UNI TED STATES COURT OF APPEALS
For the Fifth Crcuit

No. 01-40907

KENNETH L. RORIE, d/Db/a Kentex,
Pl ai ntiff-Appellee,
VERSUS
TRACY EDWARDS,
individually, d/b/a Tyler Fab & Equi pnent, d/b/a Rento,
SHERRI EDWARDS,
C. WAYNE HEW TT,

individually, d/b/a Red Eye Machi ne, d/b/a Rento,
Def endant - Appel | ant.

Appeal fromthe United States District Court for the
Eastern District of Texas, Tyler
CA# 6:00-CVv 141

August 13, 2002

Before DAVIS, DeMOSS, and STEWART, Circuit Judges.
PER CURI AM ~

Appel l ants challenge the district court’s judgnent against

"Pursuant to 5th Gr. R 47.5, the Court has determ ned that
this opinion should not be published and is not precedent except
under the limted circunstances set forth in 5th Gr. R 47.5.4.
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them for m sappropriation of trade secrets, disparagenent, and
fal se advertising, primarily on grounds that the evidence does not
support the verdict and judgnent. For the reasons that follow, we
affirmin part, vacate in part, and renmand.

l.

Plaintiff-appell ee Kenneth Rorie owns and operates a busi ness
called Kentex that builds machines including coil processing
machi nes that unroll coiled sheet netal, bend it flat, and cut it
to a desired length and w dth. Kentex is housed in a | ocked
building in a rural area.

Tracy Edwards joi ned Kentex in 1985 as a | aborer and was soon
pronoted to shop manager. As shop manager, Edwards used many of
the plans for the coil processing machi ne and had access to all the
pl ans. Rorie gave Edwards sone of the responsibility for the
security of the plans and instructed himto rel ease the plans on a
need to know basis. Al though there was no witten agreenent, Rorie
informed Edwards in several conversations that the plans were
confidential and that Edwards should protect that confidentiality.

In 1998, Edwards left Kentex to start his own business. In
hi s new business, Edwards used Rorie’s plans to build a nachine
simlar to that sold by Kentex. He sold his first machine to
Standard Structures, a fornmer Kentex custoner.

Rori e sued Edwards, his wfe, and Wayne Hewitt in Texas state

court on a nunber of state unfair conpetition causes of action, and



for fal se advertising under the Lanham Act. Defendants filed a
def amati on and Lanham Act counterclaim Def endants renoved the
case to federal district court.

The district court dismssed defendants' counterclainms in a
partial summary judgnment order. Rorie then abandoned a nunber of
his state law clains and went to trial on theft of trade secrets,
di sparagenent, and fal se advertising under the Lanham Act. The
jury found agai nst the defendants on the clains of (1) trade secret
m sappropriation and awarded a royalty of $150, 000, plus $50,000 in
puni tive damages; and (2) di sparagenent and awar ded $50, 000 speci al
damages and $50, 000 punitive damages. The court found agai nst
Edwards and in favor of Rorie on the Lanham Act claim of false
advertising and awarded one dollar of nomnal damages and
injunctive relief, but denied Rorie's application for attorneys'
fees under the Act.

Defendants tinely filed a notice of appeal.

1.

The appel l ants first chall enge the sufficiency of the evidence
for the jury’'s finding that the coil processing machi ne and pl ans
for its construction were trade secrets; Edwards al so chall enges
the sufficiency of the evidence for the jury' s royalty award for
m sappropriation of those secrets. This court reviews such
chal l enges de novo, neking the sanme inquiry required of the

district court. As we have st ated:



W enpl oy a deferenti al standard of revi ewwhen exam ni ng
a jury's verdict for sufficiency of the evidence.
"Unl ess the evidence is of such quality and wei ght that
reasonabl e and i npartial jurors could not arrive at such
a verdict, the findings of the jury nust be upheld." W
may not rewei gh the evidence, re-evaluate the credibility
of the wi tnesses, nor substitute our reasonable factual
inferences for the jury's reasonabl e i nferences. W nust
view the evidence in the light nost favorable to
uphol ding the jury's verdict and nmay only reverse if the
evi dence points "so strongly and overwhel mngly in favor
of one party that the court believes that reasonabl e nen
could not arrive at a contrary conclusion." Questions of
| aw, of course, we review de novo.?

Under Texas law, the tort of trade secret m sappropriationis
establi shed by showi ng: “(a) a trade secret existed; (b) the trade
secret was acquired through a breach of a confidential relationship
or discovered by inproper neans; and (c) use of the trade secret
wi t hout authorization from the plaintiff.”2 The Texas Suprene
Court has adopted the definition of “trade secret” provided by the
Rest at ement of Torts.3

A trade secret may consist of any fornula, pattern,

! Douglas v. DynMcDernott Petroleum Operations Co., 144 F.3d
364, 369 (5th Gr.1998), quoting Ham Marine, Inc. v. Dresser
Indus., Inc., 72 F.3d 454, 459 (5th Cr.1995); Hltgen v. Sunrall
47 F.3d 695, 699-700 (5th Cr.1995); citing Pagan v. Shoney's,
Inc., 931 F.2d 334, 337 (5th Cr.1991); U.S. v. O Keefe, 128 F.3d
885, 893 (5th Cr.1997), cert. denied, 523 U. S. 1078 (1998); Minn
v. Algee, 924 F.2d 568, 575 (5th GCir.1991).

2 Alcatel USA, Inc. v. DA Technologies, Inc., 166 F.3d 772,
784 (5th Cir. 1999), citing Phillips v. Frey, 20 F. 3d 623, 627 (5th
Cr. 1994).

® See Taco Cabana Intern., Inc. v. Two Pesos, Inc., 932 F. 2d
1113, 1123 (5th Gr. 1991), citing Hyde Corp. v. Huffines, 158 Tex.
566, 586, 314 S.W2d 763, 776 (adopting Restatenent of Torts § 757
(1939)), cert. denied, 358 U S. 898 (1958).
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device or conpilation of information which is used in
one's business, and which gives him an opportunity to
obt ai n an advantage over conpetitors who do not know or
use it. It my be a formula for a chem cal conpound, a
process of manufacturing, treating or preserving
materials, a pattern for a machine or other device, or a
list of custonmers. ... A trade secret is a process or
device for continuous use in the operation of the
busi ness. Cenerally it relates to the production of
goods, as, for exanple, a machine or forrmula for the
production of an article.*

Appel | ants argue that under Texas |law, Rorie’s machine and its
pl ans cannot be protected as trade secrets. The Texas and U. S
Suprene Courts have held that trade secret |aw does not protect a
good or its plans that may be produced fromreverse engi neering.?®
Appel l ants al so argue that the machine and its plans are not secret
because the nmachine was alnost identical to all conpetitor
machi nes, hence their only conpetitive advantage was the tine
appel l ants saved by not having to reverse engi neer the nmachine.

These argunents are not persuasive. W believe that Texas | aw
is clear:

One may use his conpetitor's secret process if he

di scovers the process by reverse engineering applied to

the finished product; one may use a conpetitor's process

if he discovers it by his own independent research; but

one may not avoid these | abors by taking the process from

the di scoverer without his permssion at a tinme when he

i s taking reasonabl e precautions to maintainits secrecy.

To obtain know edge of a process w thout spending the
time and noney to discover it independently is inproper

* Hyde Corp., 158 Tex. at 586, 314 S.W2d at 776, quoting
Restatenent of Torts 8§ 757 (enphasis added).

> Wssnman v. Boucher, 240 S.W2d 278, 279-80 (Tex. 1951);
Bonito Boats, Inc. v. Thunder Craft Boats, Inc., 489 U S. 1 (1989).
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unl ess the holder voluntarily discloses it or fails to
t ake reasonabl e precautions to ensure its secrecy.?®

Viewing the facts in the |ight nost favorable to the verdict,
we are satisfied that the machine and its plans were secrets
Rorie kept his building | ocked and never allowed his suppliers or
contractors access to any pl an beyond what was needed. W are al so
satisfied that Edwards was under a duty not to inproperly use the
pl ans. As we have stated, trade secret “protection wll| be awarded
to a trade secret hol der agai nst the disclosure or unauthorized use
by those to whomthe secret has been confided under either express
or inplied restriction of nondisclosure or by one who has gai ned
know edge by i nproper nmeans.”’ Edwards was Rorie’s right-hand nan,
wth overall responsibility to construct the nachine. Rori e
repeatedly infornmed Edwards that the plans were proprietary and
that Edwards was to provide plans to suppliers on a need-to-know
basis. W are therefore satisfied that the record was sufficient
for the jury to find that Rorie took adequate steps to protect the

confidentiality of the plans and that Edwards violated Rorie’s

S E 1. duPont deNemours & Co. v. Christopher, 431 F.2d 1012,
1015-16 (5th Cir. 1970).

" Phillips at 629, citing Kewanee O | Co. v. Bicron Corp., 94

S.Ct. 1879, 1883 (1974). See also Taco Cabana at 1123, citing
Furr's, Inc. v. United Specialty Advertising Co., 385 S.W2d 456,
459 (Tex.C v. App.--El Paso 1964, wit ref'dn.r.e.), cert. denied,
382 U. S. 824 (1965)(A secret-holder “wll lose his secret by its
di sclosure unless it is done in sone manner by which he creates a
duty and places it on the other party not to further disclose or
use it in violation of that duty.”)
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trust when he msappropriated the plans and built the coi
processi ng nmachi ne.

A reasonabl e royalty is the appropriate neasure of damages for
the m sappropriation of the trade secret in this case. Appellants

argue that under Metallurgical Industries, Inc. v. Fourtek, Inc.,

the estimtion of danmages that underlies the quantification of a
reasonabl e royalty may not be based on “sheer speculation. |If too
few facts exist to permt the trier of fact to cal culate proper
danmages, then a reasonable renedy in law is unavailable.”?

Appel l ants’ argunent is unavailing because the jury did not
base its award on “sheer speculation.” The cases allow a
plaintiff considerable flexibility in establishing a reasonable
royal ty. I f actual |osses are not known, a reasonable royalty
shoul d be awarded, based on the legal fiction of a licensing price
for the secrets.

In calculating what a fair licensing price would have
been had the parties agreed, the trier of fact should
consi der such factors as the resulting and foreseeabl e
changes in the parties' conpetitive posture; the prices
past purchasers or |icensees may have paid; the total
value of the secret to the plaintiff, including the
plaintiff's devel opnent cost and the inportance of the
secret tothe plaintiff's business; the nature and extent
of the use the defendant intended for the secret, and
finally whatever other unique factors in the particul ar
case m ght have affected the parties' agreenent, such as
the ready availability of alternative process.?®

8790 F.2d 1195, 1208 (5th Cir. 1986).

° |1d. at 539, citing Hughes Tool Co. v. G W Mirphy
| ndustries, Inc., 491 F.2d 923, 931 (5th Cr. 1973).
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Rori e asked for $140,000 to $150,000 as a reasonabl e royalty,
based on the noney he testified he spent on research and
devel opnent to create his plans, lost gross profits from two
machi nes per year for two years, and the effect the | oss of profits
had upon his conpetitive research and devel opnent. Plaintiff
produced sufficient evidence to support the award.

L1l

Appel  ants next challenge the sufficiency of the evidence to
support the jury's finding of false advertising under the Lanham
Act . They argue that Rorie failed to denonstrate that the
advertising was false. Rorie produced evidence that Edwards (1)
copied Rorie’'s brochure al nost verbatimfromthe Kentex brochure,
(2) msrepresented the capabilities of the copycat nmachi ne, and (3)
posted a picture of a machine on his website that Edwards did not
actual |y manuf act ure.

The court awarded Rorie one dollar in nomnal danages
consistent with the jury verdict. The court also entered a
permanent injunction that prevented Edwards from (1) distributing
advertising material using the text, or deceptively simlar text,
of Rorie’s brochure, or (2) distributing or posting advertising
mat eri al displayi ng photographs of any nmachi nes Edwards did not
actually or substantially manufacture.

The el enents of a Lanham Act claimfor fal se advertising are:

(1) a false or msleading statenent of fact about a product; (2)



that either deceived or had the capacity to deceive a substanti al
segnent of potential consuners; (3) the deception is material, in
that it is likely to influence the consuner's purchasi ng deci si on;
(4) the product is in interstate comerce; and (5) the plaintiff
has been or is likely to be injured as a result of the statenent at
i ssue. 10

If a statenent of fact is shown to be literally false, then
deception is inferred.* If a plaintiff is seeking danmages based
on a statenent that is anbi guous or m sl eading, however, actua
deception may not be inferred and nust be proven. !?

Rori e presented no evidence that any consuners were confused
or deceived by the brochure or Edwards’ representation of the
abilities of Edwards’ machine. But the jury was entitled to find
that Edwards made a literally false statenent when he depicted a
machi ne (franme welder) that he did not build as his own on his
website. Although the nmachine shown on the website was a frane
wel der and not a coil processor, Edwards’ inplicit representation
t hat he produced this machi ne apparently led the jury to concl ude
that Edwards was trying to project an image as a nuch nore

experienced manufacturer in this field than he actually was. This

0 See Pizza Hut, Inc. v. Papa John's Intern., Inc., 227 F.3d
489, 495 (5th Gir. 2000).

1See id. at 497.

2See id.



evi dence was sufficient—-although barel y—to support the Lanham Act
i njunction and nom nal danmages.
| V.

Tracy Edwards argues that the business disparagenent verdict
must be reversed, because Rorie failed to prove special danages--
an essential elenent of the tort. This court has interpreted the
Texas requirenent for special damages in di sparagenent cases as
follows: “To prove special damages, a plaintiff nust provide
evidence of direct, pecuniary loss attributable to the false
comuni cati ons of the defendant.”®

Rori e presented anpl e evi dence to showt hat Edwards di sparaged
Rorie’s equi pnent and custoner service before and after he left
Kent ex. Rorie showed that his coil machine sales receipts fel
from $333,000 in 1998 to $156,000 in 1999 to $80,000 in 2000. He
sold seven machines in 1998, three in 1999, and two in 2000
Edwards sold three machines during this tine. But Rorie admtted
that he could not say that any of his | ost sales were attributable
to Edwards’ disparaging remarks about the Kentex nachine. And
Rori e produced no other probative evidence connecting his loss in
sales to Edwards’ remar ks. Rorie’s proof was therefore
insufficient to show a “direct pecuniary loss” attributable to
Edwar ds’ remark. W nust therefore vacate the award for both

pecuni ary and punitive damages for disparagenent.

13 Johnson v. Hospital Corp. of America, 95 F.3d 383, 391 (5th
Gir. 1996).
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V.

Appel l ants argue that the injunction regarding appellants
trade secret m sappropriation is overbroad in that it prevents his
use of any “docunent” that they obtained fromRorie and not |imted
to the plans the jury found to be trade secrets. W are satisfied
that the court used the word “docunent” to identify the plans found
to be trade secrets, and giving the injunction this interpretation,
it i1s not overbroad.

VI,

Appellants filed a counterclaimfor violation of the Lanham
Act and defamati on based upon i nvestigative letters nmailed by Rorie
during the investigative stage of the lawsuit. The district court
held these letters to be absolutely privileged under Texas | aw as
part of the judicial process. Appellants argue on appeal that the
dat abase of addresses that Rorie used to send his investigative
letters included organizations and businesses that could not
possi bly be connected to a reasonable investigation. The record
reveal s no evidence to conflict with Rorie's affidavits that from
the database, he only sent the letter to clients and potenti al
clients. The district court did not err in its ruling on
privilege.

VI,
For the reasons stated above, we affirm the judgnent of the

district court except for the conpensatory and punitive danage
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award on plaintiff Rorie's disparagenent claim? Because the
evidence does not establish an essential elenent of Rorie’s
di sparagenent claim we vacate the award on this claimand renmand
the case to the district court for entry of judgnment consistent
with this opinion.

AFFI RVED | N PART, VACATED I N PART, REMANDED

“pppel | ants al so seek attorneys’ fees based on the Texas Theft
Liability Act. Rorie originally brought his trade secrets action
under this Act, but he abandoned this statutory action prior to
trial. Had Rorie seen the action through, the prevailing party
woul d have been entitled to attorneys’ fees, but he did not. Hence
neither side is entitled to attorneys’ fees under the Act.
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