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

RI CHARD K. BIEG Sr., Al.A : CIVIL ACTI ON

V.
HOVNANI AN ENTERPRI SES, | NC. NO. 98-5528

MEMORANDUM

WALDMAN, J. November 9, 1999

|. Introduction

Plaintiff has asserted cl ai s agai nst defendant for
copyright infringenent and trade secret m sappropriation.
Presently before the court is defendant’s notion to dism ss
pursuant to Fed. R Cv. P. 12 (b)(6). Defendant asserts that
plaintiff’s clains are barred by res judicata, by a license
granted to defendant by plaintiff to use the docunents that form
the basis of the clains and by the doctrine of election of
remedi es. Defendant al so contends that the trade secret
m sappropriation claimis preenpted by federal copyright |aw

1. Legal Standard

The purpose of a Rule 12(b)(6) notion is to test the

| egal sufficiency of a conplaint. See Sturmv. Cark, 835 F. 2d

1009, 1011 (3d Cr. 1987). In deciding such a notion, the court
accepts as true the factual allegations in the conplaint and
reasonabl e inferences therefrom and views themin a |ight nost

favorable to the nonnobvant. See Rocks v. Phil adel phia, 868 F.2d

644, 645 (3d Cr. 1989). Dismssal of a claimis appropriate



only when it clearly appears that the plaintiff can prove no set

of facts which would entitle himto relief. See H shon v. King &

Spaul di ng, 467 U.S. 69, 73 (1984); Robb v. Phil adel phia, 733 F.2d

286, 290 (3d Gr. 1984).
In considering a notion to dismss, the court may al so
consi der exhibits appended to the conplaint and matters of public

record. See OGshiver v. Levin, Fishbein, Sedran & Berman, 38 F. 3d

1380, 1384 n.2 (3d Gr. 1994); Pension Benefit Guaranty Corp. v.

Wiite Consolidated Industries, Inc., 998 F.2d 1192, 1196 (3d G r.

1993).
I1l1. Facts

As pled or discernible frommatters of public record,
the pertinent facts are as follow

Def endant Hovnani an Enterprises, Inc. ("Hovnanian") is
a Del aware corporation with its principal place of business in
Red Bank, NJ. It constructs and markets houses, townhouses and
condom niuns in several states including New Jersey and
Pennsyl vania. Plaintiff is an architect licensed in New Jersey
and Pennsylvania. He maintains a principal place of business in
West Chester, PA

In the course of performng architectural services for
Hovnani an, M. Bieg created copyrightabl e docunents i ncl udi ng
techni cal draw ngs, plans and specifications for residential

construction. On June 11, 1998, plaintiff reviewed Hovnani an’s



archives and learned that it had copied, distributed and possibly
di spl ayed plaintiff’s docunents and derivative works in violation
of his proprietary rights. On July 23, 1998, plaintiff began the
process of registering these works for copyrights.?

On March 24, 1997, plaintiff filed a conplaint in this
court agai nst Hovnani an predicated on diversity jurisdiction. 1In
that three count conplaint plaintiff asserted breach of contract
clains, alleging that Hovnani an "used plaintiff’s plans, draw ngs
and specifications for nunerous projects w thout conpensation to

plaintiff" in violation of an agreenment "to conpensate plaintiff

'Exhibit "A" of the Conplaint contains the registration
application forns for the follow ng works which plaintiff sent to
t he Register of Copyrights on July 28, 1999: Brooks Crossing at
Brandon Farns, Hopewell, NJ (project #1398-92-HO, unit 3240);
Oiginals (project #1427-92-HO and #1398-92-HO); Brooks Crossing
at Brandon Farns, Hopewell, NJ (project #1398-92-HO unit 3200);
Brooks Crossing at Brandon Farnms, Hopewell, NJ (project #1398-92-
HO, unit 3100 (also referred to as 3050)); Brooks Crossing at
Brandon Farns, Hopewell, NJ (project #1398-92-HO, unit 2700);
Brooks Crossing at Brandon Farns, Hopewell, NJ (project #1398-92-
HO unit 2475); Jade Mountain at Mntville, NJ (project # 1392-
91-HO ; Brooks Crossing at Brandon Farns, Hopewell, NJ (project
#1398-92-HO, unit 2685); Lake Shore Estates at Wall Townshi p,

N. J. (project #1414-92-HO . Additionally, on Septenber 25, 1998
plaintiff sent registrations fornms for the follow ng
architectural draw ngs: Studdiford Farns, Bridgewater Townshi p,
NJ (project # 1422-92-HO, unit 2350); Brooks Crossing at Brandon
Farms, Hopewell, NJ (project #1398-92-HO wunit 2350); Studdiford
Farms, Bridgewater Township, NJ (project # 1422-92-HO unit
3200). He also alleges that he registered two additional

proj ects, Brooks Crossing at Brandon Farns, Hopewell, NJ (project
#1398-92-HO, unit 2400) and Studdi ford Farms, Bridgewater
Townshi p, NJ (project # 1422-92-HO, unit 3200), however, no
registration forns for these projects were attached.

3



with a re-use fee for each unit type."?

On August 31, 1998, after the parties advised the court
of an agreenent to settle the 1997 suit, an order was entered
di sm ssing that case with prejudice. On Cctober 19, 1998,
apparently followng a dispute regarding terns of the settlenent
agreenent, plaintiff filed a notion to anend the conplaint in the
di sm ssed 1997 suit to add copyright and trade secret
m sappropriation clains. On the sane date, plaintiff filed a
second lawsuit in this court against Hovnani an based on federal
question jurisdiction. In tw counts, plaintiff asserts clains
for copyright infringenment and in a third count, a claimfor
trade secret m sappropriation. The second conplaint is
virtually word for word the sane as the proposed anendnent to the
conplaint in the 1997 suit.

On Decenber 30, 1998, plaintiff filed a "nmotion to
enforce settlenent” in the 1997 case. The relief actually sought
in that notion was an order vacating the dism ssal of August 31,
1998 and the reentry of an order of dism ssal expressly limted
to the contract clains asserted in the 1997 conplaint. On
January 21, 1999, plaintiff withdrew his notion to anend the

di sm ssed 1997 conplaint and his notion to enforce settl enent.

2The projects specifically nentioned in Counts | and Il in
the 1997 suit include: Brooks Crossing & Brandon Farns (1398-91-
HO; Elizabeth HIls (1427-92-HO); Parksi de Estates (81422-92-
HO ; Lakeshore Estates. Additional projects were referenced in
Appendi xes A and B of the conplaint including Brooks Crossing
(units 2400, 2475, 3100 (3050), 3200). Count Ill refers to
"“nunerous projects” which are not further identified.
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I'V. Discussion

A. Res Judicata

The doctrine of res judicata or claimpreclusion
essentially bars relitigation of causes of action which were or
coul d have been raised and decided in a prior suit. See

Har borside Refrigerated Servs., Inc. v. Vogel, 959 F.2d 368, 372

(2d Cir. 1992). The purpose is to prevent pieceneal litigation

of clains arising fromthe sane events. See Churchill v. Star

Enters., 183 F.3d 184, 194 (3d Cr. 1999).
The defense of claimpreclusion nmay be rai sed and
adj udi cated on a notion to dism ss where the court can take

notice of all facts necessary for the decision. See Day V.

Moscow, 955 F.2d 807, 811 (2d Cir. 1992) ("[w hen all relevant
facts are shown by the court’s own records, of which the court
takes notice, the defense [of res judicata] may be upheld on a

Rule 12(b)(6) notion"), cert. denied, 506 U S. 821 (1992);

Connel ly Found. v. School Dist. of Haverford Townshi p, 461 F.2d

495, 496 (3d Cr. 1972) (res judicata nmay be raised in notion to

dismss prior to answer); County of Lancaster v. Phil adel phia

Elec. Co., 386 F. Supp. 934, 937 (E.D. Pa. 1975) (res judicata
"may be raised and di sposed of on a notion to dismss"). A court
may take judicial notice of the record froma previous court

proceedi ng between the parties. See Oneida Mdtor Freight, Inc.

v. United Jersey Bank, 848 F.2d 414, 416 n.3 (3d Cir.), cert.

deni ed, 488 U.S. 967 (1988).
Federal |aw governs the preclusive effect of a prior

diversity judgnent in a subsequent federal question case. See
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Par anobunt Aviation Corp. v. Agqusta, 178 F.3d 132, 139 (3d GCr.

1999); In re Kaplan, 143 F.3d 807, 814-15 (3d Gr. 1998). To

denonstrate claimpreclusion under federal |aw, a defendant nust
show there has been a final judgnent on the nerits in a prior
suit involving the sane parties or their privies and a subsequent

suit based on the sane causes of acti on. Lubri zol Corp. v. Exxon

Corp., 929 F.2d 960, 963 (3d Cr. 1991); United States v. Athlone

Indus., Inc., 746 F.2d 977, 983 (3d Cir. 1984).

The parties to the present action clearly were al so
parties to the 1997 suit. The order dism ssing with prejudice

the 1997 suit pursuant to a settlenent was a final judgnent on

the nmerits for purposes of res judicata. See Langton v. Hogan,

71 F.3d 930, 935 (1st Cir. 1995); International Union v. Karr,

994 F.2d 1426, 1429 (9th cir. 1993); dark v. Haas G oup, Inc.,

953 F.2d 1235, 1238 (10th Gr.), cert. denied, 506 U S 832

(1992); Pelletier v. Zweifel, 921 F.2d 1465, 1501 (1ith Gr.

1991); deason v. MBride, 869 F.2d 688, 695 (2d Cr. 1989);

Harnett v. Billnman, 800 F.2d 1308, 1312 (4th Cr. 1986), cert.

deni ed, 480 U. S. 932 (1987); Interdigital Tech. Corp. v. Xl

Anerica, Inc., 866 F. Supp. 212, 213-14 (E.D. Pa. 1994).°3

The requirenent of an identity of causes of action

3Plaintiff does not dispute that the contract clains were
settl ed and appropriately dismssed. Indeed, in one of his
wi t hdrawn notions plaintiff sought entry of a new order of
di sm ssal expressly limted to the contract clainms. These, of
course, were the only clainms which could have been di sm ssed as
they were the only ones pending. For purposes of res judicata,
however, the question is not sinply what clains have been
di sm ssed but al so what clainms could have been asserted in a
prior case which has been di sm ssed.
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refers not only to clains actually litigated, but includes al
clainms arising out of the sanme underlying transaction or events
whi ch coul d have been litigated in the earlier proceeding.

Lubri zol Corp., 929 F.2d at 964; Athlone Indus., 746 F.2d at 984.

Thus, res judicata bars any such clains that a |itigant could
have asserted in a prior action including by way of an anended

conplaint. See Allen v. MCurry, 449 U. S. 90, 94 (1980);

Churchill, 183 F.3d at 195; Weods v. Dunlop Tire Corp., 972 F.2d

36, 41 (2d Cr. 1992); Langston v. Insurance Co. of North

Anerica, 827 F.2d 1044, 1048 (5th Cr. 1987).

There is no precise definition of "cause of action" for
cl ai m precl usi on purposes. Courts take a broad view of cause of
action and focus on the underlying events. Churchill, 183 F. 3d
at 194. Two actions are generally deened the sane where there is
an "essential simlarity of the underlying events giving rise to

the various |egal clains. Lubrizol Corp., 929 F.2d at 964;

At hl one I ndus., 746 F.2d at 984. See also In Re Air Crash at

Dal las/Ft. Wrth Airport, 861 F.2d 814, 816 (5th Cr. 1988)

(prior and subsequent clains are part of sane "cause of action”
if they arise from sane nucl eus of operative facts).

I n assessing whether two clains constitute the sane
cause of action for res judicata purposes, courts consider the
simlarity of the acts conplained and the nmaterial factual

all egations in each suit and of the w tnesses and docunentation



required to prove each claim See Lubrizol at 963. Contrary to
plaintiff’s assunption, the assertion of different |egal theories
of recovery does not defeat the application of res judicata. See
dark, 953 F.2d at 1238-39.

In the 1997 suit, plaintiff conplained that Hovnani an
used plaintiff’s plans, drawi ngs and specifications w thout
tendering the conpensation on which the perm ssion to use was
conditioned. In the present suit, plaintiff conplains that
def endant copied, distributed and possibly displayed plaintiff’s
drawi ngs without his perm ssion. Both actions are predicated on
plaintiff’s proprietary rights in his works and his right to
control or condition the use by others of those works. In the
pl eadings in both cases, plaintiff specifically references many
of the sanme projects. At |least as to the docunents for those
projects, the underlying acts, material factual allegations and
evidence required to prove the clains woul d appear to be
essentially the sane.

Plaintiff argues that he could not have asserted his
copyright clains in the first action because he had not secured
copyright registration for the docunents at the tine. The
guestion, however, is not when plaintiff pursued a right but when

the right arose. See Harnett, 800 F.2d at 1313 (question for res

j udi cata purposes i s whether subsequent claimarising fromsane

series of transactions existed at tine of prior litigation). It



appears that defendant was allegedly copying and distributing
plaintiff’s works for some period before the prior action was
litigated and that he had actual know edge of this al nost three
nont hs before the dism ssal of that action.

It is true that to assert a claimfor infringenent, the
owner of the works in question nust present to the Copyri ght
O fice an application for copyright registration with the
requi site copies of his works and a filing fee. See 17 U S.C. 8§

411(a); Tang v. Hwang, 799 F. Supp. 499, 502-03 & n.9 (E. D. Pa.

1992). It appears that plaintiff did so before agreeing to
settle the prior action.

In any event, a plaintiff cannot sit on his rights.
Li ke an EEOCC right to sue letter, registration is a prerequisite
to filing suit. It is not, however, a condition of the right to
copyright protection which arises at the tine of the creation of

copyrightable works. See Arthur Rutenberg Hones, Inc. v. Drew

Hones, Inc., 29 F.3d 1529, 1531 (11th G r. 1994) (author of

architectural drawi ngs has copyright protection fromtine of

creation); Qan MIIs, Inc. v. Linn Photo co., 23 F.3d 1345, 1349

(8th Gr. 1994); S.OS., Inc. v. Payday, Inc., 886 F.2d 1081,

1085 (9th Gr. 1989). Plaintiff waited for at |east four years
after creating his works before nmaking any attenpt to register
them See, e.g., Churchill, 183 F.3d at 191 (plaintiff’s ADA

claimbarred by res judicata where she "sat on her rights" by



failing to request EEOCC right to sue letter before term nation of
prior related discrimnation case); Langston, 827 F.2d at 1048
(res judicata bars ADEA cl ai mwhich coul d have been asserted upon
receipt of right to sue letter three nonths prior to dismssal of
first action).*

It is not altogether clear, however, that all of the
projects overlap or that all of the alleged copyright violations
occurred before the settlenent of the 1997 suit. There also
appears to be a factual dispute about whether the parties agreed
in connection with their settlenent to the preservation of any
copyright clains.®

The court thus cannot concl ude beyond doubt at this
juncture that plaintiff can prove no set of facts in support of
his copyright clains which could entitle himto relief.

B. Preenption

Def endant contends, and plaintiff concedes, that the
trade secret m sappropriation claimshould be dism ssed because
it is preenpted by federal copyright |aw.

Federal copyright |aw preenpts state |aw when the

“This also is not a case where a plaintiff was prevented by
fortuitous circunstances fromadding a recently discovered claim
Plaintiff agreed to the settlenent and dism ssal of the prior
action with actual know edge that defendant had been infringing
his rights.

Res judicata is an affirmative defense which may be wai ved
and thus presunably bargained awnay. See Fed. R Cv. P. 8(c);
Sanchez v. City of Santa Ana, 915 F.2d 424, 431 (9th Cr. 1990),
cert. denied, 502 U.S. 815, (1991); Nevels v. Hanlon, 656 F.2d
372, 376 (8th Cir. 1981).
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nature of the work of authorship in which rights are clai ned
conmes within the "subject matter of copyright" as defined in
88102 and 103 of the Act; and, the rights granted under state | aw
are equivalent to any of the exclusive rights within the general
scope of copyright as specified by 8106 of the Act. See 17

U S.C § 301(a).

It is clear that plaintiff’s works come within the
protection of 8102(a)(8) which extends protection to
architectural works. Federal |aw provides a copyright hol der
with exclusive rights which include reproducing, distributing and
preparing derivative works. See 17 U. S.C. 8106.

A state cause of action which requires proof of an
extra el enent beyond nere copying, distributing or preparing
derivative works would be qualitatively different froma

copyright infringenent claim See Data General Corp., et al, 36

F.3d 1147, 1164 (1st Cr. 1994); GCenel Precision Tool, Co., Inc.

v. Pharma Tool Corp., 1995 W 71243, *5 (E.D. Pa. Feb. 13, 1995).

Bot h Pennsyl vani a and New Jersey follow the Restatenent of Torts

8§ 757. See DenTal -Ez. Inc. v. Sienens Capital Corp., 566 A 2d

1214, 1228 (Pa. Super. 1989) (applying 8 757); Sun Dial Corp. V.

Ri deout, 108 A.2d 442, 445 (N. J. 1964) (applying 8757).% Under

the law of either state, trade secret misappropriation occurs

®Based on the underlying contacts, it appears clear that the
| aw of Pennsyl vania or New Jersey woul d govern resolution of this
claim As the pertinent |aw of each state is the sane, it
follows that application of the |aw of either state would
underm ne the interests of neither and that there is no conflict
to resol ve

11



when one uses or discloses another's trade secret w thout
privilege if he acquired the secret by inproper neans or his
di scl osure or use constitutes a breach of confidence or trust.

See Rohm and Haas Co. v. ADCO Chem Co., 689 F.2d 424, 429-31 (3d

Cr. 1982). Only clains predicated on the violation of a
distinct duty of trust or confidentiality may avoid preenption.

See Conputer Assocs. Int’'l, Inc. v. Altai, Inc., 982 F.2d 693,

717 (2d Gr. 1992); Long v. Quality Conputers and Applications,

860 F. Supp. 191, 197 (M D. Pa. 1994); Cenel Precision Tool, 1995

W 71243 at *7.

Plaintiff’s trade secret m sappropriation claimis
predi cated on defendant’s all eged unaut hori zed copyi ng,
di stributing and possi bl e displaying of plaintiff’s copyrighted
works. His copyright and trade secret m sappropriation clains
are functionally equivalent and the state law claimis preenpted.
See Long, 860 F. Supp. at 197 (claimof trade secret
m sappropriation under use theory is preenpted as reproducing
protected works is enconpassed in copyright infringenent clainm.
C. License and Doctrine of Election of Renedies

Hovnani an al so contends this case should be dism ssed
because its use of the docunents was |icensed and plaintiff
el ected earlier to seek damages for non-paynent under the |icense
agreenent. Neither party submtted a copy of the license. The

docunent to which they both refer, however, appears to be one of

12



record in the 1997 suit.’” It is unclear fromthis docunent,
however, which projects are covered by the agreenent.® It is
possi bl e that sone of the copyrighted works are not subject to
the |Iicense agreenent.

The doctrine of election of renedies essentially estops
a party fromenforcing nultiple renedi es which are predicated on
irreconcilably inconsistent factual or |legal clains. See

Abdal | ah v. Abdallah, 359 F.2d 170, 174-75 (3d G r. 1966);

Children's Village v. Secretary of Public Welfare, 1992 W. 99587,

*5 (E.D. Pa. Apr. 30, 1992); Com of Pennsylvania v. G anfrani,

600 F. Supp. 1364, 1367 (E.D. Pa. 1985). A claimbased on the
recognition of a license to use protected works woul d appear to

be inconsistent with a claimof infringenent. See G ahamyv.

Janes, 144 F.3d 229, 235 (2d Cr. 1998); Paranount Pictures Corp.

v. Metro Program Network, Inc., 962 F.2d 775, 779 & n.10 (8th

CGr. 1992).

A plaintiff, however, may consistently recover damages
for breach of a licensing agreenent to pay for each use of a
protected work and for copyright infringenent based on any use
whi ch exceeds the scope of the license. |1d. at 779-80. See also

MaclLean Assocs., Inc. v. Wn M Mercer-Midinger-Hanson, |nc.

The docunent is a letter dated Septenber 28, 1992, witten
by M. Bieg to M. MCarron of K. Hovnani an Conpanies, Inc.,
whi ch appears to record a previous oral agreenment to pay M. Bieg
a re-use fee of $500 for each unit type.

8The letter refers to "all projects,” but there is no
i ndication as to which specific projects were then contenpl at ed
and thus in fact within the scope of the |icense agreenent.
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952 F.2d 769, 779 (3d Cr. 1991)(licensor can sue for copyright
infringenment for use exceedi ng scope of non-exclusive |license);
S.O0S., 886 F.2d at 1087 (licensee infringes copyright if his use

exceeds scope of license); Costello Publishing Co. v. Rotelle,

670 F.2d 1035, 1045 (D.C. Gr. 1981); Joseph J. Legat Architects,

P.C._ v. United States Devel opnent Corp., 625 F. Supp. 293, 296-97

& n.3 (N.D 1Il. 1985) (party may recover in contract for non-
paynment under |icensing agreenent and under Copyright Act for
infringenment for use by |icensee exceeding his contractual
rights).

It is not absolutely clear at this juncture that
plaintiff can prove no set of facts which could entitle himto
recover additional damages for copyright infringenent beyond
those for breach of the paynent obligation in the |icense
agr eenent . °

V. Concl usi on

The court cannot definitively conclude on the record at
this juncture that copyright clainms were not preserved by the
settlenent terns in the prior action or that there has been no
i nfringing conduct subsequent to the settlenent. It also appears
possible that plaintiff can prove the infringenent of rights in

wor ks not covered by the license or use of works by defendant in

°Recovery of such damages for incidents of infringenent
whi ch coul d have been asserted in the prior action, of course,
may neverthel ess be barred by the doctrine of claimpreclusion.
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ways whi ch exceed the scope of the license. Plaintiff's state
| aw m sappropriation claimis admttedly preenpted.
Accordingly, defendant’s notion will be granted in part

and denied in part. An appropriate order will be entered.
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IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

RICHARD K. BIEG Sr., Al.A ClVIL ACTI ON
V. :
HOVNANI AN ENTERPRI SES, | NC. NO. 98-5528
ORDER
AND NOW this day of Novenber, 1999, upon

consi deration of defendant’s Mdtion to Dismss (Doc. #4) and
plaintiff’s response thereto, consistent with the acconpanyi ng
menorandum | T | S HEREBY ORDERED that said Mtion is GRANTED as
to plaintiff’s trade secret m sappropriation claimas pled in

Count IIl and is otherw se DEN ED

BY THE COURT:

JAY C. VWALDMAN, J.



