substance of a complaint prevails over “technicalities and pleading niceties’ under the
concept of notice pleading. 1d. at 891.

It is not necessary that this court determine whether either of these opinionsis close enough on its
facts to be persuasive authority for purposes of this case, however, because the plaintiff may, at this
relatively early stage of the proceedings, remove any pleading deficiency by amending Count Seven to
include the appropriate factud alegations. Leave to so amend is hereby given.® If the plaintiff files an
amended complaint with additiond factud dlegationsin Count Seven no later than five businessdaysfrom
the date of thisrecommended decision, | recommend that the motion to dismiss Count Seven be granted as
to any intangible property and otherwise denied. If no such amendment isfiled, | recommend that the
motion to dismiss Count Seven be granted in its entirety.

V. Conclusion

For theforegoing reasons, | recommend that the defendants’ motionto dismissbeGRANTED as
to Counts Two, Five and that portion of Count Seven that leges conversion of information not cusomarily
merged in a particular document and otherwise DENIED. My recommendation as to Count Seven is

conditioned on thefiling by the plaintiff no later than five business days from the date of this recommended

and internal quotation marks omitted).

12



decison of an amended complaint amending Count Seven to alege the conversion of a document or
documents that contains or contain the information a issue. In the absence of such afiling, | recommend

that the motion to dismiss be granted asto Count Seven in its entirety.

NOTICE

A party may file objections to those specified portions of a magistrate judge’s report or
proposed findings or recommended decisions entered pursuant to 28 U.S.C. § 636(b)(1)(B) for
which de novo review by the district court is sought, together with a supporting memorandum
andrequest for oral argument beforethedistrict judge, if any issought, within ten (10) days after
being served with a copy thereof. A responsive memorandum and any request for oral argument
before the district judge shall be filed within ten (10) days after the filing of the objection.

Failuretofileatimely objection shall constitute a waiver of theright tode novoreviewby
thedistrict court and to appeal the district court’s order.

Dated this 28th day of June, 2005.
/9 David M. Cohen

David M. Cohen

United States Magistrate Judge
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* Thisleave to amend extends only to Count Seven.
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