United States Court of Appeals,
Fifth Grcuit.
No. 95-10893.
TEXAS TANKS, INC., Plaintiff-Appellant,
V.
OVENS- CORNI NG FI BERGLAS CORP., Defendant - Appel |l ee.
Nov. 14, 1996.

Appeals from the United States District Court for the Northern
District of Texas.

Bef ore H G3 NBOTHAM W ENER and PARKER, Circuit Judges.

ROBERT M PARKER, Circuit Judge:

Appel l ant, Texas Tanks, Inc. ("TTlI") appeals the district
court's judgnent for Appellee, Owens-Corning Fiberglas Corp.
(" Onens- Cor ni ng") notw t hst andi ng t he verdi ct and seeks
rei nstatenent of the jury's conpensatory damage award of $2, 000, 000
and exenplary danmage award of $3,000, 000. Finding that the
evidence was legally sufficient to support the jury's verdict, we
reverse
| . PROCEDURAL BACKGROUND

TTI brought this action agai nst Oaxens-Corning i n Septenber of
1994, claimng theft of trade secrets, breach of confidentiality
agreenents, fraud, and negligent m srepresentation. TTI filed the
original action in Texas state district court. Owmnens-Corning |ater
renoved the case to federal district court on the basis of conplete
diversity.

State |l aw governs this diversity dispute. The parties tried
and argued this case on the assunption that Texas |aw applies.
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Since there are substantial Texas contacts, this Court will also
apply the law of Texas. House of Koscot Devel opnent Corp. v.
Anmerican Line Cosnetics, Inc., 468 F.2d 64, 66 (5th G r.1972).

From Septenber 11 to Septenber 15, 1995, TTI's clainms were
tried to a jury. On Septenber 18, 1995, the jury returned a
verdict in favor of TTI, awarding $2,000,000.00 in conpensatory
danmages and $3, 000, 000.00 in exenplary damages. TTI noved for
entry of judgnent on the jury's verdict, and Omens-Corning noved
for judgnent as a matter of |aw notw thstanding the verdict.

The district court granted Oaens-Corning's notion for JNOV.
Specifically, the district judge found that there was no evi dence
that Omens-Corning had comercially "used" TTlI's trade secrets,
and, therefore, the evidence would not support the jury's verdict
on theft of trade secrets or breach of confidentiality agreenents.
In addition, the district judge found that the evidence woul d not
support the jury's verdicts on fraud or negligent representation,
or the award of conpensatory or exenplary damages. The district
court entered judgnent in favor of Owens-Corning, and TTl tinely
appeal ed.

1. FACTUAL BACKGROUND

TTI is a famly owned conpany that designs and manufactures
above-ground petroleum storage tanks (referred to as "AST").
Onens-Corning is alarge manufacturer of fiberglass products. This
case concerns busi ness deal i ngs between TTlI and Oaens- Corni ng from
January through April 1994.

In the Spring of 1993, Omnens-Corning decided to sell its tank



di vi sion, whi ch produced under-ground petrol eumstorage tanks nade
fromfiberglass. In 1992 and 1993, tank division sal es decreased
by approximately $40 million annually. Owens-Corning believed it
could recapture lost nmarket share and thereby nake the tank
division nore attractive to potential buyers by introducing its own
AST. It decided to pursue the licensing of existing technol ogy
rather than pursuing its own research and devel opnent to allow a
qui cker market entry. Owmnens-Corning contacted TTlI for the purpose
of licensing AST technology for a fiberglass lined tank and
negoti ati ons ensued. At TTl's request, each nenber of Owmens-
Corning's negotiating team executed a witten confidentiality
agreenent . TTI thereafter disclosed the details of its AST
t echnol ogy, including providing Ovens-Corning a prototype tank.

In February or March 1994, during the ongoing negotiations,
Onens- Cor ni ng began a paral |l el i ndependent AST devel opnent project.
On April 1, 1994, Owens-Corning made a formal offer to |icense
TTI's technol ogy, but offered a 1% royalty rather than the 8-12%
royalty that had been di scussed and excl uded t he $2, 000, 000 upfront
paynment that TTI had insisted on throughout the negotiations. TTI
did not accept this offer.

Onens-Corning eventually sold its tank division to Fluid
Cont ai nnent, Inc. Owens-Corning never nmarketed or sold an AST. At
the time of trial, Fluid Containnent, Inc. had not devel oped
mar keted or sold the type of AST at issue in this case.

[11. SUFFI Cl ENCY OF THE EVI DENCE

a. Standard of review



The primary issue presented for our review is whether the
district court erred in concluding that the evidence was not
legally sufficient to support the jury's verdict. This Court
reviews a judgnent as a matter of |aw de novo, applying the sane
standard as the district court. Geat Western Directories, Inc. v.
Sout hwestern Bel | Tel ephone Co., 63 F. 3d 1378, 1384 (5th Cr.1995).
The district court, in entertaining a notion for directed verdi ct
or JNOV, nust view the evidence in the light nost favorable to the
party agai nst whomthe notion is nade. 1d. On appeal, this Court
must consi der the evidence in the sanme way, giving the non-noving
party the advantage of all reasonable inferences the evidence
justifies. A judgnent notw thstanding the verdict should be
granted only when the facts and inferences point so strongly and
overwhel mngly in favor of the noving party that a reasonabl e juror
could not arrive at a contrary verdict. Id.

Since this case cones to us on a judgnent notw t hstandi ng the
verdict, we will reviewthe evidence in the |ight nost favorable to
the non-novant, TTl, and thus in the |ight nost favorable to the
jury's verdicts. There was conflicting evidence on many points,
but the evidence was sufficient for the jury to draw the foll ow ng
concl usi ons.

b. The evidence.

TTI's owner, WIlliamA. Hall and his sons devel oped the first
AST to receive an Underwiter's Laboratories ("UL") approval. The
Halls were instrunental in securing changes in the relevant fire

codes and UL testing procedures that allowed w despread



i ntroduction of ASTs into the storage tank market in 1993.

Onens-Corning is an international manufacturer and seller of
fi berglass rel ated products. Owens-Corning' s tank division was the
| argest manufacturer and seller of underground petrol eum storage
tanks in the world. The tank division's significant net |osses in
1992-93 resulted, in part, fromthe introduction of ASTs into the
mar ket .

During the course of the licensing negotiations, TTl expl ai ned
desi gn specifications and production net hods and provi ded draw ngs
of critical design elenents. TTI indicated early on in the
di scussions that it would not be wlling to license its technol ogy,
sell production equipnent and release its sales force, (all terns
t hat were di scussed) without an up-front paynment of $2, 000, 000. 00.
This was the amobunt the Halls estimated it would take to reinburse
t he expenses and debt incurred in the research and devel opnent of
the AST. At the time Owens-Corning contacted TTI, TTI was
exploring the availability of investnent capital wth financia
advi sors and potential investors. TTI broke off those discussions
when Ownens-Corning indicated that it was conmtted to pursuing a
busi ness rel ati onshi p.

During negoti ations, Oaens-Corning requested information on
the patents TTlI had applied for and obtained the rights to. The
Halls testified that the only concern Owens-Corning expressed
regardi ng patents was that it needed to avoid infringi ng on anyone
el se's patents when it marketed its own AST. Owens-Corning also

expressed concern regardi ng UL approval of an AST with a fibergl ass



inner tank. TTI assured Owens-Corning that it could obtain that
approval. TTI had already passed UL tests with a fiberglass cl ad,
steel inner tank, and did in fact receive UL approval on an AST
with a fiberglass inner tank after the negotiations had cone to a
stand-still.

Because Onens- Corning was planning to sell its tank division,
Onens- Corni ng chief negotiator M ke Messner had been told he did
not have the authority to enter into an agreenent that required an
up-front paynent. Therefore, he knew when he began negoti ati ons
with the Halls that their insistence on a $2 mllion dollar
up-front paynment would be a problem Neverthel ess, Messner never
told the Halls that he did not have that authority. | nst ead,
Messnmer indicated that he could put the up-front paynent in the
contract as guaranteed profit on initial purchases of inventory.

During the negotiations, the parties discussed a royalty on
ASTs sol d by Omens-Corning in the anount of 12, 10, and 8 percent,
decreasi ng over tine.

During the negotiations, Owens-Corning began to develop its
own AST. Al t hough Owens- Corni ng contends that Dave Bartlow, an
Onens- Cor ni ng engi neer, devel oped an AST design relying entirely on
intuition, general engi neering know edge, and the advi ce of expert
suppliers, there is anple evidence that Bartlow participated in
detailed discussions wth Omens-Corning's negotiating team
regardi ng TTlI tank desi gn and production techniques. In the mddle
of March, these Owmnens-Corning representatives created invention

records, a prelimnary step in the patent application process, for



their owm AST design. Bill Hall, Sr. testified that the draw ngs
attached to Omens-Corning's invention records were virtual copies
of the drawings TTI had provided during negotiations. Oonens-
Corning secretly produced its own AST prototype for testing and
actively pursued potential buyers for its tank division, using the
prospect of an AST that was in devel opnent.

On April 1, 1994, Owens-Corning sent the Halls an offer that
i ncl uded no up-front paynent and a royalty of 1% It is undisputed
that this proposal did not reflect the terns negotiated by the
parties. Oaens-Corning representatives admtted that the Halls had
consi stent|ly demanded t he up-front paynent and that they knewthere
was no chance TTl woul d accept the proposal. Oaens-Corning clains
that the reason for the drastic change in the proposal was the
determ nation that the Halls' patents were worthl ess because they
were so narrow that they would not be effective as offensive tools
to keep other conpanies from produci ng conpeting ASTs. The Halls
testified that this had never been an expressed concern.
c. Anal ysis.
1. Theft of trade secrets.

The district court instructed the jury that

to establish a trade secret violation, plaintiffs have the
burden of proving by a preponderance of the evidence that

First, trade secrets exi sted;

Second, the defendant acquired those secrets as a result
of a confidential relationship,;

Third, that the defendant used the secret information
(w thout authorization of the plaintiff).

Only wongful use of secret information disclosed in
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confidence gives riseto liability. To find defendant |iable
for m sappropriation of trade secrets, you nust find by the
preponderance of the evidence that plaintiff had specific,
identifiable trade secrets which were acquired by the
defendant as a result of a confidential relationship and that
def endant used these secrets in developing or nmaking its
pr oduct .

This instruction is consistent with Texas |law on theft of trade
secrets, see Sikes v. MG aw Edison Co., 665 F.2d 731, 733 (5th
Cir.1982); Hurst v. Hughes Tool Co., 634 F.2d 895, 896 (5th
Cir.1981), and the parties do not argue that it was an inaccurate
i nstruction.

Inits notion for JNOV Onens- Corni ng argued that the evidence
fails to support the jury's conclusion that Owens-Corning used
TTI's trade secrets. Likew se, the district court's order granting

JNOV focused on the "use" requirenent, holding:

There is no evidence that the Defendant used the Plaintiff's
t echnol ogy. The Defendant has never marketed or sold an
aboveground storage tank. There is furthernore no evidence
that the Defendant provided to Fluid Containnent, Inc., the
pur chaser of Defendant's tank division, any of the Plaintiff's
proprietary information. The evidence shows that Fluid
Contai nnent, Inc. has not marketed or sold an aboveground
storage tank containing a fiberglass inner tank. No evidence
was offered which showed that Fluid Containnent, Inc. had
intentions or plans to devel op, nmarket, or sell the type of
aboveground storage tank at issue in this case. Thus, no
evi dence supports the jury's findings on breach of contract or
theft of trade secrets.

Therefore, our reviewof the jury's trade secrets verdict wll
belimted to determ ni ng whet her the evidence supports the finding
t hat Ownens-Corning "used" TTl's trade secrets.

TTI presented evidence that the sanme individuals at Owmens-
Corning who had access to their proprietary information were

| eadi ng Onven-Corning's effort to develop its own AST and that the



drawi ngs Owens-Corning included in its invention records were
virtual copies of TTlI's drawi ngs. Also, Owaens-Corning "used" the
devel opnent of the AST to enhance the value and attractiveness of
the tank division to potential buyers. Owens-Corning argues that
t hese actions do not, as a matter of law, constitute the comrerci al
use necessary to support a theft of trade secrets verdict. Onens-
Corning takes too narrow a view of "use".

Di scussing this issue in a simlar context, a Texas court of
appeal s has stated that using trade secrets to conplete the design
for a conpeting device, consulting a patent attorney about
protecting its design, and seeking financing frominvestors for the
devel opnent of its product constituted a comrerci al use even t hough
the defendant had not commenced production and sales of its
product. Garth v. Staktek Corp., 876 S.W2d 545 (Tex. App. -Austin
1994) . "Any m sappropriation of trade secrets, followed by an
exercise of control and dom nation, is considered a comerci al
use. " ld. at 548. Viewing the evidence in the [|ight nost
favorable to the verdict, there was sufficient evidence in this
case to allow the jury to conclude that Owens-Corning nmade use of
TTl's trade secrets.

Because we find sufficient evidence to support the jury's
verdi ct on theft of trade secrets, and the danages awarded nay al
be attributed to a single claim we need not address plaintiff's

ot her causes of action.?

The question of damages was submitted to the jury, without
obj ection, as follows:



2. Conpensatory damages.

The district court held that the jury's award of conpensatory
damages is not supported by sufficient evidence because TTl's
evi dence of damages is too specul ative. There was uncontroverted
evidence that TTl's demand for an up-front paynent of $2 million
was reasonably based on its cost of research and devel opnent.

In University Conputing Co. v. Lykes-Youngstown Corp., 504
F.2d 518 (5th G r.1974), this Court devel oped a flexible standard
for measuring damages in a theft of trade secret case.? Wile
noting that a plaintiff's costs of devel opnent would frequently be
i nadequate to sufficiently conpensate the plaintiff, we held that
this was one possi ble, and al | owabl e, conponent in the cal cul ation
of damages. ld. at 538. Using this neasure of damages, rather
that sone conputation of lost profits, we find that the evidence
was nore than sufficient to support the jury's award of $2 mllion
i n conpensatory damages
3. Exenpl ary danmages.

The jury was allowed to award exenplary damages if it found

| f you have answered "Yes" to Question 1, 2, 3, or
4, [plaintiff's individual clains] then answer the
foll ow ng question....

What sum of noney, if any, if paid now in cash,
woul d fairly and reasonably conpensate Texas Tanks, | nc.
for its danmages, if any, that were proxi mately caused by
the conduct, if any, of Owens-Corning Fiberglas
Cor poration?

2Al t hough University Conputing was a decision under the
Ceorgia |l aw of trade secrets, CGeorgia, |ike Texas, bases its | aw of
trade secrets on the Restatenent of Torts 8 757 (1939). Further,
the Austin, Texas Court of Appeals in Garth relies on University
Conmputing. Garth, 876 S.W2d at 549.
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that Omens-Corning acted with malice or conscious indifference
towards the rights of TTI. "Malicious" was defined for the jury as
"done willfully and purposely, to the injury of another." TTI
relies on evidence that Onens-Corning began devel opnent of their
own AST design one week after they received delivery of TTI's
prototype; Oaens-Corning had its own secret prototype ready for
testing within six weeks after they began work on the project,
rather than the two years they originally estimted such a project
woul d require; and that Oamens-Corning i ncluded copies of TTlI trade
secrets in its AST invention record. Ownens-Corning' s conflicting
evi dence notw t hstandi ng, the jury's award of exenpl ary damages was
supported by sufficient evidence.
| V. ATTORNEYS FEES
TTI appeals the district court's failure to award its

attorney's fees. Since no cause of action alleged by TTI would
all owthe award of exenpl ary damages and attorneys fees, this Court
may affirmthe award that would all ow the | argest recovery—+n this
case, exenplary damages. See Star Houston, Inc. v. Shevack, 886
S.W2d 414, 422 (Tex. App. —|Houston (1st) 1994). Therefore, we find
TTI's argunent for award of attorney's fees without nerit.
V. CONCLUSI ON

For the foregoing reasons, we reverse the district court's
JNOV and remand for entry of judgnment in favor of TTl pursuant to
the jury's verdict.

REVERSED AND REMANDED
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